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stment against a market index used as a 
benchmark, since they a benchmark index is the 

A beta of less than 1 means that the security is theoretically less volatile than the market.  A beta of greater than 1 

an unimportant point given our sense that, at this stage of the stock market cycle, investors should be selling passively managed funds and buying actively managed funds.  
However, investors are employing the exact opposite strategy; they are selling active and buying passively managed funds.  Asoften stated, when stocks are undervalued, and 

ally valued, or even by some measurements 
overvalued, you want active management.  The reason is quite simple, the active manager can avoid sectors, investment styles, stocks, etc. that may be in vogue, but that are 
expensively priced.  As Geoff MacDonald, portfolio manager at Edgepoint, writes (www.edgepointwealth.com): 

Over the last 10 years you noticed a new class of investor in the marketplace the passive index investor.  They 

exposure to the market for a lowfee.  They wanted to own every stock in the index, which included the good, the 
bad, and the not so pretty ones.  That was the only criteria for purchase!  . . . The inescapable reality of index 

int in tr passive investing.  
Passive investors no longer believe in the importance of asking questions about the business they own.  Questions 
like: is it a good company?; is it facing steady decline?; is the accounting clean?; are earnings overstated?; is 
management competent?; am I buying it at a dumb price? None of these questions matter anymore!  Initially this 
group flew under the radar, but lately more and more of your transactions are with people who decided it isn
worth trying!  You notice the dislocation between price and value has become a more common occurrence, likely 

re ignorant to price and value.

Text continues on page 3
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Jeffrey Saut

Continued from page 1.

Case in point, for months Andrew and I have opined that the low volatility, or defensive stocks, were extraordinarily expensive.  I mean really, 
in many cases investors are paying 30 times earnings for companies that will tell you they are only going to grow at a rate of 1% to 2% per 
year.  Two such defensive sectors would be Utilities and Consumer Staples, both of which have broken down in the charts.  We believe such 
stocks should be reduced in portfolios in lieu of more parsimoniously priced companies.  This strategy should become increasingly evident as 
this secular bull market transitions from an interest rate-driven bull market to an earnings-driven bull market.

over the next 12 
months.  This should become apparent beginnin

ers should look very good.  Now, some pundits 
downplay such earnings improve

Every profits cycle, by definition, begins with a series of easy comparisons.  It is impossible to begin a cycle with difficult 
compariso

bury writes:

stocks.  A traditional measure using a 10-year Treasury yield of 1.62% suggests the S&P 500 is massively undervalued.  Using a 
10-

use a 10-year yield of 4.3% to conclude that the S&P 500 was already at fair value 
ing 

corporate bond yields suggest fair value for the S&P of around 3000; around 2900 if we use the Baa yield, 3200 if we use the 
Aaa.  None of this means the stock market must go up today, or this week, or even in the year ahead.  But it does bolster our
case for a continuation of the bull market.

Obviously, we agree . . .

Jeffrey Saut, Chief Investment Strategist
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Jeffrey Saut

Rich Bernstein Writes About the Transition From an Interest Rate-Driven Bull Market 
to an Earnings-Driven Bull Market

It is virtually a mathematical tautology that valuation multiples increase when longer-term interest rates fall because of present value theory.  
As interest rates fall, investors are more willing to expand the time horizon of their investments (i.e., P/E multiples expand) because there are 
fewer shorter-duration investments that offer competitive returns.  Portfolio construction during periods of falling interest rates typically 
focuses on making sure that P/E multiples expand by 
outperform cyclical companies during interest rate-driven markets because falling interest rates imply slower nominal growth, which hurts 
cyclical earnings.  During interest rate- s.

Conversely, portfolio construction during an earnings-driven market needs to focus on P/
m stable growth during earnings-driven markets because cyclical 

finition, are 
/
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Jeffrey Saut

s are very 
expensive and have broken down in the charts.

