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Gleanings ! aƻƴǘƘƭȅ /ƘŀǊǘ tǊŜǎŜƴǘŀǘƛƻƴ ŀƴŘ 5ƛǎŎǳǎǎƛƻƴ tǳƭƭƛƴƎ ¢ƻƎŜǘƘŜǊ ǘƘŜ 5ƛǎŎƛǇƭƛƴŜǎ  

ƻŦ 9ŎƻƴƻƳƛŎǎΣ CǳƴŘŀƳŜƴǘŀƭǎΣ ¢ŜŎƘƴƛŎŀƭ !ƴŀƭȅǎƛǎΣ ŀƴŘ vǳŀƴǘƛǘŀǘƛǾŜ !ƴŀƭȅǎƛǎ 

Ȱ3ÅÌÌÉÎÇ 3ÔÁÍÐÅÄÅȱ  
(This missive was published a few weeks ago, but is being reposted due to popular demand) 

My friend and mentor Ray DeVoe used to say that going over old reports can be an exercise in humility, as you cringe while reading some errant 
ŦƻǊŜŎŀǎǘ ƻŦ ŀƴƻǘƘŜǊ ǘƛƳŜΦ  άIƻǿ ŎƻǳƭŘ L ƘŀǾŜ ōŜŜƴ ǎƻ ǎǘǳǇƛŘΚέ ƛǎ ǘƘŜ ǳƴǎŀƛŘ ǊŜŀŎǘƛƻƴΦ  hƴ ǘƘŜ other hand, it can be an ego trip, as you proudly go over 
ǎƻƳŜ ŦƻǊŜŎŀǎǘǎ ǘƘŀǘ ǿŜǊŜ ǊƛƎƘǘ ƻƴ ǘŀǊƎŜǘΦ  ¢ƘŜƴ ǘƘŜ ǳƴǎŀƛŘ ŎƻƳƳŜƴǘ ƛǎΣ ά²Ƙȅ ŘƛŘƴΩǘ L ŎŀǇƛǘŀƭƛȊŜ ƻƴ ǘƘƛǎ ƳƻǊŜΚέ ƻǊ ά²Ƙȅ ŘƛŘƴΩǘ I continually pound that 
ǘƘŜƳŜΣ ƛǘ ǿŀǎ ǎƻ ƻōǾƛƻǳǎΦέ  .ǳǘΣ ǘƘŜƴ ȅƻǳ ǊŜŀƭƛȊŜ ǘƘŀǘ ƛǘ ǿŀǎƴΩǘ ǘƘŀǘ ƻōǾƛƻǳǎ ŀǘ ǘƘŜ ǘƛƳŜ ŀƴŘ ǘƘŀǘ, generally, conventional wisdom was running in the 
opposite direction.  The reports that were off-base will not be covered in this missive, yet they seemed to be reasonable projections at the time.  
However, one set of reports that were correct will be mentioned only because they were so much against the conventional wisdom of the time. 

