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EXECUTIVE SUMMARY

Investors in today’s market face signifi cant volatility and uncertainty. In this environment, 

we believe investors should be looking for values and positioning themselves for the long term, 

instead of hiding their savings under the mattress. In this issue George Evans, CFA, Director of 

Equities, and Alice Fricke, CFA, Client Portfolio Manager, discuss 

■ Why you don’t need to time the market bottom in order to potentially earn solid returns on 

your investments

■ How equities may help rebuild wealth and protect your purchasing power over the long term

■ How investors with a longer time horizon can access strong companies at attractive levels 

Recent global market volatility has left investors shell-
shocked. In August and September, they reacted by 
pulling an estimated $42.3 billion out of equity funds 
and putting $6.1 billion into fi xed income funds.1 As 
valuations have fallen far below their historical aver-
ages, however, investors may be beginning to wonder 
if now is the time to start buying stocks again. We 
believe it is.

It may be easier said than done, perhaps, and you 
don’t need a degree in behavioral economics to see 
why. Though many stocks—even those of excep-
tional companies—are trading at bargain-basement 
valuations, market volatility may continue, driving 
prices lower still. Why buy now if there’s a reasonable 
chance stocks will be cheaper later?

Of course, it’s practically impossible to tell exactly how 
and when a market downturn will reverse course. 
Given this fact, one must decide whether it’s most 
prudent to be a trader or an investor. What’s the 
difference? A trader treats stocks as pieces of paper 
or blips on a screen and tries, essentially, to guess 
the best time to buy and sell them. An investor, on 
the other hand, sees stocks for what they really are: 
ownership stakes in a company that provide a claim 
on that company’s future earnings. As a company 
grows, so does the value of each share of ownership. 

One of the most radical examples that we have seen 
recently is Apple, whose market value has increased 
nearly 70-fold since it introduced the iPod 10 years 
ago. At OppenheimerFunds, we are investors. Viewed 
through this lens, three factors argue in favor of buy-
ing stocks now:

■ Buying stocks before market troughs in cyclical bear 
markets has historically rewarded patient investors

■ In today’s low rate environment, stocks may offer 
higher yields than treasuries

■ Investors with a longer time horizon can access 
strong companies at attractive prices

No need to time the bottom

Interestingly, most investors are very fearful of 
potential near-term price declines, but appear to be 
indifferent to long-term risks, such as the very real 
possibility of loss of purchasing power resulting from 
prolonged investment in low yielding assets. It could 
be more comfortable to deny that this is a real risk, but 
denial won’t make it go away. It is precisely because 
equities now present investors with good value —
having declined in price recently—that investors are 

George Evans, CFA
Senior Vice President, 
Director of Equities

Alice Fricke, CFA
Vice President, 
Client Portfolio Manager



2

reluctant to buy them. Fearing that they may become 
even cheaper in the short term, traders are tempted 
to try to “time the market.” We advise against this 
approach. Research suggests that when investors 
try to time the market, they earn returns that lag the 
overall index returns signifi cantly.2 Based on data from 
1991 to 2010, the average equity mutual fund investor 
who tried to time the market earned only a 3.8% aver-
age annual return, while the S&P 500 Index produced 
an average annual return of 9.1%.2

Yet, such risk aversion is understandable. With 
volatility, as measured by the Chicago Board Options 
Exchange S&P 500 Volatility Index, at double the 
long-term average and approaching highs set in the 
2007–2009 fi nancial crisis,3 the near-term direction of 
the markets is ever more uncertain. 

The good news is investors have been through peri-
ods like this before, and have survived. Looking at the 
past fi ve cyclical bear markets, investors who bought 
international equities (as measured by the MSCI EAFE 
Index) at the midpoint of the bear market, in price 
terms, managed to earn solid returns over the ensuing 
18, 36 and 60 months, despite initial declines. (See 
Chart 1.) What these data tell us is that in previous 
downturns, there was no need to try to “time” the 
bottom exactly. 

A more prudent approach, in our view, is to “dollar-
cost average”—invest fi xed amounts over regular 
periods—into positions. This is something that we 
do, and we recommend others follow suit. As high 
conviction investors, not traders, we seek to gradually 
build ownership positions in companies with strong 
fundamentals rather than trade in and out of securities 
based purely on sentiment or momentum. A system-
atic investment plan such as dollar cost averaging 
does not assure a profi t or protect against loss in 
declining markets, but it may potentially lead to higher 
returns with less volatility over time. (See Chart 2.)

