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Executive Summary
Since the end of 2007, U.S. corporations have accumulated
almost $350 billion in additional cash reserves. Now totaling
$1.4 trillion, cash on non-financial companies’ balance sheets
are at a record high. We believe these levels have significant
implications for investors for the remainder of 2014 and beyond.
Specifically, given the record levels of cash and an improving
U.S. economy, we see an important investment opportunity
in “cash-rich companies.” We expect a meaningful driver of
returns to come from companies deploying their large cash
reserves, whether by investing in growth through mergers and
acquisitions (M&A) and capital expenditures, or by returning

cash to shareholders through dividends and share buybacks.
In this paper, we examine the underlying factors that may drive
companies to begin using the cash on their balance sheets
and the four key ways they will put this cash to use. We also
identify the investment styles, sectors, industry groups and
hedge fund strategies that can benefit from the improving
outlook for M&A, capital expenditures, dividend growers and
share buybacks.

Current Environment: Corporations Have
Enormous Capital Cushions
A hallmark of the equity market recovery over the last five
years has been the enormous capital cushions non-financial
U.S. corporations have established. This war chest has climbed
to $1.4 trillion (Display 1). In absolute terms, U.S. corporate
cash balances have more than doubled since 2000, and have
climbed by 30% since the end of 2007. In addition, a meaningful
build-up of cash reserves is held overseas as corporations are
disinclined to bring foreign profits back to the U.S. given the
repatriation tax; even given this technicality, the deliberate cash
build-up has been substantial.

2

June 2014

Display 1: Non-financial U.S. companies cash balances
are at a record high
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Economic headwinds, like the budget deficit, are fading
While the U.S. economy has been unable to ignite robust
growth in any single quarter, some of the headwinds—such
as the contraction in government spending of 2.2% of GDP in
2013—are now abating. In the aftermath of the 2008 recession,
the U.S. was running a massive budget deficit. At its peak,
the deficit was 10.1% of GDP, but it has now declined to a far
more manageable 2.9%, which has helped reduce macro
uncertainty (Display 2).
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Why Are Companies Holding So Much Cash?
Four key factors have contributed to corporations building
up their cash positions:
Memories of the dual corporate credit crunches—first
in 2001-2002 with accounting irregularities scandals,
and second in 2008 during the global financial crisis—have
disposed chief financial officers and treasurers to hold
high cash levels to meet liquidity needs.
The sluggish pace of the U.S. economic recovery has
left corporations reluctant to undertake projects requiring
multi-year capital commitments due to low visibility.
Macro policy uncertainty has deterred long-term planning.
In the last three years, the U.S. government avoided
unprecedented debt defaults only by reaching
last-minute deals in 2011 and 2013, and, during that period,
the Eurozone crisis reached its most acute phase.
The profit recovery, while persistent, has its doubters.
As every quarter passes, resistance builds to corporate
profits continuing to beat all-time highs.

Display 2: Policy uncertainty has declined significantly
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Earnings revisions are improving
In analyzing earnings, we note that, as of mid-May, the four-week
moving average of U.S. earnings revisions has turned positive
for the first time in almost a year, and the 13-week moving average
has turned positive for the first time since 2012 (Display 3).
If GDP growth accelerates in line with our estimates to 2.5%
in 2014 from 1.9% in 2013, it may spur a long-awaited rise
in sales growth.
Display 3: S&P 500 Index earnings revisions are improving
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Companies May Be More Willing to Use
Cash Now
But that was then. We now foresee a very different landscape
in 2014—one in which there will be more proactive uses of cash
by corporates. Here are the reasons why:
Deleveraging is largely behind us, U.S. consumer
confidence is building
The effects of the two credit crunches of the 2000s are starting
to abate because a) lending standards are now higher; b) financial
institutions have been fortified; and c) the U.S. consumer has
deleveraged. In fact, a New York Federal Reserve report released
in May noted that nearly five years of consumer deleveraging
is coming come to an end. To us, this signals that confidence is
returning to the consumer segment, as they feel willing to borrow
again. This is a meaningful development, as the consumer makes
up over two-thirds of the U.S. economy.
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Activism is picking up
While corporate directors have remained cautious, shareholders
are favoring more aggressive action, and shareholder activism
may push companies to deploy cash. According to data from
Activist Insight, the number of large-cap activist investments
almost doubled in 2013 to 42 from just 23 in 2012. Indeed,
activism surrounding cash exploitation increased most significantly
last year, with 13% of all activist campaigns focused on share
buybacks and dividends, compared to 8% in 2012. We expect
to see an uptick in spending on capital expenditures, M&A and
capital distributions as companies begin to feel more pressure
from activists, or look to avoid activists’ attention.
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Corporations Have Several Options for
Using their Cash
Corporations could use their cash in several ways, including:
Mergers & acquisitions
We have been waiting for the recovery in asset prices to ignite
M&A activity. As 2014 unfolds, our wait appears to be over, and
we believe the renaissance in M&A should have durable
momentum due to:
Increasing CEO confidence, which despite its volatility, has
broken through the 50 threshold and has remained there since
1Q 2013 (Display 5).
A 32% gain for U.S. equities last year. M&A activity tends
to track the equity market with a lag of about one year, so it
is natural to see it starting to gain traction (Display 6).

