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Gleanings 

A Monthly Chart Presentation and Discussion Pulling Together the Disciplines  
of Economics, Fundamentals, Technical Analysis, and Quantitative Analysis 

“Sitting Here in Limbo” 
 

The year was 1971, and the album was Another Cycle, when Jimmy Cliff and Guilly Bright wrote the hit song “Sitting In Limbo.”  The first verse goes like this: “Sitting here in 
limbo, but I know it won't be long.  Sitting here in limbo, like a bird without a song.  Well, they're putting up a resistance, but I know that my faith will lead me on.”  Similarly, it 
feels like the stock market has been “sitting here in limbo” since 1971, but the S&P 500 (SPX/2052.32) has only been stuck in its ~1800 to 2130 trading range since October of 
2014. However, “They’re putting up resistance” in the 2100 to 2130 level every time the SPX travels into that region, making it extremely frustrating for us “bulls!”  Hence, I must 
admit, this range-bound equity market has been one of the most difficult markets in which to make money of any market I have seen in over 45 years in the business, and in 
over 50 years of looking at markets with my father.  Yet, our model targeted last week (the week of May 8th) as the week for a meaningful bottom, with an error variance of ∓ 
three sessions.  Frustrating indeed, for at the recent lows, of the 4000 largest stocks traded on the various U.S. exchanges, 56% were down more than 20% from their respective  
three-year highs, and 28% were off 40% or more.  To be sure, there has been a stealth bear market beneath the surface, for while the major indices have hovered not too far 
from their all-time highs, many stocks have been in a bear market.  We think this range-bound market has come to an end as it anticipates improving economic numbers, 
improving earnings, better sentiment readings, and the overall mindset of underinvested investors going forward.  We have always argued that the equity markets do not care 
about the absolutes of “good or bad,” but only if things are getting better or worse.  We think things are getting better with the “low print” for GDP and earnings, having come a 
few weeks ago and expect both to improve going forward. 

In this report we examine such questions and speak to the best performing sectors since the May 2015 “highs,” the “sell in May 
and go away” meme, the Real Estate Investment Trust (REIT) industry becoming the 11th sector in S&P’s previously 10 macro 
sector model, and why you should consider some of the REITs, as well as our “we can work it out” theme (The Beatles) between 
Donald Trump and Paul Ryan.  Manifestly, this is the most hated rally I have ever seen with the sentiment reading actually 
declining despite the SPX’s nearly 16% rally since the February lows.  Moreover, after an over 15% rally, bullish sentiment never 
increased (a very rare event), and has actually declined with a mere ~2% decline in the SPX.  Ladies and gentlemen, these are NOT 
the kind of metrics you see at a market top.  Rather, this kind of skepticism is what is seen at market bottoms, which is why we 
stated on CNBC we think you saw the low for the S&P 500 on February 11.  In this report our chief economist (Scott Brown, Ph.D.), 
and our colleague Andrew Adams, discuss the reasons the economy is not likely to spill over into recession and the technical 
implications for stocks for investors.   
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Jeffrey Saut 

“Sitting in Limbo”  

“Sitting here in limbo, but I know it won't be long.  Sitting here in limbo, like a bird without a song.   
Well, they're putting up a resistance, but I know that my faith will lead me on.”  --Jimmy Cliff 

 

 

Source:  Stockcharts.com, Raymond James Research.  

https://www.youtube.com/watch?v=vRoJyaZW6SA
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Jeffrey Saut 

Range-Bound Stock Market for the Past 19 Months 

 

 
Source: YCharts. 
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Jeffrey Saut 

Good Call, Bad Call 

Our model, which targeted the lows of last August, falsely called for a “rip your face off rally” in mid-December 
(which we had to admit two weeks later was a bad call), suggested the week of February 7, 2016 would 
represent a major bottom for the equity markets (∓ three sessions), and suggested a secondary bottom the 
week of May 8th, seems to have been on target. 

 
Source: YCharts. 
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Jeffrey Saut 

As for “Sell in May and Go Away”? 

