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to +2.72% for T-bills and 
+6.26% for Treasury bonds.  
As convincing as the ten year 
comparison may be, it proba-
bly tells us more about the 
relative pricing of the two 
asset classes in 2000 than 
whether we are entering a 
new era.  On this matter, a 
longer-term comparison may 
illustrate our point.  For ex-
ample if we look at returns 
dating back over the past 80 
years we find that stocks have 
annualized 9.3% compared to 
3.7% for T-bills and 4.9% for 
Treasury bonds.   As we can 
see in the table below, these 
differences in return are far 
from trivial as we shift from 
annualized returns to the ac-
tual amounts of wealth cre-
ated.  In sum, for any bond 
cult recruits hooked on the 
idea that fixed income out-
performs equities over the 
long run, the data suggests 
stepping away from this tub 
of koolaid.  For that matter 
comparing bond returns with 
the loss of purchasing power 
described by the bottom row 
of data only strengthens the 
case for equities further. 

Equity investors the world 
over recently received writ-
ten notification from a few 
outspoken parties that they 
are now deceased.  The act 
of  reading one’s own obitu-
ary is uncommon, to say the 
least, and as a reply we can 
only echo Mark Twain’s 
famous response to reading 
of his own passing, ―the re-
ports of my death are greatly 
exaggerated.‖ 

In case you missed it, in 
early September the global 
strategists from Citigroup 
informed the market that 
equity investors are mem-
bers of a cult started in the 
1950s that has recently died, 
proclaiming ―the cult of eq-
uity is dead.‖ 

Based on observation these 
types of  authoritative edicts 
on investment styles, inves-
tors, or specific asset classes 
are usually more promising 
for the  group that is out of 
favor.  Nearly all contrarians 
will recall the poster child of 
this behavior through the 
infamous ―Death of Equities‖ 
article printed by Busi-
nessweek in 1979, and its 
inconvenient nudge to a 
magnificent twenty year bull 
market that followed in 
stocks.  Clearly, the 1979 
Death of  Equities piece 
would have been more use-

ful to investors had it been 
written in 1969, or just 
prior to the 1970s and its 
lost decade for stock re-
turns.  Likewise, we suspect 
that the equity cult rhetoric, 
as well as a recently pub-
lished oddball reprisal of the 
Death of Equities piece by 
Businessinsider.com titled 
―10 Reasons the Death of 
Equities is Real this Time‖ 
are more helpful as con-
trarian indicators.  The cen-
tral component of these 
periodically pessimistic 
manifestos on the equity 
market is that they are gen-
erally used to deride stock 
investing and promote a 
new era of investing, and in 
this case it is the ―cult of the 
bond.‖ 

To be sure, the cult of the 
bond is popular and gather-
ing new members at an 
alarming rate.  The cause 
for the rising number of 
converts to the bond cult is 
simple to understand, since 
quite simply bonds have 
outperformed stocks during 
the past ten years.  This ten 
year result goes a long way 
towards gathering an audi-
ence of would be members.  
To bring it into perspective, 
during the past decade the 
S&P 500 annualized a re-
turn of (–0.96%) compared 
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Despite these long-term dif-
ferences in return, investors 
have grown rabid for bonds.  
Simply put, the last time in-
vestors chased an asset with 
so much enthusiasm 
(well..besides real estate) was 
during the late 1990s in the 
run up to the dotcom bubble 
insanity.  Some evidence of 
the bond cult’s growing ranks 
can be seen in a comparison 
of net mutual fund flows be-
tween stock and bond funds 
(equity  flows minus bond 
flows).   

As the chart suggests, we 
have witnessed a decade long 
drive—minus a pause from 
2003-2006—of investors 
into fixed income funds at the 

heels of long, sustained price 
performance and the clear evi-
dence of herding behavior co-
inciding with this return per-
formance  begs the ultimate 
question, is this a bubble?  It 
seems likely.  Putting seman-
tics aside, do bonds seem risky 
at current prices?  Yes.  This is 
because what grabs our atten-
tion more than any of the pre-
viously described mania hall-
marks up to this point are the 
remarkably high prices that 
bond investors are joyfully 
accepting.  In fact, our string 
of coincidences between the 
current bond mania and the 
tech stock mania of  the late 
1990s and 2000 logically pro-
ceeds right into a discussion 
comparing the valuations of 

