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What history shows investors is that once the stock market is up over 40% after a major bear
market, the back of the bear has been broken and a new recovery phase has begun. The tricky
part is that history also shows investors that the period just after the turn is usually quite irrational,
as panicky short covering and trading related to it become the main drivers of the market. The
result is that the stocks with the worst fundamentals outperform those with the best fundamentals.
Just how upside down the market has become since the March bottom can be seen in the charts
below. The first shows how companies paying dividends have dramatically underperformed those
with no dividends. The second shows how companies with earnings have also dramatically
underperformed those with no earnings. This is typical for the early stage of the recovery.
However, market history also shows us that eventually long term investors, focusing on
fundamentals, come back in the market and buy companies with earnings and dividends.

Source: FactSet Research Systems June 2009; StrategasRP
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$5 “Junk Stocks”
Besides the rally in companies with no earnings or dividends, investors are looking at a third
performance anomaly: a rally in the lowest priced stocks, those selling for under $5 a share,
called “junk stocks” on Wall Street. Those companies are usually priced that way for a reason;
they have lousy fundamentals and have typically been beaten down by short sellers. So when the
market finally turns, there is a scramble by short sellers to cover. Short covering and speculative
trading associated with the junk stocks has dramatically increased volatility, making up much of
the market’s volume. A startling result of the phenomenon this year: stocks priced under $5 have
outperformed stocks priced over $50 by 400%.
“Junk Rally” March 9th to August 31st
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Volatile Environment
Even within the discipline of our value strategies, one can see wide divergences in performance
coming from volatility, rather than fundamentals. Of our four major strategies, those that did the
best last year have done the worst so far this year:
Small Cap Global (Hedge Fund)
International High Dividend
Multicap Value
High Dividend

+ 36%
+ 23%
+ 14%
+ 4%

Net Performance as of 09/30/09

Looking at the foregoing results, there is a temptation to give up on the most conservative
and high dividend stocks, but history shows that is probably not a good idea, as can be
seen in the chart below.
This chart (on the following page) looks at bear markets and subsequent rallies going back to the
1970’s. We can see that the highest dividend paying stocks outperformed in recessions and bear
markets. Once the recovery started, these same stocks dramatically underperformed for an
average of six months. However, after that time, the high dividend stocks resumed their
outperformance. It may take longer for these stocks to resume their outperformance this time
because the government has provided life support for many of the worst ”junk” companies.
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S&P 500 Dividend Payers / Non-Payers Ratio Around Bull Market Start Dates

Percent

Recession

Turn

Recovery
Outperform

Under-perform

Outperform

Bull Market Start Date

# of months
Complied using monthly data January 1972 – December 2003
Source: Ned Davis Research, Inc. 2009
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Strategy
Ben Graham, the famous economist, emphasized how markets in the short term are completely
unpredictable. The last few years show how right Graham was. But if investors are disciplined
about price and put money in the market for the long term, which for us is five years, value stocks
are given enough time for earnings and fundamentals to become the main drivers of portfolio
value.
Looking at past history, Investors eventually come back into stocks that produce earnings and
dividends. Why? Because these stocks usually go up over time as they track earnings, and the
chart below shows how corporate earnings gradually work their way higher over time.

$ Bln

United States After-Tax Corporate Profits
1/1/1947 – 12/31/2008

$ Bln

Year

----- National Income Account Corporate Profits with IVA and CCAdj Profits after tax total, USD
- - - Trendline: Exponential
Source: Hays Advisory, June 29, 2009

Cash Still Plentiful
In our last letter, we had a chart showing extremely high levels of cash in savings accounts and
money market funds – about $11 trillion at the market bottom, more than the value of the entire
Wilshire 5000. Cash, of course, is the fuel for future stock purchases. We have updated the
chart, shown below, to measure the effect the rally has had on cash levels. You can see that
there is still a huge amount of money on the sidelines.
What usually happens is that once the low is made, and after the initial volatility, investors
gradually start to realize that the ensuing recovery probably has staying power. Then investors
supplant speculators and slowly come back into the market, focusing on fundamentals.

