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"Pounded" 
 
I have been “pounded” with questions about the Dow Theory “sell signal” I spoke of; and, that occurred three weeks ago.  The 
ubiquitous question has been – “Hey Jeff, how can you tell people to buy in light of the signal?”  My response has been that such a 
huge amount of energy had been used up in rendering the Dow Theory “sell signal” that the market, at least on a short-term trading 
basis, is likely a “buy.”  Reinforcing that view are numerous oversold readings of epic proportions.  To be sure, one has to go back to 
the German Army’s invasion of France to find a session where less than 2% of the stocks traded on a particular day on the NYSE were 
“up” for the session, which is what happened two weeks ago (8/8/11).  Yet to readers of these missives, such action should not 
come as a surprise.  Indeed, for the past three weeks I have likened the current selling stampede to those of October 1978 and 
October 1979.  When studying the charts of those periods one finds said declines came out of the blue on no fundamental news; and 
while many people have argued there are plenty of fundamental reasons for the current decline, I am not one of them.  The 1978 
and 1979 declines were straight down affairs ending with “selling climaxes” (like seen on 8/8/11).  Subsequently, there were sharp 
rebound rallies peaking within four to five sessions, followed by a downside retest of those “selling climax” lows.  Accordingly, in last 
Tuesday’s verbal strategy comments I said: 

“If the October 1978/1979 sequence is correct, the throwback rally we are currently experiencing should peak in the 
1200 – 1220 zone  (last Tuesday’s intraday high was indeed near our signal point ‘throwback’ rally high estimate of 
1206) leading to a pullback towards the recent intraday reaction low of 1101.  Nevertheless, I am still respecting the 
Dow Theory ‘sell signal’ until it is reversed.  Opinions, however, vary for Richard Russell (captain of The Dow Theory 
Letters) suggests there has NOT been a Dow Theory signal because he is using the July 2010 closing lows for the D-J 
Industrials and D-J Transports rather than the March 2011 ‘lows’ I have been using.  For the record, those July 2010 
closing lows were 9686.48 and 3906.23, respectively, which are a long way from the averages’ current levels.  Whoever 
is right, enough damage has been done that the May 2nd ‘print high’ of 1370.58 for the S&P 500 is likely the high for 
the year.  The quid pro quo is that last week’s 1101.54 ‘print low’ is either near the low, or the actual low, for the year.  
This week should reveal the answer if my 1978/1979 analogy is anywhere near the mark.  If so, that leaves us hopefully 
range bound between~1100 and 1370 into year-end with my sense stocks will be at the upper-end of that range by 
December provided we don’t have a recession, a view I continue to embrace.” 

My controversial non-recession “call” is driven by the fact that industry analysts are still bullish on earnings with the S&P 500’s 
(SPX/1123.53) consensus estimate approaching $114 for 2012.  Corporate insiders are clearly bullish as they have been buying their 
own company’s shares at the highest rate since the bottom in March 2009.  Layoffs have slowed and while the economy is certainly 
slowing, metrics like L.A. seaport traffic, railcar loadings, etc. are not falling off a cliff like they did prior to the 2008 recession.  
Moreover, China and India’s economies are still percolating; and as this week’s Barron’s writes, “It’s Time to Buy: After a 20% 
pullback, emerging markets offer strong growth at a discount price.”  Then there is the European mess, which appears to be a little 
less of a mess, interest rates will remain tame for an extended period, it feels like tax reform is coming, and crude oil prices have 
collapsed.  Indeed, change you can believe in is coming because according to The Washington Post, “The financially strapped U.S. 
Postal Service is proposing to cut its workforce by 20 percent and to withdraw from the federal health and retirement plans because 
it believes it could provide benefits at a lower cost.”  Ladies and gentlemen, if correct that implies the post office is not only going to 
break its labor agreements, but throw Obamacare under the bus. 

Speaking of throwing Obamacare under the bus, an Atlanta Federal Court did just that by ruling that Congress exceeded its authority 
by passing the “individual mandates,” which will surely be escalated to the nation’s highest court; but, such developments has the 
administration doing some pretty strange “things” like calling for market-based solutions.  One such market-based solution is 
already at work in Puerto Rico.  According to The Wall Street Journal (WSJ): 

“A stimulus program on the island, long ripe with vacant houses and condos, has sent sales of new homes surging 80% 
and sales of existing homes up 24% in the past 10 months from a year earlier, even as the market in much of the U.S. 
mainland is dead.  . . . One of the incentive program's popular provisions offers qualified buyers down-payment 
assistance for homes purchased with a mortgage, as well as a second mortgage of as much as $25,000 that can be used 
to make down payments and pay closing costs.  Buyers of new homes also pay no transfer taxes when a property 
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changes hands, escape paying property taxes for five years and future capital-gains taxes, and pay no taxes on rental 
income for 10 years.  Sellers don't have to pay capital-gains taxes on profits.” 

