
  

 

 

 

 Private equity players show interest in Europe and Asia’s Emerging markets 
even as global trends remain weak. The 13-week moving average for private 
equity suggests that  PE investments appear to be bottoming and we expect to 
see an increase in private equity investments in the coming months. The declining 
trend was experienced across all geographies; however, Europe has seen the 
most noticeable improvement in PE activity over the past several weeks, 
representing 33% of global PE investments year-to-date in 2012. Asia’s Emerging 
economies have also seen an increase in investments as investors feel Emerging 
economies will benefit the most as the global economy gradually recovers. 

 Secondaries and private placements recover even though they are at much 
lower levels as compared to last year. Secondaries and private placements 
recorded growth as compared to previous months in terms of value even though 
transaction volume declined. We see the environment as one that is open to the 
larger better capitalized players, but still tight for smaller players. The 13 week 
moving average suggests that the secondaries and private placements have 
stagnated and we expect these markets to recover, whereas the weak IPO market 
continues with its declining trend on a 13-week moving average, which we 
believe is a reflection of the market being highly value conscious. Private 
placements have significantly increased in the U.S. market. The recovery in 
secondaries markets was also driven by the U.S. along with growing markets in 
Asia’s Emerging region.  

 Investor confidence increases as companies, especially in the U.S., announce 
significant buybacks.  As U.S. corporates’ cash balances reach record levels, 
companies have decided to return excess capital by announcing significant 
buybacks. This has been a cross-sector trend as New Finance, New Media and 
New Electronics companies have announced multi-billion dollar buybacks. Apple 
(AAPL) and JPMorgan (JPM) collectively announced $25Bn in share buy-backs. 

 Companies rush to tap the U.S. bond market to raise cheap capital. With a weak 
equity market, companies are finding it easy to raise capital through the issuing 
of bonds. Bond markets are expected to raise >$100Bn through issuing corporate 
bonds in March. 

 Weekly Trend Update: Over the years, the stock of companies that initiate and 
consistently increase their dividend payouts have outperformed the broader 
market.  US Corporations have more cash as a percentage of total corporate 
assets than at any time in history and free cash flow generation is at record levels 
– US non-financial corporate cash holdings rose to $1.24 trillion at year-end 2011. 
We believe that these high cash balances, coupled with the prevailing volatility in 
the financial markets, make the environment conducive for dividend payouts and 
buy-backs.  We find that markets react most favorably towards recurring payouts 
as compared with one-time payouts.  On Monday, Apple (AAPL) announced a 
stock dividend of $2.65 a share & a $10Bn share buyback. We anticipate that 
more companies will engage in shareholder-friendly utilization of cash balances in 
2012. Apart from the five cash kings – Apple (AAPL), Microsoft (MSFT), Cisco 
(CSCO), Google (GOOG) and Pfizer(PFE) – other stocks that we suspect could 
return capital include 3M (MMM), Deere (DE), Johnson & Johnson (JNJ), AFLAC 
(AFL), & Chevron Corp. (CVX). 
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Weekly Trend Update 

Back to Basics: Dividend Paying Stock Growth Persists Even in Volatile Times 

 Over the years, the stock of companies that initiate and consistently increase their 
dividend payout have outperformed the broader market, and have significantly 
outperformed stocks that cut or don’t pay dividends. Recent stock market volatility, 
coupled with general anxiety about the economy, has sent many equity investors into a state 
of vulnerability. However, we believe that the practice of paying dividends is an excellent 
measure of a company’s underlying quality and an intelligent form of corporate governance. 
Therefore, including dividend-paying companies in an equity portfolio potentially offers both 
an effective cushion against market volatility and a strong component of an investment’s 
total return, especially during lower-return periods. In the decade that ended Dec. 31, 2010, 
the Standard & Poor's 500 dropped 4.7%; yet if dividends are included, the stock index 
returned a positive 15%. Further, the strategy is useful not only for large cap stocks, but also 
for small cap stocks, as shown by the relative performance of dividend paying vs. non-
dividend paying stocks over the past two decades. 

