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"Stealth Bull Market?" 

 
On CNBC last Friday, we stated that we have been in a stealth bull market.  Indeed, after anticipating the stock market’s 
bottom in early February, the stealth bull market emerged.  So what’s a stealth bull market?  Well, while the major market 
indices are marginally better year-to-date (YTD), many of the other indices are up double digits.  For example, the D-J 
Industrial Average is up some 1.21% YTD, while the S&P Small Cap 600 is up 11.70%, the NASDAQ Composite has rallied 
13.36%, the NASDAQ 100 +15.31%, well you get the idea.  Moreover, many of those indices have tagged new all-time highs, 
as have most of the Advance/Decline Lines.  As our friend Leon Tuey writes: 

Those who are waiting for "clarity" have already "missed the boat" and when the major market indices hit new highs, 
no doubt, they will be complaining that the market is too high or that it is overvalued.  . . . The market's resiliency is 
not surprising.  The market is telling investors that a "Trade War" is unlikely.  What is behind the market's strength is 
improving earnings momentum.  Also, as mentioned in my recent reports, sentiment backdrop is ideal as fear is 
universal.  Everyone is frothing at the mouth about the "Trade War."  Moreover, the supply/demand condition is 
bullish.  This year, corporate share buybacks reached a record.  Meanwhile, investors continue to reduce equity 
holdings.  The dummies are selling, but the smart/informed investors are buying. 

Further, there is the chance we have entered a “buying stampede.”  Recall that buying stampedes typically last 17-25 
sessions, with only one- to three-session pauses/pullbacks, before they exhaust themselves on the upside.  It appears to be 
the rhythm of the thing in that it takes that long to get everybody bullish enough to throw in the towel and “buy ‘em” just in 
time for a trading top to arrive.  While it is true some stampedes have lasted 25-30 sessions, it is rare for one to go more than 
30 sessions.  If this is such a stampede, today is session 11. 

Meanwhile, we have entered earnings season, and my conversation on CNBC turned to the financials and why they are not 
responding to good earnings.  We said that too many investors are paying attention to the yield curve thinking the financials 
are not going to do very well until the yield curve steepens.  We also stated there are financials and then there are financials.  
While it is true the large cap banks have stalled out, the brokerage stocks have done pretty darn well.  Likewise, the small cap 
banks have done well.  This small bank stock performance is reflected in David Ellison’s Hennessy Small Cap Financial Fund as 
well as Anton Schultz’s RMB Mendon Financial Services Fund.  Speaking more to this earnings season, over previous quarterly 
earnings reports, earnings have tended to come in better than most expected.  We do not think it will be any different this 
time.  In fact, consensus estimates suggest that there will ~20% earnings growth over the next four quarters.  One credible 
service is actually forecasting $200 in earnings for the S&P 500 in 2020.  If that is anywhere near the mark, it implies the S&P 
500 (SPX/2801.31) is trading at 14x 2020’s earnings estimate.  Using this year’s estimate (~$158) yields a price to earnings 
(P/E) ratio of 17.7x, while using next year’s (~$174) produces a P/E of ~16x.  And, it is not only earnings that are soaring, but 
revenue growth has kicked in, as well (charts 1 and 2 on page 2). 

Moving on to some of last week’s economic reports, our friend Joe Brusuelas (Chief Economist of RSM) had this to say: 

While, the labor market remains historically tight the pace of U.S. inflation is now outpacing wage gains late in the 
business cycle.  Inflation on a year ago basis is up 2.9 percent compared with the 2.7 percent gain in average hourly 
earnings amidst no gain in real average hourly earnings over the past year.  Given that the U.S. is now ensnared in a 
three front trade war which will in the near to medium term result in higher prices policymakers at the Fed are likely 
to find themselves in quite the dilemma in early 2019 when its rate policy will reach a point when it becomes 
restrictive as the impact of the trade conflict bites and prices increase.  Investors and firm managers should brace 
themselves for rising prices, reduced purchasing power, and a loss of competitiveness due to explicit policy choices in 
Washington and an economy growing well above trend (chart 3 on page 4). 

Clearly, the U.S. economy is hitting on all cylinders and business optimism, for whatever reason, is leaping (chart 4 on page 4); 
business is good.  We will get more news on the economy this week, for as our economist, Scott Brown Ph.D., writes: 
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This Week - There may be some market reaction if we get a surprise in the retail sales report, but the focus is going 
to be on Fed Chair Powell's monetary policy testimony to the Senate Banking Committee (Tuesday).  Powell's written 
testimony will be released an hour and a half before the hearing begins, but there's always a chance that something 
will come up in the Q&A.  Powell will repeat his testimony to the House Financial Services Committee on Wednesday. 

Returning to the subject of the stock market’s action last week, we found the always insightful Lowry’s Research 
Organization’s weekend notes particularly interesting.  To wit: 

So, how do these deteriorating market conditions compare with conditions today?  Actually, they don’t.  But, they do 
contrast from today’s market.  For example, rather than deteriorating, market breadth continues to expand, with 
both the NYSE all-issues and our Operating Companies Only (OCO) Adv-Dec Lines reaching new all-time highs this 
week.  And, expanding breadth is apparent in all three market segments, as the S&P and OCO Large, Mid and Small 
Cap Adv-Dec Lines each recorded a new all-time high this week.  Supply and Demand trends today also offer 
contrasts, as Buying Power remains in a long-term uptrend, climbing to within four points of its March rally high this 
week, while Selling Pressure fell to lows last seen over 70 years ago.  In addition, the percentage spread between the 
Buying Power and Selling Pressure Indexes reached its most positive level since 2004 this week. 

