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IN SEARCH OF A GOOD CHRISTMAS 
 
• It wasn’t the timing of the rally that surprised us, as much as its personality.  We 

tend to forget that for many investors, the stock market is as much a game as it is 
a serious investment process.  In this vein, technology – the most depressed sector 
during the early October season – represented the best trading “play” in 
anticipation of a year-end rally.  The high valuations in technology appeared 
irrelevant. 
 

• But this “play” has been completed.  The DJIA, SPX, and Nasdaq Composite are 
facing their long-term downtrends, best represented by the 200-day moving 
averages at 9168, 981, and 1492, respectively. In short, the difficult part is here.  
The Nasdaq Composite Index has toyed with its 200-day moving average in three 
of the last four trading sessions, but so far, without any success of bettering it.  
Cisco Systems (CSCO - $14.52), a key technology bellwether stock, is attempting 
to hold its 200-day moving average ($14), but looks wobbly to us. 
 

• Our favorite cycle-defining breadth oscillator has been waffling at the overbought 
range for two weeks, but has been unable to record an extreme or steady 
overbought reading.   
 

• We introduce a new liquidity measure this week that implies a stock market peak is 
likely in December. 
 

• Recent data indicates equity mutual funds had outflows of $7.71 billion in October 
($7.5 billion in domestic equities), while foreign investors sold $6.5 billion U.S. 
equities in September.  When we sum the flows of these two investors on a 12-
month basis, the results have an uncanny resemblance to the Nasdaq Composite 
Index.  What is notable is that over the last 12 months, equity funds have 
experienced net outflows of $6.65 billion, whereas foreign investors have been 
buyers of $43 billion of U.S. equity.  This helps to explain why the trend in the 
dollar is important to the supply/demand balance for equities. 

 

December 4, 2002
DJIA: 8742.93

SPX: 920.75
NASDAQ: 1448.96
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• Much of the recent rally, in our view, has been professional investors shifting assets from 
long-term assets (value stocks, healthcare) to short-term assets (low-priced tech/telecom 
shares).  It has not come from individuals who are generally the source of a more stable trend.  
But this institutionally-driven rally may soon be over given that equity mutual fund cash was 
5.1% in October and probably declined substantially in November. Note that the record low of 
4% cash was recorded in March 2000, at the peak. 
 

• The household sector’s asset mix is changing in 2002 due in large part to price performance. 
But it is also a result of the public’s growing interest in real estate and fixed income securities.  
Despite the implication of many forecasters that money market fund assets represent a huge 
untapped source of demand for stock, money market funds have actually seen withdrawals of 
$145.7 billion year-to-date.  Equally important is the fact that only 46% of money market fund 
assets are retail-oriented, according to Federal Reserve data.  Institutions and corporations 
control the remainder. 
 

• The consumer is critical to the economic forecast for 2003.  The recent Fed rate cut, coupled 
with fiscal stimulus, are surely stabilizing factors.  But will these pluses offset a possible peak 
in real estate prices, 2002 stock market losses, and a weak job market?  We are not convinced.  
There will be a major focus on retail sales in coming weeks, since Christmas could be a last 
hurrah for consumers who may be tapped out after a strong year of auto and home purchases.  
Some of the year-over-year comparisons on consumer income and retail sales look 
encouraging, but could be distorted by post-September 11 data. 
 

• It will all come down to jobs.  We are encouraged by the two consecutive weeks of initial 
unemployment claims under 400,000.  But the surrounding data is still worrisome.  
Continuous claims remain high, a six-month average of announced layoffs is trending higher 
and Help Wanted ads fell to a new cyclical low in October.  These factors may be behind the 
second half slump in consumer confidence.  All three confidence indices (Confidence Board, 
University of Michigan, and UBS) have fallen sharply, but ticked up in November.  Was this the 
stock market rally, or something more sustainable?  More time is needed to know for sure.  
But we believe the anticipation of good news is already priced into stocks.  What may not be in 
today’s stock prices are:  earnings warning season, deepening Iraqi tension, or worst of all, a 
weak Christmas selling season. 
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The easy part of the rally is clearly over as all three indices approach their 200-day moving 
average lines.  The NASDAQ Composite is the most interesting to watch, since this is where 
market action has been concentrated, and its moving average is close at 1492. 
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It has been two consecutive weeks of waffling in and out of overbought territory for most of 
these indicators.  Our favorite indicator, at the bottom of the page, has been exciting to watch, 
but has not been able to generate an extreme or stable overbought reading. 

