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Gleanings  
 

“A Banana” 
 
This is a reprint from a strategy report a week or so ago, but we think it is too relevant not to resurrect it for this month’s edition of Gleanings.  When Herb Stein, chairman of 
the Council of Economic Advisers in the Gerald Ford administration, was admonished by his boss not to use the word "recession" to describe a recession, he complied, 
reluctantly.  "From now on," he told a group of economic reporters, "I won't use the word recession.  I'll say 'banana.'  When I say banana, think 'recession'.  I think we must be 
wary of the risks of a banana."  I revisit the word “recession” (aka banana) this morning because after speaking at two events in Sarasota last week, and then The MoneyShow in 
Orlando, the word recession seemed to be on everyone’s lips.  At The MoneyShow, I did a Bull/Bear debate with Peter Schiff in front of a few thousand attendees.  Peter began 
talking about: 1) a recession/depression, 2) a bankruptcy of the U.S. government, 3) worthless U.S. dollars, 4) soaring debt to GDP, to name but a few depressing topics.  After he 
got done, I said, “Gosh, I think I better leave and provision my boat with weapons, cans of food, and gold.” I responded to his points: 1) I see nothing on the immediate horizon 
that suggests the U.S. economy is about to tip into a “banana,” 2) The only way the government goes bankrupt is if some disingenuous politicians shut down the government 
and it is forced to default on the debt.  The government has taxing power and the ability to print money, so the odds of a bankruptcy are de minimis, 3) if you think your U.S. 
dollars are worthless, then give them to me!  I’ll even give you back 50 cents for each dollar (a tip of the hat to our chief economist Scott Brown, Ph.D.), 4) Yes, the U.S. debt is 
high when you measure it on a debt-to-GDP basis, but I think that is the wrong lens.  When I was a practicing fundamental analyst, I used to analyze individual companies by 
comparing assets to liabilities, not liabilities to revenues.  Accordingly, when analyzing the U.S. debt, you should consider the country’s assets.  I have no idea how much the 
Grand Canyon, Yellowstone, or Yosemite are worth, but when you line up the government’s debt with the government’s assets I am pretty sure the ratio is MUCH smaller than 
the debt-to-GDP calculation. 

Of course many participants point to the pullback in the stock market and opine a recession is surely coming.  However, that does 
not necessarily foot with history.  As often stated, since 1968 the S&P 500 has had 10 bear markets (a 20%+ decline), but four of 
them were not accompanied by a recession.  That said, I do not think we are in a bear market.  I do think a number of stocks have 
declined enough to place them in bear market territory.  In fact, one could argue the stock market has been going through an 
“internal correction” for seven months while a few of the index stocks have kept the indices elevated until this year.  Indeed, this 
year the “generals” have finally retreated, following the “troops” descent into the netherworld.  That, ladies and gents, is how 
bottoms are made. 

Text continues on page 3. 
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Jeffrey Saut 

“A Banana” 
(Continued from page 1) Speaking to “bottoms,” we got the bottom last August right and chose to ignore the concurrent Dow Theory “sell 
signal.”  We got the “rip your face off” Santa rally dead wrong and admitted it two weeks after making that “call” on CNBC; and, before the 
real carnage began at the start of this year.  More recently, we got the “call” for a successful test of last August’s “lows”  on February 11, 2016 
right thinking a double-bottom was at hand for the S&P 500 (SPX/1999.99 [March 4 close]) and said we were expecting an upside breakout 
above the overhead resistance at 1950.  After trying three times to best the 1950 level, the SPX broke out above that level and streaked 
towards our next target zone of 2000 – 2040.  Part of the streaky action was due to short covering, but part of it is due to the budding belief 
among professional investors that there will be no recession.  Certainly the D-J Transports are telegraphing “no recession” after a decline of 
31.2% from their intraday high into their January 20, 2016 intraday low, the Trannies have rallied some 21%.  As our chief economist (Scott 
Brown, Ph.D.) writes: 

Whether we are headed to recession isn't the right question.  It's clear that economic growth has slowed (at least in the near term) 
and, while the economy is widely expected to expand at a moderate pace in the quarters ahead, the risks to the outlook are weighted 
predominately to the downside.  The data do not suggest that we are in a recession.  Leading indicators are a bit mixed, with a few 
flashing yellow, but most still green.  Fears of a possible recession, economic weakness abroad, and election-year uncertainty may 
continue to fuel business caution.  However, the consumer fundamentals are strong and household spending should carry us through 
(read the report here: A Field Guide to Recessions (updated)). 

