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"The Climb" 

 
“The Climb” 
 

“There's always gonna be another mountain 
I'm always gonna wanna make it move 
Always gonna be an uphill battle 
Sometimes I'm gonna have to lose” (Climb) 
    . . . Miley Cyrus 
 
I spent last week climbing the mountains of Idaho and Utah, seeing accounts and doing presentations for our financial 
advisors and their clients.  In my absence, the stock market did some climbing of its own as the S&P 500 (SPX/2378.25) came 
within five points of its all-time closing high (on an intraday basis), causing one old Wall Street wag to comment, “Can you 
spell double top?!”  The challenge of the all-time highs came on last Wednesday’s “celebratory climb” following Ms. Yellen’s 
rate ratchet of 25 basis points, which occurred amid a string of softening economic statistics (sidebar: The Taylor Rule 
suggests the Fed is behind the curve by over 260 basis points).  Despite last “Wednesday’s Win”, the SPX had no upside 
follow-through on Thursday, or even in Friday’s “quadruple witch twitch,” leaving it trapped in its 2350-2400 trading range 
that has existed since mid-February.  Interestingly, given said rate rise, the 10-year T’note’s yield actually fell from 
Wednesday’s pre-FOMC announcement of over 2.6% into Friday’s close of ~2.5%.  Almost on cue, the U.S. Dollar Index (DXY) 
declined from Tuesday’s intraday high of 101.79 to close the week at 100.31.  Over that same timeframe, crude oil prices rose 
from $47.09 to $48.78, and gold rallied from $1196.80/ounce to $1229.80.  On a very short-term basis, using NO fundamental 
analysis and just looking at the price charts, the 10-year T’note’s yield appears to have peaked (Chart 1 on page 3), crude oil 
looks to have bottomed (Chart 2 on page 3), gold has the appearance of a bottom (Chart 3 on page 4), and the S&P 500 looks 
toppy (Chart 4 on page 4). 
 
Speaking to our models, and the stock market’s “internal energy,” our long-term proprietary model flipped positive in 
October 2008 and has NEVER turned negative since then.  In recent history, our intermediate model turned positive the week 
before the presidential election but flipped negative at the end of January and remains in cautionary mode.  Likewise, the 
short-term model turned positive the week prior to the election and turned negative the last week of January; however, it 
flipped positive around the beginning of March.  Obviously, our short and intermediate models are in conflict, which is why 
Andrew and I have often said that this is a confusing time in the equity markets.  In the past, when our models have been 
conflicted, we have exercised patience, a strategy we are currently embracing.  Certainly the large commercial hedgers are 
somewhat confused, because, with the stock market trading towards new all-time highs, they are “short” (betting on the 
downside) holding the second largest short position in the equity index futures in history.  Meanwhile, there are some pretty 
weird breadth readings.  According to the sagacious Jason Goepfert (SentimenTrader), “Advancing securities on the NYSE 
accounted for only 43% of all volume, while more than 60% of the issues actually rose.  Since 1965, there was only one other 
day with a divergence like this.  With lesser divergences (less than 45% Up Volume but more than 55% Up Issues), stocks 
struggled over the shorter term, with the S&P rising over the next seven days nine out of 24 times, averaging -0.7%.”  The 
eagle-eyed Jason goes on to note, “One of the major reasons we were expecting volatility to rise in January (which likely 
meant stocks would also fall) was the fact that options traders were betting on an outsize moved, but it was being masked by 
what everyone was seeing in the VIX.  We've looked at the ratio of the SKEW to VIX indexes for years as a way to get a little 
more information as to how traders are pricing in volatility expectations.  In January, traders were pricing in a relatively high 
probability of a "black swan", or large, sudden move, in the next 30 days.  That was a complete failure.  Now it's even more 
extreme.” (Chart 5 on page 5) 
 
Of course, this concurs with our “internal energy” model, which while not having a full charge of energy, has almost a full 
charge.  This, too, implies a big move is capable of happening in the short run.  If that energy is released on the downside, it is 
a long way down to even a shallow 0.382 retracement of the rally off of the pre-election lows with a target downside target of 
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2278 for the SPX.  The ideal set-up for a pullback would be an early week rally attempt that either fails to exceed 2400 or 
marginally exceeds 2400, followed by steady stock market price erosion.  Plainly, it is not required for the equity market to 
pull back, but our models suggest it should be difficult for the SPX to make meaningful upside progress from its current 
position.  We guess it could grind away in a churning fashion, allowing the SPX to re-energize, but in our view, that is a low 
probability “bet.” 
 
As for the sectors, excluding Real Estate, because it was not a sector back in 1990, weightings have changed dramatically since 
1990, and even since 1999, as can be seen in Chart 6 on page 5.  Of note is that four cyclical sectors currently have weaker 
breadth readings than the broad S&P 500: Energy, Materials, Industrials, and Consumer Discretionary (a tip of the hat to 
Bespoke Investment Group).  That mix is likely due to the softening economic statistics and has caused some pundits to cry “a 
recession is coming.”  We, however, believe the underlying economy is much stronger than the government’s figures suggest.  
To examine that “stronger economy” viewpoint, we are having a conference call with our pal Joe Brusuelas, who is the Chief 
Economist at RSM US LLP (formerly McGladrey LLP). 
 
