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The Big Small-Cap View: 650 bullishly eclipsed but nearing key 671 resistance where recent rallies 

have failed.  671 represents the late May/early to mid June highs that will invite profit-taking if our view 

to sell the rally proves correct.  Remarks by Sens. Conrad, Nelson and Bayh opened new possibilities of 

extending the Bush tax cuts while reports that cap and tax would be tabled moderated the Obama 

administrationôs anti-business tone.  Bernankeôs testimony in the end amounted to announcing more 

monetary helicopters were being launched now that Fin-Reg risk to the Fedôs independence was behind 

even as corporate earnings reported to date have proved strong.  Last weekôs 6.6% strong R2000 gain 

occurred on below average volume and may owe more to short-covering than fresh risk-taking. 

¶ Sector movement: Consumer Discretionary remains under relative distribution. Former leader 

Materials now also entered the gray neutral area.  Despite last place momentum, Energy remains 

within our gridôs green attractive area -- our grid favors adding Energy exposure along with Technology 

which continues to gain relative strength.  Industrials  gained momentum as strong corporate earnings 

work to quell double-dip recession fears.  Healthcare remains in the red unattractive area with declining 

momentum.  Financials is poised to join Healthcare as clearly out of favor sectors. Utilities  relative 

performance has surprisingly improved during the current rally.  Staples remains neutral. 

 

¶ Performance: The R2000 gained 6.6% last week after declining 3% the prior week.  Small-caps 

outperforming large-caps in a strong up week is a bullish change from prior recent rallies.  The R2000 is 

up 6.8% QTD and now only modestly underperforming large-caps by 20 bps.  The R2000 is up 4.0% 

YTD (as of 7/23) versus the S&P 500's -1.1% YTD decline (ex-dividends). 

¶ Value vs. Growth: R2000 Growth outperformed Value last week by 20 bps with Growth rising 6.7% 

and Value up 6.5%.  Growth is now leading YTD. 

¶ Key Charts:  Healthcare is the only sector to remain in its short-term downtrend. Perhaps bearishly, 

Staples possesses the strongest chart.  Most sectors have returned above their 50 and 200 day moving 

averages yet remain below their prior downtrends and/or key resistance and recent highs. 

Russell 2000 Weekly Chart  

 
Source: Furey Research Partners and Stockcharts.com 
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Special Study: Shorts Covering Fast.  
 

 

Shorts Have Been Covering Positions over the Past 3 Trading Days 

 

Short covering appears to be an important part of the past three days' rally.   Of the 100 most 

shorted stocks in the R2000, 20%, or nearly 1 in 5 posted above 15% returns in the past 3 days, 

compared to only 11% for all other stocks.  
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% of Stocks Up More Than 15% in Past 3 Days

Nearly 1 in 5 of the 100 most heavily shorted 

R2000 stocks are up more than 15% over the 

past 3 days as compared to 11% for all other 

stocks. 

Of the top 20 ultra-

shorted stocks, 30% were 

up more than 15% in the 

past 3 days. 
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Special Study: M&A  
 

U.S. M&A activity versus forward year R2000 returns 

 
 

 
 
Source: Furey Research Partners, Ibottson and FactSet. 
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Y/Y M&A growth (3-month moving average) has been decelerating but still remains strongly positive (+16%).   

 

We forecast a dramatic increase in M&A over the next few years, reversing the decline which began several years ago.   

 

The M&A rise will be fueled by a search for revenue and earnings growth by large firms, synergies among small firms and 

cheap stocks by financial buyers and savvy corporate managers.   

 

If consumer deleveraging continues, bringing down GDP growth and corporate profit growth with it, businesses will 

increasingly look towards acquisitions to boost their bottom lines, especially considering the amount of cash being held on 

corporate balance sheets.  
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 Price Trends 
Figure 1: Index Performance 

PRICE % CHANGE

(% change as of July 23, 2010)

