
MARKET OVERVIEW

Investors kicked aside economic misgivings and rode the 2009 bull rally to another big gain

last month. In light holiday trading, the Dow Jones Industrial Average jumped 6.7%, consis-

tently closing above 10,000 for the first time since 2008. The S&P 500 recovered from a mild

October loss with a 6% November surge. The greenback sank in currency trading, spurring

the price of gold to a record $1,192/oz. 

America•s chief bankers gathered in Washington to recalibrate monetary policy. They

resolved to maintain •exceptionally lowŽ interest rates for •an extended period.Ž The cost of

reviving the U.S. economy has been substantial: federal deficit spending reached a record

$1.4 trillion in fiscal 2009. That is as large as Canada•s total annual economic output. Despite

the surfeit of supply, international appetite for U.S. debt remains voracious. Treasury

Secretary Timothy Geithner auctioned $651 billion in bills, notes and bonds in November,

occasionally at the lowest yields ever recorded. 

Economic reports were mixed, weighted toward the downside. The U.S. economy grew in 

the third quarter, but at a 2.8% annual pace rather than the 3.5% initial estimate. Retail sales

and consumer confidence improved, but unemployment reached double-digits, 10.2%, for

the first time since 1983, before easing

slightly to 10%. Home buying accelerated

to the fastest pace in two-and-a-half

years, but delinquencies and foreclosures

ballooned. One in seven homeowners

missed at least a mortgage payment 

during the third quarter.

Corporate America delivered reason for

hope, surprising Wall Street with better-

than-expected third quarter profits. As 

of November 27, Thomson Reuters 

projected a 13.7% decline in S&P 500

earnings. The forecast at the start of the

quarter was -24.8%. Of the 490 firms that

have reported, 79% beat estimates.

Results have been on average 14.9%

higher than anticipated. In fifteen years of

Thomson Reuters data, Wall Street has

never underestimated profits to such a

significant degree.  

by Greg Meier
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PERSPECTIVE 

Marna Whittington

Managing Director 
and CEO

EQUITY UPDATE

STYLE AND MARKET CAPITALIZATION 

Investors leaned toward large caps in November,

bidding up prices of diversified companies posi-

tioned to benefit from global economic expan-

sion. Small caps, which soared during the early

stages of the recovery, lagged amid financing

concerns and relatively lower exposure to foreign

markets. Overwhelmed by bad loans, CIT Group

filed for •pre-packaged• Chapter 11 bankruptcy

protection on November 1. CIT is the largest

lender to small- and mid-sized American busi-

nesses.

S&P 500 SECTORS AND INDUSTRIES 

Last month, for the second time this year, all 

thirty-four S&P 500 sectors and industries 

posted gains. Outside of the 2009 rally, the last

time Wall Street produced a month where every

sector and industry advanced was November

1998. Businesses sensitive to economic upturns

were among the best performers. Materials 

companies surged 12%. Industrial firms gained

9%. Despite Congressional debate on the 

industry•s future, health care companies also did

well, rising 10% on average.

INTERNATIONAL EQUITY

The gulf dividing developed and developing

world stock performance grew wider in

November. The MSCI EAFE Index gained 2%,

while the MSCI Emerging Markets Index rose

4%. For the year, the gauges are up 31% and

72%, respectively. Economics explain much of

the difference. During the third quarter, Europe•s

economy contracted 4.1% (year-over-year).

Japan contracted 4.4%. For the same period,

India expanded 7.9%, while China grew 8.9%.

Investors hoping to participate in gains plowed at

least $47 billion into emerging Asian equities 

during the first nine months of 2009, according to

Bloomberg.  
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This winter 2009 edition of At The Margin

recognizes the 25th Anniversary of the

founding of Nicholas-Applegate.  From the

beginning, the philosophy of Positive

Change, Sustainability and Timeliness has

been at the core of both the investment

styles and the business strategy of the firm.

