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SUSAN DA SIE| My feeling 
for 2010 is that the economy 
will grow, but it’s not going to 
grow fast. So, the strategy is to 
stay somewhat cyclically biased 
and try to pick the stocks that 
are going to be positioned for 
the recovery. 
ROBERT McKillop| I agree. 
We've benefited hugely from 
the market rallying strongly, but 
we've pulled in our horns slightly 
and are now looking for more  
relative value, or perhaps some 
laggards, and we've reduced our 
cyclical exposure slightly. 

Are markets expensive now?

ROBERT McKillop| We're 
looking at March 2012 to  
justify current valuations. 
That's a long way out to start 
discounting earnings. To get an 
upside on consensus earnings, 
you would need a significant 
upswing in economic growth 
that would feed through to 
some top-line growth. In the 
current environment, we just 
don't see that.
SUSAN DA SIE| To add to 
Robert's point, we're a little bit 
more bullish about the markets 
in the U.S. The big surprise is 

that earnings did actually come in above expectations for the third quarter.  
I think that companies have really shown their ability to manage in an  
economy that has been slow. Companies have the flexibility to cut costs 
faster in the U.S. than they do in Europe, so you do get that adjustment on 
the cost base quite quickly. 

Earnings could be up 20% to 25% next year. When you look at where 
bond yields are and where current earnings multiples are, I don't think 
that the market is expensive for where we are in the cycle.

Are there markets that remain relatively weak?

ROBERT McKillop| We group economies into three groups at the  
moment. Canada, Australia, Norway — these guys had very sensible 
banks pre-crisis and sensible policy through the crisis, and are now looking 
to tighten policy to stem any inflationary pressures. 

We have the U.S and U.K. grouped together in the middle with fairly 
well-known problems. I think that the private sector has to go through a 
lengthy deleveraging process.  

Underneath that, we have a third group of economies, including Spain, 
Ireland and Japan. These economies are ones where there are structural 
problems, where we see years of pain to come — there’s a lot of readjust-
ment that still needs to take place.
SUSAN DA SIE| Is the recovery in the U.S. going to be all stimulus  
generated or can the economy sustain itself? I think that’s what the  
market is going to be looking for; that it’s not just an economy that does well be-
cause the government is providing short-term tax incentives and stimulus funds. 

How do you manage your mandates?

ROBERT McKillop| We have a team of four global portfolios managers  
based in Edinburgh, but globally we have a team of 55 regional equity  
analysts, including Susan and her colleagues in Montreal. We also have 19 
corporate bond analysts around the world. They all work on what we call 
our focus on change philosophy. Basically, they’re trying to identify what the 
major drivers of a share price are and then looking at what the market expects 
to happen next. We think it’s a relatively unique investment approach and it 
gives us the ability to outperform across investment cycles rather than being 
pigeon-holed into a growth or value compartment.
SUSAN DA SIE| That's right, and the U.S. market is massive; there 
are thousands of stocks and many ways to implement a strategy or play  
a theme. Your view of the economy certainly dictates what you think a 
company can earn one, two or three years out and a lot of our work is 
based on trying to project earnings growth and sales growth.

Where are you finding non-consensus opportunities?

SUSAN DA SIE| If one is willing to look two or three years down the road, 
there’s some wonderful opportunities in financials. Bank of America did 
suffer tremendously, as a lot of banks did, from credit costs. Credit costs 
for this year are running around $50 billion in writing off bad loans 
and building reserves for future losses, and so the company is basically  
breaking even this year. We could see in a more normal environment 
those credit costs go from $50 billion to maybe $25 billion, improving 
profitability by $25 billion in two or three years from now. 
ROBERT McKillop| We’re looking for laggards, so there’s relative value 
trades within the market. I’m thinking of NTT in Japan. The company 
is trading at 0.6x price to book, they have a fairly aggressive cost-cut-
ting plan in place and we also think the new DPJ government in Japan 
will likely result in an easier regulatory environment. So, we could see a  
return to profit growth for NTT that we’ve not seen for a long time. We 
think that the desire to cut costs from both the public and private sectors 
is ongoing, so we think outsourcing is an area of growth. 

Are there other sectors or themes that you are looking at?

ROBERT McKillop| I think the strong bank franchise globally is a 
great theme for 2010 and 2011. We hold HSBC, Commonwealth Bank 
of Australia and Standard Chartered. We think that there’s going to be a  
gradual reappraisal and rerating of how the market evaluates these stocks. 
SUSAN DA SIE| As well, we could see the corporate market leading the  
spending in technology. We do expect corporate profits will be up and a 
lot of spending has been deferred. I think there is pent-up demand to go to 
the next operating system, the next products or the new chips from Intel. 

How would you summarize your approach? 

SUSAN DA SIE| We’re not looking for walking-wounded companies; we’re not 
looking for weak companies where we can get a quick trade when fundamentals 
improve marginally. The companies that we buy are high quality, have very 
good balance sheets, good market positions and good management teams. 
ROBERT McKillop| Also, and I think Susan would agree, we are very 
much bottom-up stock pickers. I think if we’re right about our macro view, 
the market will remain potentially range-bound. That’s where stock-pickers 
should really come into their own. I think we’ve had two unpredictable and 
dramatic years, so we’re looking forward to a more normalized environment 
in 2010 when stock selection should be able to add value.
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With markets up significantly year-over-year,
what's your strategy for guiding growth in 2010?

In 2010, the Standard Life Investments 

team is looking for stocks that don’t fit 

consensus views. They could be laggards 

in telecommunications, recovering banks, 

outsourcing companies or technology 

firms that can benefit from corporate 

spending. Susan Da Sie in Montreal, who 

manages U.S. stocks, and Robert McKillop 

in Edinburgh, who manages international 

stocks, are focused on change.  
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