I would also point out that most of last week’s economic reports came in stronger than expected, an event that has been telegraphed by the 
Citi Economic Surprise Index since late January.  Turning to the near-term direction of the equity markets, in a statistical oddity, the SPX 
closed last Friday [March 4, 2016] at 1999.99, which is at the lower end of our 2000 – 2040 trading target zone.  The ~11% rally from the 
intraday low (February 11, 2016) to Friday’s intraday high (2009) has left the NYSE McClellan Oscillator about as overbought as it ever gets.  
And as the astute Lowry’s organization notes, “The % of OCO (Operating Companies Only) stocks above the 30-DMAs has moved to its highest 
level in over a year and is now well above the fully overbought level at 80%.  This overbought reading could cause the market to moderate 
the pace of its gains in the rally from mid-February.” 

While the good folks at the insightful Lowry’s organization may prove right on a short-term trading basis, longer term we think last August’s 
low (1812), and subsequent February 2016 retest of that low, put in place a double-bottom and have repeatedly said so.  Accordingly, we 
continue to believe the secular bull market remains in place and has years left to run. 

https://raymondjames.bluematrix.com/docs/pdf/eba4e3b4-dec8-4a32-ac1f-0b4d98e1d2ab.pdf


Raymond James  Gleanings 

© 2016 Raymond James & Associates, Inc., member New York Stock Exchange/SIPC. All rights reserved.  

International Headquarters:  The Raymond James Financial Center  |  880 Carillon Parkway  |  St. Petersburg, Florida 33716  |  800-248-8863 4 

Jeffrey Saut 

This Doesn’t Look Like a Recession 

Our main message over the last seven years is that while GDP growth may be slow, it is sustainable.  
Moreover, we have argued that because the 2008 – 2009 downturn was so severe, it likely extended the mid-
cycle of the business cycle.  Therefore, we do not think the economy is in a late-cycle stage, but rather an 
extended mid-cycle stage, with the late cycle a few years away.  

 

Source: U.S. Bureau of the Census. 
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Jeffrey Saut 

Neither Does This 

The payroll figures are subject to statistical noise and seasonal adjustments, so they are volatile.  The February 
employment report was stronger than expected.  Nonfarm payrolls rose by 242,000 (median forecast: +190,000), with 
a net upward revision of 30,000 to the two previous months, leaving the three-month average at +228,000. 

 

Source: U.S. Bureau of the Census. 
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Jeffrey Saut 

No Recession 

Employment is being driven by full time jobs.  And with unemployment at 4.9%, and college degreed unemployment 
at 2.5%, we are near full employment. 

 

Source: U.S. Bureau of the Census. 
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Jeffrey Saut 

The Participation Rate Has Hooked Up 

The unemployment rate would have been below 4.9% if the participation rate had not hooked up. 

 

Source: U.S. Bureau of the Census. 
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Jeffrey Saut 

Employment Cost Index Suggests Wages Have Finally Begun to Improve 

The Employment Cost Index shows that compensation growth was +2.1% year-over-year.  While that was down from 
the cycle high +2.7% in 1Q15, it is still decent growth. 

 

Source: U.S. Bureau of the Census. 
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Jeffrey Saut 

Tax Receipts 

For those who don’t believe the Bureau of Labor Statistics’ employment numbers, Federal tax receipts are improving, 
thus suggesting things are indeed getting better. 

