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The U.S. Is In Recession

• The economy is in recession.
• Housing has been in recession for three years, subtracting over a 

percentage point from GDP growth in both 2007 and 2008.
• But that was offset by strength in nonresidential construction and the 

closing of the trade gap.
• Weaker overseas growth will mean less benefit from the trade deficit.
• Nonresidential construction is plunging.
• The fiscal 2008 deficit beat the 2004 record; 2009 may triple 2008. 
• The Fed has cut rates sharply. 
• The recession is already the longest since the 1930s.
• We expect it to be the deepest as well. 
• And an even deeper and longer recession is possible if the financial 

markets lock up again, oil prices continue to climb, and home prices 
continue to drop.
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Most Weakness Is In The Bubble Cities

Source: Standard & Poor’s, Census Bureau

(S&P/Case-Shiller Home Price Indexes, March)

Price/income 
ratio (2005)

Decline from 
July 2006

2002-2005 
average

Top 5
(12-month percent 

change)
Charlotte -6.8 4.1 3.8
Dallas -10.4 2.7 3.0
Denver -14.2 2.6 4.5
Seattle -17.2 12.2 7.1
Portland, OR -17.8 13.1 5.0

20-City Average -32.2 14.3 6.3

Bottom 5
Phoenix -53.0 20.6 5.1
Las Vegas -50.3 17.5 6.1
San Francisco -45.9 14.7 12.7
Miami -46.5 19.9 8.6
San Diego -42.0 17.2 14.0

Detroit -42.4 3.1 2.6
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Percent

The Fed Is Still Easing

Source: Federal Reserve; estimates are from S&P 
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All (GDP) Fall Down

Percent change, quarterly rate

Source: Global Insight
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Percent of GDP

Federal Budget Deficits Soar

Source: Bureau of Economic Analysis; estimates are from S&P 
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Oil Prices Have Dropped

($/barrel, WTI and deflated by CPI; household energy purchases as percent of disposable income)

Source: Bureau of Economic Analysis; estimates are from S&P 
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High Unemployment Scares Consumers

Percent

Source: Bureau of Labor Statistics and University of Michigan Survey Research Center; estimates are
from S&P 
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Where We’re Likely Headed: Positives and Negatives

Source: Standard & Poor's Equity Research. Past performance is no guarantee of future results.

Faith Over Fundamentals Re-evaluating World GDP Growth
-- Share prices anticipate improvements

Severity of S&P 500 price Re-Test
Fundamental Recovery Projected

-- Recession end by Q4 2009 Equity Valuations
-- EPS rebound by end of year -- Hard to justify further surge

-- Analysts looking to '10E and '11E
Bear Mkt. Bottom 3/9/09

-- Avg. 46% 12-Mo. Gain Money Supply/Federal Deficit Worries
-- 121% Jump After 1929 Crash -- Higher Treasury Yields
-- Avg. 36% Rise After Re-Tests -- Rising Inflation Worries

-- Drag on housing recovery
Asset Class Rotation 3/9-6/12/09

-- Equities outpaced Bonds Rising Commodity Prices
-- Small Caps lead Large Caps
-- Cyclical sectors beat Defensives Still-High Consumer Debt Levels

Positives Negatives
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Positives: Fourth Quarter 2009 EPS Recovery Expected

Source: Standard & Poor’s Equity Research. Past performance is no guarantee of future results.

NM: Not Meaningful

2010E
S&P 500 Sectors Q1A Q2E Q3E Q4E Year E Year
Consumer Discretionary (85) 37 70 NM 43 74
Consumer Staples (4) 3 (4) 10 1 10
Energy (96) (62) (73) 37 (66) 87
Financials NM NM NM NM NM 85
Health Care 7 3 7 17 8 9
Industrials (40) (42) (29) (15) (32) 9
Information Technology (35) (26) (13) 73 (8) 34
Materials (77) (71) (78) NM (42) 115
Telecom. Services (8) (5) 10 14 2 1
Utilities (9) (5) (4) 13 (2) 10
S&P 500 (39) (16) (5) NM 13 33

2009
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Negatives: S&P 500 Price Declines Typically Follow Initial Bounces

Source: Standard & Poor’s Equity Research. Past performance is no guarantee of future results.
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Negatives: Lofty Valuations

Source: Standard & Poor’s Equity Research. Past performance is no guarantee of future results.