these two financial elations.  
For starters,  drawing compari-
sons between the  relative 
valuations of stocks and bonds 
is simple thanks to the use of 
an earnings yield, which is sim-
ply described as the associated 
yield of the EPS ―coupon‖ and 
easily derived through the re-
ciprocal of the P/E.  As such, 
when we examine the relative 
valuation of stocks in the S&P 
500  to the ten year Treasury 
bond by comparing the earn-
ings yield to the yield of the 

bond’s coupon, it is easy to 
see that bonds have not been 
this expensive relative to 
stocks since the 1970s.  Ironi-
cally, the nearest statistical 
comparison came during 
1979 when the spread wid-
ened to 440 basis points, ver-
sus today’s 470 bps.  This 
previous spread witnessed in 
1979 occurred around the 
same time as the infamous 
―Death of Equities‖ article 
from Businessweek we men-
tioned earlier.  The clear puz-
zle here (that somehow 
emerges during all previous 
manias too) is that just as 
valuations become extreme 
there are fresh, confident calls 
of an ―era‖ change.  The calls 
for an era change may relate 
to the reconciliation of cogni-
tive dissonance that occurs as 
one commits to an invest-
ment, but then must also ex-
plain (at least internally) evi-
dence to the contrary, i.e. 
Bonds have vastly underper-
formed  stocks in the eighty 
years leading up to this point 
in time.  This phenomenon 
likely reveals the presence of 
―confirmation bias‖ to combat 

THE POINT OF MAXIMUM OPTIMISM APPROACHES IN THE BOND MARKET 

expense of equity funds.  Tak-
ing a closer look based on 
data compiled by the Invest-
ment Company Institute, 
bond flows during the past 
two years through June 2010 
have totalled $480 billion, 
which closely resembles the 
$497 billion that poured into 
equity funds during 1999 and 
2000 as the dotcom mania 
approached its crescendo.  
Putting all of this together, 
beginning with the calls of a 
new era for investing on the 

cognitive dissonance, or  fil-
tering out contrary informa-
tion like long-term return 
comparisons, the Fed’s insis-
tence on creating higher infla-
tion through quantitative eas-
ing, or unprecedented budget 
deficits.  All of this pro-
inflation data contradicts a 
prolonging of the bond bull 
market, but calling for an era 
change can override contrary 
data, suggesting it does not 
matter, or as is usually heard 
in mania, ―this time is differ-
ent.‖  This staple of human 
behavior has been around for 
a long, long time, just as 
Dante told us over 700 years 
ago, ‖Opinion - hasty - often 
can incline to the wrong side, 
and then affection for one’s 
own opinion, binds, confines 
the mind.‖   

With that said, what exactly is 
it that is confining bond inves-
tors to this asset class as 
valuations become increas-
ingly risky?  There are a few 
possible answers.  

First and foremost, bond in-
vestors are fleeing equities.  
This is basically an indictment 

Source:  Bloomberg 
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of equity returns over the past ten 
years and the consequence is a large-
scale manifestation of loss aversion in 
the securities market.  Two 50% 
crashes in ten year’s time will leave a 
lasting impression. Especially when 
combined with the demographics of 
the US market where aging baby 
boomers are focusing with laser beam 
precision on the safety of their retire-
ment nest eggs.   

With that in mind, risk aversion and 
the avoidance of nominal losses 
through bond returns has supplied a 
fascinating instance of ―prospect the-
ory‖ to be seen in plain view across the 
financial markets.   

Prospect theory is the pivotal observa-
tion by the psychologists Daniel Kah-
neman and Amos Tversky in 1979 that 
people, and investors in particular, do 
not seek to maximize their utility ac-
cording to the  concept of ―homo 
economicus,‖ otherwise known as the 
man dreamed up by academics and 
economists to inhabit their economic 
models. Homo economicus always 
behaves rationally and maximizes his 
utility through careful decisions in the 
market.  What Kahnenman and 
Tverksy’s work suggests is that humans 
behave nothing like homo economics 
and in fact display irrational prefer-
ences, that come to dominate their 
financial decision making process.  
They labelled their observed behavior 
set that contradicts homo economicus, 
prospect theory. One of prospect the-
ory’s findings is that people are far 
more heavily motivated by avoiding a 
loss versus making a gain.  Put another 
way, studies have shown that the ma-
jority of people overweight outcomes 
that produce certainty and therefore 
show preference for decisions that cre-
ate certainty, at the expense of maxi-
mizing their utility (or purely rational 
decision making).  Basically, people 
and the financial market they comprise 
do not routinely behave in the rational 

manner economists hypothesize.  One 
simple example from Kahneman and 
Tverksy’s study (in a questionnaire of-
fered to  students at several universities) 
was posed simply like this:  

Option A: 80% chance for $4,000 or 
Option B: a sure $3,000.   