Source: Bespoke Investment Group.
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Jeffrey Saut

Price to Estimated Growth (PEG Ratio) Basis

S&P 500 PEG Ratios
Index 1.81
Consumer Discretionary 0.98
Consumer Staples 2.38
Energy -150.35
Financials 1.77
Healthcare 1.57
Industrials 1.80
Information Technology 1.54
Materials 2.27
Real Estate 3.78
Telecommunications Services 3.31
Utilities 3.12
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Jeffrey Saut

Further 

Source: J.P. Morgan Asset Management
, Financials and Materials. REITs are excluded from 

this analysis. It is more appropriate to value a REIT by looking at its price relative to its funds from operations (FFO), anincome measure that excludes depreciation. P/E ratios 
look at price relative to net income, a measure that includes depreciation, making the comparison of valuations across sectors inappropriate. Defensivesectors include 
Telecommunications, Health Care, Utilities and Consumer Staples. REITs are excluded from this analysis. Sector valuations are equal weighted. **Cyclicals represent the MSCI 
USA Cyclical Sector index and defensives represent the MSCI USA Defensive Sector index. Guide to the Markets U.S. Data are as of September 30, 2016.
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Jeffrey Saut

Earnings Improvement???
As we have for the past two quarters, we think 3Q16 earnings will come in better than the lowered estimates.

Source: Bespoke Investment Group.
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Jeffrey Saut

We Think the Equity Markets Are Transitioning From an Interest Rate-Driven Bull Market to an 
Earnings-Driven Bull Market

share. Earnings estimates are Standard &
returns. *2Q16 earnings are calculated using actual earnings for 98.6% of S&P 500 market cap and earnings estimates for the 
remaining 1.4% of companies. Guide to the Markets U.S. Data are as of September 30, 2016.
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Economic & Market Update

Equity Markets/
Technical Analysis

Monetary Policy, 
Inflation, FX U.S. Economy Global Economy

Dow Theory Buy Signal Finally Confirmed
The Dow Jones Transportation Average 
finally closed above its April high, thus 
confirming the breakout of the Industrials 
and giving us a buy signal. Should be taken 
with grain of salt after long delay from 

S&P 500
A large number of trades and heavy volume 
took place between 2000-2100, so any dips 
in that area should be well-supported
The support line connecting the February 
and June lows has been violated, so it 
should now act as further resistance
Key support: 2120, 2100, 2075
Key resistance: 2155-2160, 2175, 2187, 
2193

Key breadth measures have been range-
bound along with the major averages; no 
indication of future direction

Technology, Financials, and Energy are the 
only sectors trading above their 50-DMAs

High Beta Still Favored
Charts show high beta trending higher 
relative to low volatility.  Evidence that 

Yield-Sensitive Sectors Weakening
With many betting for an interest rate hike 
in December, yield-sensitive sectors have 
headed lower as rates climb.

A Divided Fed, But Getting Closer.
In mid-September, 9 of the 12 Fed 
district banks wanted an increase in 
the discount rate (the request was 

Governors).  At the September policy 

expected to raise short-term interest 

the economy continues to improve.  
-

dependent, a December move still 
seems more likely than not (a 
November 2 rate increase is possible, 
but not expected).  Yet, Fed officials 
now expect an even more gradual path 
of interest rate increases over the next 
couple of years (most Fed officials 
expect just two rate hikes in 2017).

Consumer Price Index (Bureau of 
Labor Statistics) Up 1.5% From Year 
Ago
-Core inflation up 2.2% y/y
-Gasoline prices beginning to firm
-Mild deflation in consumer goods
-Rent and medical care leading services
-Wage pressures picking up gradually .

