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"The Philosophy of Tops"
“Everyone kept saying ‘a top is not in place yet.’ They persistently pointed to the ‘normally reached’ levels of this or
that statistic that were not yet there to reinforce their desire to remain bullish. . . . Apart from statistical measures of
increasing blindness, this unwillingness to acknowledge what they themselves were already feeling revealed a
comfortableness, a confidence, a conviction that whatever was happening – short-term survivable dips – would
continue . . . until ‘the top,’ like a strip tease artiste of our youth would with decorum appear on stage, bow, and then,
accompanied by applause from all the bulls eager to cash in on their excitement, would begin to twirl its statistical
tassels in front of everyone.
I’ve gotten so old I can’t remember the names of those ladies at the Old Howard, but I can remember that all you got
was a flash of this or that, before they waltzed off. Stock market tops are like that. You know it’s there somewhere if
you squint hard enough, but you never quite see it, so you keep waiting for more. And then, in the end, as the curtain
comes down on the bull market you realize that the one rule about tops is not that they provide this or that signal, but
that they come before anyone is ready.”
. . . Justin Mamis
I recalled this quote from historian, author, and stock market guru Justin Mamis last week while contemplating the probabilities of a
“top” for the recent stock market rally. Of particular interest is his last sentence, “One rule about tops is not that they provide this
or that signal, but that they come before anyone is ready.” In the current case very few are ready for a “market top” given the
consensus opinion that the recent Dow Wow is the start of another leg to the upside. Our analysis, however, suggests the extreme
oversold condition that spawned the rally has evaporated, leaving all of our indicators just about as overbought as they ever get (see
chart on page 3). To be sure, the S&P 500 (SPX/1465.77) has gone parabolic over the past few weeks, while the Russell 2000
(RUT/864.70) is challenging all-time highs. An overbought condition can be resolved in one of two ways. First, the SPX can pause
and move sideways while the overbought condition is remedied. Second, the SPX can pull back to what had previously been an
overhead resistance level, but now becomes a support zone. In the current case that would entail a pullback to 1400 – 1422 for the
SPX. Importantly, when the stock market generates an overbought condition of this magnitude it suggests there is more strength
coming in the future after the overbought condition is rectified. Indeed, uptrends typically do not end on really high overbought
readings from the NYSE McClellan Oscillator. So, while I think we are reaching for a short-term “trading top,” I believe that following
some kind of pullback the major market indices will go higher.
Of course, the rise in equity prices, combined with an improving real estate market, has bolstered consumer confidence. That
certainly was reflected in Friday’s University of Michigan Confidence report, which came in 5.2 points above expectations. Normally
one would think that is good news, but as the sagacious folks at Bespoke Investment Group write:
“The most positive report of the week was Friday’s University of Michigan Confidence reading that came in at 79.2,
which is just below the multi-year high of 79.3 made back in May. While the actual reading came in just below its highs
from May, the amount that the number beat expectations by was the highest seen since late 2008. . . . Since 1999, this
sentiment reading has only beaten expectations by more than 5 points 11 other times. Below we highlight how the
S&P 500 has performed over the next week, month and three months following the 11 other times that Michigan
Confidence has beaten expectations by more than 5 points. Unfortunately, big upside surprises in the reading haven’t
been great for stock prices. Over all three time frames, the S&P 500 has averaged declines. (Although the median
change over the next month and 3 months has been positive due to big declines following periods in 2008 and 2000.)”
So while I am not bearish, I would be cautious about plowing into new positions. And, we saw some of that caution on Friday as
sellers showed up in many of the strong momentum stocks.
Meanwhile, the U.S. Dollar Index (@DX.1/78.84) continued its decline as it fell through its 200-day moving average and looks
destined to visit 75.00. In past missives I have commented on my sense that we would see a weaker dollar for a multiplicity of
reasons. Plainly, the dollar’s weakness has helped our bullish recommendation on gold of a few weeks ago. In fact, I have written
that gold has been telegraphing QE3 for weeks as it began to rally rather sharply. What is particularly interesting to me is for the
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first time in a long while gold bullion and gold stocks are rising together. That doesn’t always happen and it leads me to think the
recent gold rally is for real. Moreover, many of the gold stocks are breaking out to the upside in the charts and they are doing so on
expanding volume. We were early to gold’s party back in 4Q01 when China joined the WTO and decided Chinese per capita incomes
were going to rise with a concurrent rise in “stuff stocks” (energy, timber, cement, precious metals, etc.). While I doubt gold is going
to stage a percentage move like it did back then, as we approach the strongest seasonal period for precious metals (October –
January) we are thinking that if you don’t have some exposure to the precious metals complex, now would be a good time to start.
While there are a number of ways to get at said exposure, I have tended to use mutual funds. Last week while in New York City I
met with the good folks at Van Eck. And a month ago I actually had dinner with the portfolio manager of Van Eck’s International
Gold Fund (INIVX/$20.36), namely Joe Foster, who spoke about some his favorite gold stocks, like Gold Corporation (GG/$46.20) and
Eldorado Gold (EGO/$15.75).
The call for this week: To me the only question is if the stock market is going to correct its current overbought condition by going
sideways, or if it is going to correct back to the 1400 – 1422 support. In either event I have been pretty confident that the Fed has
already begun printing money. That has been eminently evident by the overall action in the commodity markets, the dollar, and the
fact that stocks were unable to correct in the normal timing band for a daily cycle low. Indeed, I actually expected an easing of
monetary policy out of last month’s Fed meeting. At this point, we need to watch the pricing action of crude oil, for if it spikes
higher it is going to be a decided drag on GDP. As Gary Savage points out:
“Since QE is open ended this time there’s no telling how far the rally could go before traders get nervous enough to
initiate a profit taking event. As I said above, we aren’t going to begin a bear market until oil spikes, so any corrective
move is only going to be a profit taking event that will quickly be recovered by more QE. At this point I wouldn’t expect
any real profit taking until the S&P tests the all-time highs. I really doubt any sane traders are going to look for a
significant correction immediately following the confirmation of QE unlimited. At this point any rational trader is
getting long so they don’t get left behind.”