From an initial focus on small-cap growth

stocks, the firm has extended this philoso-

phy to mid- and large-cap equities, non-U.S.

and global equities, and income and growth

asset classes. In each case, the investment

philosophy has proven successful in helping

investors achieve attractive long-term

results.

This same philosophy has guided our firm

investments in Technology, Operations,

Client Service, and Legal and Compliance.

By capitalizing on the changing tools, tech-

nology and capabilities available, we have

built a sustainable firm that has captured

developing investment opportunities for our

clients.  

A distinguishing characteristic of Nicholas-

Applegate is the passion, entrepreneurial

spirit and client focus of our people. Several

of our early joiners who have assumed roles

of increasing responsibility reflect on their

years at the firm in this issue. They repre-

sent the spirit of the NACM family, a key to

our success.

The year 2009 tested the commitment, sus-

tainability and investment soundness of all

the companies in our industry. We are proud

to reach the landmark of twenty-five years

and thank our clients for their confidence.

Your belief in us makes this anniversary

possible.  

We wish you a most joyous holiday season

and look forward to many more years of

working with you to meet your investment

needs.  

 Copyright 2009
....Nicholas-Applegate 
....Capital Management
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This quarter, we welcomed the following professionals to our Investments and Marketing

teams:

Ajoy Reddi, Vice President, Analyst „ has research responsibilities for the International

Growth Team. Prior to joining the firm, Ajoy was an international research analyst for William

Blair & Company; equity analyst, Franklin Templeton Investments; senior research associate,

Credit Suisse First Boston; and consultant, PricewaterhouseCoopers LLP. Ajoy earned his

M.B.A. from the University of Chicago Graduate School of Business, and his B.A. from Johns

Hopkins University. He is also fluent in French and Telegu. He has twelve years of investment

industry experience. 

Adam M. Wyatt, Institutional Business Development „ responsible for Taft-Hartley Business

Development on the West Coast. Prior to joining the firm, Adam was Founder and Managing

Partner, Muneris Capital Strategists, a marketing/placement agent firm focused on alternative

strategies and market branding; Manager, Market Development, ULLICO, Inc.; and Client

Service Executive at Trust Fund Advisors, a ULLICO company. Adam earned his B.A. from

National Labor College. He has nine years of investment industry experience.

CELEBRATING ANNIVERSARIES

Nicholas-Applegate•s Global Systematic and US Ultra Micro Cap strategies celebrated their

five-year and three-year anniversaries, respectively. The Global Systematic strategy applies

an objective, globally-integrated, bottom-up investment approach to actively select among

stocks, sectors, countries and currencies, while the US Ultra Micro Cap strategy seeks to

deliver outperformance over time by investing in micro-cap U.S. growth companies benefiting

from change that is not yet fully reflected in the market.

THE TENACIOUS SETS SAIL

In June, NACM employee Sarah Browning participated in Allianz•s Diversity at Sea Program,

sailing on the ship Tenacious, one of two ships sponsored by the Jubilee Sailing Trust pro-

gram. Participants in the program are partnered with people of all physical abilities, providing

a unique and challenging experience. Inspired by her trip, Sarah became involved in a San

Diego-based charity, The HeadNorth Foundation, which provides support for individuals and

families affected by spinal cord injury. Sarah participated in their half marathon, which was

also sponsored by Nicholas-Applegate.

TEAM EARNS OPEX CERTIFICATION

Operational Excellence, OPEX, is the Allianz Six Sigma-based quality management approach

for process improvement, change management and project management. Danielle Grant,

Erica McKenna, Brandon Michael, Heather Podlich and Peter Talbert recently completed their

OPEX process improvement project and were awarded their Blue Belt certification from the

OPEX panel in Munich. Using the OPEX tool set, the team•s goal was to ensure the highest

degree of accuracy and quality in the RFP process at Nicholas-Applegate.   

