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One for the Road 

 
“Our approach to asset allocation is focused on wealth preservation by controlling the overall exposure to risk 
assets in relation to macro conditions, valuation and market psychology.  We are not attempting to forecast the 
specific performance of various asset classes as a means of facilitating market timing decisions, as history has 
shown that this is rarely a winning strategy.  Rather, we will attempt to provide analysis that will help investors 
play a more active form of defense and offense with their portfolios.  In order to achieve these goals, we favour 
a dynamic approach to asset allocation, reviewing the portfolio and making adjustments on a quarterly basis or 
as conditions evolve, rather than sticking with fixed allocations come ‘hell or high water.’  Systemic risk in the 
global economy is far higher than in the previous post-World War II years, volatility promises to remain 
extraordinarily high and the financial system may be subject to major shocks.  This is a major theme running 
through The Great Reflation.  In such an environment, a buy and hold approach to asset allocation will carry a lot 
more embedded risk than most people expect.” 

“In practice, the execution of dynamic asset allocation is subjective and highly complex for global investors.  
Many attempts have been made to create models or algorithms that rely on indicators to calculate an optimum 
asset allocation.  However, this sort of quantitative approach inevitably breaks down as the assumptions that 
underpin the model cannot fit every set of economic conditions.  We use indicators selectively to inform 
decision-making, but at its core, asset allocation is an art, involving equal measures of analysis, intuition and 
common sense.  Above all, investors must have a clear idea of their tolerance for risk, exercise discipline and 
stick to a plan.  Some prefer one of rigid allocations and the literature tends to support this approach.  We 
favour a dynamic allocation process which allows for some flexibility in order to better control risk at important 
market junctures (e.g. stocks in 1999, housing in 2006-2007).” 

 . . . Tony & Rob Boeckh, The Boeckh Investment Letter 

I have often opined that asset allocation is the key to bringing alpha (read: outperformance) to portfolios.  I have also stated I am 
not dogmatic about asset allocation.  For example, I have not owned bank stocks for eight years.  I “missed” them going down and 
have “missed” them going up.  Obviously, I agree with the Boeckh’s more “dynamic approach to asset allocation.”  To be sure, for 
years I have advised participants to think of investing for the future as an automobile, conveying investors to their financial goals.  
The investment portfolio is its motor, the asset allocation model is the fuel mixture, and the invested assets are the fuel.  As John 
Valentine, of Valentine Capital, notes: 

“The more efficiently the motor runs, the greater the speed with which the whole vehicle travels toward the 
destination.  Should the fuel mixture, or asset allocation, run too rich, the motor wastes precious fuel.  Should it 
run too thin, the car has trouble achieving enough forward momentum.  . . . Many individuals on the road to 
their financial goals fail to make these periodic adjustments and still eventually arrive.  Not surprisingly, the 
investor who rebalances his portfolio at regular intervals may arrive sooner and with more fuel in his tank.  . . . 
Rebalancing a portfolio is crucial to the investor seeking to reduce the volatility in a portfolio and increase cash 
flow simultaneously.  . . . The longer a portfolio is left unbalanced, the more compromised its asset allocation 
may become.  There are two potentially negative repercussions associated with a compromised allocation: being 
overexposed to the downside and underexposed to the upside.  Don’t let this happen to you!” 

I revisit asset allocation today because I think we are approaching a point where rebalancing portfolios may be in order.  To wit, the 
June “closing highs” for the DJIA (INDU/10424.62) and the DJTA (TRAN/4369.71) were 10450.64 and 4467.25, respectively.  
Currently, both averages are approaching those levels.  Either both averages will break out above their June highs (a Dow Theory 
buy-signal), one will break out and the other won’t (an upside non-confirmation), or both will fail to close above their June highs 
(trouble).  Meanwhile, my proprietary intermediate-term trading indicator is still flashing caution, as are the stochastic and 12-
month moving average indicators.  That said, I have been constructive on the stock market since the beginning of July despite the 
parade of negative indicator events registered since the April peak.  My bullishness was driven by the most oversold reading since 
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the “capitulation alert” of October 10, 2008 when 93% of stocks traded on the New York Stock Exchange made new annual lows.  
Regrettably, the extreme oversold condition that existed three weeks ago has now been largely erased.  Accordingly, this week 
shapes up as a pivotal week and I will be watching the action closely. 