Reinvestment rate remains low
We believe corporations will start using their cash as a hedge
against the possibility of higher financing costs, even if in
modest amounts. Their decision seems wise as:

Meaningful corporate cash trapped overseas, which
can be unlocked in the form of cross-border M&A, and often
with favorable tax treatment as compared to repatriation
to the U.S.

The U.S. may be past the point of maximum liquidity as
the Federal Reserve seems likely to conclude its quantitative
easing program as early as this fall; and

Corporate balance sheets being underleveraged.
Buying being cheaper than building for companies with
market capitalizations trading below replacement value.

Credit Suisse forecasts that the Fed will raise interest
rates in the fourth quarter of 2015, which could raise overall
borrowing costs.
Financing costs aside, companies are beginning to find it
more attractive to deploy cash than continuing to build reserves
because of:

The growing importance of a mobile and internet strategy,
which in many cases is forcing a rapid change in business
models, often requiring M&A.
Display 5: Corporate confidence is improving

The significant gap between the reinvestment rate
and current cash return on investment (Display 4).
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The CEO Conﬁdence Index is a survey conducted by the Conference Board
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As of March 31, 2014
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Display 6: S&P 500 hits records levels while M&A
activity reaches multi-year highs
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Display 8: Net business investment has more room to go
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Capital expenditures
In our view, a comeback for capital expenditures is in its early
innings—and we believe U.S. corporations need to reinvest
in 2014 to replenish equipment and capital stock. Although
peak profit margins and aged plant and equipment have been
with us for some time, three factors support our view that the
time for more capex is now:
Rising capacity utilization, which is finally getting close
to pre-recession levels. Its current reading of 78.6%
is the highest level since summer 2008, a level consistent
with companies engaging in capital expenditures plans.
Growing bank lending intentions, which indicate
a 7% pick-up in capital expenditures (Display 7).
Bottoming net business investment is currently only at trough
levels of the past two recessions (Display 8).
Display 7: Bank lending intentions point to a pickup
in investments
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Dividends
One of our long-time favored investment strategies has
been to own the dividend paying companies and those that are
consistently growing their dividend. To examine the importance
of dividends and dividend growth, look at the S&P 500 Dividend
Aristocrats Index—an equally weighted index of S&P 500
companies that have increased their dividend payouts every year
for the last 25 years. From a total return standpoint, since the
low in March 2009, the compound annual growth rate has been
21.8% for the S&P 500 Index, and 24.0% for the S&P 500
Dividend Aristocrats Index.
To put it into historical perspective, owning the strategy
of the Dividend Aristocrats would have given an investor an
extra 11.5% over a five-year period.
We continue to favor this strategy for two key reasons.
First, bond yields are low, and while they are likely to rise
at some point, the duration risk from longer-dated maturities
has kept many market participants in shorter maturities,
which have lower yields. As a result, investors are still starved
for income—and are likely to hunt for yield in dividend
paying and growing equities.
Second, an aging population with a longer life expectancy
will need income in retirement, and will seek income through
other avenues rather than simply fixed income. While the S&P
500 Index payout ratio remains well below its long-term average,
we have seen some interesting trends—the 391 companies
in the S&P 500 Index that pay a dividend have, on average,
raised their dividends per share by 19% in 2013.
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Share buybacks
U.S. corporate net buying is very high, and at 3.6% of market
capitalization, is twice its long-term average (Display 9). We
believe buybacks will continue as the difference between the
free-cash-flow yield and high-yield bonds is at a 25-year high.
Moreover, in analyzing non-financial companies in the
S&P 500 Index, we measured cash and near-cash equivalents
(short-term securities with a maturity of less than 90-days)
for the 411 companies in that universe, and found:
Average cash as a percent of total assets was about 9.2%.
Companies with higher than average cash as a percent
of total assets shrank their share count outstanding by 1.2%.
From a performance perspective, these companies delivered
a gain of 31.7% versus 25.0% for the S&P 500 Index from
the first quarter of 2013 to the first quarter of 2014.
Display 9: Corporate net buying is climbing
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Healthcare
So far this year, Healthcare M&A is running at its fastest
pace on record, with some noteworthy deals, including
Valeant Pharmaceuticals acquiring Allergan and the deal
between Novartis and GlaxoSmithKline. After a period
of producing blockbuster drugs, large-cap pharmaceutical
companies are having little success with internal R&D
and need to refresh their pipelines. With ample free cash
flow, these companies can acquire new products from
R&D-driven biotech names or competitors with products
and platforms that complement their business. We expect
this trend to continue, which should benefit both large-cap
pharmaceuticals and smaller biotechnology names
being acquired.
Additionally, for companies with cash on their balance sheets
overseas, there remains a meaningful repatriation tax. M&A is an
effective way to use the cash trapped abroad, which cannot be
used for dividends, or share buybacks, without tax implications.
Capital expenditures
Based on the Credit Suisse Executive Panel Survey,
U.S. corporate spending intentions are primarily focused
on information technology, employment, travel and machinery.
IT spending was by far the strongest category, with almost
55% of respondents indicating additional spending. As
companies look to spend money on improving IT infrastructure
and upgrading technology, firms in the IT services and
software industries should benefit.
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How Investors Can Profit from Corporations
Spending Cash
We believe investors can benefit from opportunities in
cash-rich companies in many ways:
Mergers & acquisitions
As M&A continues to pick up, we favor:
Media and Information Technology
Companies in this sector should be acquisitive in 2014,
given large cash stockpiles and continued consolidation; this
consolidation is being driven by companies looking to expand
their customer base and technology platforms, particularly
in the mobile and cloud computing space. Examples include
Facebook’s acquisition of WhatsApp and Comcast’s
acquisition of Time Warner Cable.