By Cathleen Bramlage
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•You have to know the past to understand

the present.Ž „ Dr. Carl Sagan 

In reference to popular science, Dr. Sagan

may be correct; however, with regard to 

equity investing, •anchoring to the pastŽ can

be detrimental. •Anchoring,Ž one of the key

concepts of behavioral finance, suggests that

investors underestimate the importance of

new developments and make investment

decisions based on old information. At

Nicholas-Applegate, our objective is to exploit

this information gap by identifying positive

change-based investment opportunities. For

twenty-five years, Nicholas-Applegate has

applied principles of behavioral finance to

identifying attractive investment candidates.

In 1984, the year Nicholas-Applegate was

founded, the firm•s mission was to help institu-

tional investors achieve attractive results by

investing in small-cap equities „ a highly inef-

ficient market. Fast forward twenty-five years

and investors are still underestimating new

information, and the small-cap equity market

is still inefficient relative to large-cap equities,

providing an opportunity for proficient 

investment managers to earn excess returns 

over time. Furthermore, Nicholas-Applegate•s

investment philosophy has remained constant

for more than two decades and for good rea-

son „ it has proved successful. Today, this

philosophy underpins more than twenty

investment styles, including the firm•s earliest

investment strategy, US Emerging Growth. 

US EMERGING GROWTH: TIME-
TESTED RESULTS

Incepting in September 1984, Nicholas-

Applegate•s US Emerging Growth celebrates

its twenty-fifth year in the firm•s investment

offerings. The strategy occupies a distinctive

position in the institutional small-cap growth

marketplace. According to eVestment Alliance,

the small-cap growth equity universe is 

comprised of 209 product offerings. Of the

strategies with a calendar year return for 2008,

only nine have existed long enough to record a

full-year return for 1985. This is a testament to

the investment philosophy and process 

pioneered by Nicholas-Applegate and over-

seen by John McCraw, Portfolio Manager for

the US Emerging Growth strategy since 1996.

Since the strategy•s inception, competition

has increased; investor toolsets have ex-

panded and improved; market capitalizations

have risen across the spectrum; trade execu-

tion has become instantaneous; and Reg-

ulation Fair Disclosure has led to an even

playing field among investors. In the face of

increasing competition and evolving industry

trends, the US Small Cap Growth team con-

tinues to generate alpha for clients.

First, the market will continue to consist of

underfollowed, fundamentally volatile, small-

cap growth-oriented companies where timely

recognition of material positive change may

lead to outperformance. Second, the team•s

philosophy of exploiting market inefficiencies

that are behavioral in nature and rooted in

investor biases is unlikely to be arbitraged

away. Lastly, the investment process, which 

is based on fundamental change and 

accelerating versus absolute earnings growth,

has enabled the team to outperform in various

market conditions, including rising and 

declining market environments, as well as

periods when active management and/or

growth strategies were out of favor.

Moreover, the investment team believes it

maintains a unique position within the small-

cap growth active management marketplace

given its experienced and focused investment

team, its open office architecture, and its tiered

product platform. The team consists of five

John C. McCraw

Managing Director,
Portfol io Manager

PORTFOLIO MANAGER INSIGHTS: TWENTY-FIVE YEARS OF
TRADITION

Robert S. Marren

Managing Director,
Portfol io Manager



members with combined

experience of more than 

seventy years. John McCraw

and Robert Marren, both

Managing Directors and

Portfolio Managers on the US

Emerging Growth strategy,

have nearly twenty years

industry experience each,

while analysts Matt Axline,

Blake Burdine amd Steve

Lyford have over thirty years

of combined industry experi-

ence. The firm•s open office

architecture facilitates infor-

mation sharing within and across multiple 

product groups and fosters timely investment

decisions. Finally, investment offerings consist

of four small-cap growth-oriented products, two

of which maintain an average weighted market

cap below that of the US Emerging Growth

strategy „ the US Ultra Micro Cap and US

Micro Cap portfolios. In many instances, stock

candidates for the US Emerging Growth portfo-

lio have already been owned and/or researched

for potential ownership in either of the micro-

cap portfolios, resulting in an immediate work-

ing knowledge of these companies and their

drivers.

