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"Stock Market Timing?!" 

 
“Nobody can consistently time the stock market’s ups and downs.” 

. . . An old stock market “saw” 

We have heard the statement, “Nobody can consistently time the stock market’s ups and downs;” and, for the most part we 
agree with that.  However, if one listens to the message of the market, one can certainly decide if one should be “playing 
hard,” or not playing so hard.  This view has to do with our often repeated statement about managing risk.  As Benjamin 
Graham wrote in the book The Intelligent Investor, “The essence of portfolio management is the management of RISKS, not 
the management of RETURNS.”  Graham closed that thought by noting, “All good portfolio management begins and ends with 
this premise.”  We will note that our long, intermediate, and short-term models have done a better job than most of 
smoothing out many of the “wiggles” in the various markets.  Accordingly, we were quite impressed with Leon Tuey’s latest 
missive, where he wrote: 

There is a common belief that timing is not important and that no one can time the market.  I beg to differ.  Those who 
hold such beliefs are ignorant of the market’s logic.  Also, it may well be just propaganda by the fund industry for if 
investors can identify a bull market top and pull their money out, what would the funds do for a living? 

If investors understand the market’s logic, they can divine the future direction of the market (long-term, or shorter 
term).  It is not rocket science.  Understanding the market’s long-term direction is of primary importance.  If investors 
had bought the following blue-chip stocks at the top in 2007 - Berkshire Hathaway, 3M, Microsoft, Royal Bank of 
Canada, United Technologies and hundreds of others, they would have lost 50% or more at the end of the bear market 
in March 2009 and they didn’t get even until early 2013. 

To understand how a bull market begins and how it ends demands a deep understanding of the economic 
cause/effect relationships that drive the markets.  The following must be clearly understood and appreciated. 

The U.S. Federal Reserve System was created in 1913 to perform all roles monetary.  It’s an independent body.  One of 
its key statutory mandates is “To maintain orderly economic growth and price stability” (unlike the European model, 
which is primarily concerned with price stability).  The most powerful tools at the Fed’s disposal to effect monetary 
policy changes are the basic monetary policy variables, bank reserve requirements, margin requirements, and the 
discount rate.  Changes in the Bank Reserve Requirement and the Margin Requirement are infrequent; the discount 
rate changes the most frequently.  When the Fed raises/lowers the Bank Reserve Requirement, however, investors 
should pay close attention as when it happens, it signals monetary tightening/easing.  The single most bullish indicator 
for the stock market is when the Fed lowers the Bank Reserve Requirement; it’s a clear signal of monetary easing.  To 
encourage investments, or to dampen speculation, the Fed will lower or raise the Margin Requirement.  The Discount 
Rate is the only policy variable that changes frequently.  Monetary tightening is when the Fed raises the Discount Rate 
many times in succession; drains liquidity from the system (contraction in the year-over-year rate of growth in the 
Adjusted Monetary Base, MZM, and M2.  Data are available in U.S. Financial Data, reported every Thursday evening by 
the Federal Reserve Bank of St. Louis); and inversion of the Classic Yield Curve (13-week T-Bill yield vs. 30-year T-Bond 
yield). 

The Fed’s mandate must be clearly understood and appreciated.  Failure to do so will leave investors in a state of 
perpetual confusion and at the mercy of the “noise.” 

To divine the market’s long-term trend, I monitor six factors to help me detect how a bull market begins and how it 
ends.  These are the monetary (the most important and the real drivers of the market’s long-term trend), economic, 
valuation, sentiment, supply/demand, and momentum/internal/technical.  The valuation and supply/demand factors 
are imprecise in terms of timing.  Nevertheless, they must be closely monitored.  The momentum/internal/technical 
factors don’t drive the market; they tell investors about the health of the market. 
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As mentioned on numerous occasions, if nothing else, if investors only understand and appreciate the following, they 
will always be on the right side of the market and will never be influenced by others’ opinions or news headlines: 

1. Investors must understand the role of the U.S. central bank (the Fed).  The U.S. Federal Reserve System was 

created in 1913 to perform all roles monetary, but one of their key statutory (written in law) mandates is to 

“To maintain orderly economic growth and price stability.”  This agency has more and better information on 

the economy than anyone in the world.  It was not created to promote hyperinflation or to create 

depressions.  The Fed’s key mandate must be clearly understood and appreciated. 

2. The stock market is a leading economic indicator.  The economy does not lead the stock market.  Hence, once 

these two points are clearly understood and remembered, the market’s logic becomes apparent.  Hence, 

when the economy slows and heads into a recession, the Fed will ease and will keep easing until the economy 

responds (remember, that’s their mandate).  The stock market, being a leading economic indicator, will have 

bottomed 6-9 months before the recovery begins, not after.  For example, "the market" bottomed in October, 

2008 and the recession ended at the end of June, 2009 and a [market] recovery commenced, eight months 

ahead of the [economic] recovery.  Conversely, when the economy overheats; inflation surges; and 

speculation is rampant, the Fed will tighten by draining liquidity from the system and raise interest rates in an 

attempt to cool the economy.  The stock market, being a leading economic indicator, will head south long 

before the onset of a slowdown or recession, not after.  This chain of logic is so simple that anyone with an IQ 

slightly above room temperature would understand it.  Yet, most on Wall Street with umpteen degrees and 

decades of experience can’t figure it out. 

