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•   Total credit market debt, as a percentage of GDP, remains at high levels 

•   Higher debt levels have been associated with slower economic growth and lower employment growth during the past 60 years 

(DAVIS144)  

Quarterly Data 3/31/1947 - 12/31/2011 (Log Scale) 
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•   Government debt levels are high and rising, and are now 119% of U.S. GDP 

•   In 4Q 2011, federal debt increased 13% (annual rate), state and local debt decreased 1%  

Quarterly Data 3/31/1952 - 12/31/2011 

(E0507)   
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(E876L)   

Monthly Data 1/31/2002 - 12/31/2017 

Historical Composite is Average of Peaks of: 

1929 Dow Jones Industrial Average 

1980 Crude Oil 

1990 Nikkei 225 Average 

2000 NASDAQ Composite Index 
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•   Unemployment, especially long-term unemployment, remains a problem 

•   Approximately 41% of the 12.7 million people counted as unemployed have been out of work for six months or longer  

Monthly Data 1/31/1948 - 3/31/2012

(E0107A)  
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( ) 
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•   Since the financial crisis, stocks have responded well to the Fed’s repeated attempts to stimulate 

 demand via quantitative easing 

Source: Strategas Research Partners, LLC 
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•   Typical of secular bear markets, the DJIA ended the 1965 - 1981 period near its starting level but 

 experienced considerable volatility in between 

•   While the price low was reached in 1974, the valuation low didn’t occur until 1981 
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Current Secular Bear Market (S&P 500 Index) 

•   We believe the U.S. stock market is part way through a secular bear period that began in March 2000  

•   Despite its very modest return (S&P 500 annualized total return = 1.36% from 4/1/2000 – 3/31/2012), the market’s 

 P/E ratio has fallen from 43x to 22x 
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•   Relationship between market P/E and the ratio of middle age to older age population in the U.S. 

•   In general, an aging population has corresponded to lower P/E levels 
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•    After-tax profit margins for the S&P 500 recently peaked at an all-time, post-war high 

•    Margins have tended to be mean-reverting over time 
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•   The share of large-cap stocks with improving profit margins continues to retreat from peak levels 
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•   Earnings growth rates tend to be cyclical; earnings growth peaks have generally been associated 

 with more challenging equity markets during the past 30 years  

Monthly Data 12/31/1979 - 3/31/2012 (Log Scale) 

(AA380)   

S&P 500 Index 

S&P 500 Gain/Annum When: 

Expected EPS Gain/ % 

Growth Is: Annum of Time

Above 14.2% -1. 1 16. 5 

* Between 4.2% and 14.2% 7. 3 65. 2 

4.2% and Below 17. 2 18. 4 

Buy/Hold 8. 3 100. 0 

Calculation is median 12-month percent change in rolling one-year forecasted EPS.

Rolling one-year forecasted EPS is a time-weighted average of current fiscal

year's earnings estimates and following fiscal year's earnings estimates. 

Forecasted EPS based on median estimates from Zacks Investment Research.

Source: S&P Index Alert 93
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•   The stock market appears somewhat overvalued on measures such as price-to-book value… 

Monthly Data 1/31/1928 - 3/31/2012 (Log Scale)

(S605)  
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As of June 2003, S&P revised the historical book value numbers from 1992 through 

2001 with the inclusion of intangible assets, which were previously excluded.  S&P has

no plans to release data prior to 1992. NDR has calculated cap-weighted values for the

index using individual stock book value data from 1972 through 1991. Prior to 1972, 

historical S&P Industrial Average Book Value and estimates are used.
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(S629)  

Monthly Data 12/31/1925 - 3/31/2012 (Log Scale) 

Dividends Are NDR Estimates Prior to 1936 

12-Month Dividends 3/31/2012 = $27.36 

Dividends x 1/Norm (3.65) x 100 
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Staying with “Quality”  

-  Investment-grade balance sheets (S&P senior debt ratings) 

• BBB- or better for all 32 companies   

-  Higher dividend yield  

• 2.85% vs. 2.46% for Russell 1000 Value vs. 2.03% for S&P 500 

 

Insisting on “Cheapness” 

-  Weighted average FY2 P/E ratio of 11.5x vs. 13.8x for Value Index 

-  15 stocks with forward P/E ratios of 10x or below 

-  16 stocks with price-to-book ratios below 2.0x 

Focusing on Downside Risk 

-  Seeking stocks with less potential downside exposure   

-  Stressing our bear case analysis during fundamental research 

-  Weighing the trade-off between upside target price and 

 downside risk price 

 

Seeing the Big Picture 

      * Credit Restraint * Higher Interest Rates  

 * Commodities * Monetary Debasement 

Key Themes 

Debt Rating and Valuation

(S&P 500 companies as of 3/31/2012)

13.5
15.5

0

5

10

15

20

Investment Grade Below Investment Grade

S&P Senior Debt Rating

F
Y

2
 P

E
 R

a
ti

o
 

F
Y

2
 P

E
 R

a
ti

o
 

All Portfolio data as of 3/31/2012 

Stock Ranking and Valuation

(S&P 500 companies as of 3/31/2012)

14.2
16.0

0

5

10

15

20

Above Average or Higher Average or Below

S&P Common Stock Ranking



Delaware Investments refers to Delaware Management Holdings, Inc. and its subsidiaries. 

Macquarie Group refers to Macquarie Group Limited and its subsidiaries and affiliates worldwide. 

© 2011 Delaware Distributors, L.P. 

19 

•   The percentage of S&P 500 stocks with dividend yields > the 10-year treasury yield recently hit an all-time high and now stands at 39% 

•   As of 3/31/2012, 21 Delaware LCV portfolio stocks (66%) had dividend yields > the 10-year treasury yield  

S015  

Monthly Data 1/31/1972 - 3/31/2012
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Based on indicated annual dividends 3/31/2012 = 39.1% 
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•   Returns of S&P 500 Index component stocks during the past 40 years based on dividend policy 

Monthly Data 1/31/1972 - 3/31/2012 (Log Scale)

S09   

Source: All data from Ned Davis Research, Inc.30
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Dividend Growers & Initiators ( ) 

Gain Per Annum = 9.6% ($100 Grows To $4031) 

All Dividend-Paying Stocks ( ) 

Gain Per Annum = 8.8% ($100 Grows To $3000) 

Dividend Payers w/No Change in Dividends ( ) 

Gain Per Annum = 7.2% ($100 Grows To $1645) 

Dividend Cutters or Eliminators ( ) 

Gain Per Annum = -0.5% ($100 Grows To $83)

Non Dividend-Paying Stocks ( ) 

Gain Per Annum = 1.7% ($100 Grows To $197)

S&P 500 Geometric Equal-Weighted Total Return Index ( ) 

Gain Per Annum = 7.1% ($100 Grows To $1585) 

Returns based on monthly equal-weighted geometric average of total returns 

of S&P 500 component stocks, with components reconstituted monthly. 

Returns of S&P 500 Stocks by Dividend Policy
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•   Birthrates have generally had a positive correlation with stock prices when the birth cohort hits middle age 

(S01725)  

Standard & Poor's 500 Stock Index 

Adjusted for Inflation

3/31/1955-12/31/2011
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