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January 2, 2016 — Happy New Year everyone! For the first time in a long time | am actually quite optimistic
about things, which seems crazy given what is going on in the world.

The old year, old month and old week ended together on Thursday and the stock market gave us a typical
“messing with you” performance. It sold off, came back and then sold off again to cap the Dow’s first annual
loss since 2008. The Nasdaq ended higher and we can blame/credit the FANGs and other big cap names such as
Starbucks for the gain. Your typical stock, however, was seriously in the red for the year.

This past week | wrote in Barron’s Online that the coming year will not be just more the same. We saw stocks
weakening, bonds looking for direction and commaodities finally finding a floor. For the latter, that does not
mean right away and it probably won’t be for a few months.

And for bonds, the indecision call is rather important since so many people believe long rates will rise as short
rates controlled by the Fed inch up. That suggests bonds are still not so sure rate hikes are a good idea. Falling
long interest rates means the economy is or is about to start contracting. Let’s not even think about the
flattening yield curve that would create — you know, the kind that leads to recessions.

Perhaps a report on Yahoo finance Saturday is the first step in that direction.

WASHINGTON (Reuters) - The number of Americans filing new claims for unemployment benefits
rose sharply (and above expectations) last week, a potential signal the job market was losing steam
although some of the increase might be attributed to temporary holiday factors.

So while I am optimistic for the year in general, it is not so much for the stock market.

How about this? Libor took out its 2011 high and now is at levels last seen in June 2009, three months after the
stock market bottomed. This tells us fear is indeed coming back into the financial markets despite the Dow
closing less than 3% off its all-time high. Let that sink in. The stock market major big cap averages have created
an illusion of strength.

Then there is the argument that the U.S. is still the best place to invest as it continues to outperform the world.
Yes, true, if we use the S&P 500 as the benchmark. For kicks, we looked at relative performance charts of the
Stoxx-50 blue chip index (Europe) and the S&P 400 midcaps — both vs. the S&P 500. They look the same.

It is the U.S. big caps that are ruling the world, not the average American stock. The universe of winners is very
small and | wrote this past week that the FANGs themselves are showing some cracks. Just for clarity, FANG
stands for Facebook, Amazon, Netflix and Google.

In a related story, we saw a chart comparing the FANGs to the forced acronym CIMQs for Cisco, Intel,
Microsoft and Qualcomm, names that you’ll remember from the tech bubble in 2000. One analyst posted a chart
overlaying the two groups and saying the FANGs are now at the 1998 equivalent of the CIMQs. Well, we can
make a chart say anything and this we do not believe at all. Still, the point is that the high flyers live together
and die together, first covering up the ills of the market and then punishing them.

As if that is not enough to worry about, how about this? “They” are now considering adding Amazon and
Google (Alphabet) to the Dow Jones Industrial Average. Of course, two things would have to happen starting
with two stocks getting kicked out. “They” talk of removing IBM and Cisco.




And that brings us the next thing. Stocks that leave the Dow tend to be laggards before they axe falls. We won’t
draw a connection to how most become leaders, at least temporarily, once they go. And stocks that get added
already have done well leaving little room for a sustained performance pace.

Recall that many times a new sector ETF is created when sector is about to peak. It is the same reason why
stocks tank when the Economist features the roaring bull market on its cover. The news is out. The public is
already engaged. Who is left to get excited?
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We’ll run some long-term charts in the report below. As for specific stock picks, it is hard to judge what they are
doing after two straight weeks of quasi and real holiday trading. Volumes have been quite low, too. And if we
are right that the market is topping then correlation is going to skyrocket. In other words, “beating the market”
will take on a different meaning.
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Index Charts of the Week
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Other Markets
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Sector Watch
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Stocks in the News
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The information contained in this report is opinion, based on information that we deem to be reliable at the time of publication, but is not
guaranteed in any form. This report does not constitute a recommendation to purchase or sell any security and the analysts are not
registered investment advisors. Further analysis is recommended before undertaking any position in any security. Any risks are solely the
responsibility of the buyer/seller. The authors, publishers and distributors of Quick Takes Pro and any associates thereof accept no
liability for the content or actions taken by anyone or institution utilizing this report. The authors, publishers and distributors of Quick
Takes Pro may have positions in securities mentioned in this report. All charts prepared with eSignal data and software unless otherwise
indicated.
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