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Efficient Markets?! 
 

“Markets are efficient, or so we’ve been told.  I am not here to put a rebuttal to this academic nonsense, but let me 
give you one of the core reasons why markets are and will remain inefficient: because human beings are efficient.  To 
function in everyday life, our brains are used to simplifying complex problems, through pattern recognition.  We 
become accustomed to drawing straight lines when we see two points, and if we get a third or fourth point that fits the 
line, our confidence about the longevity (continuity) of the line increases exponentially.  We become excited, even 
certain, about prospects of the company we’ve invested in when its stock has gone up for a long period of time, while 
we often dismiss stocks that have declined or flat-lined, especially if that happened for a considerable period of time.” 

 . . . Vitaliy Katsenelson, CIO of Investment Management Associates 

I met Vitaliy Katsenelson, professor, portfolio manager, and author of “The Little Book of Sideways Markets,” years ago at a 
Minyanville Festivus gathering.  We became kindred spirits, for it was following the September 1999 Dow Theory “sell signal” that I 
opined the stock market was likely going to trade sideways, in a wide swinging trading range, for years just like it did between 1966 
and 1982 following the secular bull market of 1949 - 1966.  That is the history of equity markets, for after e-v-e-r-y secular bull 
market the indices have always traded sideways for a very long period time.  While the 1966 – 1982 stock market sojourn sure didn’t 
“feel” sideways at the time, an index investor still failed to make a dime over that 16-year period.  Obviously, the past 11 years have 
demonstrated the same point in spades.  However, that does not mean you can’t make money in a sideways market.  Indeed, just 
like Peter Lynch compounded money at better than 20% per year in the 1966 – 1982 affair, our annual Analysts’ Best Picks list has 
compounded money at better than 19% per annum over the past 10 years.  The “trick” is to be more proactive (or tactical) in your 
investment approach, be sector and stock specific, and cut your losses quickly. 

I revisit this sideways market theme today for a number of reasons.  Firstly, because despite all the market’s shuckin’ and jivin’ over 
the past few weeks, the S&P 500 (SPX/1331.10) has not traveled more than 13 points either side of 1330 on a closing basis (read that 
as sideways).  Secondly, the “sell in May and go away” crowd has become emboldened by softening economic statistics, the 
sideways stock market, and the fact that every week in May has been a down week.  Yet as the insightful Bespoke Investment Group 
writes: 

“So what does the S&P 500 do following a month where every week is down?  Looking at average returns, the S&P 500 tends to rally 
over the following one and three months, with above average returns compared to all [other] one and three month periods.” 

Thirdly, I got into a heated discussion last week with a portfolio manager (PM) who insisted markets are efficient and that you can’t 
“time” the markets.  As Vitaliy writes, “I am not here to put a rebuttal to this academic nonsense, but let me give you one of the core 
reasons why markets are and will remain inefficient: because human beings are efficient.”  Indeed, if markets were always efficient, 
you would not have had Select Comfort (SCSS/$16.19/Strong Buy) selling for $0.25 per share in January 2009.  Manifestly, at major 
inflection points markets are anything but efficient.  Vitaliy goes on to use Cisco (CSCO/$16.46/Market Perform) as an example: 

“Cisco has shattered the dotcom dreams of many investors in the years following 1999, when it hit $80 a share and, for 
a brief moment, was one of the most valuable companies in the world, sporting a modest P/E of 100+.  Since then, 
gravity has caught up with Cisco’s stock, and it has declined almost 80% from its highs, to $17.  Most investors who 
bought the stock since ’99 either lost or made no money.  Draw a straight line through its chart (you have more than a 
decade’s worth of data points), and you see it’s either going to zero or at least will continue to go nowhere.  Now, you 
add to this performance a few quarters of disappointing Wall Street guidance, and you have an untouchable, un-
recommendable stock.” 

To be sure, at downside and upside inflection points, stocks are anything but efficient.  As my father says, “The stock market is fear, 
hope and greed only loosely connected to the business cycle.”  Yet, to be a successful investor, one must also be able change their 
views for the changing causal relationships.  Sticking with the Cisco example, over the past few years Cisco has made a huge strategic 
mistake by moving into the data center business.  Before that Cisco was known for its prowess in the switching and router business.  
When a customer wanted servers, Cisco used Hewlett Packard (HPQ/$36.96/Outperform), or some other manufacturer.  Not so 
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anymore.  Cisco went on an acquisition binge and now competes with many of its previous customers and in the process has 
alienated them.  Accordingly, some of them have gone into Cisco’s business.  Hewlett Packard is a perfect example.  HPQ bought 
3Com and now competes head-to-head with Cisco’s switching/router products.  Meanwhile, Juniper (JNPR/$37.05/Market Perform) 
is also taking market share from Cisco.  As Vitaliy concludes, “Draw a straight line through its chart and you see it’s either going to 
zero or at least will continue to go nowhere.” 

Speaking to “timing” the market, I too don’t believe anyone can “time” the stock market on a daily, weekly, or even a monthly basis.  
I do, however, believe that if you have the patience and discipline to wait until the odds of success are tipped decidedly in your 
favor, that when you do put trading capital at risk, if you are wrong you will be wrong quickly, with a de minimis loss of capital (read: 
take your losses quickly).  Patience is the key.  Take last year, I only made six trades last year and most of those were to hedge the 
downside into the April – June swoon.  More recently, we have been exercising patience since the SPX broke below its 50-day 
moving average and traveled into the 1316 – 1320 support zone.  That level thus became important, suggesting that if it is violated 
we would raise some more cash.  That said, the SPX subsequently recaptured its 50-DMA, which I said was a step in the right 
direction in my verbal strategy comments late last week.  The scene would become even brighter if the 1340 level can be bettered 
this week.  If so, it would bolster the view that stocks could rally above 1400 into quarter’s end as professional money is forced to 
chase ‘em. 