IDENTIFYING A MAJOR MARKET BOTTOM 

1. The economy is in bad shape; jobs are hard to find; and headlines are black.  Capacity utilization plunges.  Talk of 

depression is widespread.  The talking heads will declare “this time is different.  They (the Fed) has lost control.” 

2. Investors are crying the blues as their portfolios are showing huge losses.  Worldwide, investors panic and a sense 

of despair and hopelessness prevails.  Brokers are sleeping like babies; they wake up every hour and cry. 

3. The Fed eases by injecting liquidity into the system and lowers the Discount rate three or more times in succession 

and will keep easing until the economy responds. 

4. The Classic Yield Curve (13-week T-bill Yield vs. 30-year T-bond Yield) starts to steepen (short rates below the long 

rates). 

5. The interest-sensitive sectors such financials, bonds, preferred shares, utilities bottom and start to head North 

while the major market averages continue to head south.  Mesmerized by the decline in the market indices, 

investors are unaware that a “rolling” bottom has begun. 

6. As the Fed eases further, the growth and consumer discretionary issues bottom while the major market averages 

move yet to new lows. 

7. The market becomes grossly undervalued. 

8. Investors are sitting on a mountain of cash and hold little equities.  They have no appetite for stocks.   

9. A selling climax occurs as investors panic.  Seized by fear, investors “throw the baby out with the bathwater” as 

they can’t bear the loss anymore and are convinced the world will end.  An emotional catharsis occurs and stocks 

move from weak hands into strong hands. 

The bear market ends and a bull market begins. 

IDENTIFYING A MAJOR MARKET TOP 

1. The economy is booming; workers are hard to find; and headlines are glowing.  Capacity utilization is running full 

tilt. 

2. Investors are euphoric and the stock market becomes topic du jour at cocktail and dinner parties.  Waiters, taxi 

drivers, bartenders, and shoeshine boys are giving clients hot tips; they think they are market mavens.  Everyone is 

a genius and have the keys to Fort Knox. 

3. Euphoria reins.  Investors are heavily invested in equities and hold little cash. 
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4. Stock brokers, confusing their own genius with a bull market, buy Ferraris and Lamborghinis and dine in uber 

expensive restaurants. 

5. The economy overheats, inflation surges; and speculation is rampant.  Consequently, in their attempt to cool the 

economy, the Fed tightens meaningfully by draining liquidity from the system and raises interest rates numerous 

times. 

6. The market becomes grossly overvalued. 

7. After a long period of flattening, the Classic Yield Curve is inverted (short rates higher than long rates).  Then, as 

the economy deteriorates, the yield curve starts to steepen (short rates start to move below the long rates). 

8. Interest–sensitive sectors such as financials, bonds, preferred shares, utilities along with consumer discretionary, 

start to head south.  Meanwhile, dragged up by the late-cycle issues, the major market averages keep moving to 

new highs.  Investors are lulled by the new highs in the market indices, not realizing the broad market is already 

heading into a bear market.  Not surprisingly, the various Advance-Decline Lines start to head south 3-6 months 

before the major market averages.  New Highs start to contract and New Lows expand. 

9. Finally, the major market averages top and join the rank and file by heading in a southeasterly direction. 

The call for this week: We are on the West Coast seeing accounts, speaking at conferences, and doing gigs for our financial 
advisors and their clients.  If past is prelude the markets will do something in our absence.  Unsurprisingly, last week we 
received no less than 30 emails about the ten Hindenburg Omens that have been registered over the past two weeks (read: 
telegraphing a stock market crash).  That indictor, however, is being triggered by the selling of interest-rate-sensitive ETFs and 
closed-end bond funds.  Meanwhile, as we wrote last Friday: 

“[Next] week we could see more powerful upside energy, but at this point it’s not looking all that powerful either.  It’s more 
likely we’ll see more energy come into the market as we get closer to the [mid] November energy peak.” 

Quite frankly, given the low energy mix stocks typically “drift,” which is exactly what happened last week as we suggested.  It 
may be more of the same this week, but should develop into something more powerful to the upside over the next few 
weeks.  As a sidebar, the recent changes in S&P sector weightings are worth mentioning.  Of particular note is that 
Telecommunication has gone from a 1.98% weight to a 9.9% weight (see chart below). 

Yesterday, the equity markets caught an unexpected tailwind, although we have repeatedly said Canada was going to “blink” 
on NAFTA, and we think China will do the same.  Evidently, the equity markets expect the same, but yet the equity markets 
could not hold on to yesterday’s gains into the closing bell.  That is consistent with our upside “drift” call.  Of our unpublicized 
letter yesterday, which is being published today, a day late, we stand by this strategy and embrace our upside trading target 
of 2980 – 3000 despite “calls” of this is JUST a range-bound stock market . . . GOOD GRIEF! 

 

Chart 1 

 

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.  

 

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=
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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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