So, we officially joined Raymond James in 1999.  At the time, stocks were soaring.  Then on September 23, 1999 there was ŀ 5ƻǿ ¢ƘŜƻǊȅ άǎŜƭƭ ǎƛƎƴŀƭΦέ  
We wrote about it and got hammered by financial advisors as to why we had turned negative.  Our response was that it was not Jeff Saut, or even 
Raymond James, but Dow Theory suggesting the best had been seen and discounted.  By the way, we looked like an idiot as the stock market headed 
higher into the spring of 2000.  However, the stock market peaked in March 2000 and declined by some 50% into November 2002, where stocks began  
their bottoming process.  Said process was complete by the spring of 2003, which was 
ǿƘŜƴ ŀ 5ƻǿ ¢ƘŜƻǊȅ άōǳȅ ǎƛƎƴŀƭέ ǿŀǎ ǊŜƎƛǎǘŜǊŜŘΦ  CǊƻƳ ǘƘŜǊŜ ǘƘŜ {ϧt рлл ǿƻǳƭŘ Ǝŀƛƴ 
over 100% and we were bullish.  That Bull Run lasted into the fall of 2007 and 
everyone was bullish with the D-J Industrials making new all-time highs.  Yet, on 
bƻǾŜƳōŜǊ нмΣ нллт ǘƘŜǊŜ ǿŀǎ ŀƴƻǘƘŜǊ 5ƻǿ ¢ƘŜƻǊȅ άǎŜƭƭ ǎƛƎƴŀƭέ ŀƴŘ ǿŜ ǿǊƻǘŜ ŀōƻǳǘ 
ƛǘ ŀƎŀƛƴ ŀƴŘ ƭƛǎǘŜƴŜŘ ǘƻ ǘƘŜ άŎŀǘ Ŏŀƭƭǎέ ŦǊƻƳ ŀƭƭ ǘƘŜ ōǳƭƭƛǎƘ ǇŀǊǘƛŎƛǇŀƴǘǎΦ  ¢Ƙƛǎ ǘƛƳŜ ǘƘŜǊŜ 
ǿŀǎ ƴƻ άŦƻǊŜǊŜŀŎƘέ (no more upside like between September 1999 and March 2000) 
as stocks began to slide, and by March 2009 the S&P 500 had surrendered roughly 
56% of its value.  Yet, most stocks actually bottomed on October 10, 2008 when 
92.6% of stocks made new annual lows.  At the time, we were writing that the 
bottoming process had begun, and on March 2, 2009 we were on Bloomberg TV 
ǎŀȅƛƴƎΣ ά¢ƘŜ ōƻǘǘƻƳƛƴƎ ǇǊƻŎŜǎǎ ǘƘŀǘ ōŜƎŀƴ ƛƴ hŎǘƻōŜǊ ƻŦ ƭŀǎǘ year is complete and we 
ŀǊŜ ŀƭƭ ƛƴΗέ  

Text continues on page 3 
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Jeffrey Saut 
 

ά{ŜƭƭƛƴƎ {ǘŀƳǇŜŘŜέ 
Continued from page 1 

More recently, after all three of our proprietary models for all of 2017 were wildly bullish in mid-January 2018, our intermediate 
and short-ǘŜǊƳ ǇǊƻǇ ƳƻŘŜƭǎ ŦƭŀǎƘŜŘ άǎŜƭƭ ǎƛƎƴŀƭǎέ ŀƴŘ ǿŜ ǊŜŎƻƳƳŜƴŘŜŘ ǊŀƛǎƛƴƎ ǎƻƳŜ ŎŀǎƘ ƻƴ ŀ ǘǊŀŘƛƴƎ ōŀǎƛǎΦ  ¢ƘŜ ǎǳōǎŜǉǳŜƴǘ 
decline saw the S&P 500 (SPX/2682.63) lose about 12% of its value into the February 9, 2018 undercut low, which we told 
participants to buy.  From there, the SPX would rally 16% into early-October, when our short-ǘŜǊƳ ƳƻŘŜƭǎ ŦƭŀǎƘŜŘ ŀƴƻǘƘŜǊ άǎŜƭƭ 
ǎƛƎƴŀƭέ ƻƴ hŎǘƻōŜǊ н, 2018 and we advised participants to sell trading positions.  While our long-term prop model flipped bullish 
in October 2008, and has never turned bearish since, our short-term and intermediate models are currently conflicted.  Indeed, 
the intermediate model remains constructively configured, but our short-term model is stƛƭƭ ƻƴ ŀ άǎŜƭƭ ǎƛƎƴŀƭΦέ  vǳƛǘŜ ŦǊŀƴƪƭȅΣ ƻǳǊ 
instincts told us the equity markets bottomed on a trading basis on October 11, 2018 at ~2710, but last Thursday surprised us as 
the SPX lost a large 62 Ǉƻƛƴǘǎ ŦǊƻƳ ²ŜŘƴŜǎŘŀȅΩǎ ƛƴǘǊŀŘŀȅ ƘƛƎƘ ƛƴǘƻ ¢ƘǳǊǎŘŀȅΩǎ ƛƴǘǊŀday low.  This has left the SPX vulnerable to 
further downside. 

