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Zebras!?

“Zebras have the same problem as institutional portfolio managers. First, both seek profits. For portfolio
managers, above average performance; for zebras, fresh grass. Secondly, both dislike risk. Portfolio managers
can get fired; zebras can get eaten by lions. Third, both move in herds. They look alike, think alike and stick close
together.

If you are a zebra, and live in a herd, the key decision you have to make is where to stand in relation to the rest of
the herd. When you think that conditions are safe, the outside of the herd is the best, for there the grass is fresh,
while the middle see only grass which is half-eaten or trampled down. The aggressive zebras, on the outside of
the herd, eat much better. On the other hand — or other hoof — there comes a time when lions approach. The
outside zebras end up as lion lunch, and the skinny zebras in the middle of the pack may eat less well but they are
still alive.”

... Acorn Fund’s founder, and portfolio manager, Ralph Wanger

We saw many “outside zebras” gorging themselves on stocks in late 2007 as the D-J Industrial Average (DJIA/9665.19) registered a
new all-time high in October of that year (at 14164). Those outside zebras ended up as “lion lunch” when the senior index shed an
eye-popping 53% over the ensuing 17 months. By then many of those outside zebras had moved to the inside of the herd just in
time to miss the March 2009 bottom (at 6627). Since those lows, more and more zebras have ventured back toward the “outside”
of the herd driven by performance pressures. We have repeatedly commented that given the immense amount of cash still on the
sidelines, as the equity markets continue to rally the performance pressure, subsequent bonus pressures, and ultimately job
pressure, become just too great, causing portfolio managers to “pay up” for stocks. And that, ladies and gentlemen, is why the
corrections have been short and shallow since the anticipated March “lows.” As the sagacious Jeremy Grantham writes:

“In markets, where investors hand over their money to professionals, the major inefficiency becomes career risk.
Everyone’s ultimate job description becomes ‘keep your job.” Career risk-reduction takes precedence over
maximizing the client’s (portfolio) return. Efficient career-risk management means never being wrong on your
own; so herding, perhaps for different reasons, also characterizes professional investing. Herding produces
momentum in prices, pushing them further away from their fair value as people buy because others are buying.”

Clearly, this “performance pressure” is currently playing on the “street of dreams” as the DJIA tagged another new reaction “high”
last Wednesday at 9918. Since then, however, it has surrendered roughly 277 points, causing one market maven to ask, “What
sparked the late week wilt; and, is this finally the beginning of a decent correction?”

Speaking to the first question, our guess is the “stock sag” was sparked by last Wednesday’s FOMC policy statement. As our
economist, Dr. Scott Brown, wrote:

“As many had speculated, the FOMC also decided to slow the pace of its purchases of agency debt and mortgage-backed securities,
tapering them off by the end of 1Q10. This is meant to provide a smooth transition in the markets (similar to the exit plan for the
plan to purchase long-term Treasury securities).”

To us that statement isn’t particularly pleasant reading; and then there was this from Fed Governor Kevin Warsh:

“And our policy judgments will ultimately prove worthy of the accolades, and tender the ultimate rejoinder to our critics, if we rise
to meet this heightened responsibility. | am confident we will. ... That outcome will require that policy makers have equal parts
capability, clairvoyance and courage — perhaps the most important of which is courage.”

Let me interpret Mr. Warsh’s verbiage — don’t let this stock market “melt up” turn into yet another mania/bubble or we will take
dramatic action (can you spell irrational exuberance?). Add to that verbal backdrop August’s first slide in existing home sales since
March, and a less than stellar durable-goods report, and was it any wonder stocks stutter-stepped late week?
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Speaking to question number two, October isn’t a four-letter word, but it should be . . . especially with the month'’s hysterical
history. For instance, the 1987 “crash” (stocks down 22.6%), the great crash of 1929 (down 12.8%), October 1937, October 1932,
the back-to-back “massacres” in 1978 and 1979 . . . well you get the idea. Nevertheless, we still can’t shake the feeling that any
stock correction will be shallow and short for the aforementioned reasons. As well, we continue to think earnings comparisons
should look pretty spiffy year-over-year; and, the Economic Cycles Research Institute’s (ECRI) Weekly Leading Economic Indicator
Index continues to probe generational “highs.” All of this “foots” with our sense that the economic recovery is going to be stronger
than most expect, a gleaning reinforced by the surging steel stocks.

That said, we too worried in last Tuesday’s strategy comments that said “melt up” might be creating an upside vacuum, which may
get “filled” on the downside once quarter-end “window dressing” is over. Accordingly, our “buy” recommendations on the indices
of July 14, 2009, was “stopped out” (read: sold) when they broke below their respective 10-day moving averages (DMA) last week.
As well, our long-standing recommendation on platinum was “stopped out” when it too traveled below its 10-DMA. As for our sense
that the “leaders” in the new global bull market are the emerging markets, it is worth mentioning that after underperforming the
world markets in 2008, emerging markets have strongly outperformed in 2009 and now represent more than 12% of the world’s
equity market capitalization. We have long suggested that this would be the case and continue to believe so. In addition to the
various exchange-traded funds (ETFs), closed-end funds, and open-end mutual funds so often mentioned in these missives, like
MFS’s International Diversification Fund (MDIDX/$11.72), we continue to think a portion of your portfolio should be directed toward
emerging and frontier markets.

