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“It’s Someone Else’s Money”
The analogy between the stock market and poker has always been irresistible. Interestingly, the stock market
increasingly resembles a low-stakes recreational game among friends and less the sort of ‘there goes the ranch’
game favored by cutthroat professionals. Recreational poker is frustrating but ultimately profitable to the
serious player. Recreational players come to play. They play every hand. They make long-odds bets. They are
hard to read because fear of losing money is not a factor in the game. They can’t be bluffed. The serious player
is a different animal, playing the odds, maximizing winnings on pat hands, and figuring that in the long run his
superior abilities will prevail.
The stock market is dominated by institutional equity fund managers who are paid to own stocks. The decision
to own stocks already has been made by an asset allocation committee or by the individuals who bought the
mutual fund. Like the recreational poker player, equity fund managers are there to play. It is not their money
and they are far less worried about losing money than underperforming the market. Put it this way: Individuals
in the ‘business of investing’ want to out-perform their peers. It’s a different kind of game. If the market is
down 20% and the equity professional is down 15%, he or she is ecstatic. If the market is up 20% and the equity
professional is up 15%, he or she is despondent. The growing dichotomy of purpose between the owners of the
money and the people managing the money is little understood.
When individuals played a bigger role in the stock market, those great allies of the serious independent – fear
and greed – came more frequently into play. Every couple of years there would be compelling bargains or
shorting opportunities. The market favored by institutions – the S&P 500 – is expensive by historical standards.
But the institutions aren’t selling – as individuals might have done – because they have to be invested, and
where else can they put all that money?
. . . Frederick “Shad” Rowe, Greenbrier Partners
The aforementioned prose was scribed by my friend Frederick “Shad” Rowe, of Greenbrier Partners fame, decades ago and it
is just as relevant today as it was back then. I dredged it up this morning because I am in Dallas this week to attend Shad’s
“Great Investors’ Best Ideas Symposium” (GIBI) tomorrow. Tonight I will be attending the speakers’ dinner convened at
Shad’s home where Michael Price, David Einhorn, T. Boone Pickens, and Mario Gabelli (to name but a few) and I will dine to
discuss the “state of the state.”
Obviously, one of the main topics of discussion will be about the recent stock and bond market consternations since midSeptember. Of course my models suggested such consternations would be the case since late August, however I did not think
the environment would be this frustrating. So, we got the first “consternation” on September 13 when the D-J Industrials
(INDU/18138.38) fell 258 points, while the S&P 500 (SPX/2132.98) surrendered 32 points and, in the process, tested its 2100 –
2120 support level. That downside test proved successful, leading to a rally that carried the SPX back to its 2180 – 2200
overhead resistance zone. While many pundits believed that rally meant the correction was over, Andrew and I were less
sanguine since our models failed to confirm that THE low was “in.” Sure enough, the SPX came back down and broke below
the September lows in mid-October and again select pundits said the correction was over. Hereto, our models were not so
sure. So far, all we have seen is the July upside breakout from the nearly two-year range-bound stock market and a
subsequent downside retest of the support level of 2100 – 2120 (see chart 1). Last week we experienced more frustration
with the Industrials up about 88 points on Monday, off 200 points Tuesday, better by 15 points on Wednesday, down 45
points comes Thursday, and up some 40 points on Friday, although we would note the Industrials were up over 100 points
early in Friday’s session. That caused one savvy seer to lament, “Up mornings and down afternoons is not particularly good
market action!”
For the week, the Industrials fell 0.56%, the SPX declined 0.96%, and the NASDAQ Comp surrendered 1.48%. On a sector
basis, the worst sector was Healthcare (-3.27%) with Utilities (+1.33%) and Consumer Staples (+0.66%) the only sectors
posting gains. The weekly wilt left the SPX and NASDAQ Comp at critical support levels. As often stated, 2100 – 2120 is the
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key support zone for the SPX with downside “pivot points” at 2108 and 2092. If these levels are violated on a closing basis,
we will have to rethink our near-term strategy. But until then, as repeatedly stated last week, “What has happened this week
is NOT a definitive break to the downside.”
Two of the major events that occurred last week happened in the bond market, where the 10-year T’note yield broke out to
the upside (read: higher rates – chart 2) and the collapse of the British pound (chart 3). The weaker British pound is actually
quite bullish for British multinational companies and I am tilting portfolios accordingly. I am using select actively managed
mutual funds to accomplish this. As often stated, I think individual investors are doing the exact wrong thing by selling
actively managed funds, while buying passive funds. When stocks are undervalued, and the indices are going straight up,
investors need to own “cheap beta” (passive funds). However, when stocks are neutrally valued, or by some measurements
over-valued, you want actively managed funds. The reason is that an active manager can say, “I don’t want to play in that
particular game because valuations do not make sense.” Case in point, for months Andrew and I have made the argument
that the defensive stocks, or low volatility names (chicken longs) are extraordinarily expensive. And guess what, that space
has “rolled over” in the charts and has broken down. We suggest pruning those names from portfolios.
The call for this week: I should be gleaning some good investment ideas from tomorrow’s GIBI event. Additionally, I will be
speaking at Thursday’s “Money Show” here in Dallas where the preponderance of speakers will be bearish, except on gold.
To those “bear boos” we offer this from the astute Lowry’s Research organization:
Since the sideways trading range in the S&P 500 began in mid-July, our Buying Power Index has weakened by 41
points. During the same period, our Selling Pressure Index has increased by a relatively minor 17 points – far
short of the intense selling needed to turn the Advance-Decline Lines sharply lower, in order to warn of an
impending major market decline (chart 4). Therefore, a short term correction may be needed to revitalize
investor Demand. However, over the past 90 years, with few exceptions, major bear markets have been
preceded by a contraction in the Advance-Decline Line lasting for a period of at least four to six months before
the S&P 500 Index reaches its final bull market high. Thus, while portfolio holdings should be given extra
scrutiny, it still appears to be too early to abandon all equities.
Plainly we agree, yet our models suggest the period of consternation should continue into the last week of October. Until
then, we are not doing very much. This morning at 4:00 a.m., the preopening S&P futures are off 6 points as the U.S.
threatens Russia with cyber-attacks. I would note that if said attacks on Russia were real it would not have been announced
and it would be the NSA, not the CIA, carrying them out. Still, this is really serious stuff.
Chart 1

Source: Bespoke Investment Group.
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Chart 2

Source: Bespoke Investment Group.

Chart 3

Source: Bespoke Investment Group.
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Chart 4

Source: www.thechartstore.com.
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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.
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.
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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.
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