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“Bear Trap” 
 
StockCharts.com defines a Bear Trap as, “A situation that occurs when stock prices break below a significant level and generate a sell 
signal, but then reverse course and negate the sell signal.” 

While that’s the formal definition, I have often referred to “Bear Traps” as “Undercut Lows.”  The biggest one in recent history 
occurred on October 4, 2011.  Hence, on October 10, 2011, I wrote: 

“An ‘Undercut Low’ is when a much watched level, like the panic low of early August (1101.54 basis the S&P 500), is 
violated on the downside just enough to get everyone really bearish and cause them to sell out their portfolios.  
Subsequently, the indices turn up and rally, ‘locking in’ a low.  And, that was our bet last Tuesday (October 4, 2011) 
when in that morning’s verbal strategy comments we recommended buying the index of your choice on the belief we 
were going to experience an ‘Undercut Low’.” 

I revisit the “Undercut Low” thesis today because it appears that is precisely what happened last Monday afternoon when the S&P 
500 (SPX/1265.35) knifed through its previous reaction low of 1209.47.  That breakdown caused the esteemed Lowry’s Research 
Organization to write: 

“Since the December 7th high, Buying Power has lost 21 points versus a gain of 12 points in Selling Pressure.  The end 
result of this lack of Demand has been a decline that apparently completed a topping pattern with yesterday’s decline 
[12-19-11].  The lack of buying, thus far, suggests lower prices are likely needed to generate enough Demand for 
anything more than a very brief rebound rally.  And, with no areas of identifiable Demand above the November 25th 
low, the most likely near term path for the market is to test that November low [1158.67].  Since 90% Down Days can 
be followed by rebound rallies, a move higher over the next couple of days cannot be ruled out.  But, unless strong 
Demand suddenly reappears – and there seems to be little reason at present to expect this to happen – any rebound 
will likely be short-lived and of interest only to the most nimble traders.” 

To be sure, last Monday’s Dow Downer (-100.13) proved to be just a near 90% Downside Day, meaning that while 90% plus of Total 
Volume traded came in on the downside, only 89.95% of Total Points lost came “in” on the downside for a “miss” of 0.05%.  
Interestingly, as the good folks at Lowry’s noted, last Monday’s near 90% Downside Day was indeed followed by a rally – and a really 
big one (DJIA +337 points).  That surge also turned out to be a 96% session, except this time it was an Upside Day as the string of 100 
plus point days continued.  Amazingly, year to date, there have now been 52 hundred point or greater Upside Days and 49 hundred 
point or more Downside Days.  Such action caused Jim Grant to write, “In the entire history of the S&P 500, there has never been a 
day when all 500 stocks in the index go up or all 500 go down.  There have been 11 days when 490-plus stocks all moved in the same 
direction on a given day.  Of those 11 instances, six have occurred since July 2011.”  Unfortunately, we expect the volatility to 
continue in 2012. 

Speaking to 2012, I remain steadfast in the belief there will be no recession, nor will Euroquake pull us into one.  I also embrace the 
theme that the nation is moving in the direction of energy self-sufficiency and that an American manufacturing renaissance is taking 
place.  Moreover, there appears to be the hint of a housing recovery, as well as a technology revolution.  Combine these beliefs with 
the demographics of a baby boom echo, which should foster a new cadre of investors, and I think the SPX will have a mid- to high-
single-digit return in 2012.  If you layer in a 3-4% dividend yield on top of said return, the allure of equities becomes pretty 
compelling. 

As for themes, technology is at the core of several of our themes.  Indeed, I think we are on the cusp of some substantial 
technological changes that will act as an economic propellant.  Much smarter mobile devices is one such theme.  I also like the idea 
of “Fast Data” as the software industry is commencing a revolution in database and application software.  Similarly, investing in 
automation (read: technology) should also have favorable tailwinds in the new year.  Additionally, there should be a tidal wave of 
mergers and acquisitions (M&A) in the energy space as big oil’s free cash flow spurs M&A activity.  Specifically, we think the MLPs, 
which trade at EBITDA multiples of between 8x and 9x, will acquire E&P “C-corporations” that trade for under 5x EBITDA (read: 
accretive acquisitions).  Then there is health care, where innovators should enjoy pricing power; and while not per se an innovator, 
our analysts’ long standing recommendation on CVS (CVS/$40.99/Outperform) has finally paid off as the shares challenged the all-
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time highs last week.  That caused our heath care team to write, “CVS remains well positioned to benefit from the market disruption 
driven by the Walgreen (WAG/$35.34/Market Perform)/Express Scripts (ESRX/$45.25/Outperform) dispute and the pending 
acquisition of Medco (MHS/$56.10/Market Perform) by Express Scripts.  Selling-season momentum continues with the company 
adding $2 billion in net new business since last quarter’s update bringing the total to $6.8 billion.  CVS’ 2012 EPS guidance of $3.15-
3.25 does not include any benefit from increased foot traffic associated with the Walgreen/Express Scripts dispute, which could add 
$0.08-0.11 per share.” 

