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One of George Lucas’s earlier and perhaps lesser-known works 
is 1973’s American Graffiti. This film stands in stark contrast to 
the Star Wars and Indiana Jones franchises, as it features none of 
the epic, superhuman characters or fantastic elements of Lucas’s 
later works. To boil down the plot to a single sentence, American 
Graffiti follows various teenagers on their last night before 
leaving for college in early 1960s California. In short, the story is 
down to earth and offers nothing in terms of space battleships 
or adventurous explorations of ancient ruins. After watching this 
film, it would certainly have been hard to guess that Lucas would 
later venture into the science fiction and action-adventure genres.

Perhaps the same unpredictability can be seen in US equities 
since the presidential election on 05/11/2024. After Donald 
Trump’s victory, the dominant expectation was that the new 
administration’s deregulation and tax cuts agenda would amplify 
US exceptionalism and widen the gap with the rest of the world. 
This initial enthusiasm was arguably reflected in the post-election 
rally (starting on 05/11/2024) of the S&P 500, which peaked on 
23/01/2025. However, it has since then fizzled, giving back all its 
gains. As such the US has lagged most major equity markets since 
early November 2024, as the chart below shows. Arguably, this is 
not an evolution that many had foreseen after the results of the 
US election were announced.

Over the period under review, concerns about the potential 
impacts of tariffs, including potential slower growth and higher 
inflation, have overshadowed US equities. However, to better 
understand their underperformance, it is useful to examine the 
individual performance of the 11 sectors that make up the S&P 
500 Index.

American Graffiti
We analyse the performance of US-focussed investment companies since the US election…

As shown in the chart below, the materials sector 
has been the worst performer over the period. 
However, it only makes up 2% of the index, meaning 
its influence on the overall performance of the S&P 
500 is limited. In contrast, the underperformance 
of the information technology sector is far more 
significant, given that it represents 30.7% of the 
index (as of 28/02/2025), making it by far the 
largest sector in the index. In other words, the 
fortunes of the information technology sector exert 
a considerable influence on the overall performance 
of the S&P 500 Index. In our view, there are more 
than macroeconomic concerns behind the weak 
performance of the information technology sector. 
After a two-year AI rally, arguably sparked by the 
launch of ChatGPT-3.5 in late-2022, questions 
about the valuation of tech stocks were already 
being raised before the election. For example, the 
managers of BlackRock American Income (BRAI) 
expressed concerns about valuations of the so-
called Magnificent Seven in the autumn of last year, 
while the management team of JPMorgan American 
(JAM) reduced their positions in those stocks 
throughout 2024.
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Fig.1: Performance Of Indices
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After financials, communication services, energy, and 
utilities were the next best-performing sectors of the 
S&P 500 Index. With the exception of communication 
services, these sectors are arguably considered more value 
oriented, and indeed, value stocks have outperformed 
their growth counterparts in the US during the period 
under review. Between 05/11/2024 and 21/03/2025, the 
Russell 1000 Value Index returned 1.5% compared to -0.5% 
for the Russell 1000 Growth Index.

Should this trend continue, value-focussed strategies in 
the AIC North America sector should thrive. An example is 
BRAI. The investment trust has recently proposed adopting 
a new strategy but has committed to retaining its value-
oriented focus. If approved, BRAI would implement a 
Systematic Active Equity Investment process, aimed at 
delivering consistent outperformance of the Russell 1000 
Value Index, while managing risk and controlling costs. 
We understand that portfolios run by BlackRock under a 
similar approach, the Systematic Active Large Cap Value 
strategy, have historically outperformed the Russell 1000 
Value Index on average. Furthermore, BRAI is proposing 
to enhance its dividend policy by offering an equity 
income option in a traditionally low-yielding market. We 
also note that North American Income (NAIT) shares a 
similar tilt toward value stocks (see chart below) and also 
has an income mandate, and both BRAI and NAIT have 
outperformed the S&P 500 and the Russell 1000 Value 
indices during the period under review. We have a webinar 
with BRAI at 12pm on Friday 4th April which you can 
register for here.