Advance/Decline  Oscillator (10-Day)
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This liquidity measure is another favorite.  A peak in liquidity tends to precede a peak in the 
stock market by approximately three months.  A table of recent liquidity peaks is included below.  
Four of the six previous liquidity peaks (marked by arrows in the chart) were timely forecasters.  
The October 5, 2001 liquidity peak was distorted by 9-11-01.  The liquidity peak made in 
September suggests a stock market peak around December 22. 
 
 
 
 

Liquidity and Stock Prices
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Forecasted market peaks by liquidity Actual peak in Wilshire
February 19, 1999 none

April 28, 2000 April 24, 2000 (14751.64)
December 29, 2000 December 8, 2000 (12666.54)

June 22, 2001 May 25, 2001 (11923.52)
* October 5, 2001 none
March 22, 2002 April 19, 2002 (10635.05)

? December 22, 2002 ??
* impacted by post September 11, 2001 liquidity surge  
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Foreigners sold $6.5 billion of U.S. equity in September.  In the 12 months ended in September, 
foreigners were net BUYERS of $71 billion of stock.  Equity mutual funds experienced outflows of 
$7.71 billion in October.  In the 12 months ended in October, equity funds had net OUTFLOWS of 
$6.65 billion. 
 

Fore ign Net Purchases of US Equities

-15

-10

-5

0

5

10

15

20

25

30

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

Source: SunGard Institutional Brokerage; Treasury Department; bil $

 
 
 

U.S. Equity Fund Flows
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If we sum up the foreign and mutual fund numbers (adding in an October estimate of modest 
sales for foreign transactions), we get the following result.  The comparison of this net 
buying/selling to the NASDAQ Composite Index is striking.  It should be noted that the sum of 
net buying has remained positive this year due primarily to foreign transactions.  Again, this 
explains why the trend in the dollar is a major factor in the supply/demand balance for U.S. 
stocks.  A weak dollar would be a plus for U.S. exporters and the economy, but it would be a 
negative for stock performance, at least in the intermediate term. 
 
 
 
 

NASDAQ vs. Total Foreign and Domestic Buying/Selling
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 We believe that much of the year-end rally was due to shifts in institutional portfolios.  Low-
priced technology stocks were bought while value stocks were sold.  But this is a short-term 
tactic, not a long-term strategy.  A bull market typically begins when investors are flush with 
cash.  This is not true of the mutual fund industry where the equity cash ratio was 5.1% in 
October, and likely fell in November.  The all-time low of 4% in the liquidity ratio was recorded at 
the market peak in March 2000. 
 
 
 
 

Equity Mutual Fund Cash Ratio
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While the household sector has seen cash rise as a percentage of its financial assets, this has 
been driven more by declines in equity prices than by money market fund flows.  The Household 
Financial Asset Mix is fairly balanced today with 40% in equities, 27% in fixed income and 34% in 
cash.  Although this cash ratio may sound high, note that at the beginning of the last bull cycle in 
the early 1980s, cash represented more than 50% of assets.  In 1990, at the beginning of the last 
cycle, cash represented 45% of household financial assets.  Despite the low returns on cash, it is 
also important to note that cash has dramatically outperformed stocks for over three years.  And 
while the equity ratio at 40% might appear low, we believe investors require an incentive to 
acquire more stock.  This would be possible if either the earnings outlook improves or the 
dividend yield increases. 
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Note that while cash as a percentage of assets has increased this year, money market funds have 
experienced huge outflows.  One explanation for the big redemptions could be that cash was 
needed for down payments on real estate purchases.  The financial asset class of choice in 2001-
2002 has been fixed income.   
 
 
 
 

Annual Mutual Fund Flows
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A favorite chart used to depict the bubble of the late 1990s is this one, which overlays household 
savings on mutual fund flows.  The mutual fund industry was experiencing inflows GREATER than 
all household savings from 1996 through 2002.  Equity fund flows were greater than household 
savings from late 1999 through early 2001 – a classic sign of excess and leverage typical of a 
late-stage bubble.  The good news is that this has changed.  Savings are on the rise, and in 
recent months, savings exceed the flows into mutual funds.  This is the first step toward building 
household liquidity.  
 