Exchange rates (October 20):
EUR/USD: $1.095
GBP/USD: $1.223
USD/JPY: ¥103.7
USD/CAD: $1.319
CHF/USD: $1.010

September Employment Report 
(Bureau of Labor Statistics) 
Nonfarm payroll numbers rose by 
156K vs. expectations of +175K.  
Unemployment edged up to 5.0%, 
little changed as labor force 
participation picked up.
September figures are a bit suspect 
given the seasonal adjustment (end 
of summer travel/beginning of 
school year).
The pace of job growth has slowed 
in 2016, partly reflecting tighter job 
market conditions.
Average hourly earnings rose 2.6% 
y/y, trending gradually higher.

ISM Data Better Than Expected 
(Institute of Supply Management) 
Manufacturing at 51.5 in 

Moderate growth in new orders, 
factory employment still soft. 
-- Non-Manufacturing at 57.1 vs. 
51.4.  Growth in business activity, 
new orders, and employment.  
Consistent with moderate growth 
in the overall economy

Capital Goods (Census Bureau) 
Shipments down in 3Q16, 

subtracting from overall GDP. 
-- Orders up three months in a row, 
suggesting likely improvement in 
the near term.

World Economic Outlook (International 
Monetary Fund) - The IMF has revised 
(slightly lower) its global growth outlook 
for 2016 and 2017 (no surprise) to 3.1% 
and 3.5%, respectively.
The IMF notes challenges for both 
advanced and emerging economies, with 
continued downside risks.

Brexit
German Chancellor Merkel warns that 

markets while limiting EU immigration 
would lead to free-for-all.
PM May says Article 50 invoked by late 
March. Kicks off two-year negotiation 
period.

BOE opinion divided on whether central 
bank will lower rates next month. Despite 
improved economic indicators, 70% of 
economists surveyed expect BOE to lower 
rates, while money markets show only 5% 
chance.

ECB October lending survey shows asset 
purchase program (lower interest rates) 
fuels loan growth, but lower net interest.  
This furthers ECB narrative that banks are 
unfairly solely blaming board for their 
woes.

BOJ

will not achieve inflation objectives, it was 

statement did still leave room for QE.

Source: FactSet, Raymond James Research.
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Andrew Adams

The Only Chart You Really Need
Sometimes, simplicity is preferred, which is why I always make sure to keep an eye on a clean price chart of weekly closing prices in the S&P 
500. Daily closes are more important than intraday moves, but the weekly close is the most important price because it represents the level at 
which traders are willing to hold positions over the weekend. And this weekly view clearly shows that support continues to hold just above 

line in the sand and a weekly close below there will mean that it is time to 
become a little more vigilant and cautious.

Source: Stockcharts.com.
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Andrew Adams

While we did get a definitive break to the downside from the much-discussed symmetrical triangle pattern last week in the S&P 500, the 
reaction did not produce an immediate sharp decline. That is a favorable sign and shows that dips are still being bought withconviction by 
someone out there, but we remain in an extended sideways range with no clear indication of where we are headed next. The key 2120 level 
did fall intraday, but held as support on a closing basis, which is more important for the overall technical picture. Now, I continue to watch 
2120 on the downside (support) while the area around 2160 will likely act as fairly strong resistance thanks to the two intersecting trendlines 
(red) drawn from the February and June lows and the highs of the last two months. Therefore, a break from the 2120 to 2160 range on a 

term.

Source: Stockcharts.com.
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Andrew Adams

The Rollercoaster Rolls On
We have also often called the last two years some of the most difficult markets we have ever experienced and this chart of the S&P 500 over 
that span is a good visualization of why that is the case. Overall, the S&P 500 has gained about 20% from the reaction low ofOctober 2014, 
but to achieve that performance we have had to sit through eight short-term periods where the index fell at least 5% from a previous 
reaction high. And this up-and-down market may very well continue on in the next few years, which is one reason why we think active 
management should be favored over passive strategies that justbuy the whole market. By correctly increasing exposure to the more 
attractive areas of the market as the rotations across sectors occur, it can help increase the upside potential while helpingsmooth out some 
of the fluctuations.