The call for this week: Believe it or not, the McClellan Oscillator is not overbought despite last week’s rally.  And as Barron’s 
wrote in today’s edition: 

If history is any guide, the stock market should have a decent 2018 second half.  Research outfit Bespoke Investment 
Group ran a correlation of the closing prices – through July 11, of the S&P 500 to every year since 1928.  Statistically, 
just two years correlated strongly with 2018: 1942 and 1980, when the rest of the year was up 11% and 15%, 
respectively. 

Also, according to uber-smart Nick Colas (DataTrek Research), “We went from a market where everything moved largely 
together to one where sector fundamentals began to matter more than where the S&P 500 was going.”  And boy, do we 
agree with that!  It is also consistent with our now over 18-month theme that we have returned to a stock-pickers market 
where active management should be favored over passive (indexing) investing.  Also worth mention is what we have stated 
since mid-2015: the equity markets have transitioned from an interest rate-driven to an earnings-driven secular bull market.  
Indeed, this should be the 26th consecutive quarter where earnings reports exceed the estimates.  And that, dear reader, is 
why the SPX surmounted the overhead resistance at the 2792/2795 level and is in the process of doing the same thing at the 
2800/2805 resistance level.  We were cautious in late January, since our models were calling for a February Flop.  
Subsequently, those same models called the undercut low of February 9, which we termed to be THE LOW, and have been 
bullish ever since, thinking the markets were going to trade-out to new all-time highs – many have done so – so, can the SPX 
and Dow be very far behind?!  If you are looking for a list of stocks to buy, in addition to those mentioned in these reports, 
peruse this week’s Barron’s, and the front page headline, “Our Experts Return With 34 Investment Ideas,” many of which are 
favorably rated by our Raymond James’ fundamental analysts, or consider the Raymond James Analyst’s Best Picks List, which 
is outperforming the S&P 500 YTD.  The long-term tale of the market was told when the SPX broke out above the triangle 
chart formation, which we repeatedly wrote about, on May 10 (chart 5 on page 5), suggesting the secular bull market is alive 
and still well.  We suggest investing accordingly.  This morning, participants should play for the usual Monday rally and the 
expected rally for this expiration week.  However, astute traders must wonder if much of the expiry week rally occurred last 
week on front running of the earnings reporting season.  The DJIA closed 19 points above 25k, while the S&P 500 Index closed 
at 2801.31.  Therefore, the game should be to keep these indices above those psychological key threshold trading levels of 
25000 and 2800, respectively.  This morning, as we write at 5:07, the preopening S&P 500 futures are better by some 2 points 
as China’s 2Q GDP growth softens on slowing economic trade growth and France wins the World Cup. 
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Chart 1 

 

Source: Bespoke Investment Group 

 

Chart 2 

 

Source: Bespoke Investment Group 
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Chart 3 
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Chart 4 
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Chart 5 
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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.  

 

https://urldefense.proofpoint.com/v2/url?u=https-3A__investoraccess.rjf.com_&d=CwMFAg&c=Od00qP2XTg0tXf_H69-T2w&r=rNefLiWFkSilhqVDo70w43i53TsltTjCWk3T7beArK4&m=PC3IXwh9yes797fhP8lxVmKOzaJCoi7yXoDL8EwSFBo&s=y3WQdEai7OJL0j0ejHq1auUdg8kPQfDCBMkmD2HMOkE&e=
https://urldefense.proofpoint.com/v2/url?u=https-3A__www.rjcapitalmarkets.com_Logon_Index&d=CwMFAg&c=Od00qP2XTg0tXf_H69-T2w&r=rNefLiWFkSilhqVDo70w43i53TsltTjCWk3T7beArK4&m=PC3IXwh9yes797fhP8lxVmKOzaJCoi7yXoDL8EwSFBo&s=mLGRTdxZ5EwPQ9maeBsF0fvXad1Tt0SL_21LNPN2LVA&e=
https://urldefense.proofpoint.com/v2/url?u=https-3A__investoraccess.rjf.com_&d=CwMFAg&c=Od00qP2XTg0tXf_H69-T2w&r=rNefLiWFkSilhqVDo70w43i53TsltTjCWk3T7beArK4&m=PC3IXwh9yes797fhP8lxVmKOzaJCoi7yXoDL8EwSFBo&s=y3WQdEai7OJL0j0ejHq1auUdg8kPQfDCBMkmD2HMOkE&e=
https://urldefense.proofpoint.com/v2/url?u=https-3A__www.rjcapitalmarkets.com_Logon_Index&d=CwMFAg&c=Od00qP2XTg0tXf_H69-T2w&r=rNefLiWFkSilhqVDo70w43i53TsltTjCWk3T7beArK4&m=PC3IXwh9yes797fhP8lxVmKOzaJCoi7yXoDL8EwSFBo&s=mLGRTdxZ5EwPQ9maeBsF0fvXad1Tt0SL_21LNPN2LVA&e=
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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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