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YOU FELT THE PAIN, PREPARE FOR THE GAIN 

I will cut to the chase. 

Monday will be brutal, and 

maybe Tuesday. But, we 

outline what we think hap-

pens this week, possibili-

ties in the near term, the 

likely long term, and what 

to buy when the inevitable 

bounce arrives. 

With that in mind, we have 

the whole market picture, past, and present, and future, di-

vided into 3 short parts: 

How Did It Come To This? 

Two Possibilities (in honor of Charlie Chan) 

Do You See the Parallels? 

Remember, whatever you do, if you take the emotions out of 

it, look at history as we outline it and see the parallels be-

tween now and years ago, it is easy to see that “what goes 

down will come up.”   

 

Part I.  How Did It Come To This? 

 

Let’s look at the carnage before the quick, real unadulterated 

explanation of last week’s activity. The DJIA, NASDAQ 

Composite, and Russell 2000 index reached correction terri-

tory by dropping in excess of 10% from their spring 2015 

highs. The S&P 500, while down as much as the DJIA 

(5.8%) for the week, was up more but its 7.7% decline from 

the high is in serious jeopardy. After all, 3 of 5 S&P stocks 

are down at least 10% now. 

 

INSIDE THIS ISSUE: 

Why Stocks Crashed 

Two Possibilities 

Say What? 

Do You See the Parallels? 

KEY TAKEAWAYS 

 It is obvious Monday will be an-

other day of carnage. See what 

to expect later this week and 

why 

 We outline what will work and 

what will not work as you pre-

pare for the inevitable bounce 

 History tells us an up year in 

2016 is a slam dunk 

 Now is the time to compare the 

indices and to play dead money 

and under the radar stocks 

 Fancy yourself a day trader? 

Play the volatility and anti-
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THE MAJOR INDICES 

Index Close 2015 

DJIA    16460    -1.9% 

S&P 500 
     1971    1.6% 

NASDAQ       4706 

 
   6.6% 

Russell 

2000 
     1157    0.07% 

(figures are rounded) 
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Why Stocks Crashed  

 

As we pointed out in last week’s issue of the 

Guide, the market was on thin ice. “Everybody” 

knew that China screwed the pooch by playing 

currency games, thus both inferring slow growth 

domestically and potentially hurting other 

economies. Here in the States, valuations were 

getting a little frothy, but it was the fact that mar-

ket gains were due to narrow breadth, with few 

stocks carrying index performance, that seemed 

to weigh on investors. 

To be sure, all of this stuff I listed is not new news. Hell, I practically repeated what I 

wrote last week verbatim. Call it a lack of news, or catalysts, or guys on vacation, but we 

just witnessed the herd at its worst.  The selling started and it just did not stop. Just like 

a narrow group of stocks led the market, a narrow, large group of institutions started 

wholesale selling which triggered, more and more, etc. It wasn’t panic, it was fairly or-

derly and would have kept going on Friday if the market didn’t close at 4:00 PM. After 

all, all 3 major indexes (the Russell was the lone holdout) closed at the low of the day, 

and all indications are for more pain on Monday. 

I have to be honest about something. I don’t know what to do with Twitter. Half of me 

wants to post all the time, the other half reins it in. Last week, I could not help myself 

and posted these gems on Thursday, which got lots of play: 

“I wonder if stocks are down due to Ashley Madison members selling ahead of their up-

coming divorce proceedings. “ 

“Should we really be surprised stocks suck this time of year? 10-12 weeks of hell brings 

oppty later.”  

“Amazing that big down days often occur when investors react as a herd to issues al-

ready out there as opposed to new catalyst. “ 

The bottom line is this was bound to happen, when and what the trigger would be was 

always in question. We ended up being wrong about how to play it as the ‘mo stocks” 

got really hit. However, we were and still are happy it occurred and you should be too. 
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Two Possibilities  

 

It is important to take stock and view market di-

rection and your own moves in two stages: near 

term and long term. 

A Little Pain Ahead: We ain’t dun yet, folks. With 

stocks closing at their lows of the day in the ag-

gregate on Friday, selling has not yet abated. 

Plus, selling was orderly, with volume increasing 

by 25% on Friday from the day before, which it-

self was about 10-15% higher than recent days. 

That means no panicked or capitulation selling 

has occurred—yet. We should also remember that just because a correction has been 

achieved does not mean that we go back to business as usual. Lower Asian markets 

and U.S. futures indicate that selling will at least continue through Monday AM, if not the 

whole day.   