Source: Stockcharts.com.
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Andrew Adams

Total Market Update
Expanding beyond the S&P 500, if we take a look at the more exhaustive Wilshire 5000 Composite Index, we see that we have once again 
entered the range between 21600 and 22500 that held for most of 2015. This, too, shows that we remain range-
22000 level very closely because that has proven to be one of the more important zones  for the total market going back to 2014. It held last 
Thursday but another test so soon afterward may not have the buying power to keep it from falling. And like 2120 on the S&P 500, prices 
below 22000 in the Wilshire Index will elevate the downside risk.

Source: Stockcharts.com.
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Andrew Adams

High Beta Over Low Beta
As previously stated, we prefer the more cyclical, higher beta areas of the market over the expensive low volatility stocks, and it appears the 
market has, too, going back to the start of July. When the relative strength line below comparing the PowerShares S&P 500 High Beta 
Portfolio and the PowerShares S&P 500 Low Volatility Portfolio moves up, that means the former is outperforming, and this is what has 
largely been occurring over the last few months. The relationship retraced a little bit the past couple of weeks, but it has pulled back to the 
key support line that has been important going back to last year and this could swing the performance back in favor of high beta.

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, Florida33716  | 800-248-8863 17

Andrew Adams

Still the Most-Hated Bull Market in History
We have written a lot this year about how the typical retail investor, in particular, just does not believe in stocks right now and has been 
selling equities hand over fist so far in 2016. The sentiment numbers have improved a bit off of the early year lows, but even after making 
new all-time highs in July, the weekly survey numbers collected by the American Association of Individual Investors are still nowherenear 
bullish readings (latest bullish percentage was only 25.47%). As this great chart from Bespoke Investment Group illustrates, we have not had 
one week this entire year where bullish sentiment has exceeded 40%, which means we are on pace to have the worst sentiment year since 
1990. We have said it before, but I will reiterate it here again these are not the kinds of numbers you see at a major top in the stock market 

and if prices can hit all-time highs without participation by the retail investor, just think what it can do if they slowly start to buy once more.

Source: Bespoke Investment Group.
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Andrew Adams

Crude Oil on its Own
Over the last year, there has been a fairly strong positive correlation between the price of oil (top panel) and the performance of stocks (S&P 
500 bottom panel). However, this relationship has recently broken down, with crude breaking out from a consolidation pattern to get back 
above $50, while the S&P 500 has broken down from its own triangle.

Source: Stockcharts.com.
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Andrew Adams

$75 Still the Target
Back several months ago now, I mentioned that crude oil may just be forming a large inverse head-and-shoulders pattern, which would be 
extremely bullish for its price. Well, the second shoulder never really formed perfectly, but I think the overall message remains the same. If 
oil can further prove itself by getting above $52.50 or so and crossing above that black resistance line, the implied target price, when 
measured by the size of its trading range over the last year, would be around $75. Technical price targets are certainly not an exact science, 
but levels in that range would be consistent with what our energy analysts are expecting sometime next year.

Source: Stockcharts.com.
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Andrew Adams

U.S. Dollar Making a Move?
The U.S. Dollar Index recently broke out from the large triangle pattern that had confined it for basically all of 2016 and this could mean that 
higher dollar values are ahead. Still, the area just above 100 in the U.S. Dollar Index remains heavy resistance and we will not start to get too 
concerned about a stronger dollar until that level is taken out. Overall, the 100 and 93 areas on the index remain the critical long-term levels 
to monitor for resistance and support, respectively.

Source: Stockcharts.com.
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Andrew Adams

Interest Rates Also Looking Up
The rise in the U.S. Dollar could have something to do with expectations about higher interest rates in the future, and the benchmark 10-Year 
U.S. Treasury rate does appear set to move higher after breaking out from its own large consolidation pattern. Getting back above 1.75% was 
the first step toward higher rates, but 1.80% quickly acted as further resistance. If 1.80% is overcome, I would expect 1.90% to quickly follow, 
with the ultimate goal being that downward-sloping red line that has capped rates going back to the end of 2013. The long-term downtrend 

Source: Stockcharts.com.
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Scott Brown

U.S. Economic Outlook Key Themes 
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Scott Brown

Election Outlook

White House:
lead in key battleground states.