As stated, there is a change afoot inside the D.C. Beltway that is palpable and market-based solutions to our problems are but one 
example.  As I told one of our more worried financial advisors last week, “We could solve the debt issue in very short order with a 
Value Added Tax (VAT).”  While I personally would hate an insidious VAT tax, it would assuredly raise a lot of money very quickly.  
However, the real answer to our woes is economic growth.  To that point there was an article in the WSJ on 8/10/11 titled, “A New 
Strategy for Economic Growth.”  In the article quips like these appeared: 

“Policy makers should cease the barrage of ad hoc, short-term policy initiatives.  Is increased federal spending across 
government agencies a grand strategy?  . . . The debt-limit debate caused policy makers to recognize what citizens 
already knew: We must put our fiscal house in order.  Cutting spending is essential.  But we will never cut our way to 
prosperity.  So, what should be the economic grand strategy?  In a word: growth.  . . . Absent strong growth, any 
projected improvements in the country's fiscal position won't materialize.” 

Obviously, I urge you to read the entire article. 

As for the stock market, at the beginning of last week investors felt the worst was over emboldened by the previous week’s 
Thursday/Friday +550-point fling.  By the end of last week, however, we saw the mirror image with Thursday and Friday’s 592-point 
tumble.  Yet, that action should come as no surprise to participants who have studied the declines of October 1978 and 1979.  As 
described in these missives, those 1970s patterns saw a selling climax “low,” like we just experienced on 8/8/11 (-635 DJIA) that was 
followed by a sharp ‘throwback” rally.  Subsequently, the rally peaked within a few sessions with a downside retest of the “selling 
climax” lows.  In the 1970s sequence those lows were marginally broken, but that was THE bottom and was followed by roughly a 
13% rally over the next three months.  Hopefully, that is the pattern we will see here. 

Despite my hope the current stock market action will follow the October 1978 and 1979 bottoming sequences, the Dow Theory “sell 
signal” registered on August 4, 2011 worries me, which is why I am respecting it.  Hence, I have not been aggressive with stock 
recommendations.  Indeed, if I am to err I am going to err by being too conservative.  That is why most of the stocks mentioned in 
these missives over the past three weeks have had outsized dividend yields and/or our fundamental analysts think they have already 
bottomed.  Such names include:  EV Energy Partners (EVEP/$62.89/Strong Buy); LINN Energy (LINE/$35.74/Strong Buy); Health Care 
REIT (HCN/$45.84/Outperform); Campus Crest Communities (CCG/$10.37/Strong Buy); Abbott Labs (ABT/$49.08/Outperform); and 
Centurylink (CTL/$33.70/Strong Buy), to name a few.  Please see our fundamental research for the full story on these stocks. 

The call for this week:  Investors’ worries have leaped to levels last seen in November 2008 as the stock market’s bottoming process 
began when 92.6% of all the stocks traded on the NYSE made new annual price lows.  Before that, the Global Risk Appetite Indicator 
I use shows “panic levels” equal to their current reading occurred at the “lows” of October 2002 and August 1982.  Surprisingly, I was 
actually bullish at those “lows!”  Regrettably, I am not as unabashedly bullish here; I wish I was!  I would, however, observe that with 
the trade-weighted dollar at a record “low” U.S. trade should provide a boost to export growth, crude’s crash should also help, low 
interest rates are a plus, the yield curve’s shape is noticeably steep (read: bullish), inflation is low, auto production is slated to ramp 
in the months ahead, Japan’s economy has bounced back, emerging markets’ economic growth is percolating, the inventory to sales 
resides at levels around the recession lows, suggesting a economic “lift” from an inventory rebuild, capex projects are picking up, the 
global central bank interest rate “tightening” process is winding down, corporate profitability is exceptional, and banks/businesses 
have much larger cash buffers now than they have ever had.  All of this leaves me in the NO recession camp and with the belief that 
select stocks are cheap.  If that view is correct, we should see a “bottom” this week . . . 
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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) 57% 76% 15% 58% 

Market Perform (Hold) 38% 23% 4% 39% 

Underperform (Sell) 5% 2% 2% 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 
Campus Crest 
Communities, Inc. 

Raymond James & Associates received non-investment banking securities-related 
compensation from CCG within the past 12 months. 
Raymond James & Associates received non-securities-related compensation from CCG within 
the past 12 months. 
Raymond James & Associates lead-managed an initial public offering of CCG shares in October 
2010. 

EV Energy Partners 
L.P. 

Raymond James & Associates makes a NASDAQ market in shares of EVEP. 
Raymond James & Associates received non-investment banking securities-related 
compensation from EVEP within the past 12 months. 
Raymond James & Associates lead-managed a follow-on offering of EVEP shares in March 
2011. 

Health Care REIT, Inc. Raymond James & Associates received non-securities-related compensation from HCN within 
the past 12 months. 
Raymond James & Associates co-managed follow-on offerings of HCN shares in September 
2010, December 2010, and March 2011. 

LINN Energy, LLC Raymond James & Associates makes a NASDAQ market in shares of LINE. 
Raymond James & Associates lead-managed a follow-on offering of LINE shares in December 
2010 and co-managed a follow-on offering of LINE shares in March 2011. 

 
 

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. 
 
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. 
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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. 
 
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. 
 

 