End of Bear Bottom 3 Mos. After 6 Mos. After 12 Mos. After
03/31/38 8.8 15.0 19.7 15.5
04/28/42 7.6 8.5 9.4 10.8
06/13/49 5.6 6.5 7.2 7.0
10/22/57 11.6 11.9 13.2 17.4
06/27/62 15.1 15.9 17.2 18.1
10/07/66 13.2 14.5 16.6 18.2
05/26/70 12.6 15.7 18.0 18.6
10/03/74 7.0 7.7 9.9 10.8
08/12/82 7.6 8.9 11.1 13.3
12/04/87 12.8 13.9 12.6 11.7
10/11/90 13.8 15.5 17.9 21.8
10/09/02 28.2 31.9 28.0 25.8
03/09/09 97.9 ??? ??? ???

Averages 12.6 14.2 14.9 16.5

P/E Ratios 12 Mos. Into New Bull Markets
Trailing 12-Month GAAP ("As Reported") EPS 

"As Reported" P/E Ratios as of
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Positive: S&P % Changes 12-Mos. After Retest of Initial Bull Market Rally

Source: Standard & Poor’s Equity Research. Past performance is no guarantee of future results.
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The Impact of Dividends: S&P 500 and the S&P 500 Dividend Aristocrats

Source: Standard & Poor's Equity Research. Past performance is no guarantee of future results.
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Recommendation: Focus on High Quality, High Yielding Stocks

Source: Standard & Poor's Equity Research. Past performance is no guarantee of future results.

Ticker Price STARS Q. Rank Yield %
Consumer Discretionary GPC $32 5 A 4.9
Consumer Staples MO $16 5 A 7.8
Energy CVX $66 5 A- 3.9
Financial HCBK $13 5 A 4.7
Health Care JNJ $55 4 A+ 3.5
Industrials MMM $57 4 A+ 3.5
Information Technology LLTC $22 5 A 4.0
Materials PPG $42 5 B+ 5.0
Telecommunications Services CTL $32 4 A- 8.9
Utilities OKE $28 5 A- 5.6

Stocks with Highest STARS / Yield / Quality Rank By Sector (6/23/09)

S&P
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S&P Forecasts

• S&P 500:   Re-Test of Bear Market Low Ahead?

• Rebound After Retest:  12-Month Double-Digit Rise Possible.

• Recession End:   Q4 2009 Recovery Expected.

• EPS Freefall Likely to Slow:  Late 2009 Recovery Seen.

• Sector Outlooks:  Gradual Rotation to Cyclical Sectors.

• Reminder: Don’t Forget the Impact of Re-invested Dividends.
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Profit Taking Strikes in June

Source: Standard & Poor’s Index Services, MSCI  (through 6/17/09 in USD)
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EM, Canada, Australia Lead; France, Germany, Switzerland Lag

Source: MSCI  (through 6/17/09 in USD)

COUNTRY/REGION MTD 3Mo. YTD 1 Yr
EAFE -2.2% 22.0% 4.2% -37.0%
FRANCE -5.3% 17.6% -1.3% -39.4%
GERMANY -4.9% 18.4% -5.1% -42.7%
SWITZERLAND -2.8% 13.0% -5.3% -30.3%
UNITED KINGDOM -2.1% 24.4% 9.6% -38.9%
EUROPE -3.8% 20.9% 2.6% -40.4%
AUSTRALIA 0.5% 22.4% 18.3% -38.7%
JAPAN 2.0% 23.3% 1.9% -27.6%
CANADA -7.2% 27.6% 22.1% -39.3%
EMERGING MKTS. -3.1% 31.4% 32.1% -34.5%
CHINA 1.5% 30.6% 32.3% -16.6%
INDIA -2.4% 59.4% 56.8% -20.1%
KOREA -0.7% 25.5% 23.6% -36.1%
TAIWAN -11.5% 19.7% 29.7% -34.5%
EM ASIA -2.2% 30.8% 32.4% -26.8%
BRAZIL -5.8% 36.6% 52.9% -43.5%
MEXICO -3.0% 29.4% 11.3% -38.6%
EM LATIN AMERICA -4.4% 34.0% 40.1% -40.5%
CZECH REPUBLIC 4.3% 28.9% 8.7% -45.0%
POLAND 4.2% 36.4% -6.5% -54.1%
RUSSIA -9.9% 43.2% 50.9% -61.7%
TURKEY -3.5% 40.3% 22.1% -31.4%
EM EUROPE & MIDDLE EAST -5.4% 33.6% 28.5% -52.4%
SOUTH AFRICA -4.3% 23.8% 17.4% -20.0%
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Emerging Asia Seen Leading Muted 2010 Global GDP Recovery

