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Macro Economic Picture 
•The Global Economy is Emerging from one of the more 
severe economic downturns on record

•As severe as the “Great Recession” is/has been, the recovery 
is beginning to take on the profile of most if not all modern era 
economic recoveries

• Equity Market has bottomed and recovered 50% of 
losses

• Pace of job loss has slowed

• Leading Economic Indicators are pointing up

• ISM/PMI (Purchasing Managers Index) signaling 
expansion (strong correlation with GDP growth and S&P 
returns) 

• Yield Curve has steepened



Macro Economic Picture 
Equities Led the Way



Macro Economic Picture 
The Pace of Job Loss has Slowed – But still, $7.2MM Jobs are Gone



Macro Economic Picture



Macro Economic Picture
Index of Leading Indicators Increasingly Positive (10)

POSITIVES

•Interest Rate 
Spread

•Money Supply

•Stock Market 
Performance

•Average weekly 
initial claims

•Average weekly 
manufacturing 
hours

•Building 
Permits

NEGATIVES

•Vendor 
Performance

•Consumer 
Expectations

•Manufacturer’s  
New Orders for 
non Defense Cap 
Goods

NEUTRAL

•Manufacturers 
New Orders for 
Consumer 
Goods



Macro Economic Picture
Purchasing Manager’s Index is at the Highest Level Since April 2006 – 

Correlates with 4.6% GDP Growth



Macro Economic Picture
The Inverted Yield Curve Projected Job Loss/Unemployment in ’07/’08; 

Its Steepening should Correlate with and Improving Employment 

Picture



Macro Economic Picture
The Yield Curve Tells the Story

Jan. 1, 2007 Yield Curve
(Inverted)

Jan. 4, 2010 
Yield Curve
Steepening



Macro Economic Picture
The Yield Curve Tells the Story (Internationally as well)

UK GOVERNMENT YIELD CURVE

EURO BENCHMARK YIELD CURVE JAPAN GOVERNMENT YIELD CURVE



Macro Economic Picture
What Could be Different – A More Explosive Recovery than Expected?

• Globalization/China Wildcard

• Unprecedented Global Synchronized Rate Cuts’s Impact Not Felt

• More robust improvement in employment than expected (i.e.the 
recovery isn’t “jobless”)

• Consumption, a key component of GDP, is more robust than 
expected (a strong possibility given leading indicators of job growth 
and consumer spending – pent up demand/savings rate?)



Macro Economic Picture 
Unprecedented Monetary Stimulus –lag effect



Macro Economic Picture
China Could Add “Rocket Fuel” to a Strong Global Recovery

Other Emerging Economies’ Growth is Highly Correlated with China’s

Companies within the 
S&P 500 now derive 
50% of sales from 
overseas; Just 8 years 
ago it was 30%



Macro Economic Picture

Leading indicators Suggest Improvements in Employment are Coming



Macro Economic Picture
GDP Projections are Improved Dramatically in the Back Half of 2009

Now Consensus for 2010 
GDP is 2.4%!



Macro Economic Picture
What Might Cause a “Double Dip” or Worse than Expected Recovery

• We DO have a jobless recovery (contrary to previous analysis)

• Consumers continue to SAVE and don’t renew consumption patterns

• Commercial Real Estate Issues Lead to another Banking Crisis

• Withdrawal of Widespread Government Stimulus Shocks the 
Economy



Macro Economic Picture
The Profile of the Recovery May Look Different than 

the more recent 1991 and 2002 Recessions 



Macro Economic Picture
Will Consumption be Blunted?
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Macro Economic Picture
Will Consumption be Blunted?
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Macro Economic Picture
Will Consumption be Blunted?



Macro Economic Picture
Many Expect Commercial Real Estate to Pose Major Headwinds

Source: Federal Reserve via Bloomberg, quarterly series, 
data through 3Q09

Source: MIT’s Center for Real Estate, quarterly series, data through  
3Q09
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Macro Economic Picture
Can the Economy Gain Traction without the Government “SMACK”



Macro Economic Picture
Can the Economy Gain Traction without the Government “SMACK”



Macro Economic Picture
Can the Economy Gain Traction without the Government “SMACK”

(more coming)



The Equity Markets: Where we Stand



What Worked in 2009?
Sector and Asset Class Performance; a Return to Risk

2009 TOTAL RETURNS BY ASSET CLASS - %
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Performance Since the Peak?
Since the Peak “Risk” Has Underperformed

TOTAL RETURNS BY ASSET CLASS SINCE 12/31/2007 - %
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What Worked in 2009?
Lower Quality, Beaten Down Equities Led the Way 
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What Worked in 2009?
Low Quality, Beaten Down Equities Led the Way 