According to Mark Hulbert, “Over the past 50 years, the Dow has an average return of 7.5% from November 
through April [winter] versus an average loss of 0.1% from May through October [summer].”  And that, ladies 
and gentlemen, is the consensus thought.  Using the S&P 500 (SPX/2052.32) produces only marginally better 
results.  However, those metrics are flawed, for as the Fat-Pitch.blogspot.ca notes (Fat Pitch): 

[The] data is skewed by a few outliers; stocks fell 37% in the summer of 2008, by 20% in 1974 and 15% 
in 1987, to name a few.  Using median values, winter's return is 5% versus 4% in summer.  That's a very 
small difference.  The returns in summer are typically positive, meaning, you might very well sell in May 
and buy back higher in November.  Overall, 76% of winters since 1970 have been positive; fewer 
summers are positive (67%), but the difference is slight. 

 

https://urldefense.proofpoint.com/v2/url?u=http-3A__fat-2Dpitch.blogspot.ca_2016_04_sell-2Din-2Dmay-2Dand-2Dbuy-2Dback-2Dhigher-2Din.html&d=BQMGaQ&c=dqndFQAGz2cg7ln6ll1EqkpBLZllP_GH8-2iqGbTww0&r=eY8EVPNNTb4SVk6UAAzWND_FheGQxksIrC8HZFHECS8&m=LqNjc0C4XCCfmXCNE57y3Hbp1cS2UpNT3ooxiGekmO4&s=wG-yxBMuTbZJGQcZr0wXYTjjkAxGnoHHiG8oPrb-FUY&e=
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Jeffrey Saut 

The Best Performing Sectors Since the May 21, 2015 All-Time High 

 

 
Source: Bespoke Investment Group.  Y axis depicts % gains/losses. 
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Jeffrey Saut 

Real Estate Investment Trusts (REITs) as a New Sector 

According to the portfolio managers I know at the esteemed firm of Cohen & Steers 
(https://www.cohenandsteers.com), arguably the best real estate/REIT money management firm in America: 

For the 40 Act mutual fund community, there should be at least $100 billion worth of demand just to 
get up to a market weighting in the REITs once they become a new sector.  $50 billion of that demand 
should come from large capitalization money management firms with the other $50 billion coming 
from small and mid-cap money managers.  While no one we know of has done the work on how much 
demand is going to come from the international crowd, it will not be insignificant.  With the total U.S. 
REIT sector having a notional value of $850 billion, money flows into this sector could be impactful 
when it becomes a sector on September 1, 2016.  Moreover, the REIT complex offers decent dividend 
yields and is fairly easy to analyze because the two most important considerations are: 1) where are 
rents going (higher or lower), and 2) which way is occupancy going (up or down). 

 

https://www.cohenandsteers.com/
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Jeffrey Saut 

Hated Rally 

One of the most hated rallies we have ever seen.  Normally with a ~16% gain, from the February “lows” to the 
April “highs,” bullish sentiment improves.  Not this time!  Indeed, following the roughly 3% pullback from the 
April “highs” into the May “lows.” In fact, the AAII bullish sentiment readings are testing their “lows.”  These 
are not the kind of metrics one sees at a major market top. 

 
Source: Bespoke Investment Group. 
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Jeffrey Saut 

The Election… 

Speaking to the presidential race, history shows that the relationship between the equity 
markets’ performance and elections is pretty low.  Certainly there will be winning and losing 
industries depending on whether a Democrat or Republican is elected, but unless there is a 
“black swan” event, we believe the secular bull market to be alive and well. 

 

 

 

 

 

Photos ©iStock.com/andykatz/EdStock/andykatz 
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Andrew Adams 

Markets in Limbo 
 

This limbo market is easy to see on the daily chart of the S&P 500, as 2040 and 2110 have provided the levels 
to watch in the near term. A breakdown below 2040 would imply a technical price target of at least 70 points 
lower (the height of the range), bringing 1970 into play. Conversely, a rise above the April 20th high would 
likely mean the market will take another shot at the all-time high of 2134. 