While in the short-run the stock market is a beauty contest (picking the “prettiest” stock), over the long-run it is a weighting 
machine.  Plainly, the “weighting machine’s” metric is earnings.  To that point, this earnings season has been pretty good with about 
76% of the S&P 500 companies reporting positive earnings surprises and ~70% showing upside revenue surprises.  Interestingly, of 
the S&P’s 10 macro sectors, Technology’s weekly forward earnings per share are at a record high.  Since the bottoming process 
began (October 2008) I have emphasized technology stocks.  Most recently, I have talked about Microsoft (MSFT/$25.81) and the 
potential for a huge upgrade cycle.  Coincidentally, the invaluable GaveKal organization wrote this last Friday: 

“In a recent ad hoc comment (Is It Still Time to Overweight Tech?), we highlighted that the average PC used in US 
companies is now six years old and has a DRAM memory of 2.5GB – both of which lag US consumer PCs.  Along 
the same lines, it is estimated that 75% of US business PCs still use Windows XP . . . a point that came home to 
roost yesterday with Microsoft's very impressive earnings: thanks to a +21% YoY jump in global PC shipments 
last quarter, Microsoft reported sales of 175mn copies of Windows 7, making this latest flagship product the 
fastest selling operating system ever.  And given that Windows 7 is not even twelve months old yet (the typical 
span of time for CTOs to appreciate a new operating system and decide whether to upgrade their firms' software 
and PCs), there could well be a whole lot more to come.  Thus, Microsoft's numbers, coming hard on the heels of 
similarly strong numbers out of Intel, raise the possibility that we could be witnessing the dawn of a new PC 
cycle.” 

I like tech!  Using my proprietary intermediate-term trading indicator, I screened all of the technology stocks in our Analysts’ Current 
Favorites list and found the following tech stocks to be favorably positioned:  Iridium (IRDM/$10.26/Strong Buy); NII Holdings 
(NIHD/$39.88/Strong Buy); Nuance (NUAN/$16.95/Strong Buy); and PAREXEL (PRXL/$24.29/Strong Buy).  Remember, however, that 
in the short-run the stock market is a beauty contest and what happens this week, as we approach the June reaction highs, should 
determine the near-term price action for most individual stocks. 

The call for this week:  When I entered this business, some 40 years ago, one of my mentors told me to put 20% of my money into 
Treasury Bills, 20% into stocks, 20% into bonds, 20% into precious metals, and 20% into real estate.  Clearly I have not followed that 
advice, although vetting it over a long-cycle shows it has a pretty decent track record.  More to my liking is the attendant asset 
allocation chart, which has nothing to do with ANY of the Raymond James Asset allocation models, but rather how I would structure 
a “businessman’s risk” portfolio.  For international exposure, I would use funds like MFS International Diversification Fund 
(MDIDX/$11.71), which just got the mandate to increase its exposure to emerging markets.  For fixed income, I would use funds like 
Putnam Diversified Income Fund (PDINX/$7.95), which as a side note was included in a report from our Mutual Fund Research 
Department last week.  And for precious metals, I continue to like OCM Gold Fund (OCMGX/$24.21), which is managed by my friend 
Greg Orrell.  And don’t look now, but crude oil ($78.98/bbl. basis September future) traded above its 200-day moving average 
($77.69) last week, which is a step in the right direction for our energy investments. 
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Cash
15%

Fixed Income
15%

Commodities
10%

Alternative 
Investments

10%

Equities
50%

Asset Allocation 

*U.S. preferred over 
non-US fixed income
*Corporates over 
Treasuries

*Precious and base 
metals, soft commodities 
and crude oil

*Included in portfolios for 
diversification purposes

* I prefer  emerging
and frontier markets to  
most developed 
markets

* Within the U.S., I 
prefer large/mid caps 
to small caps; and 
growth over value

*My preferred sectors 
are IT, Energy, Utilities, 
Healthcare,  and 
Consumer Staples

*Low yield, but safe place to 
wait for risk aversion to abate

 

Source:  Jeffrey Saut, Raymond James & Associates. 
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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 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. 
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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. 
 

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. 
 

Rating Distributions 

Out of approximately 803 rated stocks in the Raymond James coverage universe, 55% have Strong Buy or Outperform ratings (Buy), 39% are 
rated Market Perform (Hold) and 6% are rated Underperform (Sell).  Within those rating categories, 21% 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; 13% of the 
Market Perform (Hold) rated companies are or have been clients and 12% of the Underperform (Sell) rated companies are or have been 
clients. 

 

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. 

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 

Iridium 
Communications Inc. 

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

Raymond James & Associates lead-managed a follow-on offering of 16.0 million IRDM shares 
at $10.00 per share in September 2009. 

Microsoft Corp. Raymond James & Associates makes a NASDAQ market in shares of MSFT. 

Nuance 
Communications, Inc. 

Raymond James & Associates makes a NASDAQ market in shares of NUAN. 

Raymond James & Associates co-managed a follow-on offering of NUAN shares in December 
2007. 

PAREXEL Raymond James & Associates makes a NASDAQ market in shares of PRXL. 
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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. 

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 
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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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