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"I Should Have" 

 
“. . . A man has rigged up a turkey trap with a trail of corn leading into a big box with a hinged door.  The man holds a 
long piece of twine connected to the door that he can use to pull the door shut once enough turkeys have wandered 
into the box.  However, once he shuts the door, he can’t open it again without going back into the box, which would 
scare away any turkeys lurking on the outside. One day he had a dozen turkeys in his box.  Then one walked out, 
leaving eleven. ‘I should have pulled the string when there were twelve inside,’ he thought, ‘but maybe if I wait, he will 
walk back in.’  While he was waiting for his twelfth turkey to return, two more turkeys walked out. ‘I should have been 
satisfied with the eleven,’ he thought.  ‘If just one of them walks back, I will pull the string.’  While he was waiting, 
three more turkeys walked out. Eventually, he was left empty-handed.  His problem was that he couldn’t give up the 
idea that some of the original turkeys would return . . .” 

. . .  Why You Win or Lose: The Psychology of Speculation, by Fred C. Kelly 

We have used this quip from the book Why You Win or Lose: The Psychology of Speculation by Fred C. Kelly many times in our missives 
over the past nearly five decades because the wisdom of its message is timeless.  We recalled it last week in many of our 
meetings in New York City when we heard certain individual investors, as well as portfolio managers (PMs), say “I should 
have!”  Some of the quotes included: “I should have raised some cash in January;” “I should have bought the undercut low on 
February 9;” “I should have bought Facebook when the Cambridge Analytical scandal took the shares down to $150;” and the 
list goes on.  The “I should have market” goes all the way back to when the bottoming process began on October 10, 2008, 
when 92.6% of all stocks traded had made new annual lows.  As often stated, “That is a seven or eight standard deviation 
event, which means it is unlikely to happen in your lifetime.”  In October 2008 is when the majority of stocks bottomed.  
However, the indices went lower into the March 2009 bottom because the financial sector was so heavily weighted in the S&P 
500, and the financials kept going lower. 

Speaking to the financial sector, we fielded many questions about the financials last week because the group is down some 
12% from its January high.  Meanwhile the S&P 500 (SPX/2779.66) is down a mere 3.4% from its January high.  So why the 
disparity?  It likely has to do with the “yield curve” and worries the yield curve will invert (short-term yields above long-term 
yields), which has tended to be a precursor to a recession.  As Investopedia writes: 

“The flat yield curve is a yield curve in which there is little difference between short-term and long-term rates for bonds of the 
same credit quality. This type of yield curve is often seen during transitions between normal and inverted curves. The 
difference between a flat yield curve and a normal yield curve is a normal yield curve slopes upward.” 

Yet an inverted yield curve does not always imply there will be a recession (chart 1 on page 3), but we digress.  We continue 
to like the banks, believing they are cheap relative to the overall equity markets and as my father used to say, “Good things 
tend to happen to cheap stocks!”  My two favorite portfolio managers playing to the financial stocks are David Ellison, 
portfolio manager for the Hennessy Large Cap Fund and the Hennessy Small Cap Fund; and Anton Shultz, portfolio manager of 
the RMB Mendon Financial Services Fund. 

Another “I should have” moment was, “I should have known we were not at peak earnings in 1Q18.”  Indeed, that was the cry 
heard from many pundits at the end of the 1Q18 earnings season.  Andrew Adams and I, however, have been adamant that is 
not the case.  Recall that 1Q18 earnings for the S&P 500 came in at +24% in a blowout quarter. The sectors driving the 
earnings boom were: Energy, Financials, Materials, and Technology, or nearly all of the sectors we have recommended 
overweighting, save Consumer Discretionary.  Of interest is that 2Q18 earnings are estimated to grow by 20% followed by 
3Q18 estimated growth of +22.3% and +18.9% in quarter four (chart 2).  Currently S&P bottom up earnings estimates for 2018 
are at $157.32 and 2019’s are $174.59.  If those estimates are anywhere near the mark, it means the SPX is trading at 17.7x 
this year’s estimate and 15.9x next year’s estimate.  So much for the “peak earnings” crowd. 

Of course there was the ubiquitous question about the possibility of a trade war.  Those concerns heightened on Friday with 
the 25% tariffs President Trump imposed on $50 billion worth of Chinese goods that affects some 800 products.  China 
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responded by announcing it will impose an additional 25% tariff on 659 U.S. goods worth $50 billion, surfacing worries of 
another 1930 Smoot-Hawley crisis when the U.S. imposed tariffs on more than 20,000 goods.  While this certainly sounds like 
an escalation, we tend to agree with our pal Brian Wesbury (First Trust) who writes: 

While some are worried about protectionism from Washington, we continue to believe this is a negotiating tactic, and 
the chances of an all-out trade war are slim.  Most likely, what will ultimately come from all the chaos will be better 
trade agreements for the United States.  According to the World Trade Organization, average tariffs in the US are 3.5% 
compared to 5.2% in the EU, 9.9% in China, 4.1% in Canada and 7.0% in Mexico.  It's time for tariffs to be lowered 
around the world, and the US holds a lot of power. 