© 2012 Raymond James & Associates, Inc., member New York Stock Exchange/SIPC. All rights reserved.

International Headquarters: The Raymond James Financial Center | 880 Carillon Parkway | St. Petersburg, Florida 33716 | 800-248-8863

2

Raymond James

Investment Strategy

Source: Bloomberg.

Source: Bespoke Investment Group.
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Ticker
EGO
GG

Exchange
NYSE
NYSE

Currency Closing Price RJ Rating RJ Entity
US$
15.75
2
RJ LTD.
US$
46.20
NC

Notes: Prices are as of the most recent close on the indicated exchange and may not be in US$. See Disclosure section for rating
definitions. Stocks that do not trade on a U.S. national exchange may not be approved for sale in all U.S. states. NC=not covered.
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Important Investor Disclosures
Raymond James & Associates (RJA) is a FINRA member firm and is responsible for the preparation and distribution of research created in
the United States. Raymond James & Associates is located at The Raymond James Financial Center, 880 Carillon Parkway, St. Petersburg,
FL 33716, (727) 567-1000. Non-U.S. affiliates, which are not FINRA member firms, include the following entities which are responsible for
the creation and distribution of research in their respective areas; In Canada, Raymond James Ltd. (RJL), Suite 2100, 925 West Georgia
Street, Vancouver, BC V6C 3L2, (604) 659-8200; In Latin America, Raymond James Latin America (RJLatAm), Ruta 8, km 17, 500, 91600
Montevideo, Uruguay, 00598 2 518 2033; In Europe, Raymond James Euro Equities, SAS (RJEE), 40, rue La Boetie, 75008, Paris, France,
+33 1 45 61 64 90.
This document is not directed to, or intended for distribution to or use by, any person or entity that is a citizen or resident of or located in
any locality, state, country, or other jurisdiction where such distribution, publication, availability or use would be contrary to law or
regulation. The securities discussed in this document may not be eligible for sale in some jurisdictions. This research is not an offer to sell
or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. It does not
constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of
individual clients. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital
may occur. Investors should consider this report as only a single factor in making their investment decision.
For clients in the United States: Investing in securities of issuers organized outside of the U.S., including ADRs, may entail certain risks. The
securities of non-U.S. issuers may not be registered with, nor be subject to the reporting requirements of, the U.S. Securities and Exchange
Commission. There may be limited information available on such securities. Investors who have received this report may be prohibited in
certain states or other jurisdictions from purchasing the securities mentioned in this report. Please ask your Financial Advisor for additional
details.
The information provided is as of the date above and subject to change, and it should not be deemed a recommendation to buy or sell
any security. Certain information has been obtained from third-party sources we consider reliable, but we do not guarantee that such
information is accurate or complete. Persons within the Raymond James family of companies may have information that is not available
to the contributors of the information contained in this publication. Raymond James, including affiliates and employees, may execute
transactions in the securities listed in this publication that may not be consistent with the ratings appearing in this publication.
Additional information is available on request.