Last week one of our investment stocks was in the news as NII Holdings (NIHD/$43.42/Strong Buy) hosted an Analyst Day in Peru.  
The company reiterated its plan to launch 3G in Chile by year-end 2011, and in Mexico and Brazil by 1H12.  The company also 
reiterated its commercial launch of Push to Talk over 3G in Peru by the end of this summer.  The company said that its plan over the 
next five years is to grow the subscriber base by more than 2.5x and to grow revenues and EBITDA by 2x (would imply CAGR of 15%).  
Growth is focused on its core business and push to talk on 3G.  From 2012-2014 the company is targeting net adds CAGR of 25%, 
subscriber CAGR of 25%, revenue CAGR of 15%, and EBITDA CAGR of 20% with margin expansion during this time frame.  Our analyst 
believes NIHD is currently trading at a low EBITDA multiple (5.0x 2011E EBITDA) relative to its expected five-year growth trajectory. 

The call for this week:  I am writing this Monday night without the benefit of seeing Tuesday morning’s pre-opening futures because 
I will be on a plane for the West Coast.  Still, I am optimistic given last week’s backdrop.  While it is clear economic statistics have 
softened, we believe this is largely attributable to Japan (Fukushima), the European debt debacle, the Middle East, and our 
continuing weird weather.  That optimism is reinforced by another all-time high in corporate profits (before tax and adjusted for 
inventory valuation adjustment and capital allowance adjustment), which is good for capex and employment.  Moreover, low 
interest rates, a cheap U.S. dollar, strong emerging market growth, a mini-tech boom (LinkedIn), and the fact that President Obama 
and Fed Head Bernanke are determined to see a stronger economy all suggest the economic expansion has probably become self-
sustaining.  And, maybe that is what the stock market reflected last week as the defensive sectors (Consumer Staples, Healthcare, 
Utilities, etc.), which have been outperforming over the past month or so, weakened, while Energy (+2.04%) and Materials (+2.07%) 
rallied.  That rotation allowed the SPX to recapture its 50-DMA (@1329.31).  Now if the SPX can trade decisively above 1340, our 
case for a move to 1400+ should gain traction.  
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Important Investor Disclosures 
Raymond James is the global brand name for Raymond James & Associates (RJA) and its non-US affiliates worldwide.  Raymond James & 
Associates is located at The Raymond James Financial Center, 880 Carillon Parkway, St. Petersburg, FL  33716, (727) 567-1000. Affiliates include 
the following entities, which are responsible for the distribution of research in their respective areas.  In Canada, Raymond James Ltd., Suite 
2200, 925 West Georgia Street, Vancouver, BC  V6C 3L2, (604) 659-8200.  In Latin America, Raymond James Latin America, Ruta 8, km 17,500, 
91600 Montevideo, Uruguay, 00598 2 518 2033.  In Europe, Raymond James European Equities, 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. 
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 European Equities rating definitions  
Strong Buy (1)  Absolute return expected to be at least 10% over the next 12 months and perceived best performer in the sector universe. 
Buy (2)  Absolute return expected to be at least 10% over the next 12 months. 
Fair Value (3)  Stock currently trades around its fair price and should perform in the range of -10% to +10% over the next 12 months. 
Sell (4)  Expected absolute drop in the share price of more than 10% in next 12 months. 
 
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 RJA RJL 

Strong Buy and Outperform (Buy) 54% 71% 24% 59% 

Market Perform (Hold) 40% 27% 11% 39% 

Underperform (Sell) 6% 2% 7% 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, 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. 
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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 
Cisco Systems Raymond James & Associates makes a NASDAQ market in shares of CSCO. 

Raymond James & Associates received non-investment banking securities-related 
compensation from CSCO within the past 12 months. 

Hewlett-Packard Raymond James & Associates received non-investment banking securities-related 
compensation from HPQ within the past 12 months. 

NII Holdings, Inc. Raymond James & Associates makes a NASDAQ market in shares of NIHD. 
Select Comfort Corp. Raymond James & Associates makes a NASDAQ market in shares of SCSS. 

 
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, 6th Floor, 880 Carillon Parkway, 
St. Petersburg, FL 33716. 
 
Since 1996 a total of 171 stocks have been recommended through the Analysts’ Best Picks® list. Of this total, 117 advanced (68.4%) and 54 
declined (31.6%) within the recommended holding period. The holding period for each year’s list is approximately 55 weeks from the 
inception date to 12/31 of the following year.   

An investor would incur commissions (and interest charges if transacted in a margin account) to transact these recommendations. The results 
presented should not and cannot be viewed as an indicator of future performance.  Individual results will vary and transaction costs related to 
investing in these stocks will affect overall performance.  There is no assurance that the list will achieve the results expected and investors 
may incur profits or losses. The performance returns in 1999 were extraordinary and it is unlikely that these unrealistically high returns will be 
repeated. The S&P is an unmanaged index of 500 widely held stocks that is generally considered representative of the U.S. stock market. A 
complete list of all Analysts’ Best Picks® since 1996 is available upon request. 

 
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. 
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This report is not prepared subject to Canadian disclosure requirements. 
 
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. This is RJA client 

releasable research 
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. 