SMALL-CAP UNIVERSE

The inefficiencies and sources of opportunities

in the small-cap growth universe have

remained fairly consistent over the last twenty-

five years. Equity analyst coverage, albeit

greater than two decades ago, is still meager

for the small-cap spectrum today. Numerous

investment opportunities filter through the uni-

verse on a yearly basis as reconstitutions open

the door to rising stars and fallen angels.

Lastly, initial public offerings continue to pro-

vide a source of potential alpha.

If the last quarter century is any guide, the

cyclical nature of style and capitalization

investing is certain to characterize the next

twenty-five years. Since the early 1980s,

small-cap growth equities have consistently

outperformed and subsequently underper-

formed their value counterparts every few

years. Please see Exhibit 1. This cyclicality

was most prominent in the late 1990s as small-

cap growth equities rose sharply during the bull

market run and then reversed during the dot-

com bust. Today, small-cap growth equities,

defined as the Russell 2000 Growth Index, are

again experiencing an upswing, outperforming

the Russell 2000 Value Index significantly

year-to-date „ largely a function of relative

financials and technology weightings and

returns, profitability, and valuations. 

Likewise, investors should continue to experi-

ence a similar cyclical occurrence investing in

different market capitalization segments,

specifically, large versus small. Since the 

market low in March, small-capitalization equi-

ties have led larger issues by more than 300

basis points. Although the cycle duration varies

from that evidenced with style, the conclusion

is similar: timing allocations, either small cap

and large cap, or small growth and small value,

is a difficult task at best. 

Said topics provide a brief backdrop of small-

cap investing over the last twenty-five years
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FEATURE: GLOBAL IMBALANCES „ DECONSTRUCTING CHINA•S
YUAN

In July 2008, Chinese authorities abruptly ter-

minated a three-year policy of gradual cur-

rency appreciation, fixing the price of the

yuan at 6.83 per U.S. dollar. A gift to

exporters, the move helped insulate China

from the more chilling effects of the Great

Recession. In the year to September 30,

while global output contracted at the fastest

pace in generations, China•s economy grew

an enviable 8.9%. Critics of the peg are

increasingly vocal. As China loosens the

reins on the yuan in 2010, impacts from the

peg should extend beyond trade, and the

peg's winners and losers won't be limited to

China.

MANIPULATION, MISALIGNMENT
AND CURRENCY CALCULUS

The U.S. government has advocated for an

increase in the value of the yuan for several

years. In 2005, Congress targeted China with

a •Currency Manipulation PreventionŽ bill.

The Senate debated a 27.5% tax on Chinese

imports. In contrast to those hawkish tones,

recent efforts feel wobbly. Congress has

twice tabled bills targeting the yuan in 2009,

but the concern these days is currency •mis-

alignment• rather than •manipulation.• While

both President Obama and Treasury

Secretary Geithner have visited China to talk

trade, neither gained traction on currencies.

It•s possible, in a post-crisis context, a soft

stance is intentional. China•s currency peg

does create near-term benefits to the U.S.

They can be broken into three camps: cheap

prices, and more significantly, cheap public

and private sector borrowing costs:

n Price effects: China is America•s number

one source for foreign goods. Ceteris

paribus, when the price of the yuan appre-

ciates, American consumers must either

pay more or pare back. A similar truth

affects businesses, which face higher input

costs wherever Chinese goods touch the

production pipeline. If price increases can•t

be fed to consumers or offset by produc-

tivity gains, margins take the hit.

n Interest rate effects (government): To

maintain its currency peg, China must

engender downward pressure on the yuan

relative to the dollar. This involves selling

yuan and buying U.S. assets … primarily

Treasuries. When demand is high,

Treasury yields fall. Recently, demand has

been ravenous: despite a tsunami of

issuance, including some of the largest

auctions ever attempted, Treasury auction

yields have scraped record lows. Please

see Exhibit 3. Indirect bidders, a category

that encompasses foreign central banks,

have devoured 45% of auctioned Treas-

uries this year, up from 29% last year.