Senate: Thirty-four seats are contested this year.  Democrats are defending 10 seats (but have 
already secured California), while the Republicans are defending 24 seats.  Republicans currently 
hold a four-seat advantage.  Recent polling suggests a strong chance (greater that 75%) that 
Democrats will regain control, but there is only a miniscule chance (<0.1%) of winning a 60-seat 
supermajority (meaning that Republicans can still put up roadblocks).

House: All 435 seats are contested every two years.  The Republicans currently hold a 247-to-
186 advantage.  The Democrats would need to pick up 32 seats.  A little over 60 races are seen 

Presidential election year uncertainty is typically a negative for investors.  The White House 
result is looking less uncertain, but the down-ballot contests will matter.  Note that, after the 
election, there will be some uncertainty about the priorities of the new administration.  
However, given the continued political divide in Washington, there is a limited chance of major 
legislation changes.
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Scott Brown

Federal Reserve Policy

There 
nominees languishing in the Senate).

There are 12 Fed district banks, each with a president.

The Federal Open Market Committee (FOMC) is made of the Fed governors, the New York 
district bank president, and four other district bank presidents (who rotate every year).

The federal funds rate is the rate that banks charge each other for overnight borrowing.  
The FOMC sets a target range for the federal funds rate.

The discount rate (also called the primary credit rate) is the rate that the Fed charges banks 
for short-term borrowing.  Requests to change the discount rate are submitted by one or 

In mid-September, 9 of the 12 Fed district banks requested an increase in the discount rate
(not approved by the governors) that means that there is building internal pressure for a rate 
hike.
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Scott Brown

Federal Reserve Policy

September 21 FOMC Meeting: Committee judges that the case for an increase in the 
federal funds rate has strengthened but decided, for the time being, to wait for further evidence 

FOMC is ready to hike, but wants more data / the 
dots in the dot plot for 2017 and 2018 drifted significantly lower

Fed Chair Janet Yellen, Press Conference (September 21): 

lack of confidence in the economy. Conditions in the labor market are strengthening, and we 
expect that to continue. And while inflation remains low, we expect it to rise to our 2 percent 
objective over time. But with labor market slack being taken up at a somewhat slower pace than 
in previous years, scope for some further improvement in the labor market remaining, and 
inflation continuing to run below our 2 percent target, we chose to wait for further evidence of 
continued progress toward our objectives. This cautious approach to paring back monetary 
policy support is all the more appropriate given that short-
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Scott Brown

Economic Indicators 
Economic Indicator Status Comments

Growth Trend GDP growth has slowed due to the demographics.  Growth ought to be a little beyond that in the next 
few quarters as existing slack is taken up.

Employment Job growth has slowed in 2016 (reflecting tighter labor market conditions).  Job destruction remains very low.  
An aging population suggests less labor turnover.

Consumer Spending Strong job growth and moderate wage gains should continue to support consumer spending growth, butthe 
impact of low gasoline prices will fade over time.

Business Investment Shipments of capital equipment continued to fall in 3Q16, but new orders picked up.  Election year uncertainty 
and global economic softness have been restraints.

Manufacturing Mixed across industries, but generally soft reflecting weak global demand and a restrained pace of capital 
spending.

Housing and 
Construction

A bit choppy from month to month, but a general trend of improvement.  Supply constraints remain a factor, 
lifting home prices and rents.

Inflation
Some mild deflationary pressure in consumer goods.  Prices of services have been mixed, but generally higher 
(shelter, medical care).  Firms still generally have a limited ability to raise prices.  Labor cost pressures are 
rising, but still generally moderate.

