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The age of active

The global financial crisis marked the end of an extraordinary period for the 

global economy and world stock markets.  

The 26 year accumulation of debt and wealth that drove prolonged and 

powerful economic cycles has reached a turning point, with profound 

implications for the future behaviour of asset markets. In terms of growth, 

concentration and risk it will change the way we manage equity portfolios for 

the next decade.

In particular, successful equity portfolios are likely to be driven by the ability of 

investment managers to find superior growth at attractive valuations, and a 

willingness to focus on what you own, rather than fearing the opportunity cost 

of stocks that are not owned.
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The great leverage build-up (1980-2007)
Low inflation, cheap credit
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Disinflationary 

environment for past 

26 years
Erosion of private 

savings

Federal Reserve interest rate                                            US personal savings ratio

Source: Federal Reserve and Bureau of Economic Analysis

A heady brew



0

100

200

300

400

500

600

700

1983 1987 1991 1995 1999 2003 2007

0

200

400

600

800

1000

1200

1400

1600

1800

1983 1987 1991 1995 1999 2003 2007

The great leverage build-up (1980-2007)
The virtuous circle of rising asset prices and borrowing 
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Source: Bloomberg and Lloyds

S&P 500                                                              UK house price index

Stocks rose as 

price of debt 

fell…

…as did property prices 

– providing the 

collateral for  further 

debt accumulation

High spirits: intoxicating returns



The great leverage build-up (1980-2007)
Expanded cycle reduced volatility and increased confidence
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Source: NBER, Barclays Capital , FDIC and Federal Reserve

Home equity as % of loan portfolio

1-4 Family & 

Home Equity –

LHS

1-4 Family & 

Home Equity (%) 

- RHS

US economic cycles since 1982

Start to finish Duration

1. Nov 1982 to Jul 1990 92 months

2. Mar 1991 to Mar 2001 120 months

3. Nov 2001 to Dec 2007 73 months

Reduced fear of loss 

served the build up of 

debt

Lowered inhibitions
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The great leverage build-up (1980-2007)
Companies flourished in strong demand environment 
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Source: Thomson Reuters Datastream

US corporate profits as share of GDP

Rising corporate 

profits only 

accounted for 

40% of stock 

market returns 

over this period

New highs
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Benchmark-driven investing dominated
High opportunity cost of being different
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Source: Cremers and Petajisto (2006) and DrKW Macro research 

Share of all equity assets in US mutual funds 

Robust stock 

markets facilitated 

the rise of passive 

equity 

management  

Beta wins over alpha
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The inflection point (2007-2009)
The party ends 
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…and the hangover begins
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The inflection point (2007-2009) 
The cure: inject cash & socialise the debt

-15%

-10%

-5%

0%

5%

10%

Q1 1955 Q1 1961 Q1 1967 Q1 1973 Q1 1979 Q1 1985 Q1 1991 Q1 1997 Q1 2003 Q1 2009

US net private saving/GDP US net government saving/GDP

Federal Reserve bank assets            US net private vs net government saving/GDP

Quantitative 

easing

US net private saving / 

GDP

US net government saving / GDP

Transferring 

the debt 

from the 

private to 

public sector

© 2010 The Actuarial Profession  www.actuaries.org.uk

…don’t come down

8



The cure: has it worked?

Source: Federal Reserve, MSCI and Bureau of economic analysis
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Relief for the symptoms, the underlying adjustment is still with us
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The cure: has it worked?

Source: Central Statistics Office Ireland and Eurostat
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Not everywhere: the two day hangover
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The cure: unintended consequences

Source: Commodity Research Bureau and China Economic Information Network
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Inflation: a threat to emerging markets

Rising inflationary pressuresCommodity price inflation is back
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The cure: unintended consequences

Source: Bloomberg

© 2010 The Actuarial Profession  www.actuaries.org.uk

Rising cost of capital: differing outcomes

6

8

10

12

14

16

18

2006 2007 2008 2009 2010 2011

Indonesia government bond 10 year yield

2

3

4

5

6

2006 2007 2008 2009 2010 2011

US government bond 10 year yield

…end of the deflationary threat in developed economiesRising cost of capital in emerging markets
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What does this mean for stock pickers?
Long-term equity volatility

Source: Bloomberg and Martin Currie
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While volatility has fallen, correlation has remained stubbornly high
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What does this mean for stock pickers? 
The risk on/ risk off world

Source: Macquarie and Ministry of Economic Affairs Taiwan
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Macro risks (cycle) dominated micro risks