Possibility #1: As we noted in our tweet and in last week’s edition of The 30-30 Report, 

we expect 10-12 weeks of pain, with some short term swings upward before a return to 

a longer term trend occurs.  You should plan on being a buyer on these bounces, which 

could start Tuesday/Wednesday of this week, and we outline ideas later in this issue.  

You may recall that in 2011, we corrected by about 12% on the S&P 500 over a period 

of a few months, before engaging the most recent cycle. I think it is possible,  that we 

come close to testing the lows (1822) in the coming months, which would assume a 12-

month forward P/E of around 16x and a trailing P/E of 17.7, which is below the 18.5x av-

erage for the past 25+ years.  Then, we begin a serious bounce... 

Possibility #2: All of this concern about global slowdowns, higher interest rates, etc. 

harken back to the bubble in 2007 that prompted a roughly 50% drop over 18 months 

followed by the S&P rising 150% over five years from the lows in 2009.  In our view, this 

is very unlikely. We happen to be in an economic cycle that generates low revenue and 

solid if not unspectacular EPS growth through productivity and economies of scale—that 

does not mean we will be in an absolutely rotten economy for the next few years and 

thus, market. Still, it is a possibility, nonetheless.  (A bigger concern is the global threat 

of immigration on the developed nations. That is the real wild card.)  
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Do You See The Parallels?  

 

I realize that right now it is hard to think about what the 

market will do in 2016. However, after reviewing history 

and forecasting changes in the market for next year, we 

are convinced that whatever pain we endure this year, 

will be made up in 2016. In order to follow this thesis, 

taking a look at current and past events are incredibly 

instructive and affirm our thought process.  The parallels 

we draw to the past are incredible.  

As we near the primary and election cycle, the leading 

Democratic candidate for President, Clinton the anointed 

one, is facing a scandal that could derail the campaign 

and candidacy.  Meanwhile, the nation is divided on an important issue regarding Mex-

ico that could cause Americans to lose jobs, cost us money, etc.  No one is particularly 

enthralled with the traditional Republican challengers for President.  This has prompted 

a billionaire maverick that has a penchant and proclivity to speak to the “everyman” and 

is fueling the fire against Mexico, to throw his hat in the ring and is taking over the media 

and polls, while Bush lulls us to sleep.   

Meanwhile in Asia, a giant economy endured a self-imposed economic mess as asset 

prices plunged, affecting markets around the world. 

And of course, we have had people “in the media” make a mockery of the bizarre politi-

cal scene and the TV anchors. 

It may sound like August 2015 but it is really 1991/1992. Let me count the ways. 

           Issue      1991/1992                                 2015 

 
 

 

 

Political Scandal Bill Clinton Hillary Clinton 

Anti-Mexican Policy NAFTA Illegal Immigration 

Political, Billionaire Maverick Ross Perot Donald Trump 

Asian Economic Crisis Japan Asset Bubble (Drop) China’s Currency Games 

Media Coverage Pranks Howard Stern/Stuttering John PFT Commenter, Deez Nutz 

Republican Challenger George Bush Jeb Bush 
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Do You See The Parallels? (cont’d) 

 

The Clintons being involved in a scandal is like a Hip Hop Awards after party without a 

gunfight, so that is no surprise.  Our protectionist attitude is interesting, and totally logi-

cal and understandable.  Hell, even Baltimore Ravens Head Coach John Harbaugh ad-

vocated building a “border”. Where would Israel be without one?  The whole thing is 

crazy and the groundswell of anti-government, anti-cop, and anti-minority that isn’t the 

PC flavor du jour is likely to spawn a remake or significant replaying of  Twisted Sister’s 

“We’re Not Gonna Take It.” https://www.youtube.com/watch?v=4xmckWVPRaI 

  In some respects I see correlations to the punk rock movement in the U.K. during the 

1970’s but that is another story…  

 

While the “Donald” is not yet a third party candidate he is taking the country by storm 

and fomenting the righteous indignation so many Americans feel about the government 

and immigration, much like Perot did with NAFTA in 1992.  Meanwhile, we all loved 

Stuttering John’s interviews and Howard Stern’s unabashed obsession with Bill Clinton 

back then but today we have others carrying the mantle of who can make the most fun 

out of the vapid TV airheads. 

 

The unpopular sitting President Bush wasn’t setting the world on fire with confidence 

and neither is his son, present-day Jeb Bush. 