Evidently the stock market seems to agree with Brian because the D-J Industrials rallied some 200 points following the tariff 
announcements last Friday, yet still closed down some 85 points.  Our hunch is that comeback was because it sees this tariff 
tiff coming to an end. 

Yet another “I should have moment” came from a number of individual investors that wished they had purchased Amy 
Zhang’s Alger Small Cap Focus Fund earlier this year.  Amy is the PM for said fund and she looks to investing in small caps 
relative to their revenue streams.   If you want to be impressed, check out her performance.  We mention Alger Capital this 
morning because we spent time last week with CEO/CIO Dan Chung and head of distribution Jim Tambone to better 
understand the Alger story.  Another fund we discussed at the meeting was the Alger SMid Cap Focus Fund managed by 
Boston-based Matthew Weatherbie.  By our pencil his investment model is unique and while we have not met him yet, we 
look forward to seeing him on our next visit to Boston. 

Moving on to the stock market, last Friday’s tariff-induced “S&P Swoon” was arrested in the often mentioned 2770 – 2785 
support zone.  This was consistent with the stock market’s “internal energy” mix.  Meanwhile, buying power continues to 
expand and selling pressure is in contraction mode.  As the must have Lowry’s Organization writes: 

In summary, given all the chatter about tariffs, trade wars, rising interest rates, etc., it’s possible to characterize this 
market as ‘climbing a wall of worry,’ an ascent generally regarded as typifying a healthy bull market.  And, this climb is 
supported by broad-based rising Demand combined with falling Supply, suggesting a bull market showing increasing 
rather than diminishing strength. 

The call for this week: As the astute Bespoke organization notes: 

Long-term uptrend channels are still in place (chart 3 on page 4).  Nasdaq just breaking out to new all-time highs (chart 
4).  While the S&P is still in “correction” mode, until it takes out its January highs, a short-term uptrend has emerged 
off of the April lows (chart 5 on page 5).  Small-caps – thought of as a “leading indicator” for the broad market – 
continue to make new high after new high in 2018 (chart 6).  Underlying breadth points to an eventual new high in 
price for the S&P 500 (chart 7 on page 6). 

In our appearance from CNBC’s NASDAQ-based studio last Thursday morning, we were asked about, “Will the Fed’s interest 
rate increases kill the secular bull market?”  Our response was, “The spread between the return on capital, and the cost of 
capital, is so wide the Fed has plenty of room to raise rates before it impacts the equity markets.”  This morning, however, 
stocks are weak with the S&P 500 futures off some 12 points.  Usually the opening on expiration is strong due to investors 
buying stocks to replace expiring contracts.  Thursday’s apathetic action and weak close suggests that today’s NYSE could be 
soft.  Thursday was an Inside Day, which has been occurring at an unusually high rate this year.  Traders will be sensitive to 
Thursday’s high (2789.06) and low (2776.52). 
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Chart 3 

 

Source: Bespoke Investment Group 
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Chart 5 

 

Source: Bespoke Investment Group 

 

Chart 6 
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Chart 7 

 

Source: Bespoke Investment Group 
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Important Investor Disclosures 
Raymond James & Associates (RJA) is a FINRA member firm and is responsible for the preparation and distribution of research created in 
the United States. Raymond James & Associates is 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, Vancouver, BC V6C 3L2, (604) 659-8200; in Europe, Raymond James Euro Equities SAS (also trading as Raymond James 
International), 40, rue La Boetie, 75008, Paris, France, +33 1 45 64 0500, and Raymond James Financial International Ltd., Broadwalk 
House, 5 Appold Street, London, England EC2A 2AG, +44 203 798 5600. 

 

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.  This research is not an offer to sell 
or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal.  It does not 
constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of 
individual clients.  Past performance is not a guide to future performance, 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 a U.S. exchange.  This report is being provided to you for informational purposes only and does not represent a solicitation for the 
purchase 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 securities listed in this publication that may not be consistent with the ratings appearing in this publication.   

Raymond James (“RJ”) research reports are disseminated and available to RJ’s retail and institutional clients simultaneously 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 disseminated on RJ's internal proprietary websites; however 
such research reports will not contain estimates or changes to earnings forecasts, target price, valuation, or investment or suitability 
rating. 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 after the research has been publically disseminated via RJ’s internal 
proprietary websites. The level and types of communications provided by Research Analysts to clients may vary depending on various 
factors including, but not limited to, the client’s individual preference as to the frequency and manner 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 Access or RJ Capital Markets. 

Links to third-party websites are being provided for information purposes only.  Raymond James is not affiliated with and does not 
endorse, authorize, or sponsor any of the listed websites or their respective sponsors.  Raymond James is not responsible for the content 
of any third-party website or the collection or use of information regarding any website’s users and/or members. 

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.  
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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. 

Not approved for rollover solicitations. 

 

For clients in the United Kingdom: 

For clients of 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. 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. 
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