Dividend yields attractive in a low rate 
environment

Another reason we think it’s a good idea to re-enter 
the equity markets is income potential. Investors have 
been fl eeing what they view as risky assets (such as 
equities) for the perceived safety of bonds, particularly 
U.S. Treasuries. But given the current low rate environ-
ment, we believe treasuries can only offer a false 

CHART 1

Average Returns from the Midpoint in Cyclical Bear Markets

Source of data: Ned Davis Research, OppenheimerFunds Proprietary Research, 10/25/11. Cyclical bear 
market defi ned as a 30% drop in MSCI EAFE Index price return. The analysis is based on the past fi ve 
cyclical bear markets: 3/31/73 to 9/30/74, 3/31/81 to 9/30/82, 9/30/89 to 9/30/90, 3/31/98 to 3/31/03 
and 10/31/07 to 2/28/08. *Average data is excluding the most recent bear market midpoint since the 
midpoint of the last bear market was considered 6/30/08. Past performance does not guarantee 
future results.

Price Return
Total Return with 

Dividends  Reinvested

18 Months Later –7.67% –3.28%

36 Months Later 2.32% 12.31%

60 Months Later* 83.74% 112.41%

CHART 2

Dollar Cost Averaging May Smooth the Ride
Investing $1,200 all at once vs. $100 a month for a year 

This chart is shown for illustrative purposes only and is not intended to represent the performance of any Oppenheimer fund. Systematic investment plans, 
such as dollar cost averaging, do not assure a profi t and do not protect against loss in declining markets. Before investing, investors should evaluate their 
long-term fi nancial ability to participate in such a plan. Past performance does not guarantee future results. 
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sense of security. In fact, 10-year U.S. Government 
bond yields were only 2.19% as of 10/20/11.3 Not 
only is this rate of return low in nominal terms, it’s 
actually negative in real (infl ation-adjusted) terms; 
the Consumer Price Index (CPI) has increased by 
2.4% annually for the past decade.3 And the Fed has 
announced it will keep rates low for an extended 
period, meaning real yields are likely to remain nega-
tive for some time. So much for safety. 

Moreover, treasuries have historically had higher yields 
than U.S. equities, but this relationship has changed in 
recent months. Today, equities in the U.S. are yielding 
nearly as much in dividends (as of 10/20/11, the divi-
dend yield on the S&P 500 Index was 2.15%).3

International equities are yielding even more. (See 
Chart 3.) The dividend yield on the MSCI EAFE Index 
is 3.8%, and stocks in individual countries have 
similar or higher yields (UK: 3.7%; Germany: 4.1%; 
Sweden: 4.4%; Switzerland: 2.6%; Australia: 4.9%).4 

Even equity indices of some countries mired in the 
European sovereign debt crisis have solid yields. 
France and Spain are yielding 5.2%,4 enough wiggle 
room for a good yield even if some companies—such 
as banks, for instance—cut payments back.

High quality companies appear to be on sale

Sharp market declines tend to stir up powerful fears 
of loss that overwhelm logic and long-term decision 
making. Investors tend to exaggerate the potential 
effect of the macroeconomic conditions and events 
that cause such market declines on the companies 
traded in the market. In such sharp declines, all stocks 
are often punished equally, without regard to the 
health of the underlying company. Some of this sell-
ing is justifi ed. Weak companies can and should be 
wounded by tighter credit and slower growth. But for 
others, this environment can present opportunities, 
such as the opportunity to take market share from 
weaker competitors.

Diligent investors who focus on company fundamen-
tals have an opportunity to own some of these strong 
companies at attractive prices. (See Chart 4.) Indeed, 
there are many high quality fi rms that have operated 
through far worse conditions than those threatening 
now, and that present good value. Two examples of 
companies that have survived the Depression, World 
War II and the high infl ation of the 1970s follow.

■ Unilever5 Over half of this Dutch consumer product 
company’s sales are attributable to emerging market 
countries,6 where the company benefi ts from the 
movement of 70 million people annually into the 
middle class.7 Unilever has the signifi cant competi-
tive advantage of established distribution networks 
in those countries, having operated in some of 
them for 100 years. In our view, this advantage is 

CHART 3

Stocks Potentially Offer Good Value
MSCI EAFE Dividend Yield Versus 10-Year U.S. Treasury Yield and German 10-Year 
Bund Yield

Source of chart data: Bloomberg, 10/25/11. The dividend yield is a company’s annual dividends per share 
divided by its stock price. There is no guarantee that the issuers of stocks held by mutual funds will declare 
dividends in the future, or that if dividends are declared, they will remain at their current levels or increase 
over time. Past performance does not guarantee future results.
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CHART 4

Valuations Below Long-term Averages 
Price-to-Earnings Ratio

Source of chart data: Bloomberg, 9/30/11. Long-term average for MSCI EAFE Index and S&P 500 Index 
calculated from 12/31/72 to 9/30/11. Long-term average for MSCI EM Index calculated from 1/31/95 to 
9/30/11. The Price-to-Earnings Ratio is the ratio of a company’s stock price to its trailing earnings per 
share. Past performance does not guarantee future results.
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sustainable because effective distribution networks 
are challenging to develop and require experimenta-
tion and time to get right. The company also has 
strong cash fl ows, a 3.6% dividend yield3 and is 
trading at a reasonable valuation