 
Source: Stockcharts.com. 
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Andrew Adams 

Still a Lot to Prove 
 

The weekly chart, too, shows that we are stuck within a larger range between 1810 and the all-time high of 
2134, and it is the breakout from that range that most long-term investors should be concerned with. And 
while the rally off the February low has made the situation feel a lot better, keep in mind that we are still in a 
pattern of lower highs on the weekly chart, as the April 20th high did not eclipse the one from last November. 
So we’re not out of the woods yet, even though the internal readings of the market still aren’t showing major 
deterioration under the surface. 

 
Source: Stockcharts.com. 
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Andrew Adams 

Election Season Heating Up; Will Stocks Follow? 
 

I featured the average election year chart a few months ago, but wanted to provide it once again as the 
election season heats up. If you will recall, this chart shows the average performance of the Dow Jones 
Industrial Average in election years going back to 1900, and while we were syncing up quite nicely with the 
average year into the beginning of April, the extended rally we experienced kind of threw it off. However, if 
the rest of this year does end up paralleling past election years, we may see a low put in toward the end of 
May before moving higher for the rest of the year. Of course, that low will almost certainly be higher than the 
lows experienced earlier this year, but here’s hoping the rest of 2016 does mirror past election years. 

 

Source: www.seasonalcharts.com. 
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Andrew Adams 

Buy Japanese! 
 

We recently recommended exposure to Japan due in large part to the nearby threat of North Korea and how it 
may force the Japanese to increase their defense spending, but the technicals are syncing up quite nicely as 
well. Looking at the long-term monthly chart, the Nikkei Index has fallen down to a very important trend line 
that connects the highs in 2000 and 2007, and this should now act as strong support. Additionally, the 
weakness over the last year has brought Japanese stocks back down to the 48-month moving average, which 
also appears to be helping bring in the buyers. So while U.S. markets decide what they are going to do, 
perhaps we should look to Japan for a better risk/reward ratio.   

 
Source: Stockcharts.com. 
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Andrew Adams 

King Dollar Still Reigning 

Perhaps the most important chart in the world right now is the chart of the U.S. Dollar Index. The dollar 
impacts so much that where it decides to head next is likely to impact what happens to several different 
markets. Not only are most commodities priced in U.S. dollars, which can lead to an inverse relationship 
between the strength of the dollar and commodity prices, but with about 48% of the S&P 500’s revenues 
coming from international markets (source: JP Morgan Asset Management) a higher dollar can put pressure 
on companies as their products and services become more expensive to foreign customers. The dollar has 
strengthened according to the index since the beginning of May, but it may be running into resistance around 
95 that could put some new pressure on its value. 

 
Source: Stockcharts.com. 
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Andrew Adams 

Different Index, Same Story 
 

For those of you who put more emphasis on the trade-weighted value of the U.S. dollar, which is calculated a 
little differently than the traditional Dollar Index, this measure has too been falling since the beginning of this 
year. In fact, it actually has fallen under the intermediate-term low made back last May, meaning the trend 
may have flipped back down and the dollar is set to move lower. If this pattern continues, it should continue 
to help boost commodity prices and put less strain on U.S. corporate earnings. 
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Andrew Adams 

10-Year Returns Still Have Room to Improve 
One reason stocks have historically made good investments is that when viewed from a long-term perspective, 
the average returns have been pretty strong when compared to the average downside risk. For instance, by 
looking at the S&P 500’s rolling 10-year average annualized price returns (dividends not included), the average 
10-year period has seen stocks return about 5.87% on an annualized basis (red dotted line). In comparison, there 
have only been a handful of rolling 10-year periods when the annualized return was negative, and even with the 
multi-year rally we have had since the 2009 bottom, we still are not even back up to the average annualized 
return. This could indicate there is still a bit of upside left if we compare it to past secular bull markets. 