Monetary Policy
Close to raising rates in September, Fed officials saw little risk in waiting for more information.  A November 2 
rate hike is a possibility, but market participants expect the Fed to wait for the mid-December policy meeting to 
pull the trigger.  Further rate increases should be very gradual.

Long-Term Interest 
Rates

Long-term interest rates should drift gradually higher as the economy improves and the Fed raises short-term 
rates.  In the near term, we should see modest increase in concern about inflation and perhaps some 
unwinding of the global flight to safety.

Fiscal Policy
State and local government budgets are in better shape and spending should add a bit to GDP growth.  Both 
presidential candidates have pledged to increase infrastructure spending, which would add a little to overall 
growth.

The Dollar The dollar is likely to remain range-bound in the near term, supported by expectations of gradual Fed 
tightening and worries about the rest of the world.

Rest of the World restructuring will be difficult.  Brexit (which still lies ahead) adds uncertainty.
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Scott Brown

Key Calendar Dates

October 25 Consumer Confidence (October)

October 27 Durable Goods Orders (September)

October 28 Real GDP (3Q16, advance estimate)
Employment Cost Index (3Q16)

November 1 ISM Manufacturing Index (October)

November 2 FOMC Meeting (no Yellen press conference)

November 3 ISM Non-Manufacturing Index (October)

November 4 Employment Report (October)

November 8 Election Day

November 11 Veterans Day (bond market closed)

November 15 Retail Sales (October)

November 17 Consumer Price Index (October)

November 24 Thanksgiving Holiday (markets closed)

December 2 Employment Report (November)

December 14 - FOMC Meeting (Yellen press conference)
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Important Investor Disclosures
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located at The Raymond James Financial Center, 880 Carillon Parkway, St. Petersburg, FL 33716, (727) 567-1000. Non-U.S. affiliates, which are not FINRA member firms, include the 
following entities that are responsible for the creation and distribution of research in their respective areas: in Canada, Raymond James Ltd. (RJL), Suite 2100, 925 West Georgia Street, 
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This document is not directed to, or intended for distribution to or use by, any person or entity that is a citizen or resident of or located in any locality, state, country, or other jurisdiction 
where such distribution, publication, availability or use would be contrary to law or regulation.  The securities discussed in this document may not be eligible for sale in some jurisdictions.  
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future returns are not guaranteed, and a loss of original capital may occur.  Investors should consider this report as only a single factor in making their investment decision.
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 aU.S. exchange.  This report is being 
provided to you for informational purposes only and does not represent a solicitation for thepurchase or sale of a security in any state where such a solicitation would be illegal.  Investing in 
securities of issuers organized outside of the U.S., including ADRs, may entail certain risks.  The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting 
requirements of, the U.S. Securities and Exchange Commission.  There may be limited information available on such securities. Investors who have received this report may be prohibited in 
certain states or other jurisdictions from purchasing the securities mentioned in this report. Please ask your Financial Advisor for additional details and to determine if a particular security is 
eligible for purchase in your state. 
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 
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via electronic publication to RJ's internal proprietary websites 
(RJ Investor Access& RJ Capital Markets). Not all research reports are directly distributed to clients or third-party aggregators. Certain research reports may only be disseminatedon RJ's 
internal proprietary websites; however such research reports will not contain estimates or changes to earnings forecasts, target price, valuation, or investment or suitabilityrating. 
Individual Research Analysts may also opt to circulate published research to one or more clients electronically. This electronic communication distribution is discretionary and is done only 

ions provided by Research Analysts to clients may vary 
of receiving communications from Research Analysts. For 

research reports, models, or other data available on a particular security, please contact your RJ Sales Representative or visit RJ Investor Accessor RJ Capital Markets.
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 inan 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 risksare 
greater in emerging markets.
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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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For institutional clients in the European Economic Area (EEA) outside of the United Kingdom: 
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