China•s currency regime increases

demand for Treasuries, driving down

yields, and thereby reducing the cost of

financing America•s economic recovery. 

n Interest rate effects (private sector):

Treasury yields establish a price point 

for U.S. business and consumer loans. 

When interest rates drop, the breakeven 

threshold for capital investments falls. For

businesses, some projects that would not

otherwise be profitable become profitable,

particularly plant, equipment and infra-

structure decisions. For consumers, the

affordability of rate-sensitive products,

such as mortgages, increases. This has

use for a nation digging out from a housing

bust. 

NOTHING IS FREE

U.S. exporters are quick to point out the yuan

peg puts them at a pricing disadvantage. This

Greg Meier

Financial Writer
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is most notable for manufacturers operating in the same

space as the Chinese. The Big Mac Index, a simple guide

to currency valuations devised by The Economist, suggests

the yuan is one of the most undervalued currencies in the

world, at 49% vis-à-vis the greenback. Most economists

agree on a 15-40% range.

Regardless, over the medium-term, losses to U.S.

exporters are offset by gains to capital intensive expendi-

tures. According to a July 2009 report by Congressional

Research Services, the yuan peg simply changes the com-

position of the U.S. economy. Jobs aren•t lost or gained.

This argument has merit. However, it fails to account for

America•s massive current account imbalance.

As a nation, America spends much more than it

receives in income. The resulting gap … the cur-

rent account deficit … is covered by foreign 

capital flows. According to Horacio Valeiras,

CFA, Chief Investment Officer, when China buys

Treasuries through its currency regime it 

deadens the discipline needed to solve

America•s current account problems. While the

deficit has improved recently as the Great

Recession forced Americans to save more and

consume less, gains are jeopardized by easy

money from abroad. Please see Exhibit 4. A

2005 working paper by the National Bureau of

Economic Research concludes that current

account reversals typically result in •large

declines in GDPŽ and U.S. dependence on for-

eign financing makes it •extremely •vulnerable.•Ž Individuals

can•t sustainably live beyond their means … the same holds

true for nations.

SQUARE HOLE, ROUND PEG

A second rationale for de-pegging resides within China.

China•s currency policy yokes the country to American mon-

etary policy, which is designed for a developed country in

the midst of recession. As the world•s fastest- growing major

economy, a tighter monetary jacket would fit China better.

Officials at the World Bank and International Monetary Fund

have cautioned on speculative bubbles in East Asia. The

Shanghai A Index, a benchmark of locally-owned shares,

has gained 75% this year, more than triple the

advance in the S&P 500. In July, The Economist

reported up to 20% of Chinese bank loans were

being channeled into the stock market. Bolstered

by cheap borrowing costs, incoming waves of

risk capital and strong growth assessments,

Hong Kong real estate prices are up 28% this

year. In October, one Hong Kong apartment

reportedly sold for $9,200/sf. 

DE-PEGGING STRATEGY           

Looking to project power, China won•t likely yield

to currency bullying. De-pegging will be done on

China•s terms, and method is as important as

continued on page 10

Exhibit 3

Exhibit 4
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FOCUS: SILVER MEMORIES

MARY NECOCHEA

Associate, International Trading

Joined: 1985

Career Path: Among the firm•s 

first employees, Mary joined the

Trading Desk a year after NACM•s

founding. Now trades Asian securi-

ties from 3-11 p.m.

Highlights: •The opportunity to visit Munich and meet col-

leagues at the Allianz headquartersŽ during her sabbatical

honoring fifteen years with the company.

Significant Changes: The business is more competitive.

