
 Investment Strategy
 

Please read domestic and foreign disclosure/risk information beginning on page 3 and Analyst Certification on page 3. 
 

© 2010 Raymond James & Associates, Inc., member New York Stock Exchange/SIPC. All rights reserved. 

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

Jeffrey D. Saut, (727) 567-2644, Jeffrey.Saut@RaymondJames.com April 26, 2010
Investment Strategy __________________________________________________________________________________________  
 
"We Are For `Flation" 

 
Herb Stein was Chairman of President Nixon’s Council of Economic Advisors between 1972 and 1974.  It was a depressing time with 
inflation rising and an attendant ascent in interest rates.  Given his position, Dr. Stein was at the center of the economic maelstrom 
and consequently had to repeatedly respond to the inflation questions from a persistent press.  After months of such questioning, a 
frustrated Herb Stein, when asked by a reporter to explain why inflation was getting so high, put on a straight face and said, "If you 
take out all the things in the Consumer Price Index that have gone up, the index would actually go down.”  At another press 
conference, when he got irked with relentless questions on the same topic, Herb announced, "The Nixon Administration is against 
inflation, and it is against deflation, we are for ’flation." 

I recalled Herb Stein’s bon mots while attending John Mauldin’s conference over the weekend where the topic du jour was deflation.  
Indeed, the preponderance of speakers believe that the bursting of the generational “debt cycle” has to be followed by a 
deflationary spiral.  In fact, other than myself, there was only one other speaker who thinks the seeds of inflation have been planted.  
The first such deflationist-speaker was Dr. Lacy Hunt. 

Dr. Hunt began by stating that the current conventional beliefs are: monetary/fiscal policy is wildly stimulative and therefore 
inflationary; our debt problems are behind us; and the current account deficit is going to explode with a concurrent dollar dive 
combined with higher interest rates.  Lacy went on to suggest that all of those beliefs are false.  Certainly the Federal Reserve has 
been expanding its balance sheet, but the velocity of money (the frequency with which a unit of money is spent in a particular 
period of time) has been cut in half.  Consequently, M2 money supply is growing at its slowest rate in decades, which is not sufficient 
to promote sustained GDP growth (according to Lacy Hunt).  Speaking to fiscal policy, Lacy stated that the government spending 
multiplier is less than 1 and the tax multiplier is actually negative.  This means if taxes go up by $1 it takes more than dollar’s worth 
of spending out of the economy.  Lacy concluded that if over indebtedness is the problem, how can taking on more debt be the 
cure?  He believes the risk premiums are, and have been, insufficient to buy stocks and therefore bonds are his preferred 
investment. 

Refuting Dr. Hunt was Paulson & Company’s Claudio Macchetto, who is bullish on stocks, thinking we are in a sustained economic 
recovery that might even be V-shaped.  While he put the odds of a double-dip recession at only 5%, he did suggest that sovereign 
debt defaults are a real risk.  He continued by noting the government is “printing” its way out of the problem (money creation).  He 
thinks this will foster an inflationary environment accompanied by an increase in the velocity of money.  One interesting point 
Claudio made was that last quarter banks loosened their lending standards for the first time in 10 quarters. 

 Next was the always entertaining, and brilliant, David Rosenberg, who began talking about heightened volatility.  Still, over the 
longer-term, David thinks the equity markets are not going anywhere.  His reasoning is that because everything is priced off of 
nominal GDP, stocks will go nowhere since GDP growth is going to be very low.  To be sure, we have an economic recovery largely 
due to the government’s simulation packages; however, it is temporary and the weakest ever (according to David).  Like me, he 
thinks there is an asset “mix shift” toward income by the retiring baby boomers.  He recommended protecting portfolios from his 
envisioned deflationary outcome by making certain portfolios throw off “income.”  Rosie concluded by stating, “The day of 
reckoning is coming.” 

Like most of the speakers, Dr. Gary Shilling thinks deflation is the correct “call.”  While his case rests on many “footings,” his major 
tenant is that the nation’s 25-year borrowing and spending binge is over as the retiring boomers focus on income.  Gary stated that 
every half of a percent rise in the savings rate takes 1% away from GDP growth.  Accordingly, he thinks we are in for a low growth 
environment combined with a whiff of deflation.  For such an environment he likes investing in treasury bonds, consumer staples 
and food, small luxuries, the U.S. dollar, investment advisors and financial planners, factory built housing and retail apartments, 
healthcare, productivity enhancers, and North American energy companies. 