We see it as one of two potential possibilities.  First, prices could consolidate in a pretty narrow range into the mid-November 
energy peak often mentioned in these reports.  Given the current level of energy, that is a distinct probability.  However, there is 
still a lot of negative energy out there and if prices stay around the recent lows of 2710 ς 2730 (basis the SPX), then we could 
experience another spell of panic selling that would take the SPX to new reŀŎǘƛƻƴ ƭƻǿǎΦ  LŦ ǘƘƛǎ ƛǎ ŀ άǎŜƭƭƛƴƎ ǎǘŀƳǇŜŘŜΣέ ǘƘŜȅ 
typically last 17-25 sessions and we are 12 sessions into this one.  Sometimes such stampedes last 25-30 sessions, but it is really 
rare to see one go more than 30 sessions.  Quite frankly, we feel much better about equites after the mid-November energy 
peak. 

What remains amazing to us is that many Wall Street pundits, who NEVER saw the January ς February, or the October 2 to the 
present, declines coming, have rushed to publish a plethora of reports telling us what to do now!  Maybe LΩƳ !ƳŀȊŜŘ όAmazed) 
at these false profits that talk out of both sides of their mouths, ǎƻ ǘƘŀǘ ǿƘŀǘŜǾŜǊ ǘƘŜ ǾŀǊƛƻǳǎ ƳŀǊƪŜǘǎ Řƻ ǘƘŜȅ Ŏŀƴ ǎŀȅΣ ά{ŜŜ L ǘƻƭŘ 
you that was gƻƛƴƎ ǘƻ ƘŀǇǇŜƴΦέ  !ǎ ƻŦǘŜƴ ǎǘŀǘŜŘ ƛƴ ǘƘŜǎŜ ƭŜǘǘŜǊǎΣ ǿŜ ƳŀƪŜ άŎŀƭƭǎΦέ  aƻǎǘ ƻŦ ǘƘŜ ǘƛƳŜ ǘƘŜȅ ǘǳǊƴ ƻǳǘ ŦŀƛǊƭȅ ǿŜƭƭΣ ōǳǘ 
when you take a stand, you are going to be wrong and wrong more often than you would expect.  As the brilliant Peter Bernstein 
wrote: 

After 28 years at this post and 22 years before this in money management, I can sum up whatever wisdom I have 
accumulated this way: the trick is not to be the hottest stock-picker, the winning forecaster, or the developer of the neatest 
model; such victories are transient.  The trick is to survive.  Performing that trick requires a strong stomach for being wrong, 
because we are all going to be wrong more often than we expect.  The future is not ours to know. But, it helps to know that 
being wrong is inevitable and normal, not some terrible tragedy, not some awful failing in reasoning, not even bad luck in 
most instances.  Being wrong comes with the franchise of an activity whose outcome depends on an unknown future.  Maybe 
the real trick is persuading clients of that inexorable truth. 

[Update October 29]: ²ŜƭƭΣ ƛǘ ƛǎ ƴƻǿ му ǎŜǎǎƛƻƴǎ ƛƴǘƻ ǘƘŜ άǎŜƭƭƛƴƎ ǎǘŀƳǇŜŘŜέ ŀƴŘ ǿŜ ŀǊŜ ƭƻƻƪƛƴƎ ŦƻǊ ŀ ōƻǘǘƻƳ ƛƴ ǘƘŜ ƴŜȄǘ ǘǿƻ 
weeks.  In fact, we think stocks are approaching the best buy spot since 2016.    

https://www.youtube.com/watch?v=yxTdz3hw9Xo
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Jeffrey Saut 

The Dow Theory Sell Signals of September 23, 1999 and November 21, 2007 
 

 
Source: FactSet. 
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Jeffrey Saut 

What We Were Telling Investors in November 2007 
The following was published in our Investment Strategy piece published November 26, 2007 
 
 