Analyst Information
Registration of Non-U.S. Analysts: The analysts listed on the front of this report who are not employees of Raymond James & Associates,
Inc., are not registered/qualified as research analysts under FINRA rules, are not associated persons of Raymond James & Associates, Inc.,
and are not subject to NASD Rule 2711 and NYSE Rule 472 restrictions on communications with covered companies, public companies,
and trading securities held by a research analyst account.
Analyst Holdings and Compensation: Equity analysts and their staffs at Raymond James are compensated based on a salary and bonus
system. Several factors enter into the bonus determination including quality and performance of research product, the analyst's success
in rating stocks versus an industry index, and support effectiveness to trading and the retail and institutional sales forces. Other factors
may include but are not limited to: overall ratings from internal (other than investment banking) or external parties and the general
productivity and revenue generated in covered stocks.

The views expressed in this report accurately reflect the personal views of the analyst(s) covering the subject securities. No part
of said person's compensation was, is, or will be directly or indirectly related to the specific recommendations or views
contained in this research report. In addition, said analyst has not received compensation from any subject company in the last
12 months.

Ratings and Definitions
Raymond James & Associates (U.S.) definitions
Strong Buy (SB1) Expected to appreciate, produce a total return of at least 15%, and outperform the S&P 500 over the next six to 12 months.
For higher yielding and more conservative equities, such as REITs and certain MLPs, a total return of at least 15% is expected to be realized
over the next 12 months.
Outperform (MO2) Expected to appreciate and outperform the S&P 500 over the next 12-18 months. For higher yielding and more
conservative equities, such as REITs and certain MLPs, an Outperform rating is used for securities where we are comfortable with the relative
safety of the dividend and expect a total return modestly exceeding the dividend yield over the next 12-18 months.
Market Perform (MP3) Expected to perform generally in line with the S&P 500 over the next 12 months.
Underperform (MU4) Expected to underperform the S&P 500 or its sector over the next six to 12 months and should be sold.
Suspended (S) The rating and price target have been suspended temporarily. This action may be due to market events that made coverage
impracticable, or to comply with applicable regulations or firm policies in certain circumstances, including when Raymond James may be
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providing investment banking services to the company. The previous rating and price target are no longer in effect for this security and should
not be relied upon.
Raymond James Ltd. (Canada) definitions
Strong Buy (SB1) The stock is expected to appreciate and produce a total return of at least 15% and outperform the S&P/TSX Composite Index
over the next six months.
Outperform (MO2) The stock is expected to appreciate and outperform the S&P/TSX Composite Index over the next twelve months.
Market Perform (MP3) The stock is expected to perform generally in line with the S&P/TSX Composite Index over the next twelve months and
is potentially a source of funds for more highly rated securities.
Underperform (MU4) The stock is expected to underperform the S&P/TSX Composite Index or its sector over the next six to twelve months
and should be sold.
Raymond James Latin American rating definitions
Strong Buy (SB1) Expected to appreciate and produce a total return of at least 25.0% over the next twelve months.
Outperform (MO2) Expected to appreciate and produce a total return of between 15.0% and 25.0% over the next twelve months.
Market Perform (MP3) Expected to perform in line with the underlying country index.
Underperform (MU4) Expected to underperform the underlying country index.
Suspended (S) The rating and price target have been suspended temporarily. This action may be due to market events that made coverage
impracticable, or to comply with applicable regulations or firm policies in certain circumstances, including when Raymond James may be
providing investment banking services to the company. The previous rating and price target are no longer in effect for this security and should
not be relied upon.
Raymond James Euro Equities, SAS rating definitions
Strong Buy (1) Expected to appreciate, produce a total return of at least 15%, and outperform the Stoxx 600 over the next 6 to 12 months.
Outperform (2) Expected to appreciate and outperform the Stoxx 600 over the next 12 months.
Market Perform (3) Expected to perform generally in line with the Stoxx 600 over the next 12 months.
Underperform (4) Expected to underperform the Stoxx 600 or its sector over the next 6 to 12 months.
Suspended (S) The rating and target price have been suspended temporarily. This action may be due to market events that made coverage
impracticable, or to comply with applicable regulations or firm policies in certain circumstances, including when Raymond James may be
providing investment banking services to the company. The previous rating and target price are no longer in effect for this security and should
not be relied upon.
In transacting in any security, investors should be aware that other securities in the Raymond James research coverage universe might carry a
higher or lower rating. Investors should feel free to contact their Financial Advisor to discuss the merits of other available investments.
Rating Distributions
Coverage Universe Rating Distribution