 

Admittedly, the mess in Japan was brewing for a few years and did not “f” up the global 

markets like China’s recent games and subsequent global growth concerns.  Still, the 

scenario is definitely worth mentioning. 

 

After last week’s market debacle, it is hard to smile. But, instead of wringing our hands 

we should embrace it and deal with it for 10 weeks or so before we have some real day-

light and more reasonable valuations, especially since 2016 will be markedly better than 

2015. After all, energy alone will come back and that will help the S&P 500 Index earn-

ings, valuation, and performance.  Plus, EPS growth rates for next year, even if trimmed 

as they usually are in Q4 are likely to be above average. Meanwhile, much like there are 

other parallels to 1991/1992, history tells us to look forward to 2016---regardless of 

whatever numbnuts (Clinton and Biden included) runs this great nation.    

https://www.youtube.com/watch?v=4xmckWVPRaI
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Do You See The Parallels? (cont’d) 

 

Check it out.  Since 1979, the election years have endured no down years (although re-

cent returns have been weak) and the average annual return is substantially higher than 

in other years. And, the returns during the first year in office for Presidents haven’t been 

too shabby when you eliminate the unusual circumstances in 2000 and 2008.   

 

 
 

 

If the parallels between 1991/1992 and 2015 are truly similar, and that appears to fright-

eningly be the case, then perhaps 2016 is a kick-ass year after all. It is hard to do now, 

but sometimes it isn’t a bad idea to look ahead, especially when the future is bright.  It 

helps you make the right contrarian decisions at the darkest hours, and darkness always 

leads to daylight. 

 

 

 

 

Year Election Year Year Next Year Other Years

1979 18.44% 1980 32.50%

1983 22.56% 1984 6.27%

1987 5.25% 1988 16.61%

1991 30.47% 1992 7.62%

1995 37.58% 1996 22.96%

1999 21.04% 2000 -9.10%

2003 28.68% 2004 10.88%

2007 5.49% 2008 -37.00%

2011 2.11% 2012 16.00%

Average 19.07% 7.42% 13.40%

Source: GSCR, Standard and Poor's

S&P 500 Returns
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Say What? 

 

Some real-world advice and market insight along with a 

story to make you laugh during these tough times. Enjoy! 

 

 

 

 

Barron’s 

http://on.barrons.com/1JqiWes 

http://on.barrons.com/1KFXcME  

http://on.barrons.com/1LrAGdj 

Three quick blogs giving diverging opinions. (Note: Brian Belski of BMO worked together 

at Piper Jaffray for 2 years.) 

Marketwatch 

http://on.mktw.net/1JePM52 

Keen insight into underlying market sentiment... 

Investor’s Business Daily 

http://bit.ly/1LrCS4C 

Simple, wise advice. 

USA Today 

http://usat.ly/1EPFDaR 

Could not have written this better myself. Market insight for the masses. 

Daily Mirror 

http://www.mirror.co.uk/news/weird-news/man-injected-viagra-penis-ended-6296941 

Because you needed a laugh. What a putz... 

http://on.barrons.com/1KFXcME
http://on.barrons.com/1LrAGdj
http://on.mktw.net/1JePM52
http://www.mirror.co.uk/news/weird-news/man-injected-viagra-penis-ended-6296941
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Just the Stats! 

 

AAII Sentiment Survey (courtesy of AAII.com, figures 

rounded) 

 

  Current   Last Week Long Term Avg 

Bullish     27%      31%        39% 

Neutral     40%       33%      31% 

Bearish     33%      36%      30% 

 

I bet that we see a lot of movement from both groups over the next few weeks as the 

bears, contrarians, and market timers weigh in.  
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File This Away 

 

So we kinda let the cat out of the bag with our data on election 

year performance, P/Es, etc. Still, this chart puts a lot in per-

spective. Interestingly, we just started featuring it several weeks 

ago as a sort of :”correction watch.” In any event, the key take-

aways are this: The Russell 2000 dropped by 4.6% for the 

week—by far the least of the major indices. Moreover, it ended 

the day above the low of the day, unlike the other collapsing indices. While it was the 

first to reach correction territory, since it was on the edge anyway, our thesis that global 

growth and other economic issues affect larger stocks rather than big ones rang true, 

and will continue to do so, in our view.  So, while bounces in the big cap indices will be 

stronger, steadier returns are to be had in “Smallville.” 