 
 
 

Savings versus Flows
12 Month Totals ($bil)
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But while many forecasters are looking at money market fund assets as a ready pool of money to 
move into equities, few are looking at the changes taking place in the money market fund 
industry.  Money market funds are increasingly used by corporate treasurers and institutions to 
manage cash flow.  Institutions currently represent 54% of all money market assets according to 
the Federal Reserve.  
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Retail sales slowed on a month-over-month basis in October, but improved in November.  The 
year-over-year comparisons shown here are encouraging but could be distorted by a weak 4Q01.  
This is also true of real disposable income which has easy comparisons after 9-11-01.  
Consumer confidence also ticked up, but less convincingly. 
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Again, we believe incomes and confidence depend upon jobs.  Initial unemployment claims were 
under 400,000 for two consecutive weeks.  However, continuous claims remain relatively high 
and frustratingly trendless. 
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And while the media depicts the Challenger Layoff numbers as positive, due to a decline month-
over-month, the six-month moving average is clearly headed higher once again.  Help Wanted 
ads hit a cyclical low in October, implying that jobs are difficult to find. 

 
 
 

Announced Layoffs

0

50,000

100,000

150,000

200,000

250,000

19
89

19
90

19
91

19
92

19
93

19
94

19
95

19
96

19
97

19
98

19
99

20
00

20
01

20
02

Layoff Announcements 6 month moving average

Source: SunGard Institutional Brokerage; Challenger Report

 

Index of Help Wanted Advertising

30

40

50

60

70

80

90

100

110

19
67

19
69

19
71

19
73

19
75

19
77

19
79

19
81

19
83

19
85

19
87

19
89

19
91

19
93

19
95

19
97

19
99

20
01

20
03

Source: SunGard Institutional Brokerage; Conference Board

 



 

 December 4, 2002   Dudack Research   16 

 

While we continue to emphasize jobs and initial unemployment claims as a market moving 
statistic, we believe that consumer confidence and weekly chain store sales will be very important 
to the market in coming weeks.  A bah-humbug Christmas season will damage investor 
confidence. 
 

Consumer Confidence 
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S&P 500 Operating Earnings by Economic Sector: Bottom-Up Estimates as of 11/25/02

2000 2001 % Chg 2002 % Chg '02 P/E 2003 % Chg '03 P/E
S&P 500 56.16      38.85      -30.8% 46.93      20.8% 19.88      55.98      19.3% 16.66      
S&P 500  - Consumer Discretionary  (Sector ) 9.73        5.91        -39.3% 9.62        62.8% 20.66      10.82      12.4% 18.37      
S&P 500  - Consumer Staples ( Sector ) 9.74        10.52      8.1% 11.90      13.1% 17.13      12.84      7.9% 15.88      
S&P 500  - Energy  (Sector ) 15.37      14.15      -7.9% 10.17      -28.2% 17.90      11.77      15.8% 15.46      
S&P 500  - Financials  (Sector ) 21.94      19.73      -10.1% 22.06      11.8% 14.29      25.58      16.0% 12.32      
S&P 500  - Health Care  (Sector ) 12.78      14.07      10.1% 14.97      6.4% 21.48      17.02      13.7% 18.89      
S&P 500  - Industrials  (Sector ) 11.59      10.00      -13.7% 10.53      5.3% 18.94      12.10      14.9% 16.48      
S&P 500  - Information Technology  (Sector ) 13.45      (3.52)       NM 3.70        NM 69.18      8.61        132.5% 29.75      
S&P 500  - Materials  (Sector ) 7.92        3.82        -51.7% 4.70        23.1% 26.11      7.48        59.0% 16.42      
S&P 500  - Telecommunication Services  (Sector ) 10.12      4.40        -56.5% 6.10        38.6% 19.05      6.71        10.0% 17.32      
S&P 500  - Utilities  (Sector ) 11.70      12.26      4.8% 10.15      -17.2% 9.49        9.87        -2.8% 9.76        

Quarterly Breakdown 2001 2001 2001 2001 2002 2002 2002 2002 2003 2003 2003 2003
Q1A Q2A Q3A Q4A Q1A Q2A Q3E Q4E Q1E Q2E Q3E Q4E

