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MARKET OVERVIEW 

September ended on a higher note than it began. The final take on Q2 GDP was revised back up to its originally 
estimated increase of 1.3% on stronger consumer spending and business investment. Weekly jobless claims dipped 
below the critical 400,000 level, building up hopes for September payrolls that come out in early October after a very 
discouraging August report that put net payroll gains at zero. And despite mixed regional gauges, several national 
measures of manufacturing activity pointed to continued expansion in this sector.  

But the rosier finish couldn’t put a shine on the whole month, as equity indices finished sharply lower for a second 
straight month and Treasury securities hit historic post-war lows. The latter was driven by the Federal Reserve’s 
dour assessment of economic conditions and its decision to stretch out the maturity of its holdings by replacing 
short-term Treasuries with longer-term Treasuries. Some dubbed the maneuver QE2½, but by whatever name, it 
was aimed at driving longer-term rates down, particularly mortgage rates, the latter of which got an extra boost by 
the Fed’s decision to buy more agency mortgage-backed securities (MBS) with proceeds from maturing agency debt 
and agency MBS. The only problem is, even with mortgage rates at post-war lows, demand for housing and 
refinancing remains minimal, with home sales and housing starts stuck at nearly depression lows and consumers 
who aren’t underwater on their mortgages seemingly focused more on paring than adding to debt.  

The concern continues to be that geopolitical forces are a growing threat. In Europe, while there seemed to be 
movement toward a resolution regarding Greece, worries persisted about a potential EU financial crisis. All of this is 
weighing on businesses. The influential Business Roundtable said confidence among senior executives had plunged 
since early summer in large part because of the rising probability of recession.  

 
PERFORMANCE & STRATEGY 

 
As a dividend-oriented product focused on returning a high and rising stream of income to investors, the Strategic 
Value Dividend portfolio did well to achieve its objectives in the third quarter of 2011.  The portfolio continues to provide 
investors with a high current gross dividend yield, which measured 5.1% at quarter end.  Additionally, dividend growth 
continues to be robust, as the portfolio has now experienced 27 dividend increases year-to-date among its holdings.  
Notable dividend raisers in the third quarter include Altria, AstraZeneca, McDonald’s, and Philip Morris International.  
These stocks respectively increased their dividends by 8%, 12%, 15%, and a hefty 20%!  We expect the portfolio to 
experience further dividend increases in the fourth quarter of the year, resulting in a full year of handsome dividend 
growth to complement the portfolio’s high current yield. 
 
Although the third quarter of 2011 was hard on many investors, it did highlight something important: investing in high-
quality, dividend-paying equities and investing in the S&P 500 are two separate concepts.  Over that time period, the 
S&P 500, representing the broad market, posted a dismal return of -13.9%, bringing its year-to-date return to -8.7%.  
The Dow Jones Select Dividend Index, which attempts to reflect the domestic dividend-paying universe, also fell 
significantly, returning -8.0% for the third quarter of 2011 and -0.2% year-to-date.  Conversely, the Strategic Value 
Dividend portfolio fell only slightly in the third quarter of 2011.  The portfolio posted a total gross return of -2.8% during 
that time, allowing it to maintain a healthy 5.9% gross return year-to-date. 
 
So why did the Strategic Value Dividend portfolio fare so well?  The answer lies in the characteristics of the stocks that 
are selected for the portfolio.  The Strategic Value Dividend portfolio seeks to invest in large, global companies that 
have the ability and inclination to pay and increase their dividend and that reliably generate strong cash flows 



 
regardless of market conditions.  These tend to be high yielding, large cap, high quality, low beta stocks.  Securities 
such as this tend to perform better in times of market turmoil because their total returns are anchored to their 
substantial dividend payments and their ability to generate strong cash flows reduces the effects of cyclicality in the 
market.  Thus, when the market turns sour, these stocks still return a positive dividend contribution to their 
shareholders.  And since these companies still have the ability to generate strong cash flows and revenues, their stock 
prices tend to fall less than cyclically-exposed firms that are more impacted by a market downturn.  The disparate 
returns of the third quarter showcase how comforting a strategy such as this can be to investors when the market turns 
south.   
 
Driving the portfolio’s performance in the third quarter, notable positive returns were provided by the portfolio’s high-
yielding, non-cyclical Consumer Staples and Utilities holdings.  Illustrative of its lower downside risk, the portfolio was 
also helped by its absence in the cyclically-exposed Industrials and Materials sectors, which retreated in the recent 
quarter and brought down the returns of the S&P 500 and the Dow Jones Select Dividend Index.  Additionally, the 
portfolio did well from its modest investment in the Financials sector, which is still feeling the wrath of global debt 
crises.  The portfolio did retreat slightly as its Energy holdings fell with the price of oil and as its international Telecomm 
holdings rode the tide lower in Europe. 
 