There is •no room for error, and you have to be on your

game at all times.Ž 

What Keeps Her Here: •I get to wake up every morning

(evening now that I work the Asian markets) and trade with

people around the globe in real time. When you get two 

people around the globe to come together for a common

goal, it shows the possibilities in this business are limitless.Ž  

HEIDI ROWLAND

Compliance Project Manager

Joined: 1990

Career Path: Supervisor of 

marketing resources; systematic

small-mid cap investment analyst;

now compliance officer respon-

sible for overseeing the pre- and

post-trade compliance system

Highlights: Being part of a rapidly growing firm in the

1990s through its evolution into a more mature company

•with a strong strategic visionŽ and processes •to research

and employ the best path to success.Ž  •Through the World-

Class Execution Committee, we•ve implemented effective

information sharing and problem-solving procedures to

managing client accounts.Ž 

Significant Changes: Implementation of automated pre-

and post-trade compliance systems. •There is no way we

could do compliance today the way we did twenty years ago.

Clients need more information faster. Back then, we manu-

ally entered client guidelines and portfolio holdings into

spreadsheets. With the number of different investment vehi-

cles today, it would be impossible to track every client guide-

line and holding manually."

What Keeps Her Here: •The open environment where

employees share information; it•s so nice to go to employees

in different departments and have them want to help.Ž 

COLIN BRITTAIN

Technology Analyst III

Joined: 1992

Career Path: Operations; Mar-

keting; Investments; Technology „

now implementing new trading 

system

Highlights: Watching our mutual

funds garner industry accolades and recognition in 1999.

Significant Changes: Nicholas-Applegate •has always

been on the technological leading edge. We have imple-

mented advanced systems to improve the investment

process, speed client communications and ease the chal-

lenges of reporting for the increasing regulatory require-

ments.Ž 

What Keeps Him Here: •The people at Nicholas-Applegate

have always been the best part of working here.Ž

At twenty-five years, an individual is poised on the brink of

adulthood, at the crossroads between youth and maturity.  At

the same age, an investment company is a seasoned vet-

eran, having weathered its share of market ups and downs.  

In honor of Nicholas-Applegate•s Silver Anniversary, At the

Margin interviewed several of the firm•s longest-tenured

employees from six different departments. Our pros share

career highlights, significant changes and the reasons

behind their longevity. Their perspectives reveal a multi-

faceted organization, an embodiment of the investment phi-

losophy that has been its linchpin for twenty-five years: pos-

itive change, sustainability and timeliness. 



CHRIS CIERI

Managing Director, Operations 

Joined: 1993

Career Path: Operations, first as a

portfolio administrator, then as a

supervisor. Now oversees all oper-

ations functions for the firm. 

Highlights: Implementing a new operations platform in

2003, one that is in use today to support investment man-

agement services for our clients.

Delivering on a shared vision for the firm.  •One of my best

memories was rolling out a new vision and values for the

firm.  As part of that rollout, we joined together to build bicy-

cles for deserving kids in San Diego.  We keep that sense

of teamwork and giving back through our charitable efforts.Ž

Interacting with global colleagues from Allianz Global

Investors on new products, operational improvement initia-

tives and enterprise risk management programs.

Significant Changes: The focus on continual improve-

ment. •For Operations, that centers on the operating plat-

form implemented in 2003, and all the accomplishments

since, especially the Operational Excellence (OPEX) 

project to improve month-end processes. Client accounts

are reconciled daily, performance is available daily and

then finalized a few days after month-end so clients can

receive reports shortly thereafter.Ž    

What Keeps Him Here: •Operations plays an important

role in supporting the firm•s commitment to clients, from

providing daily performance reporting to portfolio man-

agers, to ensuring Compliance has the securities data nec-

essary to run pre-trade guideline checks, to providing 

project support to Trading on implementation of a new 

trading system, to building out new client reporting pack-

ages for Client Service „ the opportunity to make solid

contributions to the firm keeps me coming back day after

day, year after year.Ž  

DOUG FORSYTH

Managing Director, Portfolio

Manager, US Income & Growth

Joined: 1994

Career Path: As a native

Midwesterner joining the firm, he

•had to find San Diego on the mapŽ

but it didn•t take him long to accli-

mate. He brought a background in credit analysis and intro-

duced high yield investing to a firm known for growth 

equity management.  Now leads a team of long-tenured

professionals with a highly competitive record in income

and growth asset management. 

