
 
Gaining Perspective 
Market Insights from Cadence Capital Management 

Potential Silver Linings in the Current Turmoil 
 10/01/2008—Cadence Capital’s Bill Bannick shares his views on the long-

term prospects for domestic growth stocks.  
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Credit crisis could stall main driver of 
growth 
The fundamental worry during this dramatic 
and emotional time is the possible feedback 
effect of the credit crisis on the global 
economy. There is an immediate need for 
ample infusions of credit to keep the machinery 
moving. With consumer spending likely to be 
constrained, corporate earnings are expected 
to suffer. As a result, estimates are probably 
too high for 2009.  
 
Another impact on business will come from the 
curtailment of leverage, which will decrease 
return on equity. Going forward, however, less 
leverage will make balance sheets healthier and 
should ultimately boost profits.   
 
Possible surprises to the upside
The deep pessimism currently roiling U.S. 
stock markets suggests that we may be 
nearing a trough, creating favorable conditions 
for future returns.  
• The sharp falloff in stock prices has lessened 

re-entry risks considerably. 
• P/E ratios have come down quite a bit, 

uncovering potential value for earnings-
focused, bottom-up stock pickers. 

• Real returns for the S&P 500 Index are well 
below long-term historical norms. 

• The U.S. dollar should benefit from slowing 
global growth. 

• With leverage generally off the table, long-
only portfolios may be the asset class 
surprise. 

Allocation strategies stand firm  
History has demonstrated that it’s a mistake to 
alter one’s investment strategy based on brief 
distortions in the market, no matter how dramatic.  
As earnings are revised downward, a focus on 
earnings growth, upward revisions and valuations 
should prove beneficial to investors.  
 
Expectations for the following sectors continue to 
appear attractive:  
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adence Capital Management • Information technology, particularly large providers 

of hardware and services. 
• Healthcare companies focused on innovation, 

such as biotechnology and medical technology.  
• Global infrastructure, taking advantage of growth in 

China and elsewhere.  
• Energy producers, which will continue to benefit 

from high global demand. In Cadence’s view, the 
current headwind for energy stocks reflects a 
cyclical pause in a secular upturn.  
 

Allianz Global Investors is 
among the five largest asset 
management firms in the world, 
with a client list that includes 
more than half of the Fortune 
500 companies. Our objective is 
to provide a broad spectrum of 
high-quality investment solutions 
that can help investors work 
toward their unique financial 
goals. 

To achieve this, Allianz Global 
Investors draws upon the 
expertise and experience of our 
respected investment firms: 
PIMCO, NFJ Investment Group, 
RCM, Nicholas-Applegate, 
Oppenheimer Capital and 
Cadence Capital Management.* 
These firms include some of the 
most established and forward-
thinking investment managers in 
the business. Rather than trying 
to develop a uniform “house 
style,” we have chosen to 
nurture the singular investment 
culture and expertise of each—
thus maintaining a breadth of 
approaches. 

 

U.S. growth stocks poised for a turnaround
To all appearances, domestic growth stocks may 
be the market’s most shunned asset class: the 10-
year annualized return for the Russell 1000 
Growth Index as of June 30 was under 1%. That’s 
sharply out of line with its historical returns of 9% 
or 10%. As investors’ appetites for risk – 
particularly levered risk -- diminishes, however, the 
appeal of good-quality growth companies should 
be restored.  

 
We are without a doubt witnessing extraordinary 
events, but Cadence believes that market shocks 
must be put into their proper context. Markets 
have a tendency to correct every decade or so. 
While declines are painful to experience, they 
have also been opportune times for disciplined 
investors.  

 

Past performance is no guarantee of future results. The value of equity securities can fluctuate due to general market 
conditions not specifically related to a company, factors related to a company’s industry or factors related to the specific 
company. The Standard & Poor’s 500 Composite Index (S&P 500) is an unmanaged index that is generally representative of 
the U.S. stock market. The Russell 1000 Growth Index measures the performance of those Russell 1000 companies with 
higher price-to-book ratios and higher forecasted growth values. Unless otherwise noted, index returns reflect the 
reinvestment of income dividends and capital gains, if any, but do not reflect fees, brokerage commissions or other expenses 
of investing. It is not possible to invest directly in an index. P/E is a ratio of security price to earnings per share. Typically, an 
undervalued security is characterized by a low P/E ratio, while an overvalued security is characterized by a high P/E ratio. 

*Cadence Capital Management is an independently owned investment firm. 

This material is presented only to provide information on investment strategies and opportunities. It contains the current opinions 
of the commentator, which are subject to change without notice. Statements concerning financial market trends are based on 
current market conditions, which will fluctuate. There is no guarantee that these investment strategies will work under all market 
conditions, and each investor should evaluate their ability to invest for the long term, especially during periods of downturn in the 
market. Some products/services may not be offered at certain broker/dealer firms. ©2008 Allianz Global Investors Distributors 
LLC, 1345 Avenue of the Americas, New York, NY 10105-4800.  
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