Investment Banking Distribution

RJA

RJL

RJ LatAm

RJEE

RJA

RJL

RJ LatAm

RJEE

Strong Buy and Outperform (Buy)

53%

65%

29%

53%

17%

36%

0%

0%

Market Perform (Hold)

40%

33%

62%

31%

7%

20%

2%

0%

Underperform (Sell)

7%

3%

9%

16%

0%

50%

0%

0%

Suitability Categories (SR)
For stocks rated by Raymond James & Associates only, the following Suitability Categories provide an assessment of potential risk factors for
investors. Suitability ratings are not assigned to stocks rated Underperform (Sell). Projected 12-month price targets are assigned only to
stocks rated Strong Buy or Outperform.
Total Return (TR) Lower risk equities possessing dividend yields above that of the S&P 500 and greater stability of principal.
Growth (G) Low to average risk equities with sound financials, more consistent earnings growth, at least a small dividend, and the potential
for long-term price appreciation.
Aggressive Growth (AG) Medium or higher risk equities of companies in fast growing and competitive industries, with less predictable earnings
and acceptable, but possibly more leveraged balance sheets.
High Risk (HR) Companies with less predictable earnings (or losses), rapidly changing market dynamics, financial and competitive issues,
higher price volatility (beta), and risk of principal.
Venture Risk (VR) Companies with a short or unprofitable operating history, limited or less predictable revenues, very high risk associated
with success, and a substantial risk of principal.
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Raymond James Relationship Disclosures
Raymond James expects to receive or intends to seek compensation for investment banking services from the subject companies in the
next three months.
Company Name

Disclosure

Eldorado Gold Corp.

Raymond James Ltd - the analyst and/or associate has viewed the material operations of
Eldorado Gold Corp.
Raymond James Ltd - within the last 12 months, Eldorado Gold Corp. has paid for all or a
material portion of the travel costs associated with a site visit by the analyst and/or associate.
Ross Cory who is an employee of Raymond James Ltd. or its affiliates serves as a director of
Eldorado Gold Corp.

