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Happy New Year! 

 

During 2008 we moved our clients heavily into cash. This enabled us to post positive returns in what was a very 

difficult year. On December 1
st
, we launched the Elite LWM East-West Value Fund, a UK-authorised fund that 

makes our classical value investment strategy easily accessible to UK investors. 

 

The Elite LWM East-West Value Fund was awarded the Product of the Month award for December by What 

Investment Magazine. An excerpt from this article is below. But first, we take a look at what we expect from global 

markets during 2009 and the trading strategy that we will be employing as a result. 

 

 

 

View of Global Markets for 2009 

 

In the summer of 2008 we were so concerned by the global economic situation that we moved nearly 90% of the 

assets that we manage into cash. Now, following the substantial falls incurred by all markets in October / 

November and the recent rally, how do we view the prospects for global markets during 2009? 

 

Lately, a tremendous amount of bad news (decimated car sales, Madoff, further falls in key housing markets, 

beleaguered retailers etc.) has emerged but been largely ignored by investors. Markets have jumped around 20% 

from their lows in November. So is recovery imminent? After all, a current cliché is that stock markets lead the 

economy by 6 months, meaning that the recent rally is justified assuming that a broad-based recovery will begin 

in H2 2009. 

 

This may be the case – only time will tell. But disturbingly, there are a number of key indicators that suggest that 

investors could be anticipating a considerably shorter recession than will actually occur. 

 

 

The Negatives… 

 

Consider first the discrepancy between debt and equity markets. Spreads are suggesting that defaults on 

corporate debt are likely to be at 1930s levels. This is very much at odds with the message from equity markets. 

 

Then consider housing. A key factor for achieving a well-grounded recovery will be for housing markets to bottom 

out. In key markets this seems to still be a long way off. Falls in December in both the US and UK showed no sign 

of slowing. Inventories of unsold housing are still at near record levels. Credit is still hard to come by so even 

potential house buyers that want to take advantage of falling prices are finding it hard to get a mortgage. 
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And don’t think that the write-offs for the financial industry are behind us. In the US, there is still a huge amount of 

sub prime, Alt-A and even prime mortgage debt that is going to sour. On top of this, you have massive amounts of 

now unsecured home-equity lines of credit, car loans, student loans and credit card debt. As an example, credit 

card debt in the US alone tops $1 trillion, of which around $250 billion may well be written off. Remember that 

much of this debt was securitised and sold far and wide, so this is just not a US problem. 

 

But the key is unemployment. It is one thing for people to continue to pay their mortgages when they are in 

negative equity. It is another thing entirely for them to pay their mortgages if they are laid off. With consumer 

spending falling, the sales for big-ticket items are in freefall. This is causing companies in virtually all sectors to 

slash workforces. This in turn causes the pain to increase, as unemployment, or the threat of unemployment, 

causes consumers to further reduce their consumption. 

 

The sheer amount of deleveraging that is required by banks, hedge funds, governments and individuals is likely to 

put continued pressure on asset prices. The UK looks at great risk due to its tremendously high levels of debt (UK 

consumers are more indebted than their US counterparts), the fact that financial services make up such a large 

part of the UK economy and the sheer scale of its housing boom over the last decade. 

 

And whereas major markets are typically grappling with property busts and too much consumption-linked debt, 

many emerging markets (plus Germany and Japan) are suffering from a collapse in demand in their main markets 

– i.e. the first-world economies. The only fundamental cure for the current situation is for the inhabitants of the first 

world to reduce their consumption and save more over an extended period. But this will take a long time to 

achieve and in the short term will only exacerbate the situation. In a sense, with regards the only sustainable and 

grounded course of action to achieve fundamental recovery, we are damned if we do and damned if we don’t. 

 

We now see the bursting of two bubbles. A near decade long housing boom that ranks as the biggest asset 

bubble in history, combined with the bursting of a consumer credit bubble that began to inflate in the early 1980s 

under Reagan and Thatcher. The seeds of current market distress were long in the making. It is unlikely that a 

fundamental resolution of such entrenched issues can be achieved in such a short period of time. 

 

We therefore believe that it is entirely possible, if not likely, that markets will lurch substantially further downwards 

in the short term. 

 

 

And Positives…? 