 
Source: www.multpl.com; Raymond James Equity Research. 

http://www.multpl.com/
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Andrew Adams 

Commodities Tell Same Story 
 

Meanwhile, the rolling 10-year average annualized returns for commodities (using the S&P GSCI Commodities 
Index) shows that we are currently in the middle of the worst 10-year period for commodities over the last 35 
years. So, if we see any sort of reversion to the mean 10-year annualized return of 8.21%, commodities may 
have a tremendous amount of upside over the next several years. 

 
Source: Bloomberg; Raymond James Equity Research. 
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Andrew Adams 

Big Test for Oil 
 

Oil has recently renewed its rally and is now approaching the $50 mark for the first time since October of last 
year. However, crude is about to hit what may be its largest test since the bounce began, as a resistance line 
connecting three very important lows in 1998, 2001, and 2009 will come into play just above $50. This line 
knocked the price of oil back down last October and may bring in the sellers again anywhere in the black circle 
I included in the chart. How it reacts around that level is likely to be very important in determining where 
crude heads next. 

 
Source: Stockcharts.com. 
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Andrew Adams 

Gold Still On Track 
 

We have written quite a bit about gold’s rise this year, but the metal may have hit a temporary wall near 
$1300 that could cause a pause in its ascent. The trend still looks positive on a long-term basis, but anyone 
looking to get into gold or add to existing positions may be better off doing it closer to that green support line 
just above $1250. But until that green line breaks on a weekly closing basis, the future path for gold looks 
pretty clear.   

 
Source: Bloomberg; Raymond James Equity Research. 
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Scott Brown 

Economic Outlook – Key Themes  
 

Moderate growth with downside risks 

 Domestic economy 

o Consumer fundamentals are strong (job growth providing support) 

o Housing fundamentals are strong (but credit still tight for first-time buyers) 

o Business fixed investment has been soft (energy contraction, weak exports, recession fear) 

 Continued downside risks from the rest of the world 

o Impact of strong dollar 

 Major restraint for U.S. exporters 
 Dollar has begun to reverse (after overshooting) 

o Still a generally soft outlook outside of the U.S. 

 Chinese economic restructuring 

 Continued weakness in Latin America 

 U.K. June referendum on staying in the European Union 

 Euro area: good 1Q growth, but likely temporary 

Federal Reserve 

 Path of Fed rate increases expected to be gradual 

o Still data-dependent, the focus is still on the job market and the inflation outlook 

o The Fed will consider financial conditions and the impact of the rest of the world on the U.S. 

o September and December hikes appear likely, (possibly slower, but not more rapid) 
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Scott Brown 

Recession? (Not on the immediate horizon) 
 

Current Gauges 

 Real GDP (still positive) 

 Employment (still growing) 

 Personal Income (still growing) 

 Real Business Sales (still growing) 

 Industrial Production (trending down, but mostly energy) 

 

Recession Forecasting 

 Yield Curve (still positively sloped) 

 Stock Market (rebounded) 

 Initial Jobless Claims (still a very low trend) 

 Oil Prices (off the lows, but not up sharply) 

 

Could we talk ourselves into a recession? 

 Consumer Spending (70% of real GDP) 

o No sign of consumer retrenchment 

 Business Fixed Investment (16-17% of real GDP) 

o Contraction in energy exploration, impact from strong dollar 

o Many businesses have delayed capital projects (and have hoarded cash) 

o Election-year uncertainty generally leads to greater caution 
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Scott Brown 

Econ 101 – Gross Domestic Product (GDP) 

GDP = PCE + BFI +RFI + G + ch.I + (X-M) 

 Personal Consumption Expenditures (68-69% of GDP) 

o Fundamentals (jobs, wage growth) appear to be in good shape 

 Business Fixed Investment (12-13% of GDP) 

o Includes structures, equipment, intellectual property products 

o Current weakness in energy exploration, mixed but soft otherwise 

 Residential Fixed Investment (Homebuilding, 3.5% of GDP) 

o 6.5% of GDP in the boom, 2.5% of GDP in the bust 

 Government Consumption and Investment (17-18% of GDP) 

o Services (education, defense) + structures + equipment + R&D  

o Not transfer payments (Social Security, etc.) 