Homo economicus would take the ra-
tional approach and calculate the ex-
pected value of option A to be $4,000 * 
0.8 = $3,200 and then compare that to 
B’s $3,000, and choose option A; the 
rational decision based on probability. 
80% of the respondents however tell us 
that B is their choice. In other words the 
fear of losing far outweighs any utility 
gained by the extra income gained 
through risk taking, even when assigned 
a notably high probability of 80%. 

This same preference for certainty and 
fear of loss can be found thriving in to-
day’s Treasury market.  Ironically, in-
vestors are weighing their decisions 
between Treasury bonds and high divi-
dend paying equities in a nearly identical 
fashion to professor Kahneman’s and 
Tversky’s students.  Take for instance 
the 10 year Treasury yield of 2.55% 
where this prospective yield is remarka-
bly in-line with the current  dividend 
yield on the Dow Jones Industrial aver-
age of 2.52%.  With the ten year Treas-
ury, the investor receives 2.55% cou-
pons, and with the Dow, the investor 
receives 2.52% dividend payments, plus 
the potential upside from capital gains.  
Just as the discernible trend in mutual 
fund flows toward bond funds suggested 
on page 2, investors are increasingly 
choosing the ―sure‖ return of 2.55% in 
the ten year treasury over the 2.52% 
coupon on the Dow’s assortment of 
stocks.  To  be sure, there is additional 
evidence of this behavior from other 
sources.  A recent survey of advisors at 
TD Ameritrade revealed that their allo-
cations to bond holdings had doubled 
from the pre-crisis level of 26% in 2007 
to over 50% in 2009.   As the majority 

of bond investors are most likely trying to 
avoid risk and the potential for loss in 
their portfolio, they may actually be jump-
ing out of the frying pan and into the fire.  
At this stage of the  post crisis economic 
game, and in the midst of a relatively slow 
recovery, the Fed has once again returned 
to the picture in an attempt to create 
higher inflation, and to their credit, they 
say as much.   Fed chairman Bernanke’s 
consistent rhetoric that inflation is too low 
and that this can be harmful to an econ-
omy, followed by the announced intention 
of the central bank to monetize $600 bil-
lion worth of  US government debt  over 
the coming months provides an unambigu-
ous message of higher inflation, sooner or 
later. 

However, it does not require much of an 
inflationary spike to draw bond prices into 
question, or deem them as risky. For in-
stance, in a simple return to the long-term 
rate of  3.6% inflation in the US (CPI 
from 1913), the ten year Treasury inves-
tor is already taking on a considerable risk 
for loss.  If inflation over the life of that 
contract replicated the long-term trend of 
3.6% then today’s ten year Treasury hold-
ers will be unequivocally losing money on 
the investment measured in real terms of 
purchasing power.  To be clear, if this  
3.6% rate of inflation was paired with the 
2.55% ten year Treasury yield return (and 
this also assumes the bondholder possessed 
the nerve to stand pat as rates adjusted and 
capital losses occurred in the midst of ris-
ing inflation) then their total return would 
represent a (-9.9%) loss in terms of pur-
chasing power.  We find no shortage of 
irony that on an annualized basis over that 
ten period the bond holder would return 
(-1.04%) which is eerily familiar to the 
annualized (-0.96%) recorded in the ―lost 
decade‖ of equity returns that followed the 
technology bubble.  Quite possibly 
though, this is an optimistic view of a re-
turn pattern for a bondholder in the midst 
of a changing interest rate environment, 
or rising inflation expectations, since most 
investors purchase bond mutual funds 

PROSPECTS FOR SAFETY PUSH INVESTORS TOWARDS R ISK 
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Despite these unfavorable probable 
risk  and return relationships, bonds 
continue to rise in price.   To help 
understand why investors chase asset 
values into higher territory and layer 
on the risk for potential loss in the 
process we can once again  turn to 
carefully recorded observations of 
human behavior for insight.    

