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For years investors have been selling out of US equities

Source: ICI and Citi Research - US Equity Strategy – 31 August 2012

Since 2007, cumulative outflows of - $520 billion Since 2007, cumulative inflows of $81 billion

Annual US Equity Fund Net Inflows (Mil.$) Annual Emerging Market Fund Net Inflows (Mil.$)
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…And yet the US market has outperformed other equity markets

Source : FactSet as at 31 August 2012

S&P 500 Relative Strength STOXX 600 S&P 500 Relative Strength to MSCI EM (Emerging Markets

Since August 2007, +34.75% vs STOXX 600 Since August 2009, +22.62% vs MSCI EM

70

80

90

100

110

120

130

Aug-07 Aug-08 Aug-09 Aug-10 Aug-11 Aug-12

S&P 500 Relative Strength to MSCI EM (Emerging Markets)

90

100

110

120

130

140

150

Aug-07 Aug-08 Aug-09 Aug-10 Aug-11 Aug-12

S&P 500 Relative Strength to STOXX 600



4

How can the US market continue to outperform? 

Maintain low 
rates

Deficit Reduction

The challenge :  Reduce the deficit while keeping the economy growing 

Economic Growth

The challenge 
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There are long term issues requiring adjustments

Deficit Reduction

Source: Congressional Budget Office – April 2012
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Act. Est.

But what interests markets is much more short term 

Gross Federal Debt

(as percentage of GDP)

10.0

20.0

30.0

40.0

50.0

60.0

70.0

80.0

90.0

100.0

110.0

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Act. Est.

Source : US Government website – March 2012
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There are various ways to reduce the deficit

Deficit Reduction

� Cut Spending

Difficut and will hurt growth

2012 federal budget

Defense 24%, 

Health Care 22%

Pensions 22%.

� Increase Taxes

Unpopular and will hurt growth

� Boost GDP’s growth

Painless and popular

Boosting growth is the path chosen by the US



We believe that all the components are in place for this to work
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Objective : keep rates low

Source: US Treasury,  Goldman Sachs - August 2012

Part of the US debt held by the Federal Reserve

(as percentage of GDP)
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� Foreign trust and active Fed…
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Source :  JP Morgan August 2012

Objective : keep rates low

…Means low interest rates
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Source : Raymond James, May 2012

� Construction a big contributor to the current crisis…

25% of lost jobs were construction related

-

Objective : create jobs
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US residential construction represents only 2.2% of US GDP in July 2012 (vs 6.5% pre crisis)

…Is improving

Objective : create jobs
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� Banks are once again willing to lend…

Source : JP Morgan Research Center. As at April 2012 

Objective : keep consumption alive
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Source:   U.S. Census Bureau , Raymond James. As at April 2012.

Household Debt Service Ratio (as a % of Disposable Personal Income)

..And consumers have some fire power

Objective : keep consumption alive
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Innovation : the US Secret Weapon

Source: BP, Citi Investment Research and Analysis. As at April 2012
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16

North Dakota shale oil example

Source:   North Dakota State Government, Reuters, CIRA. As at April 2012.
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� Booming North Dakota production is a case in point

– As Bakken oil production has surged (up 153-k b/d 
y-o-y to 510-k b/d in November 2011), economic activity in 
the state has burgeoned:

• State GDP growth was 7.1% in 2010

• As well as drilling and producing jobs, auxiliary 
employment has also been stimulated (see table 
below)

• State unemployment was at 2.9%, versus 8.6% 
nationwide
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� Oil & Gas : low prices leading to a manufacturing renaissance

Source: BLS/Global Macro Monitor. As at May 2012

US Employment in Manufacturing (thousands)
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� US Growth will be slow but sustainable

Source: UBS Research Center – June 2012

2012 Developing countries    2013

4.7%                                        5.3%

2012 World                 2013

2.7%                                         3.2%

2012 US              2013

2.1%                             2.3%

2012 Europe               2013

-0.2%                                0.6%

High growth / low visibility Low visibility  / cheap valuations Low growth / good visibility
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� Prefer growth to value

Source: FactSet as at 30 May 2012

Growth
+89%

Growth
+43%

Value
+152%

6 years 8 years 4 years

When it comes to equities
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Source: JP Morgan Research – August 2012

With margins back to 1960’s level, upside is limited

When it comes to equities

� Prefer top line growth to margin expansion
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� Stock picking is key

Source : Lipper, AXA IM as at 31 August 2012

When it comes to equities

Total Return : Winners versus Losers

71 61 79 50 55 40Q1-Q4
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� Growth style and quality stock picking : a winning combination

Source : Lipper, AXA IM as at 31 August 2012

+21.27%

+15.92%

+6.26%

-1.67%

When it comes to equities
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This document and the information contained herein have been prepared and issued by AXA Investment Managers Asia Ltd (“AXA”) for private informational and educational 
purposes only intended solely for professional investors, and are strictly confidential. They must not be reproduced, circulated, distributed or otherwise used, in whole or in 
part, in any way without the prior written consent of AXA.

To the maximum extent permitted by law, AXA makes no warranty as to the accuracy or suitability of any information contained herein and accepts no responsibility 
whatsoever for errors or misstatements, whether negligent or otherwise. Such information may be subject to change without notice. The data contained herein, including but 
not limited to any backtesting, simulated performance history, scenario analysis and investment guidelines, are based on a number of key assumptions and inputs, and are 
presented for indicative and/or illustrative purposes only.

The information contained in this document is not an indication whatsoever of possible future performance and must be considered on this basis. Where information, contents 
or materials are provided by or quoted from any third party (“Third Party Information”), AXA does not accept any responsibility or liability for such Third Party Information, and 
cannot and does not provide, and shall not be taken to provide, any warranty as to the accuracy, suitability, completeness or correctness of such Third Party Information. Any 
views, opinions or recommendations (if any) that may be contained in such Third Party Information, unless otherwise stated, do not reflect or constitute views, opinions or 
recommendations of AXA.

Nothing contained within this document shall constitute an offer to enter into, or a term or condition of, any business, trade, contract or agreement with the recipient or any 
other party. This document shall not be deemed to constitute investment, tax or legal advice, or an offer for sale or solicitation to invest in any particular fund.  Generally, 
subscriptions to funds are accepted only from eligible investors on the basis of the relevant current prospectus or information memorandum. You should ensure that the 
relevant current prospectus or information memorandum is read and understood before a decision is made to enter into any transaction. If you are unsure about the meaning 
of any information contained in this document, please consult your financial or other professional adviser.

Investment involves risks. You should be aware that investments may increase or decrease in value and that past performance is no guarantee of future returns, you may not 
get back the amount originally invested.

In Singapore, this document is for Institutional Investors only, as defined in Section 4A of the Securities and Futures Act (Cap. 289). Circulation must be restricted accordingly.