 

Source: U.S. Bureau of the Census. 
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Jeffrey Saut 

Things Are Getting Better  

I have often written that the equity markets do not care about the absolutes of “good” or “bad,” but only if “things” 
are getting better or worse.  Obviously, we think things are getting better, which is what the equity markets seem to 
be sniffing out.  We identified the bottom on August 24, 2015, and the subsequent retest of that low on February 11, 
2016.  We also stated we thought the S&P 500 (SPX/2019.64) would break above its overhead resistance zone of 1945 
– 1950 and travel into its next resistance zone of 2000 – 2040.  As of this writing, that’s exactly where the SPX resides.  
Like the multiple attempts to break above the 1945 – 1950 level, it will probably take similar tries to surmount the 
2000 – 2040 level.  Eventually, however, we expect that to occur as well.  Actually, a step in that direction took place 
last Friday (March 11, 2016) when the SPX closed above its 200-day moving average.  Stay thirsty my friends! 

 

Source: YCharts. 
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Jeffrey Saut 

Excluding Energy, Earnings Look Better 

Earnings estimates for the S&P 500 have come down, but that is mainly attributable the Energy sector.  While one 
cannot remove that from the equation, theoretically if one does, the S&P P/E ratio looks decidedly better.  

 

Source: Thomson Reuters. 
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Jeffrey Saut 

We Are in a Secular Bull Market 

My friend, BMO’s erudite strategist Brian Belski, notes: 
 

Secular Bull Markets Are Born Out of Lost Decades: 
Based on historical evidence, stocks typically enter a 
very long period of expansion after emerging from a 
period of negative 10-year holding period returns. We 
found that, in average, these periods last for roughly 
15 years and deliver average annual returns of about 
16%. Given that a 10-year holding period returns 
emerged from negative territory six years ago, it is 
not unreasonable to assume that there is about 9 
years and 10%+ of average annual returns left to the 
current bull market should performance follow 
historical patterns. 
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Jeffrey Saut 

Secular Bull Markets: 1946 – 1966, 1982 – 2000, 2009 – ? 

 

 
Source: Raymond James Equity Portfolio & Technical Strategy. 
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Andrew Adams 

Selling Pressure Above 
 

The rally off of the 2016 lows has been impressive and accompanied by an improvement in most breadth measures, 
but there is still quite a bit of work to do before we start talking about the S&P 500 going back up to new all-time 
highs. The red lines in the chart below are the major resistance levels I believe could give the market some problems 
in the near term.  

 

Source: Stockcharts.com. 
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Andrew Adams 

Technical Resistance 
 

Adding to the resistance around 2010 created by former prices, is the 61.8% Fibonacci retracement of the May 2015 – 
February 2016 decline. Fibonacci retracement levels, like a lot of technical analysis, only works because enough 
people believe in it, but the 61.8% retracement zone of any major move usually gets a lot of attention from traders, 
so it’s not too surprising that we’re seeing the market consolidate just below this key 2010 level. 

 

Source: Stockcharts.com. 
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Andrew Adams 

Equal Opportunity Rally 
 

One of the major stories of 2015 was that the popular stock indices were being propped up by the performance of a 
select few mega-cap stocks, while the rest of the market suffered. This was certainly seen in the relative strength 
chart comparing the normal, market-cap-weighted S&P 500 and the equal-weighted version that treats price 
movements in all the companies the same. When this relative strength line rises, the S&P 500 is outperforming the 
equal-weighted S&P 500 and when the line falls the opposite is occurring. As you can see, so far in 2016, the narrative 
has shifted a bit and the equal-weighted S&P 500 has been the better performer, a possible reflection of the 
improving market breadth. 

 

Source: Stockcharts.com. 
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Andrew Adams 

U.S. Dollar at Critical Level 
 

Last month I featured a chart of the trade-weighted U.S. Dollar Index, which is calculated quite differently from the 
more common U.S. Dollar Index that I have included below. However, the more-traditional version, which has a heavy 
euro weighting, is at a very critical position at the moment and is at risk of closing a week below that green line for 
the first time since early last year. This line has prompted buyers to step in on several different occasions, but with 
each touch of the line it becomes more likely that the “price” will break through and so it is worth watching over the 
coming days. 