ά.ǳƭƭǎΣ .ŜŀǊǎΣ ŀƴŘ wŜǘŜǎǘǎέ 

People don't undeǊǎǘŀƴŘ ǘƘŜ ǎƛƎƴƛŦƛŎŀƴŎŜ ƻŦ ǘƘŜ άōŜŀǊ ƳŀǊƪŜǘ ǎƛƎƴŀƭέ of November 21. I stated on Wednesday's 
site (Nov. 21) that the breakdown of the Industrials signaled THE EXISTENCE of a primary bear market. It didn't 
signal the beginning of a bear market, Wednesday's action gave us the final word via Dow Theory that a primary 
bear market was in force.  

. . . A precept of Dow Theory is that neither the duration nor the extent of a bull or a bear market can be 
predicted in advance. It is far easier to IDENTIFY the end of a bull or bear market than it is to predict their end. 
Bull markets tend to build extended and often deceptive tops, while bear markets tend to build more definite 
and identifiable and faster bottoms. Therefore, it's usually easier to identify the bottom of a bear market than it 
is to identify a bull market top. 

 . . I expect a lot of wild and confusing movements from the stock market in the days ahead. But I remind 
subscribers that a rally here, even a powerful rally, will not mean that the bull market has suddenly been reborn. 
This bear market will not end in four months. But any rally ƘŜǊŜ ǿƛƭƭ ŀƭƭƻǿ ǎǳōǎŎǊƛōŜǊǎ ǘƻ άǘǊƛƳ ǘƘŜƛǊ ǎŀƛƭǎ." 

. . . Richard Russell, Dow Theory Letters 
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Jeffrey Saut 

Think a Bottom is Coming Soon 
 
As of October 29, 2018 we are 18 sessions into the selling stampede, which typically last 17-25 sessions.  There have been a few that 
extended for 25-30 sessions, but it is rare for one to go more than 30 sessions.  We think a bottom is coming soon. 
 

 
Source: FactSet. 
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Jeffrey Saut 

bƻ 5ƻǿ ¢ƘŜƻǊȅ ά{Ŝƭƭ {ƛƎƴŀƭέ 
 
¢ƘŜǊŜ Ƙŀǎ ōŜŜƴ ƴƻ 5ƻǿ ¢ƘŜƻǊȅ άǎŜƭƭ ǎƛƎƴŀƭΦέ  CƻǊ ǘƘŀǘ ǘƻ ƘŀǇǇŜƴ, the Dow would have to break below its March 2018 closing low 
with a confirmation from the D-J Transports below their November 2017 closing lows. 
 

  
 
Source: FactSet. 
 

  

March 2018 Low 
November 2017 
Low 
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Andrew Adams 

Post-Mortem ς S&P 500 
October has obviously not been a fun month for equity investors. Once the S&P 500 failed to make a new high in early 
October and then dropped beneath the early September low around 2864, the path of least resistance flipped to the 
downside and selling accelerated quickly. There was a bounce attempt around mid-month but the S&P 500 was unable to 
make it up over its 10-day moving average, failing in four consecutive days to climb above it. Now, one of the first things we 
are watching to help support that the lows are in will be getting back above the 10-day moving average on a daily closing 
basis. 

 
Source: Stockcharts.com. 
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Andrew Adams 

Long-¢ŜǊƳ ¢ǊŜƴŘ bƻǘ .ǊƻƪŜƴ Χ ¸Ŝǘ 
While October has been a horrible month for the stock market, we have not yet witnessed enough damage to believe the 
ǎŜŎǳƭŀǊ ōǳƭƭ ƳŀǊƪŜǘ ƛǎ ŘƻƴŜΦ ¢ƘŜǊŜ ƛǎƴΩǘ Ƨǳǎǘ ƻƴŜ ƛƴŘƛŎŀǘƻǊ ƻǊ ŎƘŀǊǘ ǘƘŀǘ ǿƛƭƭ ǘŜƭƭ ǳǎ ǿƘŜƴ ǘƘŜ ōǳƭƭ ƳŀǊƪŜǘ ƛǎ ƻǾŜǊΣ ōǳǘ ƻƴŜ of 
the most important charts I am watching is the monthly chart for the S&P 500. The October weakness has brought the 
index right to the uptrend line that connects the 2009 and 2016 lows (green line). A monthly close beneath this line would 
not be good, and would increase the odds that we are in for more than just a quick drop. Yet, this zone should produce 
support and we hope to see that happen. 

