
NEAR-TERM STOCKS / ECONOMY LINKAGE

In the next 12 months, the major wildcard is a 
compounding economic slump triggered by a larger 
than expected housing blowup resulting in broad-
based layoffs, and reduced earnings estimates…

Otherwise, if the global and U.S. economy muddles 
along in fairly good shape, then further upside is
certainly possible from the “economic” point of view.



Hopeful factoids: Earnings remain strong with
no immediate sign of recession & reasonable valuations.



Valuations not yet at levels typical of stock underperformance



… and Wall Street profits remain high… usually good for stocks.



…and IPO Issuance has not yet reached “frenzy” levels 
often associated with speculative market tops….



Hopeful factoid: markets can rise on slowing EPS growth, but
only if the Fed is easing… a possibility in the quarters ahead…



What industries might have the greatest pricing power  ?….



A common denominator: basic materials low on the 
Industrial food chain…



… but even under the best conditions, it is highly likely
that the “broad” market has topped out. Look for tops
in the “breadth” indicators:

A) Advance-Decline Lines
B) Bullish Percent readings
C) Stocks over/under their moving average
D) “Arithmetic” indices (not capitalization weighted)

If true, capitalization indices may still make higher highs
As money chases fewer and fewer stocks.

The “stocks above
their 50 day MA
indicator topped 
out before the
index peak in May

MARKET BREADTH HAS LIKELY PEAKED



The Bullish Percent breadth indicator actually peaked in 
2004 as upside momentum waned on a point & figure basis