 

Source: Stockcharts.com. 
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Andrew Adams 

So Far, So Good 
 

I mentioned in the February edition of Gleanings that the NYSE Common Stock Only Advance/Decline Line REALLY 
needed to expand considering it had fallen all the way down to the most important trendline on its chart (line 1). 
Well, the stock market finally listened to me and the breadth expansion over the last few weeks has now brought the 
indicator all the way up to another very important line (line 3) that will go a long way toward signaling if the market 
will have enough juice to get back up to new highs. So far, though, this resistance line is doing its job and causing the 
market breadth expansion to pause. 

 

Source: Stockcharts.com. 
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Andrew Adams 

Room on the Upside! 
 

Despite the recent rally in prices and improvement in market breadth, stocks are still FAR from being overbought on a 
longer-term basis, considering less than 40% of the NYSE is trading above the 200-day moving average right now. This 
indicator had fallen so much (below 20%) that it’s going to take a while before it can shoot all the way back up to 
overbought levels, which means the market could have quite a bit left in the tank to challenge the former highs in 
stocks. 

  

Source: Stockcharts.com. 



Raymond James  Gleanings 

© 2016 Raymond James & Associates, Inc., member New York Stock Exchange/SIPC. All rights reserved.  

International Headquarters:  The Raymond James Financial Center  |  880 Carillon Parkway  |  St. Petersburg, Florida 33716  |  800-248-8863 20 

Andrew Adams 

Oil Opportunity 
 

And I still believe that if you are looking for the area of the stock market with the most potential for outsized gains 
over the next couple years, it is the still beaten-down Energy sector. The Oil Services Index, for example, appears to 
have bounced off of a very long-term trendline on its monthly chart, but it still has a ways to go before it even reaches 
its 24-month moving average. Oil markets and stocks will, of course, continue to be volatile and are likely a higher risk 
investment, but I also believe that means it has the most potential upside for those willing to assume that risk.  

 

Source: Stockcharts.com. 
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Andrew Adams 

Commodities at Rock Bottom? 
 

The Thomson Reuters/Jefferies CRB Index, which consists of 19 different commodities, also may have made a major 
long-term bottom this year when you compare it to past lows in the index. While the value of the index made lower 
lows earlier this year, it did so with less momentum when gauged by the Relative Strength Index (lower indicator), a 
positive divergence that also occurred at the bottoms in 1986, 1993, and 1999. The index has recovered a bit recently, 
but it obviously still has a lot of upside potential just to get back up to where it was a few years ago, and the RSI 
hasn’t even hit the neutral 50 level yet, either. 

 

Source: Stockcharts.com. 
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Andrew Adams 

Canada Breakout! 
 

The rebound in commodities should be very good news for our friends in Canada, too, who have witnessed the TSX 
Composite Index break out to the upside from the pattern that had contained it for most of the past year. As long as it 
does not drift back down into that pattern, Canadian stocks should be worth a closer look.  

 

Source: Stockcharts.com. 
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Scott Brown 

Economic Outlook – Key Themes  
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Scott Brown 

Recession Outlook 
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Scott Brown 

Job Growth Has Remained Strong 
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Scott Brown 

The Unemployment Rate Is Trending Lower 
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Scott Brown 

Labor Force Participation Has Begun to Pick Up 
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Scott Brown 

Involuntary Part-Time Employment Is Trending Lower 
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Scott Brown 

Average Hourly Earnings Fell 0.1% in February (vs. +0.5% in January) - 

The Three-Month Average is Up 2.5% y/y 
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Scott Brown 

Residential Construction Activity Continues to Recover 
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Scott Brown 

Durable Goods Orders Are Weak (but Is this Temporary?) 
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Scott Brown 

The Trend for Capital Goods Appears Soft, Not Horrible 
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Scott Brown 

ISM Surveys Are Consistent with Moderate Growth 
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Scott Brown 

Lower Prices Affecting Both Imports and Exports 
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Scott Brown 

Exports Down Moderately in Inflation-Adjusted Terms 
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Scott Brown 

The U.S. Still Has a Sizeable Trade Surplus in Services 

 

 



Raymond James  Gleanings 

© 2016 Raymond James & Associates, Inc., member New York Stock Exchange/SIPC. All rights reserved.  