Chart 1. S&P 500 – Dividend Paying vs. Non-
Paying Stocks 

 

Chart 2. Russell 2000 – Dividend Paying vs. Non-
Paying Stocks 

 
Source: Scura Paley & Company, Chart Source, S&P’s Financial Communications, Compustat 

 While there are multiple cash payout methods, we believe that markets react most 
favorably towards recurring payouts as compared with one-time payouts. Corporate 
worldwide currently adopt one of the four cash payout methods – regular dividend 
increases, special dividends (one-time payouts), tender-offer repurchases and open market 
repurchases. We believe that more undervalued firms are inclined to repurchase their shares 
on a self-tender basis, while less undervalued firms will favor open market repurchases. On 
the other hand, firms with growth opportunities will prefer disbursing special dividends, 
while firms likely to overinvest (those with low Q and large cash flows) will be more inclined 
to increase regular dividends. However, as per an empirical study conducted by Komlan 
Sedzro, University of Quebec at Montreal, clearly shows that the average relative response 
to the increase in regular dividends is significantly stronger than the responses to special 
dividends and both repurchases categories, whereas the difference between the latter two is 
not significant. This result is consistent with Jensen’s (1986) free cash flow theory, which 
suggests that the recurring payouts are more effective than one-time payouts. 
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Chart 3. Comparing Cumulative Three-Day Residuals Centered on Payout Announcement Day 

 

Source: Scura Paley & Company, “A Unifying Approach for Comparing Onetime Payouts And Recurring Dividends – SSRN 

 US Corporations have more cash as a percentage of total corporate assets than at any time 
in history and free cash flow generation is at record levels, which will add to the sizable 
cash hoards. As per Moody’s, US non-financial corporate cash holdings rose to $1.24Tn at 
the end of 2011, and the five cash kings – Apple (AAPL), Microsoft (MSFT), Cisco (CSCO), 
Google (GOOG) and Pfizer(PFE) – hold $276Bn or 22% of these balances. However, the 
important aspect to note is that companies are increasingly returning cash to shareholders in 
the form of dividend increases, share repurchases, and accretive acquisitions. The 
percentage of S&P 500 companies that pay dividends jumped from 71% in 2009 to 79% by 
year end 2011. Moreover, the rate of dividend increases has accelerated with the average 
company in the S&P 500 raising its dividend 16% in 2011, more than 3x the average rate of 
the previous 25 years. For example, Macy's (M) used its cash and free cash flow over the 
past two years to reduce its debt by a third, quadruple the dividend, and initiate a 
repurchase program. Further, on Monday, market leader Apple (AAPL) announced that it 
would pay a stock dividend of $2.65 a share in the fourth quarter and its board authorized a 
$10Bn share buyback, two moves that will use up some of its cash hoard of ~$100Bn to 
reward investors. These buybacks have been value-added for shareholders as companies 
executing repurchase programs have outperformed those that do not by 240bps annually 
over the past 25 years, and we anticipate that more companies will engage in shareholder-
friendly utilization of cash balances. Apart from the five cash kings, the other companies to 
watch out for, including names from the S&P dividend aristocrats list (cos. that have 
increased their dividend payout every year for the last 25 years) are 3M (MMM), Deere (DE), 
Johnson & Johnson (JNJ), AFLAC (AFL), & Chevron Corp. (CVX). 

Chart 4. S&P 500 Dividend Aristocrats – Index Level Performance as of 19 Mar, 2012 

 

Source: Scura Paley & Company, S&P 
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Capital Market Activity 

Private Equity Markets 

Chart 5. Major Activity Across the Capital Markets 

 
Source: Scura Paley & Company, Capital IQ 

 Private Equity regains momentum on the back of large New Energy deals and numerous 
New Media deals.  Last month 209 deals were announced totaling $30Bn, up +48% M/M, 
however aggregate private equity investment of $58Bn is down -18% YTD, and volume of 
deals down -24% YTD. The U.S. accounted for ~53% of PE investments by value/43% of 
global transaction volumes, followed by Europe where 65 announced deals totaled $8.2Bn, 
27% of total PE investments. New Energy remained the favorite investment opportunity with 
$12Bn, 40% of total investment, being invested through 14 deals. New Media saw the most 
number of deals as 107 deals in New Media accounted for >50% of global deals announced. 
New Energy in the U.S. was the most sought after investment with 9 deals being announced 
totaling $10.8Bn. In the largest deal, a group of investors led by Apollo Global Management 
(APO) announced plans to acquire EP Energy Corporation for $8.2Bn followed by an 
acquisition of Ahlsell AB by CVC Capital Partners from Cinven Ltd for $2.4Bn.     

Chart 6. PE Investments by Industry (YTD) Chart 7. PE Investments by Geography (YTD) 

  

Chart 8. PE Investments by Nature (YTD) Chart 9. PE Investment – 13 Week Mov. Avg. 

  
Source: Scura Paley & Company, Capital IQ 
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Public Equity (Creation) 

 Secondaries and Private Placement markets grow despite a slow recovery in the IPO 
market. New Finance continues to dominate the public equity creation market from the 
secondaries and private placement markets, even as the global outlook for IPOs remains 
weak. 