 Change in Inventories 

o Change in inventories contributes to the level of GDP   

o Change in the change in inventories contributes to GDP growth 

o Faster inventory growth adds to GDP growth; slower inventory growth subtracts 

 Net Exports = Exports – Imports (currently about -3% of GDP 

o Exports (currently about 12.5% of GDP) were a source of strength in the recovery 

o Imports (currently about 15.5% of GDP) subtract from GDP growth 

 

Private Domestic Final Purchases (PDFP) = PCE +BFI +RFI 

 A measure of underlying domestic demand 

 GDP less the volatile stuff 

 A 1.2% annual rate in 1Q16 (+2.6% y/y), GDP was 0.5% (+2.0% y/y) 
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Scott Brown 

 

Job growth has remained strong 
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Scott Brown 

 

Unemployment insurance claims are trending very low 
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Scott Brown 

 

Wage growth has been moderate 
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Scott Brown 

 

Consumers are spending less on gasoline 
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Scott Brown 

 

Unit auto sales likely to flatten in 2016 
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Scott Brown 

 

Core retail sales are on a moderately strong trend 
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Scott Brown 

 

Industrial production down due to energy contraction 
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Scott Brown 

 

Energy exploration has continued to contract, while energy extraction has remained strong 
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Scott Brown 

 

Ex-autos, manufacturing output is mixed, but mostly flat 
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Scott Brown 

Fed Policy Outlook 
 

Focus is on three areas 

 Job market (slack being reduced, seen tighter still in 12 months’ time) 

 Inflation outlook (some pickup seen as commodity prices begin to turn up, labor costs expected to 
rise, rents outpacing overall inflation) 

 Financial conditions (tighter credit conditions in early 2016, but likely to stabilize in the near term) 

 

The Fed is still very much in tightening mode 

 Policymakers still expecting to gradually normalize monetary policy 

 Most Fed officials believe that June hike would be warranted if the economy improves, but they are 
split on whether conditions will be met 

 Hikes in September and December are seen as likely… 

o Provided economic growth remains moderately strong and financial conditions stabilize 

 Election not as big a factor in the decision process as the markets believe 

 

Reinvestment policy is likely to end in early 2017 

 Fed currently replacing mortgage prepays and maturing Treasuries 

 Balance sheet will decay naturally once the reinvestment policy ends 
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Scott Brown 

 

FOMC Minutes (April 26-27) 

“Most participants judged that if incoming data were consistent with economic growth picking up in the 
second quarter, labor market conditions continuing to strengthen, and inflation making progress toward the 
Committee's 2 percent objective, then it likely would be appropriate for the Committee to increase the 
target range for the federal funds rate in June. Participants expressed a range of views about the likelihood 
that incoming information would make it appropriate to adjust the stance of policy at the time of the next 
meeting. Several participants were concerned that the incoming information might not provide sufficiently 
clear signals to determine by mid-June whether an increase in the target range for the federal funds rate 
would be warranted. Some participants expressed more confidence that incoming data would prove broadly 
consistent with economic conditions that would make an increase in the target range in June appropriate. 
Some participants were concerned that market participants may not have properly assessed the likelihood of 
an increase in the target range at the June meeting…” 
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Scott Brown 

 

Productivity growth has slowed 
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Scott Brown 

 

Why Productivity Growth Matters 

Productivity = Output per Hour 

 Compound effect over time 

o 2% productivity growth over 20 years = 50% more output per worker 

o 0.5% productivity growth over 20 years = 10% more output per worker 

 Necessary for improvements in the standard of living 

 Improvements in corporate profits 

 Reduces budget pressures (easier funding for entitlements) 

 Output growth = labor growth + productivity growth 

o Labor force grew 1.7% per year in 1950-2000 (mostly as women entered the workforce) 

o Working-age population is now growing 0.5% per year 

o So if productivity growth improves to 1.5% per year, then 2% GDP growth is about as much as we can hope 
for (long term), not 3.5-4.0% 

Why so slow? 