International Headquarters:  The Raymond James Financial Center  |  880 Carillon Parkway  |  St. Petersburg, Florida 33716  |  800-248-8863 37 

Scott Brown 

The Dollar Has Reversed Direction vs. Our Two Largest Trading Partners - 

(Apparently After Having Overshot) 
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Scott Brown 

Measures of Core Inflation Are Picking Up 
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Scott Brown 

Pressures Rising in Rents and Other Services 
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Scott Brown 

Fed Policy Outlook 
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Scott Brown 

Economic Indicators  
 

Economic 
Indicator 

Status Comments 

Growth  
A mixed bag, but consumer spending (70% of GDP) should lead the way.  Foreign trade is likely to remain a drag 
in the near term. 

Employment  
Job growth is expected to slow somewhat in 2016, due to a tighter labor market.  Job destruction remains very 
low and new hiring is set to continue. 

Consumer 
Spending  

Job gains, a pickup in wage growth, confidence about personal finances, and low gasoline prices should support 
spending growth in the near term. 

Business 
Investment  

Firms are generally cash rich but have delayed capital spending projects due to soft global growth and concerns 
about a possible U.S. “recession.” 

Manufacturing  
A bit weak in the near term, but mixed across industries.  Soft global demand is likely to offset domestic strength. 

Housing and 
Construction  

Job growth has been supportive.  Demand is improving, outpacing supply, leading to upward pressure on rents 
and home prices. 

Inflation  
Downward pressure in goods, but that won’t last indefinitely.  Pressure has been building in rents and services 
(driving partly by rising labor costs). 

Monetary 
Policy  

Seeing tighter labor markets and rising inflation pressure in consumer services, the Fed is expected to remain in 
tightening mode, but global economic and financial concerns should keep policy on hold in the near term. 

Long-Term 
Interest Rates  

Long-term interest rates should drift gradually higher as the economy improves and the Fed raises short-term 
rates.  However, we should see a continued flight to safety (lower bond yields) on global concerns. 

Fiscal Policy  
State and local government budgets are in better shape and spending should add to GDP growth (but not by a 
lot). 

The Dollar  
Tighter Fed policy would normally boost the dollar, although much of that should already be factored in. 

Rest of the 
World  

Accommodative monetary policy and low oil prices should help the rest of the world to eventually recover, but 
there are downside risks in the near term. Softer global growth is likely to put some downward pressure on U.S. 
corporate profits. 
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Scott Brown 

Key Calendar Dates  

 

 March 15 – Retail Sales (February)  

Producer Price Index (February) 

NCAA Tournament begins 

 March 16 – FOMC Policy Decision, Yellen press conference 

Consumer Price Index (February)  

Building Permits, Housing Starts (February) 

Industrial Production (February) 

 March 17 – Leading Economic Indicators (February) 

 March 21 – Existing Home Sales (February) 

 March 23 – New Home Sales (February) 

 March 24 – Durable Goods Orders(February) 

 March 25 – Good Friday Holiday (markets closed) 

 April 1 – Employment Report (March) 

 April 27 – Fed Policy Decision (no press conference) 

 June 15 – Fed Policy Decision, Yellen press conference 
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Simple Moving Average (SMA) - A simple, or arithmetic, moving average is calculated by adding the closing price of the security for a number of time periods and then dividing this total by the 
number of time periods. 
Exponential Moving Average (EMA) - A type of moving average that is similar to a simple moving average, except that more weight is given to the latest data. 
Relative Strength Index (RSI) - The Relative Strength Index is a technical momentum indicator that compares the magnitude of recent gains to recent losses in an attempt to determine 
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International securities involve additional risks such as currency fluctuations, differing financial accounting standards, and possible political and economic instability.  These risks are 
greater in emerging markets. 