•50 Best S&P 500 Performers from 2008 gained just 9% in 2009

•50 Worst S&P 500 Performers from 2008 doubled in 2009

•50 Biggest Holdings in the S&P 500 rallied 22% in 2009

•50 Smallest Holdings in the S&P 500 rallied 113%

•Highest Dividend Yielding Equities Rallied 36%

•Lowest Dividend Yielding Equities Rallied 71%

•Most Heavily Shorted Stocks Rose 60%

•Least Shorted Stocks Rose 20%

•Companies with the Most Foreign Revenue Rallied 71% (weak 
dollar)

*source: Bespooke Investment Group



The Lost Decade for Equities



The Lost Decade for Equities

•We have never had a ten year span with such poor equity returns
•Negative 9.9% for the S&P in aggregate from 01/01/09-12/31/09
•Best decade ever was the 1950s – 487% total return

•The only asset classes that showed positive returns were bonds, small 
cap stocks and emerging markets

•This is a tough pill to swallow after investors grew accustomed to 
10%+ equity returns through the 1980s and 1990s

•It is important to remember that we began this decade with a 
multiple (Price-to-Earnings ratio) of 28x on the S&P 500 – it has been 
a long decade of multiple compression (we’re now below 20x earnings, 
depending on how you choose to define your Price-to-Earnings ratio)



The Lost Decade for Equities
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Looking Ahead to 2010
The Large Gains are Behind Us

•As is often the case, the most robust gains for equities happen within 
the first few months of a Market bottom



Looking Ahead to 2010
The Large Gains are Behind Us

•Expect to see the shift from Early Cyclical, highly economically 
sensitive sectors (that have already priced in recovery) to steady 
growth, less economically sensitive sectors (Health Care, Utilities, 
Consumer Staples)

•Although equity returns may not be robust, they offer compelling 
risk-reward vs. cash or bonds where yields are ridiculously “skinny”

•Focus on free cash flow and dividend yield, strategies that lagged in 
2009 and stand to outperform in 2010



Companies have also “De-Leveraged”

$607
$623 $616

$655
$665

$648$648

$610$603

$702

$520

$560

$600

$640

$680

$720

3/3
0/0

7

6/3
0/0

7

9/2
8/0

7

12
/31

/07

3/3
1/0

8

6/3
0/0

8

9/3
0/0

8

12
/31

/08

3/3
1/0

9

6/3
02

00
9^

Source: Standard & Poor’s; data shows total cash and cash equivalent 
levels for non-financial companies listed in the S&P 500 Index 
^ Second-quarter 2009 data (6/30/09) is preliminary

S&P 500 Non-Financial Cash & 
Equivalents (in $ Billions)



Heavy Cost Cutting Should Improve Operating Leverage
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Improving Earnings Picture in 2010



Improving Earnings Picture in 2010
Price Action Still Follows Earnings – Often Neglected

EARNINGS & THE S&P 500
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Improving Earnings Picture in 2010
Price Action Still Follows Earnings – Often Neglected

2006 2007 2008 2009 2010

Q1 20.75 22.39 16.62 10.11 16.53e

Q2 21.95 24.06 17.02 13.81 18.40e

Q3 23.03 20.87 15.96 15.78 19.72e

Q4 21.99 15.22 -0.09 16.21e 20.62e

Year 87.72 82.54 49.51 55.91e 75.27e

-6% -40% 13% 35%

S&P 500 EPS

% YOY



Dividends Still Matter
And they are Particularly Compelling when Bonds and 

Cash Yield Record Low Returns
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Time Period Trough

Annualized 
Dividend 
Growth

Annualized 
Earnings 
Growth

1976-1981 (1975) 8.56% 7.65%

1982-1990 (1991) 6.63% 5.16%

1992-2000 (1991) 3.08% 12.42%

2002-2007 (2001) 3.36% 7.12%

1973-2008 5.20% 5.98%



Dividends Still Matter
Dividend Growers have had the Best Returns over the Past 15 Years

Dividend Payers, Growers, and Cutters vs. The S&P 500

Market weighted total return indexes.  January 1994=$1,000
Source: RBC Capital Markets Quantitative Research
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Many are still Underweight High Quality Equities



Many are still Underweight High Quality Equities
Most Mutual Fund Flows Have Been Chasing Bonds



The Bottom Line
•The Economy is at a key Turning Point where Strong GDP 
Growth may Be on the Horizon

•There are Several Key Issues that Could derail GDP Growth and 
Cause a Double Dip Recession

•Equities have just Completed the most dismal Decade Ever

•US Corporations are Lean and have Eliminated a Ton of Debt

•Focus on Debt Free Companies with High Cash Flow 



Questions?
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