Taiwanese industrial productionMarket dimensionality – number of 
themes driving Pan-European markets
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What does this mean for stock pickers? 
The opportunity going forward

Source: UBS and Martin Currie, Macquarie
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Falling correlation implies greater stock selection opportunity

Opportunities for stock picking in almost all sectors
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The fundamental prospects of the average company

Source: Thomson Reuters Datastream and Bank of America

…after which average companies will struggle to 

grow earnings 
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Owning average companies will be unexciting
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Focus on growth: global emerging markets

Source: IMF and HSBC

Share of global GDP at purchasing power parity 
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Seeking growth in emerging markets - but what about the other 90% of 

world market capitalisation ?...
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Lessons from history

Source: Stifel, Malaysian Palm Oil Board
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Volume: Growth niche

External environment Pricing power

http://www.dai-ichi-life.co.jp/english/index.html
http://www.fwc.com/


Focus on change: dare to be different 
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Source: Bloomberg
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Margin leverage
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Conclusions
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• Indexing is cheap, but what are you locking yourself into? 

Dare to be different?

• Shifting environment benefits stock picking as a source of 

returns.

• Equities appear cheap relative to fixed income, but how many 

can demonstrate growth? Those that do will attract significant 

premium.



Questions or comments?

Expressions of individual views by 

members of The Actuarial Profession 

and its staff are encouraged.

The views expressed in this presentation 

are those of the presenter.
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Regulatory information

Martin Currie Investment Management Ltd (‘MCIM’) and Martin Currie Inc (‘MCI’) have jointly issued and approved this presentation in their capacity as investment advisers.  

MCIM and MCI are referred to throughout at ‘Martin Currie’.  Both companies are authorized and regulated by the Financial Services Authority.   MCI is incorporated with limited 

liability in New York, USA.  MCIM and MCI are registered in Scotland (no 66107 and no BR2575), registered address Saltire Court, 20 Castle Terrace, Edinburgh, EH1 2ES.  

The presentation may not be distributed to third parties and is intended only for the attendee. The presentation does not form the basis of, nor should it be relied upon in 

connection with, any subsequent contract or agreement.  It does not constitute, and may not be used for the purpose of, an offer or invitation to subscribe for or otherwise 

acquire shares in any of the products mentioned.

The information contained in this presentation has been compiled with considerable care to ensure its accuracy.  But no representation or warranty, express or implied, is made 

to its accuracy or completeness. Martin Currie has procured any research or analysis contained in this presentation for its own use. It is provided to you only incidentally, and 

any opinions expressed are subject to change without notice. 

Past performance is not a guide to future returns. Markets and currency movements may cause the value of investments and income from them to fall as well as rise and you 

may get back less than you invested when you decide to sell your investments. There can be no assurance that you will receive comparable performance returns, or that 

investments will reflect the performance of the stock examples, contained in this presenter.   Movements in foreign exchange rates may have a separate effect, unfavourable as 

well as favourable, on the gain or loss otherwise experienced on an investment.

Investing in securities in international markets involves certain risks and special considerations.

Investment in the securities of smaller and unquoted companies can involve greater risk than is customarily associated with investment in larger, more established, companies. 

In particular, smaller companies often have limited product lines, markets or financial resources and their management may be dependent on a smaller number of key 

individuals. In addition, the market for stock in smaller companies is often less liquid than that for stock in larger companies, bringing with it potential difficulties in acquiring, 

valuing and disposing of such stock. Proper information for determining their value, or the risks to which they are exposed, may not be available.

In some international markets and particularly in emerging markets the marketability of quoted shares may be limited due to foreign investment restrictions, wide dealing 

spreads, exchange controls, foreign ownership restrictions, the restricted opening of stock exchanges and a narrow range of investors. Trading volume is lower than on more  

developed stock markets, and equities are less liquid. Volatility of prices can also be greater than in more developed stock markets. The infrastructure for clearing, settlement 

and registration, on the primary and secondary markets of many emerging markets, may be undeveloped. Under certain circumstances, there may be delays in settling 

transactions in some of the markets.

Many emerging markets, and the companies quoted on their stock exchanges, are exposed to the risks of political, social and religious instability, expropriation of assets or 

nationalisation, rapid rates of inflation, high interest rates, currency depreciation and fluctuations and changes in taxation which may affect the income and the value of its 

investments.

Companies in emerging markets are not always subject to disclosure, accounting, auditing and financial standards which are equivalent to those applicable in more developed 

countries. Such information, as is available, is also often less reliable. There may be less rigorous government supervision and regulation.
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