
December 2008 For professional investors and advisers only

Schroders

–  Governments and 
central banks are taking 
extraordinary steps to 
cushion the impacts of de-
leveraging and of the liquidity 
crisis on the corporate world

–  We need to see a 
stabilisation in the impact of 
the negative multiplier effect; 
how consumption behaves in 
a higher unemployment world 
with short-term deflationary 
pressure; and the impact 
on emerging economies of 
the credit crunch and global 
recession

–  Investors should focus on 
quality companies with 
sustainable sources of 
growth

We expect global growth will continue to struggle as we 
enter 2009, and global equity investors will need to focus on 
company fundamentals and search for sustainable sources of 
growth, as markets will pay up to get access to this growth.

The economic environment clearly deteriorated sharply in the summer when companies 
globally ‘hit the wall’ as banks stopped lending and cash hoarding escalated. This turned 
what was set to be a ‘strong slowdown’ in economic growth into a full-blown recession. 
The strong trend of consumer and financial sector de-leveraging and the re-leveraging of 
government balance sheets will continue to unroll in 2009 and potentially beyond that. 

Key questions remain 
One question relates to the speed of adjustment in the global dislocation (of the de-
leveraging process). A rapid adjustment may seem appropriate from a capital markets 
perspective, but its economic and social consequences are unacceptable from most 
political viewpoints, and governments have tried to cushion this via various actions 
since the intensification of the crisis in September. Central banks and governments are 
taking extraordinary steps, including huge recapitalisation plans, stimulus packages and 
aggressively cutting interest rates. However, a stabilisation in the impact of the ‘negative 
multiplier effect’ of de-leveraging will take time. 

A second question is how the sharp economic deceleration might lead to deflation. The 
market until recently focused on inflation, but it is clear that with a sharp slowdown, 
increased idle capacity and higher unemployment, the immediate danger is deflation. 
Deflation is not bad when it brings more buying power to consumers in difficulty, but it can 
be treacherous if it turns into ‘wait and see’ consumption patterns in dysfunctional financial 
systems and recessionary environments.

A third question relates to the impact on the developing economies of the credit crunch 
and, potentially, one of the worst recessions in 30 years in the developed markets. 
Emerging economies are in a stronger financial position than in the past, with a current 
account surplus of US$785 billion this year, and foreign debt having fallen to 24% of GDP, 
but they are exposed to the misfortunes of the West via trade and capital.  

Governments in a few key emerging markets economies, however, should be able to 
support their domestic economies via large infrastructure programs and stimulate consumer 
and corporate spending through monetary and fiscal policies. China, for example, which 
represented close to 30% of world economic growth in 2007, has announced a package 
close to US$600 billion to be spent by 2010. Spending will focus on infrastructure, property 
and fiscal stimulus for the domestic consumer.

Longer term, depending on the outcome of the crisis on their economies, emerging markets 
that will be able to show resilience will gain geopolitical power.  

How should equity investors navigate in such difficult times? 
Clearly, one of the key priorities for governments globally is to gets banks lending again. 
In the case of the US, banks are receiving virtually free capital (for 5% coupon preference 
shares, compared to 12% coupons in the UK). It is essential we see this liquidity becoming 
accessible for companies. So far, loan surveys have yet to show any signs of revival and 
bank nationalisations may have further to go if this continues. Another key indicator to 
watch is US property prices, as a stabilisation would help restore some confidence and 
might entice banks to lend again. Clearly, the commercial property market has so far  
been relatively resilient, but it could bring bad news while residential prices bottom first.

Virginie Maisonneuve, Head of Global and International Equities, 
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2009: A year in global equities

“ We believe it will be crucial 
for global equity investors 
to focus on company 
fundamentals and search 
for sustainable sources 
of growth, as markets will 
pay up to get access to 
this growth.”



In this environment, and from a global perspective, we believe investors should focus 
on quality, in terms of a company’s balance sheet, such as having a strong cash flow 
and low Net Debt to Equity position. Strong management teams are also key for vision 
and leadership, and corporate governance will be an essential differentiator. Finally, 
investors should seek attractively priced companies with positive earnings growth. In 
an environment of slower global economic growth, markets will pay up for companies 
delivering earnings growth, especially if it is visible and sustainable.

Framing stock selection with a medium-term horizon  
While it is very difficult in the midst of ongoing short-term negative news, it is essential to 
frame stock selection within a medium-term time horizon to avoid being trapped in the 
fear-induced panic that markets create in such a volatile environment. Understanding key 
long-term trends that will have a strong impact on the sustainability of growth in earnings 
in companies around the world is helpful.

Demographic: impact on growth 
Between now and 2050, the world’s population is predicted to grow by a staggering three 
billion people – a 50% increase. Importantly, demographic trends over the next 40 years will 
be characterized by three major trends: 

1.  Most population growth will take place in emerging economies, and urbanisation will  
be a by-product of the trend. These soon-to-be-overcrowded cities will need 
infrastructure, including travel networks, housing, water treatment and power generation 
facilities, to name but a few of the projects that will require substantial resources for a 
number of years. 

2.  Key to GDP growth and shift in consumption patterns is the percentage of the 35-54 
year old population in various countries, as they are the major asset gatherers and 
income earners. In Japan, for example, this part of the population peaked in 1990…at 
the same time as the Nikkei. 

3.  Population ageing is preponderant with longevity continuing to increase. This will create 
a differential for growth between countries as, on one hand, growth rates in labour 
force and GDP are positively correlated and, on the other hand, ageing population 
puts additional strain on public finances. This means that people’s working lives will 
be extended and responsibility for providing for their own retirement and long-term 
healthcare will most likely increase. 

Global climate change: impact on infrastructure spending and innovation 
Global climate change is another secular growth driver that we believe will continue 
supporting both the medium and longer-term earnings of certain companies. While the 
financial crisis unfolds, the World Wildlife Fund published a report showing the Arctic 
Ocean is losing sea ice 30 years ahead of the predictions made in 2007. Summer ice could 
disappear as soon as 2013, which would amplify global warming. Increasing sea level 
would be double the estimates made previously and put vast coastal areas around the 
world at risk. 

Impacts on food supply and weather patterns on insurance and property prices (as well 
as banks) in major cities are all key items to monitor and anticipate. This is in order to 
understand better the operating environment for the corporate world. This will lead, once 
the most intense part of the current crisis is behind us, to an acceleration of governments’ 
plans to reduce harmful carbon emissions, and the need for large infrastructure investments 
to mitigate and adapt to those harmful changes. We believe companies with goods and 
services benefiting from those trends will have more sustainable earnings and, while 
they are currently neglected in the market, current share price weakness offers strong 
opportunities, in our opinion.

Is it time to buy? 
Some stock prices clearly were hurt beyond reason in 2008. Forced liquidations 
exacerbated price falls, causing severe dislocations between current valuations and some 
companies’ true growth prospects. This is now providing some selected compelling 
opportunities. As we welcome 2009, we continue to focus on quality growth companies 
with competitive advantages that are trading on reasonable valuations. We believe adhering 
to this sensible approach – using fundamental research to evaluate individual companies 
from a global perspective – should reward investors in what is likely to be a difficult year 
overall for stockmarkets. 
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“ … soon-to-be-
overcrowded cities will 
need infrastructure, 
including travel networks, 
housing, water treatment 
and power generation 
facilities, to name but a 
few of the projects that 
will require substantial 
resources for a number of 
years.”


