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REALITY SUCKS 

We hope you had a restful and meaningful Memorial Day 

weekend. Honoring our veterans and those that gave their 

lives for our freedom is an awesome reminder of the great-

ness of this country. 

 

Unfortunately, under the current Administration, our leader-

ship status around the globe has shrunk to such low levels 

that our closest allies are concerned about whether or not 

we have their back and best interests at heart while the rest 

of the world takes the lead.   

 

Back in the 1980’s and 1990’s, geopolitical events abroad 

had an impact on the markets in the U.S. Today, these 

events—both good and bad barely register and that is dan-

gerous. They serve as lagging indicators only when followed 

by major economic events such as the recent landmark 

$400 billion Russia/China energy deal. A positive for these 

nations is not a positive for the U.S. Moreover, our weak 

policies are bound to have an impact on the future strength 

and duration of bull markets. 

 

For example, a dirty little secret about our domestic bull mar-

kets is that it is often aided by foreign investment dollars. 

When the U.S. is believed to be the number one market in 

which to directly invest, whether public or private, that capital 

sustains us. However, when other markets are afforded 

large investment dollars due to our perceived weak policies, 

bloated bureaucracy and related issues, those dollars flee to 

other markets as we have seen in recent weeks. 

 

Last week, the S&P 500 Index hit the 1900 mark for the first 

time. While it is likely to move incrementally higher, unless 

systemic changes occur, we don’t envision big stock per-

formance will have the legs it once did. 
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KEY STATISTICS 

Index Close 2014 

DJIA    16606    0.1% 

S&P 500 
     1901    2.9% 

NASDAQ 
      4186    .2% 

Russell 

2000 
     1126    -3.3% 

(figures are rounded) 
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Play the Dead Cat Bounce 

 

Last week, we noted that the Russell 2000 Index correction was a positive and sure 

enough small stocks roared back with a vengeance. However, going forward, sustained 

gains may be hard to come by. So what is an investor looking for very short-term, quick 

gains to do? Play the dead cat bounce. 

 

Investopedia.com defines a dead cat bounce as ―a temporary recovery from a prolonged 

decline or bear market, followed by the continuation of the downtrend. A dead cat 

bounce is a small, short-lived recovery in the price of a declining security, such as a 

stock. Frequently, downtrends are interrupted by brief periods of recovery - or small ral-

lies - where prices temporarily rise. This can be a result of traders or investors closing 

out short positions or buying on the assumption that the security has reached a bottom. 

A dead cat bounce is a price pattern that is usually identified in hindsight. Analysts may 

attempt to predict that the recovery will be only temporary by using certain technical and 

fundamental analysis tools.‖  

 

I believe that the everyday investor can identify dead cat bounce opportunities ahead of 

time, rather than only in hindsight, as the definition and description above suggests, by 

recognizing the pattern of the big sell-off.  Once that is identified, the dead at bounce 

period typically occurs on the third trading day following the sell-off. Therefore, by buy-

ing shares in the afternoon on the second day of the sell-off, you can sell into strength 

over the next few days. 

For example, Millennial Media (NASDAQ – MM - $3.96) reported terrible first quarter fi-

nancial results after the close, on May 7th. By the end of the first day of the sell-off, the 

stock closed down 37% to $3.36. On the second day, the stock dropped another 7% in-

traday and closed essentially unchanged. However, within 5 trading days, the stock was 

up 17% from the sell-off close. Therefore, investors seeking a dead cat bounce could 

have turned a tidy profit.  Even short term players could have generated a 10% return in 

3 days. 
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Play the Dead Cat Bounce (cont’d) 

 

The key to the strategy is that in most cases, the bulk of the selling occurs on the day of 

the news, with some stragglers following behind the next day. By buying on Day 2, and 

setting tight stop-loss parameters, downside risk can be minimized.  These stocks tend 

to rise on Day 3 as traders and market makers have completed their sales and for those 

that ended Day 2 short the stock, the short covering and dearth of sellers typically re-

sults in the dead cat bounce for the day. 