CASH MOUNTAIN*
(As a % of Wilshire 5000) Index)

*Includes Money Market Funds & Savings Deposits
Source: BCA Research 9/30/09; Bloomberg LLP Dated Monthly

5

Conclusion
Once a bear market ends, there is a period of confusion, uncertainty and volatility as investors
recover from the shock of the downturn. But as we pointed out in our last market letter, the best
returns for long term value investors have come after a time like the one we’ve just had,
when the stock market and corporate earnings both collapsed. We showed how the fiveyear returns after major bear markets in the last fifty years produced the best annualized returns.
This you can see again in the table below:
Recession

Next 5 years

Annualized Return **

1970-1971

1972-1976

+ 17.8 %

1973-1974

1975-1979

+ 34.3%

1980-1981

1982-1986

+ 27.6%

1990

1991-1995

+ 23.2%

2001

2002-2006

+ 16.0 %
Source: S&P 500 as of 12/31/09

** Bottom 20% on a Price/Earnings Basis. On the last page, we have provided all the rolling 5-year

returns for the P/E discipline going back to 1968.

Jim Cullen
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Disclosure: Schafer Cullen Capital Management (SCCM or the “Adviser”) is an independent investment
advisor registered under the Investment Advisers Act of 1940. This information should not be used as the
primary basis for any investment decision nor should it be considered as advice to meet your particular
investment needs. The portfolio securities and sector weights may change at any time at the discretion of
the Adviser. It should not be assumed that any security transactions, holdings or sectors discussed were or
will be profitable, or that future recommendations or decisions will be profitable or equal the investment
performance discussed herein. Investing in equity securities is speculative and involves substantial risk.
Past performance is no guarantee of future results. Market conditions can vary widely over time and
can result in a loss of portfolio value. Individual account performance results will vary and will not match that
of the composite or model. This variance depends on factors such as market conditions at the time of
investment, and / or investment restrictions imposed by a client which may cause an account to either
outperform or underperform the composite or model’s performance. A list of all recommendations made by
SCCM within the immediately preceding period of not less than one year is available upon request.
The strategy depicted in this report has been managed in accordance with the investment objectives of the
strategy as determined by the Adviser. The Adviser has selected benchmarks, which in their opinion closely
resemble the style of the securities held in the composite or model portfolio of the strategy (e.g. large cap
value, small cap value, international, etc.). The securities held in the composite or model are actively
managed while the benchmark index is not. Investors should be aware that the Adviser makes no attempt
to match the portfolio securities, or the security weightings of the benchmark. The composite or model’s
performance will be affected greater by the price movements of individual securities as the composite or
model is more concentrated, meaning less than 100 securities, while a comparative benchmark will
generally have between 500 and 2,500 securities. Individual security price movements will have a lesser
affect. An individual cannot invest directly in an index.
In the case where this report displays model results, please be aware that such results do not represent
actual trading and that results may not reflect the impact that material economic and market factors might
have had on the Adviser's decision-making if the Adviser were actually managing clients' money.
Model and actual results reflect the deduction of advisory fees, brokerage or other commissions, and any
other expenses that a client would have paid or actually paid (Net of Fee performance) and reflect the
reinvestment of dividends and other earnings.
Schafer Cullen Capital Management, Inc. makes no representation that the use of this material can in and of
itself be used to determine which securities to buy or sell, or when to buy or sell them; SCCM makes no
representation, either directly or indirectly, that any graph, chart, formula or other device being offered herein
will assist any person in making their own decisions as to which securities to buy, sell, or when to buy or sell
them.
Past performance is no guarantee of future results. All opinions expressed constitute Schafer Cullen Capital
Management’s judgment as of the date of this report and are subject to change without notice.
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ROLLING 5-YEAR PERFORMANCE:
BOTTOM 20% OF THE S&P 500 BY P/E
Annualized Rates of Return

Period

S&P 500
Bottom 20%
by P/E

Period

S&P 500
Bottom 20%
by P/E

1968-1972

9.7%

1987-1991

10.5%

1969-1973

0.0%

1988-1992

15.4%

1970-1974

1.1%

1989-1993

14.5%

1971-1975

12.4%

1990-1994

10.1%

1972-1976

17.8%

1991-1995

23.2%

1973-1977

17.0%

1992-1996

17.9%

1974-1978

24.7%

1993-1997

22.0%

1975-1979

34.3%

1994-1998

17.8%

1976-1980

24.7%

1995-1999

18.2%

1977-1981

18.2%

1996-2000

13.9%

1978-1982

22.2%

1997-2001

13.3%

1979-1983

24.5%

1998-2002

4.7%

1980-1984

26.1%

1999-2003

12.1%

1981-1985

26.5%

2000-2004

16.0%

1982-1986

27.6%

2001-2005

15.4%

1983-1987

18.9%

2002-2006

16.0%

1984-1988

18.2%

2003-2007

17.3%

1985-1989

16.3%

2004-2008

-2.6%

1986-1990

6.1%
Source: S&P 500/SCCM 12/31/08
Past Performance is no guarantee for future results.
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