The Strategic Value Dividend portfolio remains a compelling investment option for any investor.  Whether one is 
seeking high current income (especially in a environment where the 10-year U.S. Treasury bond is yielding 2% or 
lower), a rising income stream to offset inflation, lower downside risk to protect their investment principal, or a long-
term strategy to provide superior returns to the broad market, the Strategic Value Dividend portfolio is an option.  
Amidst the recent uncertainty and volatility in the market, the Strategic Value Dividend portfolio provides a focused 
strategy and achievable objectives that can ease investors as it consistently returns cash dividends to their pockets. 
 

Issues discussed within this communication represent the investment manager’s explanation of factors that 
were considered when executing transactions or holding specific securities on the prior date indicated.  

Because this is a managed portfolio, the investment mix will change and the holdings are not indicative of 
future portfolio composition. Marketplace conditions fluctuate suddenly and frequently, and investment 

manager’s opinions may change. These comments are not intended to be and do not constitute 
recommendations that others buy, sell or hold any of the securities discussed. Opinions relate to the 

representative portfolio as of 9/30/11 and are subject to change. 
 

Supplemental to the GIPS compliant composite. 
Past performance is no guarantee of future results. 
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Notes to the Schedule of Rates of Returns and Statistics 

1.  Federated Investors is a global, independent, multi-strategy investment management firm with offices in Pittsburgh, New York, Rochester, Boston, London, and 

Frankfurt.  For GIPS purposes, Federated Investors is defined to include the assets of registered investment companies, separate (or private) accounts, managed 

accounts (including wrap accounts) and commingled or collective trusts that are advised or sub-advised by the following subsidiaries:  Federated Advisory Services 

Co.; Federated Equity Management Co. of PA; Federated Investment Counseling; Federated Investment Management Co.; Federated Global Investment 

Management Corp.; International Management Limited; Passport Research, Ltd.; MDT Advisers;  Federated Securities Corp.; effective December, 2008, (the date 

of acquisition) the institutional assets of Federated Clover Investment Advisors, and effective September, 2009, (the date the assets were brought into compliance) 

the SMA/Wrap assets of Federated Clover Investment Advisors.  Effective with the January 1, 2011, change in GIPS policies regarding fair value, the assets of the 

Capital Preservation Fund (a Guaranteed Investment Contract vehicle) were included in the defined firm assets.  Prior to that date they were excluded as they are 

not market value based investments. 

2.  Interest income is recognized on an accrual basis.  All portfolio assets include dividends recognized on accrual basis. 

3.  All market values and performance information are valued in US. dollars unless euro is denoted in composite title. 

4.  With the exception of the Clover Capital composites, annual composite dispersion is measured and presented using the asset weighted standard deviation of the 

returns of all of the portfolios included in the composite over the entire year.  Quarterly dispersion is measured using all portfolios included in the composite for 

that quarter.  With regard to Clover Capital composites, annual dispersion is measured using the equal weighted standard deviation of the returns of all the 

portfolios included in the composite over the entire year. 

5.  Composite dispersion does not measure the risk of the product presented, it simply measures the return variance among portfolios managed in a similar fashion.  

This variance can be affected by variations in cash flow or specific client parameters among the portfolios comprising the composites, as well as by Federated’s 

execution of strategy across accounts. 

6.  The composites may include the equity or fixed segments of balanced separate accounts, when appropriate.  Client directed cash flows for balanced accounts are 

accounted for independently in the appropriate segment using the portfolio’s cash position in place at the time of the cash flow.   

7.  Performance results are presented gross and net of management fees.  Effective October 1, 2009, net of fee performance for institutional composites is calculated 

monthly by reducing the gross composite return by the highest institutional management fee.  For the period July 1, 1992, through September 30, 2009, net of fee 

performance was calculated monthly by reducing the gross composite return by the highest actual fee of any account in the composite for that month, regardless of 

investment vehicle.  Prior to this, the maximum management fee charged for the period July 1, 1992, through September 30, 1992, was used to calculate net of fee 

performance back to inception of the composite.  With regard to a composite which may reflect the performance of the Federated Clover Investment Advisors 

portfolio management team, net of fee performance is calculated monthly using the actual net return for all portfolios in the composite.  Further fee information can 

be obtained from Federated’s respective Forms ADV, Part II, Schedule F. 

8. Additional information regarding the policies for valuing portfolios, calculating performance, and preparing compliant presentations, as well as a complete list 

and description of the firm’s composites is available upon request. 

9.  Past performance is not indicative of future results. 

10. See disclosures on the Schedule of Rates of Return and Statistics Reports for additional information. 

 

 

 

 


