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–  The US fell into the global financial crisis first,  
so should come out of it first.

–  Valuations currently stand at considerable discounts  
to their long-term averages.

–  There are some compelling investment opportunities  
with significant appreciation potential over the next  
two or three years.

Jonathan Armitage, Head of US Equities 
Credit conditions remain tight. Banks are still reluctant to lend to each other,  
to companies and to consumers. As lending activity is a key driver of growth 
in the economy, we have seen increased government intervention to try to 
stimulate the credit markets. There are early indications that this is working 
in the inter-bank market (LIBOR rates) but not in the mortgage rates paid by 
consumers. We view a decline in mortgage rates as a necessary factor in an 
eventual recovery in US housing.

We have seen a large amount of consolidation already in the banking sector as 
those companies with deposit gathering franchises (such as Bank of America 
and JPMorgan) have been able to acquire weaker rivals and strengthen their 
market share. While credit issues will continue to dominate in the short-term,  
we believe that over the medium-term this consolidation will likely be beneficial 
for the ‘winners’ as they increase their market share in other banking segments.

Research into banking crises has shown that they have typically led to recessions 
that have been twice as long and deep as the average. However, on average the 
equity market has bottomed about 12-14 months into the crisis.

We continue to believe that the US economy is further along in the cycle than 
other developed countries – the problems began here earlier and the authorities 
have provided a much greater degree of support in the form of interest rate 
cuts and tax rebates. Additionally, outside the financials sector, companies in 
the US went into this slowdown in much better shape than they have entered 
slowdowns in the past – inventories and corporate debt were at relatively low 
levels.

We are continuing to focus on companies that tend to do well regardless of  
the state of the stockmarket, with diversified revenue bases and strong balance 
sheets and believe the market will reward companies with these characteristics 
in a challenging economic environment. There are still a significant number of 
large, market-leading companies in the US which should be able to exploit 
weakness in their smaller competitors both domestically and internationally  
going forward.

The US Equities team looks ahead to 2009

Jonathan Armitage,  
Head of US Large Cap Equity
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“ There are still a significant 
number of large, market-
leading companies in the 
US which should be able 
to exploit weakness in 
their smaller competitors 
both domestically and 
internationally going 
forward.” Jonny Armitage



Jenny Jones, Head of US Small & Mid Cap Equities 
These are clearly very volatile and worrying times. In our experience of over  
25 years of managing small and mid-cap equities, we have never had to  
focus so much on the macro environment and the impact that it is having  
on the day-to-day operations of companies in the US and on the stockmarket. 
In previous economic slowdowns, we have used history as a guide for how to 
invest through the downturn. However, in the current slowdown we are finding 
history to be a less useful benchmark as the world is much more globally 
integrated than it was in the past.

With the sharp decline in equity markets we saw in October, valuations currently 
stand at considerable discounts to their long-term averages. Against this 
backdrop, we are now finding many more compelling investment opportunities 
where we see significant appreciation potential over the next two or three years. 
The market sell off has been broad, with very little differentiation made between 
low and high quality companies. This presents bottom-up stockpickers with an 
even greater opportunity.

Areas of particular interest at the moment are in the consumer discretionary  
and energy sectors where we are finding opportunities to add to existing  
names in the portfolio or add new investments. We remain cautious on the 
financial services sector and the regional banks in particular, where we feel  
that valuations and sell-side estimates are too high.
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“ The market sell off has 
been broad, with very 
little differentiation made 
between low and high 
quality companies. This 
presents bottom-up 
stockpickers with an even 
greater opportunity.” 

Jenny Jones