Additional Risk and Disclosure information, as well as more information on the Raymond James rating system and suitability
categories, is available at rjcapitalmarkets.com/Disclosures/index. Copies of research or Raymond James’ summary policies relating to
research analyst independence can be obtained by contacting any Raymond James & Associates or Raymond James Financial Services
office (please see raymondjames.com for office locations) or by calling 727-567-1000, toll free 800-237-5643 or sending a written
request to the Equity Research Library, Raymond James & Associates, Inc., Tower 3, 6th Floor, 880 Carillon Parkway, St. Petersburg, FL
33716.
International securities involve additional risks such as currency fluctuations, differing financial accounting standards, and possible
political and economic instability. These risks are greater in emerging markets.
Small-cap stocks generally involve greater risks. Dividends are not guaranteed and will fluctuate. Past performance may not be indicative
of future results.
Investors should consider the investment objectives, risks, and charges and expenses of mutual funds carefully before investing. The
prospectus contains this and other information about mutual funds. The prospectus is available from your financial advisor and should
be read carefully before investing.
For clients in the United Kingdom:
For clients of Raymond James & Associates (London Branch) and Raymond James Financial International Limited (RJFI): This document
and any investment to which this document relates is intended for the sole use of the persons to whom it is addressed, being persons
who are Eligible Counterparties or Professional Clients as described in the FSA rules or persons described in Articles 19(5) (Investment
professionals) or 49(2) (High net worth companies, unincorporated associations etc) of the Financial Services and Markets Act 2000
(Financial Promotion) Order 2005 (as amended) or any other person to whom this promotion may lawfully be directed. It is not intended
to be distributed or passed on, directly or indirectly, to any other class of persons and may not be relied upon by such persons and is
therefore not intended for private individuals or those who would be classified as Retail Clients.
For clients of Raymond James Investment Services, Ltd.: This report is for the use of professional investment advisers and managers and
is not intended for use by clients.
For purposes of the Financial Services Authority requirements, this research report is classified as independent with respect to conflict of
interest management. RJA, RJFI, and Raymond James Investment Services, Ltd. are authorised and regulated by the Financial Services
Authority in the United Kingdom.
For clients in France:
This document and any investment to which this document relates is intended for the sole use of the persons to whom it is addressed,
being persons who are Eligible Counterparties or Professional Clients as described in “Code Monétaire et Financier” and Règlement
Général de l’Autorité des Marchés Financiers. It is not intended to be distributed or passed on, directly or indirectly, to any other class of
persons and may not be relied upon by such persons and is therefore not intended for private individuals or those who would be
classified as Retail Clients.
For institutional clients in the European Economic Area (EEA) outside of the United Kingdom:
This document (and any attachments or exhibits hereto) is intended only for EEA institutional clients or others to whom it may lawfully be
submitted.
For Canadian clients:
This report is not prepared subject to Canadian disclosure requirements, unless a Canadian analyst has contributed to the content of the
report. In the case where there is Canadian analyst contribution, the report meets all applicable IIROC disclosure requirements.
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For Latin American clients:
Registration of Brazil-based Analysts: In accordance with Regulation #483 issued by the Brazil Securities and Exchange Commission (CVM) in
October 2010, all lead Brazil-based Research Analysts writing and distributing research are CNPI certified as required by Art. 1 of APIMEC’s
Code of Conduct (www.apimec.com.br/supervisao/codigodeconduta). They abide by the practices and procedures of this regulation as well as
internal procedures in place at Raymond James Brasil S.A. A list of research analysts accredited with the APIMEC can be found on the webpage
(www.apimec.com.br/ certificacao/Profissionais Certificados).
Non-Brazil-based analysts writing Brazil research and or making sales efforts with the same are released from these APIMEC requirements as
stated in Art. 20 of CVM Instruction #483, but abide by recognized Codes of Conduct, Ethics and Practices that comply with Articles 17, 18, and
19 of CVM Instruction #483.
Proprietary Rights Notice: By accepting a copy of this report, you acknowledge and agree as follows:
This report is provided to clients of Raymond James only for your personal, noncommercial use. Except as expressly authorized by
Raymond James, you may not copy, reproduce, transmit, sell, display, distribute, publish, broadcast, circulate, modify, disseminate or
commercially exploit the information contained in this report, in printed, electronic or any other form, in any manner, without the prior
express written consent of Raymond James. You also agree not to use the information provided in this report for any unlawful purpose.
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This report and its contents are the property of Raymond James and are protected by applicable copyright, trade secret or other
intellectual property laws (of the United States and other countries). United States law, 17 U.S.C. Sec.501 et seq, provides for civil and
criminal penalties for copyright infringement.
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