By the way, we would be remiss if we did not point out that true bounces, albeit short 

term, may not yet occur until the S&P 500 reaches a corrective phase. Don’t worry. It’s 

damn close already.  When the Dow drops over 1000 points in a week, it has an impact 

on valuation, which is becoming ever-attractive. For example, the 12-month forward       

P/Es on the Dow is 15.4x, the S&P is 17.4x, NASDAQ 100 is a still-rich 19.4x while the 

Russell 2000 is 18.3x. 

Index Close 52-Wk Hi 52-Wk Low Hi Date Low Date % from Hi

% from 

Low

% Hi/Rec 

Low*

% Below 

200-DMA

DJIA 16,460 18,351 15,855 5/19/15 10/15/14 10.3% 3.8% 10.3% -7.6%

S&P 500 1,971 2,135 1,822 5/20/15 10/15/14 7.7% 8.2% 7.7% -5.1%

NASDAQ 4,706 5,232 4,118 7/20/15 10/15/14 10.1% 14.3% 10.1% -4.2%

Russell 2000 1,157 1,296 1,040 6/23/15 10/15/14 10.7% 11.3% 11.1% -5.5%

Average 9.7% 9.4% 9.8% -6.4%

* denotes percentage index is down from recent high 

Source: www.StockCharts.com, Goldman Small Cap Research

U.S. Stock Market Index Performance

as of 8/23/15
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What to Do Now 

 

You probably already know that we are going to say that small cap stocks are better 

plays than big stocks right now.  Yes and no. 

Some of the best stocks to buy during a correction are stocks that were “meh”, prior to 

the correction. What do I mean? Well, after the Ashley Madison effect last week, it was 

clear that the momentum stocks were the first to go, since that narrow group (in hind-

sight) artificially held up the market. That is why some of them took it so hard on the 

chin. There were big gains and a lot of liquidity, so they were let loose.  

For example, we took Skechers (NYSE—SKX) off our buy list a few weeks ago (at a 

price of $150.45) because we thought it basically peaked. Damned if the stock didn’t 

drop by 12% at one point last week before coming back a bit.   

The other segment of stocks that took it on the chin were real losers—stocks that need 

a good economy to stay afloat and meet revised, lower forecasts.  

That leaves the “dead money” stocks, or stocks whose screw-ups or return to growth is 

not until next year. Many of these stocks were actually up on Friday. They are anchors 

during corrective phases and with patience, turn into winners in the first half of next 

year.  One of our Guide-recommended stocks fit this mold: Calloway Golf (NYSE—

ELY), which could see a 10% rise from here.  

Good Times Restaurant (NASDAQ—GTIM) and Voltari (NASDAQ—VLTC) are small 

stock under the radar, and therefore largely unaffected by these big swings.  They too 

has 10% bounce potential, which brings us to the second group that tends to do well. 

Microcaps with an investor following that likes to bottom-fish.  A couple of recent 30-30 

stocks also post these characteristics. 

Now is the time to get some (albeit small) exposure to gold. Again, it is more of a 2016 

play, but despite likely volatility is an important component of most investors’ portfolios. 

Looking for a trade? Our usual VIX play VelocityShares Daily 2x VIX ST ETN (TVIX) 

almost doubled last week and I think it is primed to tank by week’s end, meaning you 

should consider its opposite near term, and TVIX from time to time over the next few 

months, as volatility rears its ugly head on a consistent basis. 

Stay Positive! 
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Launched in May 2010, The Goldman Guide is a free weekly publication of Goldman Small Cap Research and is written by Founder 

Rob Goldman with contributions from the GSCR contributor team. This non-sponsored investment newsletter seeks to provide inves-

tors with market, economic, political and equity-specific insights via an action-oriented, straight to the point approach.  No companies 

mentioned in this newsletter are current sponsored research clients of the Company or its parent, unless noted, With some excep-

tions, all companies or investment ideas mentioned in this publication are publicly traded stocks listed either on the NYSE or the 

NASDAQ.  Goldman Small Cap Research members and contributors’ bios, certifications, and experience can be found on our web-

site: www.goldmanresearch.com . 

Disclaimer 

This newsletter was prepared for informational purposes only. Goldman Small Cap Research, (a division of Two Triangle Consulting 

Group, LLC) produces non-sponsored and sponsored (paid) investment research.  Goldman Small Cap Research is not affiliated in 

any way with Goldman Sachs & Co.  