 Measurement problems?  Not Entirely 

 Is it a temporary slowdown in (productivity boosting) capital spending? 

 Or is it a permanent slowdown in capital spending? 

Brave New World 

 Robotics, artificial intelligence (self-driving cars and trucks, medicine) 

 Job elimination 
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Economic Indicators  
 

Economic 
Indicator 

Status Comments 

Growth  
April economic data suggest a pickup in GDP growth into 2Q16 (with the estimate of 1Q16 GDP growth expected 
to be revised higher).  Not knocking the cover off the ball, but respectable. 

Employment  
Nonfarm payrolls are still on a strong trend, but job growth is expected to slow as firms find it more difficult to 
hire qualified workers. 

Consumer 
Spending  

Job gains and moderate wage growth are supportive.  Lower gasoline prices have boosted purchasing power, but 
the impact will fade over time (as oil prices begin to improve). 

Business 
Investment  

Firms are generally cash rich but have delayed capital spending projects due to concerns about soft global 
growth, the strong dollar, and the presidential election. 

Manufacturing  
Strength in autos should fade as we approach a sustainable pace of sales.  Ex-autos, factory output has been 
mixed, but generally flat (consistent with a “soft patch,” not a recession). 

Housing and 
Construction  

Still a gradual recovery, with scope for further improvement.  First-time buyers are still facing restraints, but 
strains should ease over time. 

Inflation  
No pressure in goods.  Some pressure in rents.  However, core inflation figures for March and April were low, 
following sharper gains in January and February. 

Monetary 
Policy  

With labor market slack being reduced, the Fed remains in tightening mode, looking to resume the process of 
policy normalization, but  officials will proceed cautiously, aware of the potential downside risks from global 
economic and financial developments. 

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 limited concern about inflation and a continued flight to safety (lower bond 
yields) due to 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).  Congress has yet to complete a budget for the current fiscal year (which started in October). 

The Dollar  
The dollar appears to have overshot on the way up and has reversed somewhat, but changes to the perceived 
Fed policy path are likely to continue having an oversized impact. 

Rest of the 
World  

The global outlook remains relatively soft by historical standards, with a number of downside risks.  The June 23 
U.K. referendum on EU membership adds uncertainty. 
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Key Calendar Dates 

May 24 – New Home Sales (April) 

April 26 – Durable Goods Orders (April) 

      Pending Home Sales Index (April) 

May 27 – Real GDP (1Q16, 2nd estimate) 

May 30 – Memorial Day Holiday (markets closed) 

May 31 – Personal Income, Spending (April) 

      Consumer Confidence (May) 

June 1 – ISM Manufacturing Index (May) 

    Fed Beige Book 

June 3 – Employment Report (May) 

    ISM Non-Manufacturing Index (April) 

June 14 – Retail Sales (May) 

June 15 – Fed Policy Decision, Yellen press conference 

July 27 – Fed Policy Decision (no press conference) 

September 21 – Fed Policy Decision, Yellen press conference 
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For clients in the United States: Any foreign securities discussed in this report are generally not eligible for sale in the U.S. unless they are listed on a U.S. exchange.  This report is being 
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The information provided is as of the date above and subject to change, and it should not be deemed a recommendation to buy or sell any security. Certain information has been obtained 
from third-party sources we consider reliable, but we do not guarantee that such information is accurate or complete. Persons within the Raymond James family of companies may have 
information that is not available to the contributors of the information contained in this publication. Raymond James, including affiliates and employees, may execute transactions in the 
securities listed in this publication that may not be consistent with the ratings appearing in this publication.   

Additional information is available on request. 

 

 

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 
overbought and oversold conditions of an asset. 
 

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.  

 

Investors should consider the investment objectives, risks, and charges and expenses of mutual funds and exchange-traded funds carefully before investing. The prospectus contains 
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. 
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