Small-cap stocks generally involve greater risks.  Dividends are not guaranteed and will fluctuate.  Past performance may not be indicative of future results.  
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this and other information about mutual funds and exchange –traded funds. The prospectus is available from your financial advisor and should be read carefully before investing. 

 

 



Raymond James  Gleanings 

© 2016 Raymond James & Associates, Inc., member New York Stock Exchange/SIPC. All rights reserved.  

International Headquarters:  The Raymond James Financial Center  |  880 Carillon Parkway  |  St. Petersburg, Florida 33716  |  800-248-8863 44 

For clients in the United Kingdom: 

For clients of Raymond James & Associates (London Branch) and Raymond James Financial International Limited (RJFI): This document and any investment to which this document 
relates is intended for the sole use of the persons to whom it is addressed, being persons who are Eligible Counterparties or Professional Clients as described in the FCA rules or persons 
described in Articles 19(5) (Investment professionals) or 49(2) (High net worth companies, unincorporated associations etc) of the Financial Services and Markets Act 2000 (Financial 
Promotion) Order 2005 (as amended) or any other person to whom this promotion may lawfully be directed.  It is not intended to be distributed or passed on, directly or indirectly, to any 
other class of persons and may not be relied upon by such persons and is therefore not intended for private individuals or those who would be classified as Retail Clients. 

For clients of Raymond James Investment Services, Ltd.: This report is for the use of professional investment advisers and managers and is not intended for use by clients. 

For purposes of the Financial Conduct Authority requirements, this research report is classified as independent with respect to conflict of interest management. RJA, RJFI, and Raymond 
James Investment Services, Ltd. are authorised and regulated  by the Financial Conduct Authority in  the United Kingdom. 

For clients in France: 

This document and any investment to which this document relates is intended for the sole use of the persons to whom it is addressed, being persons who are Eligible Counterparties or 
Professional Clients as described in “Code Monétaire et Financier” and Règlement Général de l’Autorité des Marchés Financiers. It is not intended to be distributed or passed on, directly 
or indirectly, to any other class of persons and may not be relied upon by such persons and is therefore not intended for private individuals or those who would be classified as Retail 
Clients. 

For clients of Raymond James Euro Equities: Raymond James Euro Equities is authorised and regulated by the Autorité de Contrôle Prudentiel et de Résolution and the Autorité des 
Marchés Financiers. 

 

For institutional clients in the European Economic Area (EEA) outside of the United Kingdom:  

This document (and any attachments or exhibits hereto) is intended only for EEA institutional clients or others to whom it may lawfully be submitted. 

 

For Canadian clients:  

This report is not prepared subject to Canadian disclosure requirements, unless a Canadian analyst has contributed to the content of the report.  In the case where there is Canadian 
analyst contribution, the report meets all applicable IIROC disclosure requirements. 

 

Proprietary Rights Notice: By accepting a copy of this report, you acknowledge and agree as follows: 

This report is provided to clients of Raymond James only for your personal, noncommercial use. Except as expressly authorized by Raymond James, you may not copy, reproduce, transmit, 
sell, display, distribute, publish, broadcast, circulate, modify, disseminate or commercially exploit the information contained in this report, in printed, electronic or any other form, in any 
manner, without the prior express written consent of Raymond James. You also agree not to use the information provided in this report for any unlawful purpose. This is RJA client relea sable research 

This report and its contents are the property of Raymond James and are protected by applicable copyright, trade secret or other intellectual property laws (of the United States and other 
countries). United States law, 17 U.S.C. Sec.501 et seq, provides for civil and criminal penalties for copyright infringement. No copyright claimed in incorporated U.S. government works. 

 
 