Recent studies conducted by the neu-
roscientist Read Montague at Baylor 
College of Medicine  provide some 
insight into the decision making proc-
ess of participants in a financial bubble 
and what may be occurring in their 
minds as  the bubble inflates.  Monta-
gue conducted a study where the sub-
jects were given $100 to participate in 
a simulated game of the stock market 
whereby they receive some limited 
information about the market and 
then are allowed to allocate their 
money through a series of rounds 
where each decision is followed by 
the market’s results.  Interestingly, 
the subjects  unknowingly participated 
in historical real market events that 
had occurred in the past such as the 
crash preceding the Great Depression, 
the crash of 1987, and the dotcom 
bubble.  In each case, a typical behav-
ioral pattern emerged where alloca-
tions began small and as the market 
rose in value the allocations grew in 
size based on a relationship that Mon-
tague has labeled a ―fictive error 
learning signal.‖  Basically, what the 
researchers found by measuring brain 
activity during these market simula-
tions is that just as participants would 
rejoice in their gains, they would also 
calculate their hypothetical gains that 
could have been obtained by having 
more money invested.  In sum, the 
participants regretted the amount 

they had missed out and responded 
by increasing their sequential bets.  
Put yet another way, in financial 
terms, the participants tracked their 
opportunity cost  throughout the 
game and attempted to ―learn‖ from 
their previous conservatism.  As the 
game progressed participants contin-
ued to calculate the profits they had 
missed and matched the magnitude 
of this ―miss‖ with a new, larger bet.  
Eventually as the game evolved 
through the course of these bubbles, 
the participants would be fully in-
vested just as the bubble burst.  As 
the crash ensued, participants real-
ized their mistake and sold indis-
criminately.  

One of the great difficulties of ex-
amining a widespread mispricing of 
an asset relative to its potential risks 
is having any clue as to when it may 
end.  The dotcom bubble, the hous-
ing bubble, all of these assorted mis-
pricings persisted for an uncomfort-
able length of time, especially for 
their outspoken skeptics. 

Still though, the prospects of higher 
interest rates and an unwinding of 
bond prices along the way seems like 
a highly probable event at some 
point in the future.  Until then 
though we can be sure that the cult 
of the bond will grow in size. 

Chief among the cult’s sales pitches  
is the deflation argument and that 
the US is replicating the experiences 
of Japan.  The argument draws par-
allels between the Japanese asset 
bubble of the late 1980s and the lost 
decade that ensued when it crashed. 
The idea is that high unemployment 
and slack in productive resources 
holds prices down indefinitely as the 
overcapacity takes years to absorb.  
In the meantime, citizens only do 
two things with any money they 
receive, pay down debt balances and 

wait for prices to fall further before 
making purchases.  We see some evi-
dence of this phenomenon in the US, 
but we believe it represents an incom-
plete picture in its comparison to Ja-
pan.   

First, the Japanese have distinctively 
different demographic circumstances 
when compared to the US.  Japan as a 
whole has a population heavily 
weighted towards the elderly, (median 
age of 44.6 versus 36.8 in US) and its 
population’s growth has been in an 
overall decline for years (population 
growth of -0.19% versus +0.97% in 
US).  In other words, it is hard to have 
rising prices when an entire popula-
tion, its workforce, and the demand it 
creates, is declining.   

Likewise, the Japanese possess a long 
cultural history of prizing saving over 
consumption.  Saving is the norm in 
Japan and just as it was true in the 
1950s, it still holds true today and 
with Japan’s population tilted heavily 
towards the elderly, so are it voters. 
With that said, there is a larger demo-
graphic backdrop to support disinfla-
tionary policies that protect the pur-
chasing power of retiree nest eggs.  
Moreover, these demographics and the 
preference for saving help explain why 
the Japanese can continuously fund 
large budget deficits almost entirely 
through its citizens purchasing the gov-
ernment’s bonds (Debt to GDP of 
200%).       