We also like business services companies, which will benefit
from higher spending on employment services and travel,
and industrials, where we expect to see spending on purchasing
machinery and replacing aging fixed asset investments.
Certain companies and styles
In addition to specific sectors, we think companies with certain
attributes will benefit most from high levels of corporate cash.
While we see opportunity to own attractive acquisition targets,
we also see opportunity for owning the acquirers. Interestingly,
the market’s reaction has been positive for both target and
acquirer, although the latter is less common. We expect
large-cap acquirers to outperform, given strong balance sheets.
In terms of company characteristics, we like companies with
low leverage and high free cash flow. These attributes point
to companies with strong corporate balances that are more
likely able to deploy capital to M&A and capital expenditures,
or are generating excess cash flow to be distributed to
shareholders, either through dividends or share buybacks.
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Hedge funds
We recommend hedge funds as part of a well-diversified
portfolio because they have flexible investment strategies
that allow them to produce uncorrelated alpha and asymmetric
returns by investing in company events, arbitrage and
fundamental dispersion. Specifically, hedge funds:
Provide unique diversification benefits, given that they
typically have lower correlations to traditional asset classes
and generate similar return premiums as equities, but with
lower volatility—that is, they can generate higher riskadjusted returns.
Are well positioned, in our view, to take advantage of
mispricing, while managing risk exposure. In particular,
we like event driven strategies designed to exploit pricing
inefficiencies surrounding specific corporate actions, such
as M&A action or buybacks. In fact, event-driven hedge
funds outperformed in 2013 and that strong performance
continues in 2014 (Display 10).
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Conclusion
In summary, 2014 is likely to usher in more proactive uses
of cash, and we see critical opportunities for investors to benefit
as corporations utilize their war chests.
In terms of the investment opportunity set, we like:
The Information Technology and Healthcare sectors,
and select Industrials;
Companies with high free cash flow, low leverage,
or those likely to be acquirers; and
Event-driven hedge funds.