 
Source: Stockcharts.com. 
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Andrew Adams 

S&P 500 at Weekly Bollinger Band 
The S&P 500 has often marked bottoms near its lower weekly Bollinger Band over the last few years. The standard Bollinger 
Bands are two standard deviation bands surrounding the 20-period moving average, in this case the 20-week moving 
average. It is expected that most trading action will take place between these two bands, so very often traders and 
investors use these as major support and resistance. The fact that the S&P 500 is at its lower band should help add 
additional support to an already oversold market. 

 
Source: Stockcharts.com. 
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Andrew Adams 

Down-Move Losing Steam 
Very often at bottoms, a stock or index will make a new low in price, but do so with less downside momentum as measured 
by an indictor like the Relative Strength Index (RSI). This is called a positive divergence and implies that a down-move is 
running out of steam. Well, this has happened over the lasǘ ǎŜǾŜǊŀƭ ǎŜǎǎƛƻƴǎ ŀǎ ǘƘŜ {ϧt рлл Ƙŀǎ ƳŀŘŜ ƭƻǿŜǊ ƭƻǿǎ ƛƴ άǇǊƛŎŜέ 
but its RSI has made higher lows (lower panel). This, too, supports that a bottom is near. 

 
Source: Stockcharts.com. 
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Andrew Adams 

NASDAQ Has Done Damage Too 
We used this chart quite a bit in the last few months to show that the NASDAQ (and the broad market) likely had limited 
upside as it rallied up to the top of its long-ǘŜǊƳ ǊŜǎƛǎǘŀƴŎŜ ƭƛƴŜ όǘƻǇ ǊŜŘ ƭƛƴŜύΦ ²ƘƛƭŜ ǘƘŀǘ ǿŀǎƴΩǘ ƴŜŎŜǎǎŀǊƛƭȅ ŀ ǎƛƎƴ ǘƘŀǘ ǘƘŜ 
market would subsequently sell off, it did skew the risk-to-reward in the near term and may have encouraged investors and 
traders to cut positions on the first sign of weakness. Now, the NASDAQ has broken below the uptrend line that was in 
place from the 2016 low and that had previously acted as support (lower red line), and this line will be expected to act as 
major resistance to any rally attempt in the coming months. 

 
Source: Stockcharts.com. 
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Andrew Adams 

Russell 2000 Broke Major Support 
It is also worrying that the small cap Russell 2000, which has now been weak for about two months, closed a week beneath 
a long-term line that has a history as both resistance and support (lowest red line). This line acted as support earlier this 
year and on the first leg down recently, but now it will be expected to add to the selling pressure on any rebound attempt. 
However, in the near term we expect that small caps will lead large caps on any bounces since they are more beaten-down 
and stretched to the downside. 

 
Source: Stockcharts.com. 
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Andrew Adams 

How Technology Responds Here is Critical 
Technology has helped lead the market higher for several years now, and where the sector goes from here may go a long 
way toward determining where the broad market goes. Tech has pulled back to a major support line that has a history of 
importance going all the way back to the start of 2010 (top green line). If it breaks down below this line, it would not be 
good. 

 
Source: Stockcharts.com. 
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Andrew Adams 

Need to See Breadth Improve on Any Rallies 
Another concerning development has been the continued drop in the NYSE Advance-Decline Line. This is one of the key 
breadth indicators we follow and it topped out in late August along with small cap stocks. We will be skeptical of any moves 
upward in the major stock averages that are not also accompanied by improvement in breadth indicators like the NYSE A-D 
Line, so breadth really needs to pick up here. 

 
Source: Stockcharts.com. 

  