This backdrop lies in stark contrast to 
the US where there is much greater 
balance in the population between 
young and old.  To be sure, the United 
States has an increasing population and 
a healthy structural foundation for 
increasing demand over time.  It is also 
important to note that inventories 
relative to sales across the US econ-
omy remain near their lowest levels on 
record.  This historically low ratio 

DEAR SHAREHOLDER : I AM ADDING TO MY BOND HOLDINGS. S IGNED ,  

REGRETFULLY YOURS, MR. MARKET 

versus individual issues, and these 
funds typically do not hold their is-
sues until maturity.  
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suggests that supply and demand are 
closer to balanced and does not im-
ply much room for further meaning-
ful price declines.   

Finally, we must consider the mone-
tary policy distinctions found be-
tween the two governments in re-
sponse to their respective asset bub-
bles.  The Japanese waited over ten 
years to initiate quantitative easing, 
stretched it our for five years and 
injected far less money than Ber-
nanke’s helicopters. For example, 
the Bank of Japan increased its 
money supply by approximately 70% 
over a five year span (2001-2006) 
while the Fed increased its money 
supply by 140% with the bulk of the 
activity coming in a matter of 
months. 

To some extent, and even in the 
midst of another round of quantita-
tive easing underway for an addi-
tional $600 billion of Treasuries over 
the coming eight months, it looks 
like inflation has already begun to at 
least creep onto the scene. 

For some evidence of this creeping 
inflation, we will not find it in the 
CPI readings—but that is ok, be-
cause the largest bubble seen in one 
hundred years was basically absent 
from the measure also—but instead 
from the bottoms up view of compa-
nies and the challenges they face in 
this environment.   

Take for instance an article from the 
Wall Street Journal printed a few 
weeks back titled, ‖Dilemma over 
Pricing: From Cereal to Helicopters, 
Commodity Costs Exerts Pressure.‖  
In this article, the WSJ details a lit-
any of large well-known companies 
serving numerous segments of the 
economy that are faced with the 
question of whether to pass along 
rising costs in the face of weak de-
mand.  The companies include Gen-

eral Mills, Kraft Foods, United Tech-
nologies, Domino’s Pizza, Harley 
Davidson, Supervalu and a few others.  
In each case the company is struggling 
with the reality of rising commodity 
costs and whether to pass them along 
and risk losing market share or absorb 
them and record lower margins to 
protect market share.  From our bot-
toms up view, this sounds like the clas-
sic symptoms of an inflationary envi-
ronment. 

On the flip side of this equation how-
ever the article did specifically point 
out that certain firms, such as our pre-
viously mentioned Agrium (June 2009, 
Maximum Pessimism Report: Emerg-
ing Market Protein Consumption: 
Growth Prospects Look Finger Lickin’ 
Good ) and others in the agribusiness 
industry are actually benefitting from 
this environment as rising food prices 
drive more production and demand for 
fertilizer, farm equipment, etc.  For 
that matter, the healthy demand occur-
ring in this industry has been matched 
with firms possessing healthy balance 
sheets and under-capacity, allowing for 
pricing power also.  To summarize the 
rise in commodity prices and how this 
is affecting companies on the wrong 
end of the stick, with little pricing 
power, we can gain some perspective 
from the illustration below. 

For further evidence of a growing in-
flationary environment we can also 
view what is occurring in emerging 
market nations such as China, who 
mimic US monetary policy in order to 

maintain a loose peg to the US dollar.  
Put another way, in order for these 
countries to maintain a stable currency 
for international trade they peg to the 
dollar (even if loosely), and in order 
to accomplish this they must maintain 
a relatively constant ratio of their cur-
rency to the USD.  In China, Septem-
ber’s inflation measure rose 4.4% and 
contained within this data was the 
fastest rise in food prices seen in two 
years.  With that said, China’s long-
standing close management of their 
currency to be competitive with the 
dollar is now causing headaches for 
that country as the US ostensibly ex-
ports its inflationary policy to the Chi-
nese economy also.  Furthermore, 
although the US has been conditioned 
to disinflation found among its goods 
imported from China for the past 
twenty years or so, this may also be 
slowly changing since recently in 
China there is now upward pressure 
on labor wages.  Upward pressure on 
wages is often cited as a key compo-
nent to the heavy US inflation of the 
1970s, and given the large amount of 
Chinese goods being imported into the 
US, this is worth noting.  In fact, Wal-
Mart is widely believed to be China’s 
seventh largest trading partner, ahead 
of Russia, Australia and other sizable 
nations.   