S&P 500 10.73      9.02        9.16        9.94        10.85      11.64      11.65      12.80      12.62      13.84      14.35      15.18      
S&P 500  - Consumer Discretionary  (Sector ) 1.33        1.61        1.20        1.78        1.82        2.58        2.29        2.93        2.19        2.79        2.53        3.30        
S&P 500  - Consumer Staples ( Sector ) 2.36        2.59        2.78        2.79        2.72        3.06        3.24        2.88        2.86        3.25        3.45        3.28        
S&P 500  - Energy  (Sector ) 4.80        4.62        2.89        1.84        2.07        2.57        2.57        2.95        2.80        2.83        3.04        3.10        
S&P 500  - Financials  (Sector ) 5.51        4.81        4.33        5.08        5.83        5.29        5.09        5.85        6.06        6.29        6.49        6.74        
S&P 500  - Health Care  (Sector ) 3.52        3.49        3.61        3.44        3.61        3.59        3.75        4.02        4.09        4.06        4.32        4.55        
S&P 500  - Industrials  (Sector ) 2.52        2.93        2.33        2.23        2.48        3.08        2.43        2.54        2.66        3.21        3.06        3.18        
S&P 500  - Information Technology  (Sector ) (0.23)       (2.79)       (1.24)       0.74        0.53        0.63        0.75        1.79        1.74        1.99        2.17        2.71        
S&P 500  - Materials  (Sector ) 1.09        1.31        0.90        0.52        0.90        1.43        1.17        1.20        1.48        2.08        1.92        2.00        
S&P 500  - Telecommunication Services  (Sector ) 1.01        0.60        1.50        1.29        1.28        1.25        2.02        1.55        1.54        1.64        1.72        1.81        
S&P 500  - Utilities  (Sector ) 3.25        2.73        4.05        2.22        2.93        2.31        3.03        1.88        2.31        2.18        3.25        2.14        

Sources: Standard & Poor's
KEY
A - Actual
P - Preliminary
E - Estimate
NM - Not Meaningful

 
 

Estimates continue to fall for ’02 and ’03. 
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Asset Allocation
Recommended Normal Range

Stocks 45% 40-90%
Bonds 30% 15-45%
Cash 25% 5-30%

Economic and S&P Earnings/Dividends Forecasts

S& P  5 00  
Pr ic e*

S& P  
R ep o r ted  

EPS

S& P  
O p er a t in g  

EPS

Du d ac k 
Fo r ec as ted  
O p er a t in g  
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Y O Y  % PE  Ra t io
D iv d  
Y ie ld  

G DP  
A n n u a l 

Ra te

G DP C o r p  
P r o f its  a f te r  

tax  w/  IVA  
&  C C Y O Y  %

1 995 $615.93 $33.96 $37.70 $37.70 18.7% 16.3X 2.2% 2.7% $457.80 14.5%
1 996 $740.74 $38.73 $40.63 $40.63 7.8% 18.2X 2.0% 3.6% $530.40 15.9%
1 997 $970.43 $39.72 $44.01 $44.01 8.3% 22.1X 1.6% 4.4% $596.60 12.5%
1 998 $1,229.23 $37.71 $44.27 $44.27 0.6% 27.8X 1.3% 4.3% $538.60 -9.7%
1 999 $1,469.25 $48.17 $51.68 $51.68 16.7% 28.4X 1.1% 4.1% $558.00 3.6%
2 000 $1,320.28 $50.00 $56.13 $56.13 9.8% 23.5X 1.2% 3.8% $528.70 -5.3%
2 001 $1,148.08 $24.69 $38.85 $38.85 -30.8% 29.6X 1.4% 0.3% $532.30 0.7%
2 002  E $920.75 $31.46 $46.94 $45.29 16.6% 20.3X 1.4% 2.2% $606.00 13.8%
2 003  E ~~~~~ $37.88 $55.99 $49.00 8.2% 18.8X 2.2% 3.9% $680.00 12.2%

2 001  1Q $1,160.33 $9.18 $10.73 $10.73 -23.2% 21.9X 1.4% -0.6% $489.20 -8.9%
2 001  2Q $1,224.42 $4.83 $9.02 $9.02 -39.4% 26.0X 1.3% -1.6% $508.30 -5.9%
2 001  3Q $1,040.94 $5.23 $9.16 $9.16 -35.4% 24.8X 1.6% -0.3% $490.90 -7.4%
2 001  4Q $1,148.08 $5.45 $9.94 $9.94 -25.3% 27.8X 1.4% 2.7% $640.80 26.2%
2 002  1Q $1,147.39 $9.19 $10.85 $10.85 1.1% 29.4X 1.4% 5.0% $595.20 21.7%
2 002  2Q  $989.82 $6.87 $11.64 $11.64 29.0% 23.8X 1.5% 1.3% $571.30 12.4%
2 002  3Q  P $815.28 $9.06 $11.65 $11.65 27.2% 21.0X 1.7% 3.1% NA NA
2 002  4Q  E $920.75 $6.34 $12.80 $11.15 12.2% NA NA NA NA NA
2 003  1Q  E ~~~~~ $11.41 $12.62 $12.25 12.9% NA NA NA NA NA
2 003  2Q  E ~~~~~ $9.41 $13.84 $12.00 3.1% NA NA NA NA NA
2 003  3Q  E ~~~~~ $9.59 $14.35 $12.25 5.2% NA NA NA NA NA
2 003  4Q  E ~~~~~ $7.47 $15.18 $12.50 12.1% NA NA NA NA NA
*2002 year-end and 4Q prices are actual as of 12/03/02.