Indeed, emerging markets have better demographics, better productivity growth, lower debt, and rising demographic trends that
should spur pent-up demand in consumer and infrastructure growth. Manifestly, emerging and frontier markets have better growth
prospects than most of the developed countries. Therefore, we are buyers of emerging and frontier markets on pullbacks, just like
we have been buyers on declines in the U.S. equity markets. That strategy is driven by our belief that at the March 2009 “lows” the
equity markets were three to four standard deviations below “normalized valuations.” Subsequently, they have rallied back only to
the “norms.” Given the generational “oversold” readings at those March “lows,” there is no reason the equity markets cannot
achieve one to two standard deviations above normal valuations. That implies a price target of over 1200 on the S&P 500
(SPX/1044.38). Accordingly, we remain bullish on a longer-term basis, despite our near-term cautious stance as we enter 4Q009.

The call for this week: Despite last week’s 2.24% slide in the S&P 500, all that has really happened is that most of the indices we
follow have merely pulled back to support levels. Moreover, the breadth (Advance/Decline Line) has remained strong and some of
the overbought condition has been worked off (78.2% of SPX stocks are above their respective 50-DMAs, down from 92.4% on
September 18‘“). Meanwhile, all 10 of the S&P macro sectors were lower on the week. However, parsing the S&P’s subsectors
shows that Specialty Chemicals, Autos, Distillers & Vintners, Nondurable Household Products, Travel & Tourism, and Biotech were
the only positive weekly subsectors. Interestingly, Natural Gas prices (Henry Hub) leaped 13.92% week/week; and don’t look now,
but this week’s Barron’s carries an article that reads, “Property-and-casualty (P&C) insurers are among the safest financial-service
plays, but investors have shunned them this year. That's a mistake.” We agree and would note that there have been NO hurricanes
in the Gulf of Mexico this summer, implying that P&C companies’ third quarter earnings ought to make for pleasant reading. From
our universe of stocks, 2.7%-yielding Allstate (ALL/$29.13/Strong Buy) and 2.95%-yielding Chubb (CB/$48.82/0utperform) appear
attractive.
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Important Investor Disclosures

Strong Buy (SB1) Expected to appreciate and produce a total return of at least 15% and outperform the S&P 500 over the next six 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 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 months.

Market Perform (MP3) Expected to perform generally in line with the S&P 500 over the next 12 months and is potentially a source of funds for
more highly rated securities.

Underperform (MU4) Expected to underperform the S&P 500 or its sector over the next six to 12 months and should be sold.

Out of approximately 744 rated stocks in the Raymond James coverage universe, 45% have Strong Buy or Outperform ratings (Buy), 46% are
rated Market Perform (Hold) and 9% are rated Underperform (Sell). Within those rating categories, 26% of the Strong Buy- or Outperform
(Buy) rated companies either currently are or have been Raymond James Investment Banking clients within the past three years; 14% of the
Market Perform (Hold) rated companies are or have been clients and 9% of the Underperform (Sell) rated companies are or have been clients.

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.

Suitability Categories (SR)
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, possibly 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.

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.

Registration of Non-U.S. Analysts: Unless otherwise noted, 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, may not be associated persons of
Raymond James & Associates, Inc., and may not be 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.

Raymond James Relationships: RJA expects to receive or intends to seek compensation for investment banking services from the subject
companies in the next three months.

Additional Risk and Disclosure information, as well as more information on the Raymond James rating system and suitability
categories, is available at rjcapitalmarkets.com/SearchForDisclosures_main.asp. 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, 6" Floor, 880 Carillon Parkway,
St. Petersburg, FL 33716.
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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.

Investors should consider this report as only a single factor in making their investment decision.

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 (RJA) and Raymond James Financial International, Ltd. (RJFI): This report is for distribution
only to persons who fall within Articles 19 or Article 49(2) of the Financial Services and Markets Act (Financial Promotion) Order 2000 as
investment professionals and may not be distributed to, or relied upon, by any other person.

For clients of Raymond James Investment Services, Ltd.: This report is intended only for clients in receipt of Raymond James Investment
Services, Ltd.’s Terms of Business or others to whom it may be lawfully submitted.

For purposes of the Financial Services Authority requirements, this research report is classified as objective with respect to conflict of
interest management. RJA, Raymond James Financial International, Ltd., and Raymond James Investment Services, Ltd. are authorized
and regulated in the U K. by the Financial Services Authority.

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:

Review of Material Operations: The Analyst and/or Associate is required to conduct due diligence on, and where deemed appropriate
visit, the material operations of a subject company before initiating research coverage. The scope of the review may vary depending on
the complexity of the subject company’s business operations.

This report is not prepared subject to Canadian disclosure requirements.
Additional information is available on request.

The information provided is as of the date above and subject to change, and 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 of 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 affiliate and employees, may execute
transactions in the securities listed in this publication that may not be consistent with the ratings appearing in this publication.

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 & Assaciates, Inc. (RJA) only for your personal, noncommercial use. Except as
expressly authorized by RJA, 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 RJA. You also agree not to use the information provided in this report for any unlawful
purpose.

This report and its contents are the property of RJA 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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