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"The Ruling Passion?" 

 
Many shrewd investors who were nervous about overvalued shares had lost out before by selling too early and were 
coming back into the market.  They faced the classic dilemma of the rational man caught in an irrational frenzy, which 
had been so evident in the South Sea Bubble of 1720: as the banker John Biddulph Martin had said, ‘When the rest of 
the world are mad, we must imitate them in some measure.’  At an early stage of the bubble the great mathematician 
Isaac Newton had realized how irrational it was and sold his shares in the South Sea Company at a profit of seven 
thousand pounds.  But even Newton could not resist the next stage of speculative frenzy and bought more shares 
eventually losing twenty thousand pounds in the crash.  And the hysteria was summed up by the poet Alexander Pope: 

‘All this Madness,’ cries a sober sage: 
But who, my friend, has reason in his rage? 

‘The Ruling Passion; be it what it will, 
The Ruling Passion conquers reason still.’ 

. . . “The Midas Touch,” by Anthony Sampson 

I recalled this quip from “The Midas Touch” while studying an unbelievable chart crafted by Kieron Nutbrown titled, “500 
Years of Stock Panics-Bubbles-Manias-Meltdowns” that can be seen by clicking here.  It shows, in a composite index, stock 
prices since the year 1509.  Speaking of good years in the various markets, mid-February to mid-August of 2016 was a good 
year for the S&P 500!  Almost 400 S&P 500 points from bottom to top for a percentage gain of ~21%.  At that rate the S&P 
500 (SPX/2126.41) will be over 3000 a year from now.  Our models actually called that mid-February “low,” as well as turning 
cautious in late August targeting the mid-to-late September timeframe as a window of downside vulnerability, but looked for 
only a small decline (3% - 6%).  Almost on cue, since mid-August that only-on-Wall Street enthusiasm has been tempered as 
the SPX tested the 2100 – 2120 support level twice on investors’ fears of slowing economic statistics and waning corporate 
earnings reports.  Yet Andrew Adams and I have “kept the faith and still believed” the earnings profit trough occurred in 2Q16 
and that the U.S. GDP was set to rebound.  It is kind of like when George Michael and Aretha Franklin sang, “I found my way 
out of the darkness, kept my faith, kept my faith (I Still Believe).  Sure enough, as of last Friday morning of the 290 companies 
in the S&P 500 that had reported earnings 73% beat the estimate, 10% matched the estimate, and 18% were below.  So much 
for the negative nabobs that told us 3Q16 earnings would be terrible. 

Turning to Friday’s better than expected GDP report, our economist, Scott Brown Ph.D. writes: 

Bottom Line:   A slight positive for stocks and the dollar, a slight negative for the bond market.  The headline figure was 
a little on the high side of expectations, although third quarter growth was not as strong as the figure would seem to 
imply (just as GDP figures for the previous four quarters were not as weak as they appeared).  Consumer spending rose 
moderately.  Business fixed investment was mixed (equipment lower, structures and intellectual property products 
higher).  Residential homebuilding was a slight drag.  Inventories stopped falling and turned higher, adding 0.6 
percentage point to the headline figure.  A narrower trade deficit (an increase in net exports) added 0.8 ppt.  Private 
Domestic Final Purchases (consumer spending, business investment, residential fixed investment) rose at a 1.6% 
pace (lackluster, but not horrible).  While these figures will be revised, the story was largely as expected and should 
not change much.  The Employment Cost Index was as expected, keeping the Fed on track for tightening, but not 
forcing the Fed’s hand in the near term.  Note that the GDP figure should not be a factor in the Fed’s policy decisions 
(the focus is on the job market and the inflation outlook). 

So what does all this mean for the equity markets?  Well if indeed the markets are forward looking, it means they are sensing 
GDP is going to improve at the margin and that the secular bull market is transitioning from an interest-driven bull market to 
an earnings-driven bull market.  Speaking to last Friday’s action, talk about an October surprise as Weinergate revelations 
roiled the markets, taking 22 points off the SPX in about one hour.  The Spoos Slide took the SPX back into its 2100 – 2120 
support zone for the third time, causing my phone to light up.  The ubiquitous question was, “Is this the third ‘test’ into that 
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support level you have been looking for?”  My response was “well maybe – but Never on a Friday,” meaning markets rarely 
bottomed on a Friday.  So let’s examine the weight of the evidence. 

The SPX remains at a key pivot point.  The 2100 – 2120 support level is critical (see chart 1 on page 3).  A downside violation 
of that level would suggest something more than our anticipated 3% - 6% pullback.  Worrisome is that the Russell 2000 has 
already broken down in the charts (chart 2) and that the NASDAQ New High/New Low Ratio is below 50% (more stocks at 
one-year lows than one-year highs).  Interest rates have risen (headwind, chart 3 on page 4), as has the U.S. Dollar Index 
(headwind, chart 4).  On the more positive side the McClellan Oscillator is very oversold, a fact that is confirmed by the 
number of S&P 500 stocks trading below their respective 50-day moving averages (chart 5 on page 5).  Meanwhile, our 
proprietary model is as oversold as it ever gets.  As stated, the economic numbers should get better from here (the inventory 
decline looks to be over, chart 6), along with improving corporate earnings (chart 7 on page 6).  Accordingly, this week shapes 
up as an important week in terms of time and price. 

The call for this week: Last Friday we entered the strongest five days of the year and the proverbial bullish carrot in front of 
the horse could be this week’s FOMC meeting, Employment Report, and the ISM Manufacturing numbers.  In point of fact, 
tomorrow we enter the strongest six months of the year!  For this week, however, we expect the FOMC to be a non-event 
and for nonfarm payrolls to edge higher.  Speaking of “higher,” while our models are calling for higher stock prices, so is the 
D-J Transportation Average (TRAN/8018.55).  To be sure, after the D-J Industrial Average (INDU/18161.19) broke out to the 
upside from its 19-month trading range in July of this year, the Dow tagged a new all-time intraday high of ~18668.  Since 
then the Industrials have basically gone sideways within the construct of a higher trading range.  Not so the Transports.  
Hopefully the economically sensitive Trannies are pointing the way higher for the overall stock market (chart 8 on page 7).  

P.S. “To speak out against the madness may be to ruin those who have succumbed to it.  So the wise on Wall Street nearly 
always remain silent.  The foolish have the field to themselves, and none rebukes them.” (J.K. Galbraith). 
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Chart 1 

 

Source: Bespoke Investment Group 

 

Chart 2 
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Chart 3 
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Chart 4 
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Chart 5 
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Chart 6 
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Chart 8 
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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 Latin America, Raymond James Argentina S.A., San Martin 344, 22nd Floor, Buenos 
Aires, C10004AAH, Argentina, +54 11 4850 2500; 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. 
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For clients in the United Kingdom: 

For clients of Raymond James & Associates (London Branch) and 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. RJA, 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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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 
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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. 

 

 