Source: Standard & Poor’s Economics, IHS Global Insight (through 6/24/09)
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Commodity Currency Strength vs. USD Boosts Returns But Weak Yen & Euro 
Dilute the Benefit as Europe ex U.K. & Japan Comprise 1/2 of Int’l Mkt. Cap.

Source: MSCI (through 6/17/09)

Country/Asset Class YTD (USD) YTD (LC ) YTD Currency Impact
Brazil 52.9% 30.9% 22.0%
South Africa 17.4% 3.3% 14.1%
Australia 18.3% 4.7% 13.6%
U.K. 9.6% -3.4% 13.0%
Canada 22.1% 13.0% 9.1%
Emerging Markets 32.1% 27.0% 5.1%
Mexico 11.3% 8.3% 3.0%
EAFE 4.2% 2.1% 2.1%
India 56.8% 54.9% 1.9%
Germany -5.1% -4.8% -0.3%
Japan 1.9% 7.6% -5.7%

All Country World ex U.S. 10.1% 7.1% 3.0%
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Signs of Stability in U.S., U.K. & Europe; Signs of Recovery In China

Source: Bloomberg
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Higher Commodity Prices are a Net Positive For EM Equities …

Source: Standard and Poor’s Index Services (through 6/17/09)

Leveraged to Commodities
(EM Sector Weights)
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… Helping Fuel a Faster EM EPS Recovery

Source: Thomson One Analytics
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… But EM Remains Vulnerable to Weaker Growth in Developed World

Source: Economist Intelligence Unit

0% 5% 10% 15% 20% 25% 30% 35% 40%

South Korea

China

South Africa

Russia

Mexico

India

Turkey

Brazil

Exports as % of GDP, 2008



28.

PROPRIETARY.

Permission to reprint or distribute any content from this presentation requires the written approval of Standard & Poor’s.

Overseas Equities Appear Fully Valued Over the Near Term

Source: Bloomberg, MSCI, S&P Equity Research (through 6/18/09)

Cycle Low Current
Asset Class 2009E P/E 2009E P/E

EAFE 8.7X 15.5X
Canada 9.3X 15.7X
U.K. 7.7X 12.3X
Switzerland 8.2X 12.9X
Germany 8.5X 13.9X
Japan NM 44.1X
Australia 10.6X 14.2X
Em. Mkts. 7.9X 14.5X
China 9.9X 17.6X
India 10.2X 17.0X
Russia 3.5X 8.8X
Brazil 6.5X 13.5X
S&P 500 11.0X 16.5X
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With Global Equity Rally Moderating, Focus on Yield

Source: Bloomberg (through 6/18/09)
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S&P Forecasts

• International equity appreciation is expected to slow through year-end 

– Europe, U.K., Canada & Japan recoveries remain fragile

– Valuations are no longer compelling: EAFE @ 15.5X 2009E EPS

– Focus on yield – Many overseas markets yield 4%-6% 

• Emerging Markets are expected to continue to modestly outperform

– Strongest GDP and EPS momentum thanks to significant 
domestic stimulus and heavy commodity exposure

– BRIC expected to outperform Eastern Europe as latter is hobbled 
by external debt

– Relatively high valuations (14.5X 2009E EPS) suggest alpha 
over developed world are expected to moderate through year-
end
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Market Still Working on a Bull Market 
Reversal Formation

Mark D. Arbeter, CMT
Chief Technical Strategist
Standard & Poor’s

June 30, 2009
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S&P 500 WEEKLY 

2002 2003 2004 2005 2006 2007 2008 2009

700

800

900

1000

1100

1200

1300

1400
1500
1600

17W & 43W EMA
 2002 BEAR MARKET LOW  

S&P 500

40

50

60BULL MARKET

BEAR MARKET

  BULLISH DIVERGENCE, 
 MOMENTUM BREAKOUT  

43-WEEK RSI
Relative Strength Index

Source: Metastock



33.