Sticking with the economy, and parsing President Trump’s proposed budget, shows the winners and losers.  The winners: 
Defense with an increase of $52.3 billion (+10%), Veterans Affairs an increase of $4.4 billion (+5.9%), and Homeland Security 
with an increase of $2.8 billion (+6.8%).  The losers: Health and Human Services (-17.8%), State (-28.7%); Education (-13.5%), 
Housing and Urban Development (-13.2%), Agriculture (-20.7%); Labor (-20.7%), Transportation (-12.7%), Energy (-5.6%), 
Commerce (-15.7%), Interior (-11.7%), Justice (-3.8%), Treasury (-4.1%), and the EPA (-31%).  Moreover, President Trump’s 
proposed budget would eliminate: Community Development Block Grants, the Weatherization Assistance Program, the Low 
Income Home Energy Assistance Program, the National Endowment for the Arts, and the Corporation for Public Broadcasting.  
And don’t look now, but the House Budget Committee voted 19 to 17 to advance the Republican healthcare bill.  Amid the 
cacophony of last week’s “political noise”, almost unnoticed was this Department of Commerce request:  The Department of 
Commerce is seeking information on the impact of federal permitting requirements on the construction and expansion of 
domestic manufacturing facilities and on regulations that adversely impact domestic manufacturers. 
 
Ladies and gents, this is HUGE, because fewer regulations will unleash the entrepreneurial spirts of America’s free enterprise 
system. 
 
The call for this week: The SPX has experienced two “inside days”, meaning Thursday’s intraday high/low was “inside” 
Wednesday’s intraday high/low, and Friday’s action was “inside” Thursday’s range.  According to Investopedia, “An ‘Inside 
Day’ is a candlestick formation [in the charts] that occurs when the entire daily price range for a given security falls within the 
price range of the previous day.  Inside day often refers to all versions of the harami [chart] pattern and can be very useful for 
spotting changes in the direction of a trend.”  We would also note there is a small upside gap in the SPX chart that occurred in 
last “Wednesday’s Win” between 2368.55 and 2368.94.  Recall that gaps tend to get filled.  Interestingly, the SPX’s 20-day 
moving average has proved to offer buying opportunities and it is now at 2371.64, so watch those two levels.  This week’s 
trading action is key . . .  
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Chart 1 

 
Source: Stockcharts.com 

 
Chart 2 
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Chart 3 
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Chart 4 

 
Source: Stockcharts.com 

 

  



Raymond James  Investment Strategy 

© 2017 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, Florida 33716  |  800-248-8863 5 

Chart 5 

 
Source: SentimenTrader 
 

Chart 6 

 
Source: Bespoke Investment Group 
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Chart 7 
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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. 

Additional information is available on request. 

 

 

Simple Moving Average (SMA) - A simple, or arithmetic, moving average is calculated by adding the closing price of the security for a number 
of time periods and then dividing this total by the number of time periods. 
Exponential Moving Average (EMA) - A type of moving average that is similar to a simple moving average, except that more weight is given to 
the latest data. 
Relative Strength Index (RSI) - The Relative Strength Index is a technical momentum indicator that compares the magnitude of recent gains to 
recent losses in an attempt to determine overbought and oversold conditions of an asset. 
 

International securities involve additional risks such as currency fluctuations, differing financial accounting standards, and possible 
political and economic instability.  These risks are greater in emerging markets. 

Small-cap stocks generally involve greater risks.  Dividends are not guaranteed and will fluctuate.  Past performance may not be indicative 
of future results.  

 

Investors should consider the investment objectives, risks, and charges and expenses of mutual funds and exchange-traded funds 
carefully before investing. The prospectus contains this and other information about mutual funds and exchange –traded funds. The 
prospectus is available from your financial advisor and should be read carefully before investing. 

 

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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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. 

 

Proprietary Rights Notice: By accepting a copy of this report, you acknowledge and agree as follows: 

This report is provided to clients of Raymond James only for your personal, noncommercial use. Except as expressly authorized by 
Raymond James, you may not copy, reproduce, transmit, sell, display, distribute, publish, broadcast, circulate, modify, disseminate or 
commercially exploit the information contained in this report, in printed, electronic or any other form, in any manner, without the prior 
express written consent of Raymond James. You also agree not to use the information provided in this report for any unlawful purpose. This is RJA client 

releasable resear ch 

This report and its contents are the property of Raymond James and are protected by applicable copyright, trade secret or other 
intellectual property laws (of the United States and other countries). United States law, 17 U.S.C. Sec.501 et seq, provides for civil and 
criminal penalties for copyright infringement. No copyright claimed in incorporated U.S. government works. 

 

 