Recommended S&P Sector Weightings
Overweight % of S&P Neutral % of S&P Underweight % of S&P
Healthcare 14.46% Consumer Discretionary 13.93% Financials 20.35%
Utilities 2.56% Industrials 11.29% Telecom Services 4.24%
Energy 5.64% Materials 2.78% Technology 15.79%
Consumer Staples 8.96%
REITS NA

Forecasts 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 

 
 



 

 December 4, 2002   Dudack Research   19 

 

 
 
 
 

Important Disclosures and information about the use of this document 
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c. An analyst involved in the preparation of this report (or a member of his or her household) has a financial interest in this company consisting of a long position in 

common stock. 
d. An analyst involved in the preparation of this report (or a member of his or her household) serves as an officer, director, or advisory board member of this 

company. 
 
2. RATINGS DEFINITIONS: 
“Overweight”: Overweight relative to S&P Index weighting 
“Neutral”: Neutral relative to S&P Index weighting 
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affiliate or subsidiary thereof ("SunGard"), or any of the officers, directors, or other employees of SunGard.   
 
This report has been written without regard for the specific investment objectives, financial situation or particular needs of any specific recipient, and should not be 
regarded by recipients as a substitute for the exercise of their own judgment.  The report is published solely for informational purposes and is not to be construed as a 
solicitation or an offer to buy or sell securities or related financial instruments.  The securities described herein may not be eligible for sale in all jurisdictions or to 
certain categories of investors.  The report is based on information obtained from sources believed to be reliable, but is not guaranteed as being accurate, nor is it a 
complete statement or summary of the securities, markets or developments referred to in the report.  Any opinions expressed in this report are subject to change 
without notice and SunGard is under no obligation to update or keep current the information contained herein.  Options, derivative products, and futures are not 
suitable for all investors, and trading in these instruments is considered risky.  Past performance is not necessarily indicative of future results, and income from 
securities, if any, may fluctuate as a security’s price or value changes.   Accordingly, an investor may receive back less than originally invested.  Foreign currency rates 
of exchange may adversely affect the value, price or income of any security or related instrument mentioned in this report.  
 
SunGard and/or its directors, officers and employees may have, or have had, interests in, or long or short positions in, the securities or other investment opportunities 
discussed herein, and may, at any time, make purchases and/or sales of such securities and/or investment opportunities as principal or agent.  Employees of SunGard 
may serve or have served as officers or directors of the relevant companies.  SunGard may rely on information barriers, such as “Chinese Walls,” to control the flow of 
information from one or more areas of SunGard into other areas, units, divisions, groups or affiliates.  SunGard accepts no liability whatsoever for any loss or damage 
of any kind arising out of the use of all or any part of this report.   
 
The content of this report is aimed solely at institutional investors and investment professionals. In addition, any brokerage services offered by SIBI in conjunction 
herewith are available to, and accessible by, only such persons. To the extent communicated in the U.K., this report is intended for distribution only to (and is directed 
only at) investment professionals and high net worth companies and other businesses of the type set out in Articles 19 and 49 of the Financial Services and Markets Act 
2000 (Financial Promotion) Order 2001. This report is not directed at any other U.K. persons and should not be acted upon by any other U.K. person, and any 
brokerage services offered by SIBI in conjunction herewith are available in the U.K. only to such persons. Moreover, the content of this report has not been approved by 
an authorized person in accordance with the rules of the U.K. Financial Services Authority, approval of which is required (unless an exemption applies) by Section 21 of 
the Financial Services and Markets Act 2000. Additional information will be made available upon request. 
 
©2002.  All rights reserved.  No part of this report may be reproduced or distributed in any manner without the written permission of SIBI.  The Company specifically 
prohibits the re-distribution of this report, via the internet or otherwise, and accepts no liability whatsoever for the actions of third parties in this respect. 
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SunGard Global Execution Services Ltd. (Regulated by the FSA) 
 61 Threadneedle Street, London, England, EC2R 8P  44 (0)20 7665 5380 
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