Index Trailing Trailing Trailing Trailing Trailing % Above % Below

Index Level Week

1 

Month QTD 3 Mo. 6 Mo. 12 Mo. YTD 52wk Low 52wk Hi

Russell 2000 651 6.6 1.0 6.8 -12.3 5.4 19.2 4.0 19 -12.3

Russell 2000 Growth 357 6.7 1.6 6.9 -9.9 6.1 17.7 4.1 20 -9.9

Russell 2000 Value 900 6.5 0.4 6.6 -14.5 4.8 20.7 3.9 21 -14.5

Russell 1000 607 3.7 0.9 7.0 -9.7 1.1 13.7 -0.8 14 -9.7

Russell 1000 Growth 494 4.1 1.1 7.7 -8.6 1.1 13.0 -1.3 14 -8.6

Russell 1000 Value 565 3.3 0.6 6.3 -10.7 1.2 14.4 -0.3 15 -10.7

Russell 3000 650 3.9 0.9 7.0 -9.9 1.5 14.1 -0.4 14 -9.9

Russell 3000 Growth 402 4.3 1.2 7.6 -8.7 1.5 13.4 -0.9 15 -8.7

Russell 3000 Value 748 3.5 0.6 6.3 -11.1 1.5 15.0 0.1 15 -11.1

Russell Microcap 942 6.1 0.0 -4.3 -13.2 1.8 22.5 5.1 23 -14.4

S&P 600 349 6.1 1.6 6.5 -11.5 6.1 20.5 5.0 21 -11.5

S&P 600 Growth 246 5.9 2.0 6.6 -8.9 7.7 21.7 6.0 22 -8.9

S&P 600 Value 244 6.3 1.2 6.4 -14.0 4.6 19.4 4.1 19 -14.0

S&P 500 1,103 3.5 1.0 7.0 -9.4 1.0 12.9 -1.1 13 -9.4

S&P 500 Growth 571 3.7 1.2 7.4 -8.6 1.2 11.7 -1.9 14 -8.6

S&P 500 Value 524 3.4 0.8 6.5 -10.2 0.8 14.4 -0.3 14 -10.2

S&P 400 764 5.0 1.7 7.3 -10.2 5.8 23.6 5.1 24 -10.2

S&P 400 Growth 335 4.8 2.1 7.7 -9.0 8.0 24.4 6.5 25 -9.0

S&P 400 Value 274 5.3 1.4 6.9 -11.3 3.7 22.8 3.7 23 -11.3

DJIA 10,425 3.2 1.2 6.7 -7.0 2.5 14.9 0.0 15 -7.0

NASDAQ 2,269 4.1 0.7 7.6 -10.3 2.9 15.0 0.0 18 -10.3

SemiConductor Index 365 4.4 0.5 9.7 -9.0 10.6 19.6 1.3 27 -9.1

BioTechnology Index 1,052 3.6 -1.9 2.8 -12.0 9.5 24.7 11.7 28 -16.1

Pharmaceutical Index 280 -1.3 -0.3 1.3 -7.4 -9.8 1.0 -9.5 5 -13.1

MWD Cyclical 866 7.1 2.5 11.5 -10.5 6.1 35.5 4.3 35 -11.1

MWD Consumer 678 2.9 1.6 6.6 -7.1 2.2 16.8 1.2 17 -7.1

Dow Jones Transports 4,370 6.1 2.4 9.0 -8.0 9.1 24.6 6.6 25 -9.1

Dow Jones Utilities 387 2.4 5.4 8.1 -0.5 0.7 3.5 -2.8 10 -4.9

Amex Natural Gas 518 3.8 -0.1 7.3 -11.4 -4.3 16.1 -4.1 19 -11.4

Amex Oil 970 2.6 2.5 9.8 -14.4 -6.5 0.9 -9.2 10 -14.4

MWD REITs 686 6.3 1.7 2.2 -4.2 10.8 51.0 11.4 51 -7.5

Bank Index 48 1.8 -2.0 3.9 -17.3 3.5 28.4 12.2 28 -17.3 
Source: Furey Research Partners and FactSet.  Color coded by relative performance to Russell 2000 (Russell 2000 itself color-coded by relative performance to S&P 500) 

The R2000 gained 6.6% last week after declining 3% the prior week.  Small-caps outperforming large-caps in a strong up week is a bullish 

change from prior recent rallies.  The R2000 is up 6.8% QTD and now only modestly underperforming large-caps by 20 bps.  The R2000 is up 

4.0% YTD (as of 7/23) versus the S&P 500's -1.1% YTD decline (ex-dividends). 
 
The MWD Cyclical index (up 7.1%) was the only index to outperform the R2000 last week.  YTD laggard, the Pharmaceutical index (-1.3% 

last week) was the only index to decline last week.  YTD leader, the Bank index (up 1.8% last week), also lagged.  MWD REITs and Dow 

Transports both gained more than 6% last week. 
  
R2000 Growth outperformed Value last week by 20 bps with Growth rising 6.7% and Value up 6.5% .  Growth is now leading YTD.  

R2000 Value is up 3.9% YTD vs. R2000 Growthôs 4.1% gain (as of 7/23, ex-dividends). 

  

Small-caps 

outperformed last 

week by 310 bps 

(vs. S&P 500).  

Small-caps are 

outperforming 

YTD by 510 bps 

(ex-dividends). 

KEY UPCOMING EVENTS:  

Tues: Case-Shiller home price index (May); Consumer confidence (Jul) 

Wed: Durable goods (Jun); Fed beige book (Jul) 

Thurs: Fed balance sheet; Money supply 

Friday: 2Q10 GDP (adv); ECRI weekly leading index; Chicago PMI (Jul) 
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Figure 2: Russell 2000, Daily with MACD and Stochastic Oscillator 

 

Figure 3: Russell 2000, Monthly  with MACD and Stochastic Oscillator 

 
Source: Furey Research Partners and Stockcharts.com 