The Firm’s non-sponsored research publications category, Select Research, reflects the Firm’s internally generated stock ideas, 

along with economic, industry and market outlooks. In virtually all cases, stocks mentioned in Select Research offerings are listed on 

the NYSE or the NASDAQ. Publications in this category include the weekly newsletter The Goldman Guide,  Market Monitor blogs, 

Special Reports, and premium products such as The 30-30 Report.  Goldman Small Cap Research analysts are neither long nor short 

stocks mentioned in this newsletter. 

 

Opportunity Research reports, updates and Microcap Hot Topics articles reflect sponsored (paid) research but can also include non-

sponsored microcap research ideas that typically carry greater risks than those stocks covered in Select Research category. It is im-

portant to note that while we may track performance separately, we utilize many of the same coverage criteria in determining cover-

age of all stocks in both research formats. Please view the company’s individual disclosures for each engagement, which can be 

found in company-specific Opportunity Research reports, updates and articles.   

Goldman Small Cap Research has not been compensated for any content in this issue.  

All information contained in this newsletter and in our reports were provided by the companies mentioned via news releases, filings, 

and their websites  or generated from our own due diligence. Economic, market data and charts are provided by a variety of sources 

and are cited upon publication. Stock performance data and information are derived from Yahoo! Finance and other websites or 

sources, as noted. Our analysts are responsible only to the public, and are paid in advance to eliminate pecuniary interests, retain 

editorial control, and ensure independence.  

The information used and statements of fact made have been obtained from sources considered reliable but we neither guarantee nor 

represent the completeness or accuracy. Goldman Small Cap Research did not make an independent investigation or inquiry as to 

the accuracy of any information provided by the Company, other firms, or other financial news outlets. Goldman Small Cap Research 

relied solely upon information provided by companies through filings, press releases, presentations, and through its own internal due 

diligence for accuracy and completeness. Such information and the opinions expressed are subject to change without notice. A Gold-

man Small Cap Research report, update, article, blog, note, or newsletter is not intended as an offering, recommendation, or a solici-

tation of an offer to buy or sell the securities mentioned or discussed. This newsletter does not take into account the investment objec-

tives, financial situation, or particular needs of any particular person. This newsletter does not provide all information material to an 

investor’s decision about whether or not to make any investment. Any discussion of risks in this presentation is not a disclosure of all 

risks or a complete discussion of the risks mentioned. Neither Goldman Small Cap Research, nor its parent, is registered as a securi-

ties broker-dealer or an investment adviser with the FINRA or with any state securities regulatory authority. Statements herein may 

contain forward-looking statements and are subject to significant risks and uncertainties affecting results.  
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Separate from the factual content of our articles about the company featured in this newsletter, we may from time to time include our 
own opinions about the companies profiled herein, their businesses, markets and opportunities. Any opinions we may offer about the 
companies are solely our own, and are made in reliance upon our rights under the First Amendment to the U.S. Constitution, and are 
provided solely for the general opinionated discussion of our readers. Our opinions should not be considered to be complete, precise, 
accurate, or current investment advice. Such information and the opinions expressed are subject to change without notice.  

ALL INFORMATION IN THIS REPORT IS PROVIDED “AS IS” WITHOUT WARRANTIES, EXPRESSED OR 
IMPLIED, OR REPRESENTATIONS OF ANY KIND. TO THE FULLEST EXTENT PERMISSIBLE UNDER 
APPLICABLE LAW, TWO TRIANGLE CONSULTING GROUP, LLC WILL NOT BE LIABLE FOR THE QUAL-
ITY, ACCURACY, COMPLETENESS, RELIABILITY OR TIMELINESS OF THIS INFORMATION, OR FOR 
ANY DIRECT, INDIRECT, CONSEQUENTIAL, INCIDENTAL, SPECIAL OR PUNITIVE DAMAGES THAT 
MAY ARISE OUT OF THE USE OF THIS INFORMATION BY YOU OR ANYONE ELSE (INCLUDING, BUT 
NOT LIMITED TO, LOST PROFITS, LOSS OF OPPORTUNITIES, TRADING LOSSES, AND DAMAGES 
THAT MAY RESULT FROM ANY INACCURACY OR INCOMPLETENESS OF THIS INFORMATION). TO 
THE FULLEST EXTENT PERMITTED BY LAW, TWO TRIANGLE CONSULTING GROUP, LLC WILL NOT 
BE LIABLE TO YOU OR ANYONE ELSE UNDER ANY TORT, CONTRACT, NEGLIGENCE, STRICT LIABIL-
ITY, PRODUCTS LIABILITY, OR OTHER THEORY WITH RESPECT TO THIS PRESENTATION OF INFOR-
MATION. 
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