PROPRIETARY.

Permission to reprint or distribute any content from this presentation requires the written approval of Standard & Poor’s.

S&P 500 DAILY

Source: Metastock
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NASDAQ DAILY
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CONSUMER DISCRETIONARY VS. STAPLES

Source: Metastock
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NASDAQ UP/DOWN VOLUME RATIO
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INVESTOR’S INTELLIGENCE POLL

Source: Metastock
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U.S. DOLLAR INDEX

Source: Metastock
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Glossary
S&P STARS - Since January 1, 1987, Standard & Poor’s Equity Research Services has ranked a universe of common 
stocks based on a given stock’s potential for future performance. Under proprietary STARS (STock Appreciation Ranking 
System), S&P equity analysts rank stocks according to their individual forecast of a stock’s future total return potential 
versus the expected total return of a relevant benchmark (e.g., a regional index (S&P Asia 50 Index, S&P Europe 350 Index 
or S&P 500 Index)), based on a 12-month time horizon. STARS was designed to meet the needs of investors looking to put 
their investment decisions in perspective. 

S&P Quality Rankings (also known as S&P Earnings & Dividend Rankings)- Growth and stability of earnings and 
dividends are deemed key elements in establishing S&P’s earnings and dividend rankings for common stocks, which are 
designed to capsulize the nature of this record in a single symbol. It should be noted, however, that the process also takes 
into consideration certain adjustments and modifications deemed desirable in establishing such rankings. The final score for 
each stock is measured against a scoring matrix determined by analysis of the scores of a large and representative sample 
of stocks. The range of scores in the array of this sample has been aligned with the following ladder of rankings:
A+   Highest B- Lower
A     High C Lowest
A- Above Average D In Reorganization
B+   Average NR Not Ranked
B   Below Average

S&P Issuer Credit Rating - A Standard & Poor’s Issuer Credit Rating is a current opinion of an obligor’s overall financial 
capacity (its creditworthiness) to pay its financial obligations. This opinion focuses on the obligor’s capacity and willingness 
to meet its financial commitments as they come due. It does not apply to any specific financial obligation, as it does not 
take into account the nature of and provisions of the obligation, its standing in bankruptcy or liquidation, statutory 
preferences, or the legality and enforceability of the obligation. In addition, it does not take into account the creditworthiness 
of the guarantors, insurers, or other forms of credit enhancement on the obligation. The Issuer Credit Rating is not a 
recommendation to purchase, sell, or hold a financial obligation issued by an obligor, as it does not comment on market 
price or suitability for a particular investor. Issuer Credit Ratings are based on current information furnished by obligors or 
obtained by Standard & Poor’s from other sources it considers reliable. Standard & Poor’s does not perform an audit in 
connection with any Issuer Credit Rating and may, on occasion, rely on unaudited financial information. Issuer Credit 
Ratings may be changed, suspended, or withdrawn as a result of changes in, or unavailability of, such information, or 
based on other circumstances.
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Glossary
S&P Core Earnings - Standard & Poor's Core Earnings is a uniform methodology for adjusting operating earnings by 
focusing on a company's after-tax earnings generated from its principal businesses. Included in the Standard & Poor's 
definition are employee stock option grant expenses, pension costs, restructuring charges from ongoing operations, write-
downs of depreciable or amortizable operating assets, purchased research and development, M&A related expenses and 
unrealized gains/losses from hedging activities. Excluded from the definition are pension gains, impairment of goodwill 
charges, gains or losses from asset sales, reversal of prior-year charges and provision from litigation or insurance 
settlements. 

S&P 12 Month Target Price – The S&P equity analyst’s projection of the market price a given security will command 12 
months hence, based on a combination of intrinsic, relative, and private market valuation metrics. 

Standard & Poor’s Equity Research Services – Standard & Poor’s Equity Research Services U.S. includes Standard & 
Poor’s Investment Advisory Services LLC; Standard & Poor’s Equity Research Services Europe includes Standard & Poor’s 
LLC- London; Standard & Poor’s Equity Research Services Asia includes Standard & Poor’s LLC’s offices in Hong Kong 
and Singapore, Standard & Poor’s Malaysia Sdn Bhd, and Standard & Poor’s Information Services (Australia) Pty Ltd. 