Putting all of this together, it is now 
easier to see why China and other in-
ternational exporters to the US have 
been vocally outspoken against the 
latest round of quantitative easing by 
the Fed.  They simply do not want to 
experience the inflation being created 
from adopting US monetary policy.  
The bottom line is that since these 
countries do not possess the US’s hob-
bled financial system all of the money 
created through the Fed’s expansion-
ary policy has a higher velocity in their 
economies and is driving higher 
prices, as well as a noticeable uptick in 

THE HELICOPTER TAKES A IM AGAIN 

Source:  Wall Street Journal 
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HIGH DIVIDEND YIELDS: A BIRD IN HAND AND TWO IN THE BUSH 

credit expansion.  

Lastly, inflation and expectations of 
inflation are pretty well established 
in the American experience.  If the 
Fed succeeds in raising inflation ex-
pectations then it seems likely that 
the old rite of passage for Ameri-
cans, telling their children and 
grandchildren how when they were 
young ―coke used to cost a nickel‖ 
will survive for the foreseeable fu-
ture.  Based on long-term returns 
between the stock and bond market, 
as well as some reasonable probabil-
ity that inflation will accelerate at 
some point, a bet against stocks and 
against inflation seems like a bet 
against the house, for lack of better 
words.  While many Vegas gamblers 
can have a nice run, the house even-
tually cleans up if the gambler sits at 
the table long enough.  It certainly 
appears like the same will eventually 
unfold in the bond market where the 
central bank is pumping additional 
money into the financial system and 
the US government is being joined 
by a growing assortment of compa-
nies coming out of the wood work 
to issue debt in this interest rate en-
vironment.  

 With that said, investors who desire 
income need not quit the idea alto-
gether, but instead might return to 
the alternatives that we mentioned 
following the prospect theory dis-
cussion.  Lost in the midst of the 
recent market volatility and the daily 
focus on all things macroeconomic 
during the past year is that high divi-
dend yielding stocks attached to high 
quality companies have become bar-
gains.  In other words, the so-called 
―bonds of the stock market‖ are rela-
tively cheap.  Large, relatively sta-
ble, and mature enterprises, with  
consistent cash flows and at least a 
fighting chance to protect purchasing 

power through raising dividend pay-
outs appear to be a viable alternative 
to bonds.  

To see the logic in this, take a stock 
we mentioned in our Spring of 2010 
report, such as Johnson and Johnson.  
J&J made several financial headlines 
in August when it sold ten year bonds 
at 2.95%, which was a record low 
offering for corporate debt.  We see 
more benefit to owning shares in this 
high quality company priced near its 
historically low P/E while it pays a 
dividend yield of 3.4%, or 45 basis 
points more than its creditors receive 
from the ten year note.   

Importantly, if the market eventually 
recognizes the longer term mispricing 
of this security relative to its likely 
string of long-term cash flows then 
shareholders also have the opportu-
nity to participate in the capital gains 
and dividend increases of the firm, 
while the creditors stubbornly forgo 
this opportunity.   

To bring into perspective what the 
bondholders may be forgoing, J&J has 
increased its annual earnings every 
year for the past 26 years, and the 
firm has raised its annual dividend for 
48 consecutive years.  From our per-
spective, the potential earnings and 
dividend coupon prospects look more 
attractive than the fixed 2.95% cou-
pon earned by the creditors.  For that 
matter, shareholders might be par-
ticularly interested in participating in 
the company’s potential earnings 
stream given their market opportuni-
ties, due to the aging baby-boomer 
generation and their growing con-
sumption of healthcare products and 
related items.  

Nevertheless, J&J gets its fair share of 
ink spilt among value investors and in 
this case we only use it as a single 
example for income seeking investors 

pulling back from the bond market.   