 Initial Public Offering (IPOs). There were 70 IPO deals announced last month, as 
against 75 deals in the previous month, raising $6Bn. However due to the 
absence of large IPO's the aggregate deal value was down -52% M/M and down 
-46% YTD, as 179 deals on YTD basis aggregated $22Bn. Overall Europe 
remained the hottest IPO market with New Media and New Electronics in 
Europe accounting for 16% and 17% of global deal value.  The largest IPO was 
announced by Banco BTG Pactual S.A. of Brazil raising $1.7Bn accounting for 
~19% of the global deal value last month. 

 Secondaries. The secondaries market picked up this month, as 355 secondary 
offerings for an aggregate value of $67Bn were up +6% M/M. They were 
however down -23% YTD by deal volume and down -30% YTD by dollar value. 
Driven by New Finance deals, the U.S. and Canada saw most of the activity as 
129 secondary deals aggregating $38Bn accounted for ~56% of deal value. New 
Finance secondary offering in the U.S. and Canada accounted for 29% of global 
deal value as it aggregated ~$20Bn through 40 deals last month. In the largest 
deal American International Group, Inc. (AIG) of the U.S. collected $6Bn followed 
by FCT Red & Black - Guaranteed Home Loans which raised $2Bn from the 
secondary market. 

 Private Placements. There were 1,412 private placements worth $41Bn 
announced this month, up+26% M/M; however, this was down -34% YTD. Asia 
Emerging, driven by New Finance, saw the most activity with 106 deals worth 
$15Bn.  The U.S. was the second largest market with 826 deals aggregating 
$12Bn. New Media also appeared to be a favorite sector as 398 deals, accounted 
for ~28% of deal value, even though the share by value was only 9% due to small 
deal values. The largest deal was announced by Industrial Bank Co., Ltd. 
(SHSE:601166) of China for $4.2Bn followed by Cheniere Energy Partners LP. 
(CQP), an American company for raising $2Bn.  

Chart 10. Public Equity Trend - 13 Week Moving Avg. 

 
Source: Scura Paley & Company, Capital IQ 
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Public Equity (Elimination) 

 Buybacks continue in the American market even as M&A activity continues to remain 
weak. In a market where IPOs have remained weak, cash rich companies, especially in the 
U.S. are continuously announcing significant buyback deals. The M&A market remains weak; 
however Europe appears to be the exception.  Europe's share of M&A deals has increased to 
37% on YTD basis as compared to 27% for the same period last year.  

 Buy-Backs. Last month 85 buyback deals were announced to return $55Bn to 
investors, up  +35% M/M and up +6% M/M by volume, however the YTD value 
of $102Bn was still down 11% and volume down -41% on YTD basis. U.S. 
companies announced the most buybacks, with 49 buyback deals aggregating to 
an announced value of  ~$50Bn, accounting for 91% of global deal value. New 
Finance and New Electronics accounted for 46% and 33% of total buybacks 
announced. JPMorgan Chase & Co. (JPM) and Apple Inc. (AAPL) announced the 
largest buyback deals to return $15Bn and $10Bn respectively (both this week).   

 Mergers & Acquisitions (M&A). Last month 1,223 deals were announced which 
was -22% M/M and down -16% YTD. The aggregate dollar value was $429Bn 
down -24%YTD.  The U.S. market saw most of the deals last month as companies 
announced 398 deals aggregating $57.5Bn, led by $17Bn New Energy deals and 
$16Bn worth New Media deals. Globally, New Finance saw most of the deals as 
344 New Finance deals totaled $39Bn accounting for 25% of global deal value 
last month. Some of the largest deals were the acquisition of Sterlite Industries 
(BSE:500900) by Sesa Goa (BSE:500295) for $14.7Bn and AIA Group Limited 
(SEHK:1299) for $6Bn.  

 Bankruptcy.  Last month 71 US companies filed for bankruptcy against 66 filings 
in the previous month. Most of the companies that filed for bankruptcy 
belonged to the real estate and healthcare facilities.  

Chart 11. Announced Buy-Backs - 13 Week MA Chart 12. Completed Buy-Backs – 13 Week MA 

  

Chart 13. M&A Activity – 13 Week MA Chart 14. Bankruptcies – 13 Week MA 

  
Source: Scura Paley & Company, Capital IQ 
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Fixed Income 

 New Finance dominates the European bond market, whereas both New Finance and New 
Energy lead in the US. Last month 1,230 bonds were issued totaling $475Bn down -4% M/M. 
The volumes were down -24% M/M and down -23% YTD, whereas aggregate value of bond 
issues was down -4% on YTD basis to $1.3Tn. Europe continued to be the dominant market 
as it accounted for 52% of deal value last month with 563 deals totaling $245Bn. New 
Finance led the bond market where >$300Bn were collected through 791 bonds, accounting 
for ~63% of bond market by value and volume. In Europe New Finance companies issued 461 
bonds to aggregate ~$200Bn, whereas in the U.S. $27Bn were raised by New Finance 
companies through 166 deals. The U.S. has become a more preferred destination for the 
bond market as it accounted for 20% of bond value on YTD basis in 2012 as against 14% in 
2011. European Financial Stability Facility S.A., created to maintain the stability of Euro Zone 
area, raised $46Bn in the largest deal of last month followed by Banco Financiero y de 
Ahorros S.A. raising ~$16Bn.   