 

But, despite all of the above, we are tremendously optimistic. The reason for this is that we would argue that 

investors should approach the current uncertainty from a completely different angle. We believe that in many 
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ways, focusing on the question of how markets will perform over the next 12 months creates a very real danger of 

missing the bigger picture. 

 

Assuming that you consider yourself a genuine investor in equities as opposed to someone who gambles on 

short-term equity movements, what should be your investment time horizon? Academically, most of us would 

answer 3-5 years as a minimum. Then why do the actions of most investors belie an incredibly short-term focus? 

 

The real question to ask is, if I invest today, am I likely to lay the foundations for solid returns over the duration of 

my investment timeframe? And we believe that the answer to this question is an unequivocal ‘yes’. 

 

At Lowes Wealth Management, we do not invest in markets. We invest in what we consider to be the 25-35 best 

value companies from around the world. And therein lies an incredible opportunity for investors that act in 

accordance with their investment time horizons. 

We invest solely on the basis of classical value principles. We emphasise companies strong in tangible assets 

that operate with low levels of debt. We are now seeing opportunities to carefully and gradually move back into 

the market, one stock at a time. We believe that some of the opportunities to invest in superb companies that are 

now presenting themselves will, in the future, be seen with hindsight as once-in-a-lifetime investment 

opportunities. 

The key is to invest in companies for which there is no existential risk – that are not in danger of capitulation 

should credit continue to be hard to come by. Companies whose products and services will be in demand even if 

the global economy does take an additional downwards lurch. That can capitalise on solid global trends that are 

not likely to go away (such as Asian infrastructure development and an oil price that is likely to rebound given the 

development of economies such as China and India). 

We do not know if by buying these companies we will be buying at the bottom. Indeed, no investor can know this, 

except in hindsight, long after the opportunity has passed.  But we can identify a select group of superb 

businesses, investing in which is likely to provide for fabulous returns over the longer term. 

And if you are an equity investor with a long-term investment horizon, what more could you want? 

 

Our Trading Strategy for 2009 

The Elite LWM East-West Value Fund was launched on December 1
st
. On January 5

th
, the fund moved from its 

initial offer period into normal trading and we have just begun to place trades. 
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Due to our anticipation of ongoing volatility, we will look to capitalise on the current situation. We will be using a 

combination of outright purchases and the selling of put options to average into global markets over the next 5-9 

months. In the short term, we will be paying a great deal of attention to extremely undervalued companies that 

have no existential risk, that are offering a substantial dividend yield and that have the financial resources to 

continue to provide this dividend. 

 

 

What Investment Product of the Month 
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Please let us know if you would like more information on any of the above. 

 

Wishing you a very prosperous 2009, 

Justin 

Managing Director 

Lowes Wealth Management 

www.loweswealth.com  

 

 

Please note: As always, I’ve tried to ensure that this will go out only to those who will be interested in this 

information. If you don’t want to receive this in future please let me know and I’ll take you off the list immediately. 

  

Disclaimer  

Stated performance reflects equity gains, exclusive of any fees. 

  

This communication constitutes neither an offer to sell nor a solicitation of an offer to purchase/subscribe to any investment. All information 

and attachments (the “Material”) are provided by Lowes Wealth Management ("LWM") as part of its internal research activity. This Material is 

solely for informational purposes, and LWM makes no representations as to accuracy or completeness. LWM is not responsible for errors 

contained herein and shall not be liable for any consequences arising out of reliance upon same. Opinions herein constitute the present 

judgement of LWM, which is subject to change without notice.  

 

This communication is confidential and may be covered by legal, professional or other privilege. The information herein is solely for the 

intended recipient(s). Any other access is unauthorised. If you are not the intended recipient(s) please immediately delete it from your system. 

Any disclosure, copying or distribution, as well as any action taken or omitted to be taken in reliance on information herein, is strictly prohibited. 

This Material and its use may be restricted by law in some jurisdictions, and persons who receive or otherwise interact with it are required to 

inform themselves and to comply with any such restrictions. Specifically, the information herein is not for distribution to the USA or Switzerland, 

and it does not constitute an offer or a solicitation of an offer to buy or to sell securities in those countries or to sell securities to or for the 

benefit of any US or Swiss resident. 

 

 