To be sure, J&J is just one instance 
and another example of a high divi-
dend yielding stock that fits the value 
category may be found in the  long-
standing postage meter firm, Pitney 
Bowes.  Pitney Bowes  represents 
another strategy within the dividend 
paying field where investors can earn 
a 6.5% yield supported by the steady 
cash flows from its basic monopoly of 
selling heavily-regulated (and there-
fore high barrier to entry) postage 
metering equipment to businesses.  
At the same time though, these abun-
dant cash flows generated from an 
80% share of the US postage  meter 
business and 75% recurrence of exist-
ing revenue allow for a stable funding 
of growth initiatives at the business.  
This is the classic value investing sce-
nario where an investor can receive a 
high dividend yield, or ―get paid while 
they wait‖ to see if the company’s 
growth initiatives can take hold, ac-
celerate earnings and re-rate the 
stock.  With that said, the growth 
opportunities that the firm are tap-
ping into through its Business Insights 
division are  far more cutting edge 
than stamping envelopes.  For in-
stance, these growth initiatives are 
driving full speed ahead into the rap-
idly growing field of business intelli-
gence (BI).  BI includes the growing 
embrace of savvy firms for data and 
records management, data analytics, 
consumer profiling, predictive ana-
lytics, etc.  Examples of Pitney Bowes 
services in this area include helping 
IHOP, Denny’s and OfficeMax col-
lect intelligence on its customer base 
through a coalescence of surveys, 
followed by an analysis of demograph-
ics and  spending behavior, combined 
with sophisticated mapping to more 
effectively plan their optimal retail 
locations and target their ideal audi-

http://www.maximumpessimism.com/newsletters/maximum-pessimism-report-march-2010.pdf
http://www.maximumpessimism.com/newsletters/maximum-pessimism-report-march-2010.pdf
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ence.  Similar mapping technology 
from Pitney Bowes is also helping 
the government of Singapore and its 
contractor Astrata track hazmat ve-
hicles and terrorist threats.  Other-
wise, the firm also creates value  
propositions for its customers by 
using technology to map ideal mar-
keting strategies or remove out of 
date address information to reduce 
waste and lower cost.  The bottom 
line is that the company has the cash 
to invest in these value enhancing 
technology solutions, as well as, a 
captive audience of customers to sell 
them to who are already interested 
in cost savings and improving their 
efficiency due to the weak economy.  
In other words, veiled by the sleepy 
no-growth business of postage me-
tering equipment sales is an interest-
ing growth opportunity. 

However that may be, in the table to 
the right we  have offered a screen of 
companies derived from Bloomberg 
of similar size, maturity and valua-
tion to Johnson and Johnson and 
Pitney Bowes that offer the same 
dynamic between their corporate 
bond and dividend yields.  

In that screen we have included 
companies whose five year corporate  
bond coupon yield is less than their 
dividend yield based on data gath-
ered from Bloomberg.  In the group 
of companies listed we have only 
included bonds with investment 
grade ratings.  What we have found 
through this simple screening proc-
ess is that there are a number of 
large companies whose dividend 
yields offer a higher return on cur-
rent prices than the corporate bonds 
of the same issuer.   

Obviously, the leap from a simple 
screen of companies with dividend 
yields higher than their corporate 

yields to making purchases requires 
some further investigation, but the 
screen seems like a good starting 
place.  Otherwise, the investor look-
ing for a more generalized approach 
can examine a host of ETFs focused 
on dividend yield. 

For instance, there are a number of  
ETFs focused on dividend yields in-
cluding the SPDR Dividend ETF 
(SDY) with a current yield of  3.65%, 
the SPDR S&P International Dividend 
ETF (DWX) with a current yield of 
5.95% and the Vanguard High Divi-
dend Yield ETF (VYM) with a current 
yield of  3.13%.  The bottom line is 
that even with some cursory research 
it is easy to see that the income seek-
ing investor has options available.  
Finally, for those who remain uncon-
vinced of the efficacy of dividends 
over bond coupons, particularly in 

the face of inflation they might con-
sider that during the 1970s, or the last 
time inflation was deeply problematic 
75% of the stock market’s return 
during that decade was owed to divi-
dends.  Additionally, large, dividend 
paying firms outperformed in that 
same environment, returning much 
more than inflation during the second 
half of the decade. 

No matter the approach, the out of 
favor equity cult is accepting new 
members.  However,  we think favor-
ing high quality bargain stocks with 
large dividend yields over the most 
expensive bonds seen in a couple of 
generations only makes us card carry-
ing members of the cult of common 
sense.  

 

 

Source:  Bloomberg 
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