 Bond market activity in the U.S. hit the highest level for 2012, as companies across all 
sectors flood the market with bond issues to raise capital. Companies floated bonds worth 
$24.7Bn on Monday (19

th
 March 2012), in the U.S. which is the highest single day record for 

this year. Companies are taking advantage of the fact that investors are showing preference 
for bonds even though the yields are low, as a result companies from various industries 
including banks, industrials and utilities have raised capital by issuing bonds. The market is 
expected to float bonds worth ~$100Bn in Marchwhich would exceed) the $99Bn worth of 
bond issues in February. In Europe, ECB's initiative to inject liquidity into the market received 
tremendous response as companies subscribed to a total of €530Bn. Morgan Stanley (MS), 
Bank of America (BOA), Direct TV, TD Bank, Philips, United Health are some of the key 
players to have tapped the bond market in the last month.      

Chart 15. Fixed Income by Industry (YTD) Chart 16. Fixed Income by Geography (YTD) 

  

Chart 17. S&P 500 – Net Debt & Gearing Chart 18. Russell 2000 – Net Debt & Gearing 

  
Source: Scura Paley & Company, Capital IQ 
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Important Disclosures 

This market intelligence report is prepared and provided by Scura Paley & Company (“Scura Paley & Co.”), a broker dealer.  
Opinions and estimates constitute Scura Paley & Co.’s sole judgment as of the date of these reports and are subject to 
change without notice. Past performance should not be taken as an indication or guarantee of future performance, and no 
representation or warranty, express or implied, is made regarding future performance.  
 
This market intelligence is for information purposes only and is not intended to provide tax, legal or investment advice. You 
should not rely on any material contained in this report without independent advice wherever necessary.  Any decisions 
you make based upon any information contained in this report are your sole responsibility. The information does not 
constitute a solicitation of any order to buy or sell any securities. The information provided herein may be displayed and 
printed for your personal, noncommercial use only. You may not reproduce, retransmit, distribute, disseminate, sell, 
publish, broadcast or circulate the information to anyone, without the express written consent of Peter Wright Investment 
Holdings, LLC or Scura Paley & Company.. 
 
Scura Paley & Co., its officers, employees and affiliates do not accept any liability for the results of any actions taken or not 
taken on the basis of information in this report, or for any negligent misstatements, errors or omissions. This report is not 
personalized investment advice. Information and opinions regarding specific companies referenced in these reports are not 
to be construed as recommendations to purchase securities of such companies. 
 
Scura Paley & Co. may be compensated in cash or otherwise in connection with this market intelligence. Scura Paley & Co.’s 
officers and its affiliates may, to the extent permitted by law, participate or invest in financing transactions with the 
issuer(s) of the securities referred to in this report, perform services for or solicit business from such issuers, and/or have a 
position or holding, or other material interest, or effect transactions, in such securities thereon, or other investments 
related thereto. Scura Paley & Co. and its affiliates may earn brokerage, commissions, fees and other benefits and 
advantages, whether pecuniary or not and whether direct or indirect, in connection with these securities. 
 

Ownership and material conflicts of interest 

Scura Paley & Co. is a member of FINRA, SIPC and other principal exchanges. Neither Scura Paley & Co. nor its affiliates 
holds any beneficial ownership in any of the recommended securities and does not hold 1% or more of the subject 
company’s equity securities.  

Neither we, nor any member of our household, nor any person that depends on us for financial support, holds a financial 
interest in the securities of this report or related companies. 

The persons who prepared this report does not receive compensation based on investment banking revenues, nor receive 
compensation directly from the subject company. 

Scura Paley & Co. has not received compensation for investment banking activity or from any activity from any company 
mentioned in this report within the twelve months preceding publication. However, Scura Paley & Co. does expect to 
receive or seek compensation for investment banking activity in the three months following publication. 

Scura Paley & Co. does not act as a market maker in the stock of the subject company. 

To the best of our knowledge, there are no other actual, material conflicts of interest to disclose. 
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