One play that I fraught with risk but also could trade the in the same manner as MM is 

Aeropostale (NYSE—ARO—$3.41).  The stock has been a disaster and the Company 

released its quarterly financial results on Friday which is never a good sign since it was 

a holiday weekend. Nonetheless, it looks like a lost ship, was sold off in a huge way on 

massive volume and everyone is negative on management and the Company’s pros-

pects.  Therefore, it could be the perfect dead cat bounce candidate, but not an invest-

ment option.  

I caution that the dead cat bounce does not necessarily work out the same way each 

time and that there is risk involved in utilizing this strategy. Still, in this environment 

where big blow-ups are becoming more and more common,  it is a tactic to strongly con-

sider.    

Have a great week! 
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Launched in May 2010, The Goldman Guide is a free weekly publication of Goldman Small Cap Research and is written by Founder Rob Goldman 

with contributions from the GSCR contributor team. This non-sponsored investment newsletter seeks to provide investors with market, economic, politi-

cal and equity-specific insights via an action-oriented, straight to the point approach.  No companies mentioned in this newsletter are current spon-

sored research clients of the Company or its parent, unless noted, With rare exceptions, all companies or investment ideas mentioned in this publica-

tion are publicly traded stocks listed either on the NYSE or the NASDAQ.  Goldman Small Cap Research members and contributors’ bios, certifica-

tions, and experience can be found on our website: www.goldmanresearch.com . 

Disclaimer 

This newsletter was prepared for informational purposes only. Goldman Small Cap Research, (a division of Two Triangle Consulting Group, LLC) pro-

duces non-sponsored and sponsored (paid) investment research.  Goldman Small Cap Research is not affiliated in any way with Goldman Sachs & 

Co.  

The Firm’s non-sponsored research publications category, Select Research, reflects the Firm’s internally generated stock ideas, along with economic, 

industry and market outlooks. In virtually all cases, stocks mentioned in Select Research offerings are listed on the NYSE or the NASDAQ. Publica-

tions in this category include the weekly newsletter The Goldman Guide,  daily Market Monitor blogs, Special Reports, and premium products such as 

The 30-30 Report.  Goldman Small Cap Research analysts are neither long nor short stocks mentioned in this newsletter. 

 

Opportunity Research reports, updates and Microcap Hot Topics articles reflect sponsored (paid) research but can also include non-sponsored micro 

cap research ideas that typically carry greater risks than those stocks covered in Select Research category. It is important to note that while we may 

track performance separately, we utilize many of the same coverage criteria in determining coverage of all stocks in both research formats. Please 

view the company’s individual disclosures for each engagement, which can be found in company-specific Opportunity Research reports, updates and 

articles.  

Goldman Small Cap Research has not been compensated for any content in this issue.  

All information contained in this newsletter and in our reports were provided by the companies mentioned via news releases, filings, and their websites  

or generated from our own due diligence. Economic, market data and charts are provided by a variety of sources and are cited upon publication. Stock 

performance data is derived from Yahoo! Finance. Our analysts are responsible only to the public, and are paid in advance to eliminate pecuniary 

interests, retain editorial control, and ensure independence.  

The information used and statements of fact made have been obtained from sources considered reliable but we neither guarantee nor represent the 

completeness or accuracy. Goldman Small Cap Research did not make an independent investigation or inquiry as to the accuracy of any information 

provided by the Company, other firms, or other financial news outlets. Goldman Small Cap Research relied solely upon information provided by com-

panies through filings, press releases, presentations, and through its own internal due diligence for accuracy and completeness. Such information and 

the opinions expressed are subject to change without notice. A Goldman Small Cap Research report, update, article, blog, note, or newsletter is not 

intended as an offering, recommendation, or a solicitation of an offer to buy or sell the securities mentioned or discussed. This newsletter does not take 

into account the investment objectives, financial situation, or particular needs of any particular person. This newsletter does not provide all information 

material to an investor’s decision about whether or not to make any investment. Any discussion of risks in this presentation is not a disclosure of all 

risks or a complete discussion of the risks mentioned. Neither Goldman Small Cap Research, nor its parent, is registered as a securities broker-dealer 

or an investment adviser with the FINRA or with any state securities regulatory authority. 

ALL INFORMATION IN THIS REPORT OR NEWSLETTER IS PROVIDED ―AS IS‖ WITHOUT WARRANTIES, EXPRESSED OR IMPLIED, OR REP-
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