Abbreviations Used in S&P Equity Research Reports -- CAGR- Compound Annual Growth Rate, CAPEX- Capital 
Expenditures, CY- Calendar Year, DCF- Discounted Cash Flow, EBIT- Earnings Before Interest and Taxes, EBITDA-
Earnings Before Interest, Taxes, Depreciation and Amortization, EPS- Earnings Per Share, EV- Enterprise Value, FCF-
Free Cash Flow, FFO- Funds From Operations, FY- Fiscal Year, P/E- Price/Earnings, PEG Ratio- P/E-to-Growth Ratio, 
PV- Present Value, R&D- Research & Development, ROE- Return on Equity, ROI- Return on Investment, ROIC- Return on 
Invested Capital, ROA- Return on Assets, SG&A- Selling, General & Administrative Expenses, WACC- Weighted Average 
Cost of Capital.

Dividends on American Depository Receipts (ADRs) and American Depository Shares (ADSs) are net of taxes (paid in the 
country of origin).
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Required Disclosures
S&P Global STARS Distribution
As of March 31, 2009, research analysts at Standard & Poor’s Equity Research Services North America recommended 
24.4% of issuers with buy recommendations, 61.0% with hold recommendations and 14.6% with sell recommendations. In 
Europe -- As of March 31, 2009, research analysts at Standard & Poor’s Equity Research Services Europe recommended 
30.2% of issuers with buy recommendations, 42.5% with hold recommendations and 27.3% with sell recommendations. In 
Asia -- As of March 31, 2009, research analysts at Standard & Poor’s Equity Research Services Asia recommended 28.0% 
of issuers with buy recommendations, 51.7% with hold recommendations and 20.3% with sell recommendations. Globally -
- As of March 31, 2009, research analysts at Standard & Poor’s Equity Research Services globally recommended 25.6% of 
issuers with buy recommendations, 57.4% with hold recommendations and 17.0% with sell recommendations.

5-STARS (Strong Buy): Total return is expected to outperform the total return of a relevant benchmark, by a wide margin 
over the coming 12 months, with shares rising in price on an absolute basis. 4-STARS (Buy): Total return is expected to 
outperform the total return of a relevant benchmark over the coming 12 months, with shares rising in price on an absolute 
basis. 3-STARS (Hold): Total return is expected to closely approximate the total return of a relevant benchmark over the 
coming 12 months, with shares generally rising in price on an absolute basis. 2-STARS (Sell): Total return is expected to 
underperform the total return of a relevant benchmark over the coming 12 months, and the share price is not anticipated to 
show a gain. 1-STARS (Strong Sell): Total return is expected to underperform the total return of a relevant benchmark by 
a wide margin over the coming 12 months, with shares falling in price on an absolute basis.

Relevant benchmarks: In North America the relevant benchmark is the S&P 500 Index, in Europe and in Asia, the 
relevant benchmarks are generally the S&P Europe 350 Index and the S&P Asia 50 Index.

For All Regions: All of the views expressed in this research report accurately reflect the research analyst's personal views 
regarding any and all of the subject securities or issuers. No part of analyst compensation was, is, or will be, directly or 
indirectly, related to the specific recommendations or views expressed in this research report. 

Additional information is available upon request.
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Required Disclosures
Other Disclosures

This report has been prepared and issued by Standard & Poor’s and/or one of its affiliates. In the United States, research 
reports are prepared by Standard & Poor’s Investment Advisory Services LLC (“SPIAS”). In the United States, research 
reports are issued by Standard & Poor’s (“S&P”); in the United Kingdom by Standard & Poor’s LLC (“S&P LLC”), which is 
authorized and regulated by the Financial Services Authority; in Hong Kong by Standard & Poor’s LLC, which is regulated by 
the Hong Kong Securities Futures Commission; in Singapore by Standard & Poor’s LLC, which is regulated by the Monetary 
Authority of Singapore; in Malaysia by Standard & Poor’s Malaysia Sdn Bhd (“S&PM”), which is regulated by the Securities 
Commission; in Australia by Standard & Poor’s Information Services (Australia) Pty Ltd (“SPIS”), which is regulated by the 
Australian Securities & Investments Commission; and in Korea by SPIAS, which is also registered in Korea as a cross-
border investment advisory company. The research and analytical services performed by SPIAS, S&P LLC, S&PM, and 
SPIS are each conducted separately from any other analytical activity of Standard & Poor’s.