Highlights: Launched the firm•s first CBO structured 

product in 2000, the first of five closed-end funds managed

by NACM in 2003, and the firm•s first CLO in 2005.  

Significant Changes: Cellphones.  •The biggest change

in my career has been the speed of delivery and the uni-

versal access to market information.  Fifteen years ago, we

used to receive piles of faxes of investment research.  We

had one individual whose job was to make copies and dis-

tribute faxes each day.  Now it•s how you filter, rather than

receive information, that counts in investment decision-

making.Ž 

What Keeps Him Here: Not the 4:20 a.m. alarm.  •After fif-

teen years, I still don•t like it.Ž  Once at the office, he looks

forward to •something new every day „ there is no mono-

tony in this profession.  You never know what you•re going

to get.Ž  As a competitive person, Doug enjoys working with

the •most innovative, driven peopleŽ at a firm that offers •the

best platformŽ for his management team. •Nicholas-

Applegate offers a sense of autonomy and business own-

ership unlike any other.  It balances big-firm structure with

small-firm operating mechanics and values.Ž 
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and perhaps a link to future expectations, but no event is

more notable than the change in equity market capitaliza-

tion. In 1984, the weighted average market capitalization of

the Russell 2000 Growth Index was $120 million. It

remained below $500 million until 1995 and subsequently

exploded above $2 billion in the first quarter of 2000.

Please see Exhibit 2. Today, it resides just below $1 billion.

This market capitalization shift has expanded the invest-

ment opportunity set for US Emerging Growth.

CHANGE, SUSTAINABILITY, TIMELINESS „
CULTIVATING NEW ALPHA OPPORTUNITIES 

Building on the success of the US Emerging Growth 

strategy, the US Small Cap Growth team has applied its

consistent investment philosophy to an expanded small-

cap universe, including US Ultra Micro Cap, US Micro Cap,

and US Small-Mid Cap Growth. The ultra micro- and micro-

cap asset classes, specifically, represent the new frontier of

small-cap investing „ with many of the same positive char-

acteristics of traditional small-cap stocks: higher growth

rates at attractive valuations, emphasis on growth sectors,

a broad universe of names and sparse analyst coverage.

Additionally, the micro-cap strategies offer the return/risk

profile investors associate with today•s alternative invest-

ments, while providing a high degree of transparency, liq-

uidity and risk management expected from a seasoned

institutional asset manager. Alternatively, US Small-Mid

Cap Growth is a more expansive product offering, allowing

investors to capitalize on market inefficiencies in the lower

range of the mid-cap spectrum where companies are more

developed, offer greater liquidity and have a larger global

presence than their small-cap brethren. Importantly, this

strategy enables the investment team to hold small-cap

winners as they grow in market capitalization.

•Exploiting inefficiencies rooted in investor bias is as 

powerful in the current market environment as it was in

1984 with the firm•s inception,Ž Mr. McCraw emphasized.

•We are excited about the prospects of small-cap investing

and firmly believe our clients will continue to benefit from

the team•s deep expertise in managing positive fund-

amental change.Ž  

By Michael Memory

Portfolio Manager Insights: Twenty-Five Years of Tradition
continued from page 5:

Feature: Global Imbalances „ Deconstructing China•s Yuan
continued from page 7:

timing. A large one-off adjustment would be destabilizing,

crushing export businesses and locking in losses on

China•s U.S. holdings. It could upset the local balance of

power, an unpalatable prospect with the 2012 Communist

Party Congress on the horizon.

A slow steady approach is more likely. Bank of

America…Merrill Lynch currency strategist Christy Tan pre-

dicts this could begin as early as first quarter 2010. She

forecasts a 5…6% rise in the yuan versus the dollar by the

end of next year. That is slightly more aggressive than

futures trading suggests. On December 3, yuan non-deliv-

erable options priced a 3% move to 6.62/dollar within

twelve months.

END GAME

The yuan peg facilitates risky global economic imbalances.