Display 10: Event driven funds are leading the way
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Important disclaimers are found in the disclaimer appendix.
This material is not investment research or a research recommendation for regulatory purposes as it does not constitute substantive
research or analysis.
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Important Disclosure
This report is distributed by the Private Banking North America business
of Credit Suisse Securities (USA) LLC (“
is a regulated broker dealer
and investment adviser. It is not a chartered bank, trust company or
depository institution. It is not authorized to accept deposits
or provide corporate trust services and it is not licensed or regulated
by any state or federal banking authority. This report does not constitute
investment advice by CSSU to the clients of the distributing financial
institution, and neither CSSU, its affiliates, and their respective officers,
directors and employees accept any liability whatsoever for any direct
or consequential loss arising from their use of this report or its content.
CSSU does not represent, warrant or guarantee that this material is
accurate, complete or suitable for any purpose and it should not be used
as a basis for investment decisions. This material does not purport to contain
all of the information that a prospective investor may wish to consider and
is not to be relied upon or used in substitution for the exercise of independent
judgment. It is directed exclusively for the high net worth individuals and
institutions who are clients of CSSU; clients should seek the advice of their
independent financial advisors as they deem necessary or appropriate
prior to taking any investment decision based on this report or for any
necessary explanation of its contents.
Customers of the Private Banking North America business of CSSU
wishing to effect a transaction should do so only by contacting their
relationship manager at CSSU or the individuals listed under “Americas
Contact Information” on the following page. Unless otherwise specified,
the term “Credit Suisse” is the global marketing brand name for the
investment banking, asset management and private banking services offered
by Credit Suisse Group subsidiaries and affiliates worldwide. Each legal
entity in Credit Suisse Group is subject to distinct regulatory requirements
and certain products and services may not be available in all jurisdictions
or to all client types. There is no intention to offer products and services
in countries or jurisdictions where such offer would be unlawful under the
relevant domestic law.
Information, opinions and estimates contained in this report reflect a
judgment at its original date of publication by Credit Suisse and are subject
to change without notice. The information and opinions expressed in this
publication were produced by the Investment Strategy and Research
Department of the Private Banking division at Credit Suisse may be different
from, or inconsistent with, the observations of the Credit Suisse Research
Department of the Division of Investment Banking due to differences in
evaluation criteria.
This report is not directed to, or intended for distribution to or use
by, any person or entity who is a citizen or resident of or located in
any locality, state, country or other jurisdiction where such distribution,
publication, availability or use would be contrary to law or regulation
or which would subject Credit Suisse to any registration or licensing
requirement within such jurisdiction. All material presented in this report,
unless specifically indicated otherwise, is under copyright to Credit Suisse.
None of the material, nor its content, nor any copy of it, may be altered
in any way, transmitted to, copied or distributed to any other party, without
the prior express written permission of Credit Suisse. All trademarks, service
marks and logos used in this report are trademarks or service marks or
registered trademarks or service marks of Credit Suisse.
The information, tools and material presented in this report are provided
to you for information purposes only and are not to be used or considered
as an offer or the solicitation of an offer to sell or to buy or subscribe for
securities or other financial instruments or to purchase any of the products
or services mentioned. Credit Suisse may not have taken any steps to ensure
that the securities referred to in this report are suitable for any particular
investor. Credit Suisse will not treat recipients of this report as its customers
by virtue of their receiving this report.

The investments and services contained or referred to in this report may not
be suitable for you and it is recommended that you consult an independent
investment advisor if you are in doubt about such investments or investment
services. Nothing in this report constitutes investment, legal, accounting
or tax advice, or a representation that any investment or strategy is suitable
or appropriate to your individual circumstances, or otherwise constitutes
a personal recommendation to you. Credit Suisse does not advise on the
tax consequences of investments and you are advised to contact an
independent tax adviser. Please note in particular that the bases and levels
of taxation may change. Information and opinions presented in this report
have been obtained or derived from sources believed by Credit Suisse to be
reliable, but Credit Suisse makes no representation as to their accuracy or
completeness. Credit Suisse accepts no liability for loss arising from the use
of the material presented in this report, except that this exclusion of liability
does not apply to the extent that such liability arises under specific statutes
or regulations applicable to Credit Suisse. This report is not to be relied upon
in substitution for the exercise of independent judgment. Credit Suisse may
have issued, and may in the future issue, other reports that are inconsistent
with, and reach different conclusions from, the information presented in this
report. Those reports reflect the different assumptions, views and analytical
methods of the analysts who prepared them and Credit Suisse is under
no obligation to ensure that such other reports are brought to the attention
of any recipient of this report.
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. Information, opinions and estimates
contained in this report reflect a judgment at its original date of publication
by Credit Suisse and are subject to change without notice. No representation
or warranty is made as to the reasonableness of the assumptions made or
that all assumptions used in achieving the projected performances have been
stated or fully considered. Assumption changes may have a material impact
on any projected performances presented.
This report may provide the addresses of, or contain hyperlinks to,
websites. Except to the extent to which the report refers to website material
of Credit Suisse, Credit Suisse has not reviewed any such site and takes
no responsibility for the content contained therein. Such address or hyperlink
(including addresses or hyperlinks to Credit Suisse’s own website material)
is provided solely for your convenience and information and the content of
any such website does not in any way form part of this document. Accessing
such website or following such link through this report or Credit Suisse’s
website shall be at your own risk.
Internal Revenue Service Circular 230 Disclosure
As provided for in Treasury regulations, advice (if any) relating to federal
taxes that is contained in this communication (including attachments) is not
intended or written to be used, and cannot be used, for the purpose of
(1) avoiding penalties under the Internal Revenue Code or
(2) promoting, marketing or recommending to another party any plan
or arrangement addressed herein.
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