In conclusion, I leave with this advice from Jeremy Grantham for 2012: 

“Avoid low quality U.S. stocks, but otherwise have a near normal weighting in global equities.  Tilt, where possible, to 
safety.  Try to avoid duration risk in bonds.  For the long term they are desperately unattractive.  Don’t be too proud 
(or short-term greedy) to have substantial cash reserves.  Admittedly, this is a point where we at GMO try to be clever 
and do a little better than the minus 1% real [return] on cash – and, so far, with decent success.  I like (personally) 
resource in the ground on a 10-year horizon, but I am nibbling very slowly because, as per my Quarterly Letter on 
resources in April 2011, I fear a major short-term decline in commodities based on a combination of less bad weather – 
which has been bad, but indeed less bad – and economic weakness, especially in China.  Prices have declined, often 
substantially, since that letter.  However, I believe chances for further price declines in resources are still better than 
50/50 as China and the world slow down for a while, and the weather becomes a bit more stable.” 

The call for today:  I closed last Monday’s strategy letter by stating, “I think the SPX made its low last week at 1209.47.  I also believe 
the Dollar Index made its high last week because I think Mr. Bernanke wants a lower U.S. dollar.  If those thoughts prove correct, the 
CRB Commodity Index has likely made a double bottom in the charts and crude oil should be headed higher.”  While the 1209.47 
level was violated last Monday afternoon, and because I eat my own cooking that breakdown caused me to raise some more cash, I 
still had a 3%+ gain for accounts in Tuesday’s Dow Delight.  As well, the other insights of higher oil, higher CRB, and lower U.S. dollar 
proved generally correct.  Furthermore, last week’s Dow Wow (+3.61%) lifted the DJIA (INDU/12294.00) substantially above its 200-
day moving average (11938.02).  That surge broke the senior index out above a spread triple-top, bringing into view its next level of 
overhead resistance between 12720 and 12808, which could happen this week since over the past 83 years (since 1928) the last 
week of the year has been “up” 77% of the time. 

P.S. – I am exhausted from my travels and this year’s volatility, so I am giving myself the rest of the week off.  Subsequently, there 
will be no verbal strategy comments for the week . . . 
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FL 33716, (727) 567-1000. Non-U.S. affiliates, which are not FINRA member firms, include the following entities which are responsible for 
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Vancouver, BC V6C 3L2, (604) 659-8200; In Latin America, Raymond James Latin America, Ruta 8, km 17, 500, 91600 Montevideo, 
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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 
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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. 
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contained in this research report. In addition, said analyst has not received compensation from any subject company in the last 
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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 
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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 
providing investment banking services to the company.  The previous rating and price target are no longer in effect for this security and should 
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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. 
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)  Expected to appreciate, produce a total return of at least 15%, and outperform the Stoxx 600 over the next 6 to 12 months. 
Outperform (2)  Expected to appreciate and outperform the Stoxx 600 over the next 12 months. 
Market Perform (3)  Expected to perform generally in line with the Stoxx 600 over the next 12 months. 
Underperform (4)  Expected to underperform the Stoxx 600 or its sector over the next 6 to 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 RJ LatAm RJA RJL RJ LatAm 

Strong Buy and Outperform (Buy) 59% 71% 44% 16% 47% 20% 

Market Perform (Hold) 36% 28% 49% 7% 26% 3% 

Underperform (Sell) 6% 1% 7% 14% 0% 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. 
 
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 
CVS Caremark 
Corporation 

Raymond James & Associates received non-investment banking securities-related 
compensation from CVS within the past 12 months. 
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Company Name Disclosure 
Express Scripts Raymond James & Associates makes a NASDAQ market in shares of ESRX. 

 

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, 
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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. 
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For clients of Raymond James & Associates (RJA) and Raymond James Financial International, Ltd. (RJFI): This report is for distribution 
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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 
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