Standard & Poor's or an affiliate may license certain intellectual property or provide pricing or other services to, or otherwise 
have a financial interest in, certain issuers of securities, including exchange-traded investments whose investment objective 
is to substantially replicate the returns of a proprietary Standard & Poor's index, such as the S&P 500. In cases where 
Standard & Poor's or an affiliate is paid fees that are tied to the amount of assets that are invested in the fund or the volume
of trading activity in the fund, investment in the fund will generally result in Standard & Poor's or an affiliate earning 
compensation in addition to the subscription fees or other compensation for services rendered by Standard & Poor’s. A 
reference to a particular investment or security by Standard & Poor’s and/or one of its affiliates is not a recommendation to 
buy, sell, or hold such investment or security, nor is it considered to be investment advice.

Standard & Poor's and its affiliates provide a wide range of services to, or relating to, many organizations, including issuers 
of securities, investment advisers, broker-dealers, investment banks, other financial institutions and financial intermediaries, 
and accordingly may receive fees or other economic benefits from those organizations, including organizations whose 
securities or services they may recommend, rate, include in model portfolios, evaluate or otherwise address.

For a list of companies mentioned in this report with whom Standard & Poor's and/or one of its affiliates have had business 
relationships within the past year, please go to:

http://www2.standardandpoors.com/portal/site/sp/en/us/page.article/2,5,1,0,1145719622102.html
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Disclaimers
This material is based upon information that we consider to be reliable, but neither S&P nor its affiliates warrant its 
completeness, accuracy or adequacy and it should not be relied upon as such. With respect to reports issued to clients in 
Japan and in the case of inconsistencies between the English and Japanese version of a report, the English version 
prevails. Neither S&P nor its affiliates guarantee the accuracy of the translation. Assumptions, opinions and estimates 
constitute our judgment as of the date of this material and are subject to change without notice. Neither S&P nor its 
affiliates are responsible for any errors or omissions or for results obtained from the use of this information. Past 
performance is not necessarily indicative of future results.

This material is not intended as an offer or solicitation for the purchase or sale of any security or other financial instrument. 
Securities, financial instruments or strategies mentioned herein may not be suitable for all investors. Any opinions 
expressed herein are given in good faith, are subject to change without notice, and are only correct as of the stated date of 
their issue. Prices, values, or income from any securities or investments mentioned in this report may fall against the 
interests of the investor and the investor may get back less than the amount invested. Where an investment is described as 
being likely to yield income, please note that the amount of income that the investor will receive from such an investment 
may fluctuate. Where an investment or security is denominated in a different currency to the investor’s currency of 
reference, changes in rates of exchange may have an adverse effect on the value, price or income of or from that 
investment to the investor. The information contained in this report does not constitute advice on the tax consequences of 
making any particular investment decision. This material is not intended for any specific investor and does not take into 
account your particular investment objectives, financial situations or needs and is not intended as a recommendation of 
particular securities, financial instruments or strategies to you. Before acting on any recommendation in this material, you 
should consider whether it is suitable for your particular circumstances and, if necessary, seek professional advice.
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Disclaimers
For residents of the U.K. – This report is only directed at and should only be relied on by persons outside of the United 
Kingdom or persons who are inside the United Kingdom and who have professional experience in matters relating to 
investments or who are high net worth persons, as defined in Article 19(5) or Article 49(2) (a) to (d) of the Financial 
Services and Markets Act 2000 (Financial Promotion) Order 2005, respectively.

For residents of Singapore – Anything herein that may be construed as a recommendation is intended for general 
circulation and does not take into account the specific investment objectives, financial situation or particular needs of any 
particular person. Advice should be sought from a financial adviser regarding the suitability of an investment, taking into 
account the specific investment objectives, financial situation or particular needs of any person in receipt of the 
recommendation, before the person makes a commitment to purchase the investment product.

For residents of Malaysia – All queries in relation to this report should be referred to Alexander Chia, Desmond Ch’ng, or 
Ching Wah Tam.
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