■ Woolworths5 of Australia is another example of a 
company with strong long-term business prospects 
and an attractive dividend yield, currently over 5%.3

It is one of two players in the duopolistic grocery 
market “Down Under.” The Australian market is 
benefi tting from several macro trends. Australia 
produces resources that are in high demand in its 
industrializing neighbors to the north, and we believe 
this trend is unlikely to reverse in the near future. 
The country also benefi ts demographically from 
immigration. Australia is an education destination 
for many Asian students, some of whom choose 
to settle there after completing their studies. It also 
attracts well-heeled retirees. Profi table operation in 
the retail food business is dependent on scale and 
logistics, so barriers to entry are extremely high 

What this means for investors

In our view, the time to buy equities is now. While 
it’s true that investors in today’s market face signifi -
cant volatility and uncertainty, we believe this offers 
an opportunity to build positions in strong compa-
nies trading at reasonable valuations. As investors 
seek yield and capital gains in an attempt to protect 
and grow wealth, we believe equities currently 
offer greater potential than low yielding bonds like 
U.S. Treasuries.

1. Source of data: Investment Company Institute, “Long Term Mutual Fund Flow Data,” as of October 19, 2011. www.ici.org.
2. Source of data: “Quantitative Analysis of Investor Behavior, 2011,” DALBAR, Inc. www.dalbar.com. DALBAR’s Quantitative Analysis of Investor 
Behavior (QAIB) calculates investor returns as the change in assets after excluding sales, redemptions and exchanges. Annualized return rate is calculated 
as the uniform rate that can be compounded annually for the period under consideration to produce the investor return dollars. Note, however, that 
this is an annual survey and data is through 2010. The data may be substantially different when 2011 market returns are included in the study. The 
DALBAR study is for illustrative purposes only and does not predict or depict the performance of any Oppenheimer fund. Past performance does not 
guarantee future results
3. Source of data: Bloomberg, 10/20/11.
4. Source of data: Bloomberg, 10/20/11. UK is represented by the FTSE 100 Index. Germany is represented by the DAX Index. Sweden is represented 
by the OMX Stockholm 30 Index. Switzerland is represented by the Swiss Market Index. Australia is represented by the S&P/ASX 200 Index. France is 
represented by the CAC 40 Index. Spain is represented by the IBEX 35 Index. 
5. The mention of specifi c companies does not constitute a recommendation on behalf of OppenheimerFunds, Inc.
6. Source of data: Unilever, 3/31/11.
7. Source of data: Goldman Sachs Research, 6/30/11.

The Chicago Board Options Exchange S&P 500 Volatility Index is a widely used measure of market risk and commonly referred to as an “investor fear 
gauge.” The Morgan Stanley Capital International (MSCI) EAFE (Europe, Australasia, Far East) Index is designed to measure developed market equity 
performance, excluding the U.S. and Canada. The MSCI Emerging Markets (EM) Index is designed to measure emerging market equity performance. 
The S&P 500 Index is a broad-based measure of domestic stock market performance. The U.S. 10-Year Treasury Yield is generally considered to 
be a barometer of long-term interest rates. Each index is unmanaged and cannot be purchased directly by investors. Index performance is shown 
for illustrative purposes only and does not predict or depict the performance of any Oppenheimer fund. Past performance does not guarantee 
future results.
Shares of Oppenheimer funds are not deposits or obligations of any bank, are not guaranteed by any bank, are not insured by the FDIC or any other agency, and 
involve investment risks, including the possible loss of the principal amount invested.

Foreign investments may be more volatile and involve additional expenses and special risks, including currency fl uctuations, foreign taxes, and political 
and economic factors. Emerging and developing market investments may be especially volatile. There is no guarantee that the issuers of stocks held by 
mutual funds will declare dividends in the future, or that if dividends are declared, they will remain at their current levels or increase over time.

These views represent the opinions of OppenheimerFunds, Inc. and are not intended as investment advice or to predict or depict performance of any 
investment. These views are as of the open of business on November 2, 2011, and are subject to change based on subsequent developments.

Before investing in any of the Oppenheimer funds, investors should carefully consider a fund’s investment objectives, risks, charges and expenses. 
Fund prospectuses and, if available, summary prospectuses contain this and other information about the funds, and may be obtained by asking 
your financial advisor, visiting our website at oppenheimerfunds.com or calling us at 1.800.CALL OPP (225.5677). Read prospectuses and, if 
available, summary prospectuses carefully before investing.
Oppenheimer funds are distributed by OppenheimerFunds Distributor, Inc.
Two World Financial Center, 225 Liberty Street, New York, NY 10281-1008
© 2011 OppenheimerFunds Distributor, Inc. All rights reserved.
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