It also has diminishing returns for China. China•s economic

expansion during the first nine months of 2009 was based

entirely on domestic demand, which contributed 12% to

GDP. Net exports subtracted 4%. Trade•s impact may have

been worse without the peg, but annual growth much

beyond 10% risks stoking inflation. In Nanjing on November

30, Jean-Claude Juncker, euro-area finance chief, suggest-

ed an orderly and gradual appreciation of the yuan would be

in the best interests of China. He is right. The epilogue to the

yuan-peg will include more balanced trade winds globally,

and substantial opportunity for bottom-up stock pickers.  

by Greg Meier

Exhibit 2



Securities and sectors discussed herein reflect general market

commentary and should not be construed as a recommendation

(current or past) of the company or any of its portfolio managers.

There is no guarantee that any opinion, forecast, or objective will be

achieved. The information herein is provided for informational

purposes only and should not be construed as a recommendation of

any security, strategy or investment product. 

The asset and industry reports contained herein are unaudited. The

summation of dollar values and percentages reported may not equal

the total values, due to rounding discrepancies. Unless otherwise

noted, Nicholas-Applegate is the source of illustrations, performance

data, and characteristics.  Unless otherwise noted, equity index

performance is calculated with gross dividends reinvested and

estimated tax withheld, and bond index performance includes all

payments to bondholders, if any.  Indexes may not represent the

investment style of any Nicholas-Applegate strategy.  Index calcu-

lations do not reflect fees, brokerage commissions or other expenses

of investing.  Investors may not make direct investments into any index. 

This is not an offer or solicitation for the purchase or sale of any

financial instrument. It is presented only to provide information on

investment strategies and opportunities. The material contains the

current opinions of the author, which are subject to change without

notice. Statements concerning financial market trends are based on

current market conditions, which will fluctuate. Forecasts are inherently

limited and should not be relied upon as an indicator of future results.

References to specific securities, issuers and market sectors are for

illustrative purposes only. This presentation should not be construed as

a general guide to investing, or a recommendation regarding any

investor•s specific circumstances. Although the manager attempts to

limit portfolio risk, risk management does not imply low risk.  All

investments are subject to some degree of market and investment-

specific risk. The value of investments can go down as well as up, and

a loss of principal may occur.  No part of this material may be copied

or duplicated, or distributed to any third party without written consent.

Small- and mid-cap stocks may be subject to a higher degree of risk

than more established companies• securities.  The illiquidity of the

markets for these stocks may adversely affect the value of these

investments. Investments in overseas markets may pose special risks,

including currency fluctuation and political risks, and the portfolio is

expected to be more volatile than a U.S.-only portfolio. These risks are

generally intensified for investments in emerging markets. 

Discussion of individual securities is presented solely to aid general

discussion of the economy and sectors thereof. No single recommen-

dation or subset of recommendations is representative of the

composition or performance of any client portfolio. Investors should not

assume that any investment discussed herein was or will be profitable;

actual accounts may vary, and there is no guarantee that a particular

client•s account will hold any or all of the securities listed.
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LINDA NIELSEN

Vice President, Director, Human

Resources

Joined: 1995

Career Path: NACM•s first human

resources professional, Linda

joined an entrepreneurially-minded

firm that largely viewed HR as •a

bureaucratic nightmare• with low buy-in on HR tools and

systems.  Linda set out on a mission to right that perception. 

Highlights: Initiated job codes database in 1996, still in 

use by Finance. Revised 401(k) plan to a more employee/

employer-friendly format. Instituted new recruiting process

to gain more employee consensus on a candidate.

Implemented an automated talent and performance meas-

urement system. 

Significant Changes: In large part based on the culture

and the strong employee benefits platform, the Employers

Group awarded NACM •California•s Best Places to WorkŽ

among mid-sized companies in 2008.  

What Keeps Her Here: •The people. The information 

sharing among departments. The team effort. People who

place the success of the organization ahead of their own

needs.  The management vision.Ž And speaking on behalf

of all employees, •the San Diego sunshine.Ž   

by Sue Hunter
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