Plainly, the debate of the conference was deflation versus inflation with most participants coming down on the side of deflation.  Yet 
as an investor, how do you position your portfolio to benefit from either outcome?  That question was answered by John Mauldin’s 
partner Jon Sundt (CEO of Altegris).  He began by talking about his surfing trips to Indonesia, where the trick is to bring the right 
surfboards for conditions.  Typically Jon brings a big wave board and a small wave board.  However, with them he always takes three 
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“all weather” boards.  Expanding on that analogy, he proceeded to discuss why historically equal amounts of money placed into 
three select “investment buckets” has had the best record of successfully navigating all market environments.  Those “buckets” are a 
long/short equity sleeve, a global macro sleeve, and a managed futures sleeve.  Jon suggested that an equal dollar investment in 
each of these vehicles should position portfolios for the best risk-adjusted performance under either outcome (inflation or 
deflation), and I agree. 

While he wasn’t one of the economic or stock market speakers, George Friedman (CEO of STRATFOR) gave a geopolitical 
presentation that “rocked!”  He noted that our government’s central thesis, until 1991, was to prevent a single power from 
dominating Eurasia.  With the “fall” of the Berlin Wall that Russian-centric policy changed as we fought a number of mini-wars until 
September 11, 2001.  Following 9/11, the new policy has been to prevent any more terrorist attacks.  George stated that this new 
central policy was/is unattainable and has focused all of our resources into one region.  That, in turn, gave Vladimir Putin the 
opportunity to flex Russia’s muscles in the “Georgias” of the region.  He went on to opine that our government made the strategic 
mistake of thinking the Iraqi invasion would bring about an America-friendly Iraqi government.  Now we face the disturbing question 
– “should I stay or should I go?!” 

If the U.S. doesn’t leave, we won’t have the resources necessary to contain the “Russia” of the world.  The quid pro quo is that if we 
leave Iraq, the Saudi oil fields become vulnerable.  Indeed, ex-U.S., there is nobody in the region capable of “balancing” Iran.  
Meanwhile, Iran is conducting military exercises in the Strait of Hormuz, demonstrating its ability to close those straits if Iran is 
bombed.  George surmised that if you can’t stay, leave, or bomb, you cut a deal.  He concluded by suggesting negotiations are 
currently ongoing.  If those negotiations are successful, tensions could ease.  If they break down, “things” could get real ugly real 
fast. 

As for me, I think we have already seen much of the deflationary fallout, although I must admit some things are indeed deflating 
while others are inflating (read: The New Abnormal).  Nevertheless, I think the “seeds” for inflation have been planted.  When that 
inflation shows up, and how strong it will be, is anyone’s guess; but for centuries anytime you created excess money, and piled on 
debt, the outcome has been inflation.  Moreover, the spread between Fed Funds and GDP has been this wide only a few times; on 
every occasion inflation has followed.  Accordingly, I am betting on ‘flation. 

The call for this week:  Much of the no growth/low growth deflationists’ argument rests on a sated consumer who is not spending, 
but rather saving.  I think we have already seen the spending cutback because one should never underestimate the ability of U.S. 
consumers to spend money even if they don’t have it!  Moreover, U.S. consumers are currently saving about a half trillion dollars a 
year.  At that rate they can match income and spending.  And as Milton Ezrati observes, “If incomes rise by 1 – 2% consumers can 
raise spending by 1 – 2% and continue to pay down debt by $500 billion a year.  This amounts to about 4% of outstanding liabilities, 
so what consumers are doing is adjusting their balance sheets by 4% a year.  That’s not great, but it’s not bad either.”  As for 
inflation, ISI’s temporary employment company survey of wage pressure has increased from 24.2 to 32.4, apartment rents are rising, 
import prices are up nearly 6% (annualized return), commodity prices have surged an eye-popping ~77% from their lows (MSCI), 
steel prices are scheduled to increase by a third, my son’s university tuition is going up, inflation is accelerating sharply in the 
emerging markets, and the list goes on.  Speaking to the stock market, again I have been too soon’ly cautious, which is tantamount 
to being wrong.  That said, investment accounts should still be pretty fully engaged, while my best idea for trading accounts is to bet 
on a pick-up in volatility. 

P.S. – This week I am at the RJFS National Conference in Nashville, so these will be only comments of the 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 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. 

 

Raymond James Ltd. (Canada) definitions   
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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 792 rated stocks in the Raymond James coverage universe, 51% have Strong Buy or Outperform ratings (Buy), 42% are 
rated Market Perform (Hold) and 7% are rated Underperform (Sell).  Within those rating categories, 24% 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 10% 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. 

 

Stock Charts, Target Prices, and Valuation Methodologies 
 

 

Risk Factors 
. 
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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 

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. 
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