
 

 

 

 

 

  

GordonTLong.com 

MORE DOWNSIDE THAN UPSIDE 
Divergence Between Credit and Equities Will Be Closed! 

ANALYTIC INSIGHTS 

Gordon T Long 
2/18/2016 



 
 MORE DOWNSIDE THAN UPSIDE 

Divergence Between Credit and Equities Will Be Closed! 

The following is Jeff Gundlach’s (DoubleLine) favorite chart which backs his perspective that equity markets 
have a: 

"2% upside and 20% downside from here”. 

In his words: "These lines will converge..." 

 

 

TREND CHANNEL IS NOW CLEARLY DOWN 
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The trend channel is now clearly down and ECB’s Draghi may have ensured that with his March 10th policy 

announcement statement. 

 

SMART MONEY 

Despite the S&P's surge higher due to either  

 A record short squeeze or  

 Because it is merely another bear market rally,  

… the smart money was selling! As reported: 

In fact, as BofA's Jill Hall calculated, the three groups that make 
up the so-called "smart money" basket, hedge funds, BofA's 
institutional clients as well its private clients, had been selling 
aggressively every week for the prior five. As she explained on 

March 1, "last week, during which the S&P 500 climbed 1.6%, 
BofAML clients were net sellers of US stocks for the fifth 
consecutive week, in the amount of $1.5bn. This was the 
biggest weekly outflow since mid-December." Someone 
clearly was very grateful for the selling opportunity that this 
squeeze was providing. 

Well, we can now add one more week to the total: in BofA's 
latest note, "last week, during which the S&P 500 rallied 
2.7%, BofAML clients were net sellers of US stocks for the 
sixth week." 

http://www.zerohedge.com/news/2016-03-01/someone-isnt-buying-rally-smart-money-sells-five-consecutive-weeks-buyback-soar


 
She explains that "similar to the prior week, hedge funds, institutional clients, and private clients were 

all net sellers, though sales last week were led by private clients (vs. hedge funds the week prior). Our 
hedge fund clients remain the biggest net sellers of US stocks year-to-date."  

The full breakdown below: 

Clients were net sellers of stocks in five of the ten sectors last week and net buyers of the 
remaining five, as well as ETFs. Tech and the commodity-oriented sectors of Industrials and 
Materials saw the largest net sales, while Financials and Utilities saw the largest net buying... All 
three client groups sold stocks last week, led by private clients." 
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BUSINESS SENTIMENT BECOMING WORRYING 

 

 

 

CENTRAL BANKS WILL REACT 

We were very clear in 2011 that new credit was on the verge of becoming ineffective. We felt it would be 
convincingly negative by 2012. 



 

 

 

And if you need help spotting the moment when monetary policy became impotent... 

 

Yardeni's YRI Growth Barometer versus S&P 500. Note 2011 / 2012 turmoil. 

 

 

Source:Yardeni.com 

Of course the Federal Reserve had no other option than to keep printing until the banks were solvent and 
loan collateral values were elevated. 
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This chart by Sprott Global is an approximation. It should be more accurately showing the drop in 2011 and 
2012 but it tells the story effectively. 

 

 

 

This is all you need to know about Keynesian Economics in an era of Fiat Currencies (Keynes would have 
been shocked at the removal of the Gold Standard) and the Era of Financial Repression (George Orwell and 
Aldous Huxley wouldn't be shocked!) 
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LOOSING FAITH IN CNETRAL BANKS 

Gold Breaks Out 

 

WE WARNED – Expect a ‘Violent Reaction’ 

IN A PREVIOUS REPORT WE SHOWED THIS CHART – We Predicted “Violent YE” 

 

 
  



 
LATEST CHART – It Was a “Violent YB” 

We were off slightly! It didn’t happen on December 31st but instead on January 1st… and it was violent! 

 

 

 

It was only a matter of time … and patience. 

 

 

 
  



 
LONGER TERM VIEW 

As we have laid out in previous TRIGGER reports, we still see more increases in the equity markets later in 
2016 after this consolidation / correction has run its course, but have serious concerns beginning in Q4 
2016. 

Sometime in Q4 2016, after the central bankers have had one more shot at QE, helicopter money and 
collateral guarantees - it will end badly! 

 

 

HAVEN’T CHANGED OUR POSITION 

After the near term expected correction we still expect markets to head higher towards a “Minsky Moment” 
in 2016.  



 

 

 

This is based on the assumption that Central Banks will react to any deterioration in the financial markets 
with yet another round of crisis driven liquidity pumping! 
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