JAM has also rotated into ‘old world’ sectors after trimming 
its positions in tech stocks. The managers believe these 
sectors will benefit from the strength of the US economy. 
However, JAM is a core strategy, and while the managers 
may tilt the portfolio towards either growth or value, they 
are likely to maintain a balanced exposure across factors. 
As such, JAM is likely to adapt to different environments, 
regardless of which factor is in favour, and may suit 
investors preferring less stylistic strategies.

Another factor that may have weighed on the US 
information technology sector is the launch of China’s 
DeepSeek on 20/01/2025. The company’s low 
development costs have raised questions about the large 
capital expenditures of major US tech firms on AI projects 
and the quantity of graphic processing units required. 
However, we note that DeepSeek’s development costs may 
be higher than what the company has disclosed, and we 
think it may be too early to assess whether the emergence 
of DeepSeek will have a long-term impact. It is also 
important to remember that the S&P 500’s information 
technology sector encompasses more than just AI-related 
companies.

On the other side of the spectrum, financials has been 
the best-performing sector over the period, particularly 
bank stocks. As in other regions, the higher interest rate 
environment has been favourable for banks, as it has 
allowed them to capitalise on the wider spread between 
the interest they charge on loans and the interest they 
pay on deposits. In addition, some US regional banks 
have benefitted from broader trends in the country, such 
as the construction of data centres, leading to population 
growth. This is the case in the Buffalo area (New York) to 
which the managers of JAM have been exposed through 
M&T Bank, which operates in this region. Meanwhile, the 
deregulation agenda of the Trump administration could 
provide a tailwind for American banks, enabling them 
to use their surplus capital to reward shareholders. This 
is one of the reasons why Nish Patel, manager of Global 
Smaller Companies (GSCT), has been adding US banks to 
his portfolio over the past 12 months.

US insurers have also performed strongly over the period. 
Similar to banks, insurers benefit from higher interest 
rates, as they tend to hold fixed-income securities that 
offer higher yields, allowing them to earn greater returns 
on their portfolios. Moreover, higher rates reduce the 
present value of their future liabilities, thereby improving 
their financial stability. This is an industry that the 
managers of BRAI find attractive, with stable businesses 
trading at attractive valuations.
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Performance of S&P 500 sectors since US presidential election
05/11/2024 - 21/03/2025
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Fig.2: S&P 500 Sectors
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Fig.3: Factor Exposure*
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However, this rally fizzled by mid-December 2024, and 
the Russell 2000 Index has underperformed US large-caps 
between 05/11/2024 and 21/03/2025, as shown in the 
chart below. That said, we note that Brown Advisory US 
Smaller Companies (BASC), one of the two constituents 
of the AIC North American Smaller Companies sector, has 
fallen less than the benchmark. This may be due to its 
emphasis on companies demonstrating strong quality 
characteristics. We would also highlight that BASC has 
had relatively low downside capture ratios over five and 
three years (Brown Advisory began managing the trust in 
April 2021), meaning it has generally declined less than 
the Russell 2000 Index in down markets. This observation 
also applies to JPMorgan US Smaller Companies (JUSC), 
although it has underperformed its benchmark since the 
US election.

The underperformance of US smaller companies relative 
to their large-cap peers may be due to their greater 
sensitivity to market sentiment. As smaller companies 
tend to be less liquid and have lower trading volumes, 
they can experience larger price swings—upward when 
market sentiment is positive and downward when it is 
negative. Moreover, smaller companies are often more 
exposed to the domestic economy, meaning that concerns 
about a potential recession in the US may have weighed 
on sentiment towards this asset class. For instance, the 
Conference Board Consumer Confidence Index declined 
for a fourth consecutive month in March 2025, dropping 
to 92.9. Since consumer spending drives a large portion 
of economic activity, reduced confidence and spending 
could accelerate economic contraction. Moreover, the ISM 
manufacturing purchasing managers’ index dropped to 
50.3 in February, with a reading below 50 often seen as a 
signal that businesses are cutting back on production due 
to weaker demand.

However, US economic indicators are not all pointing 
toward an imminent recession, which means that the sell-
off in small-caps could be an opportunity. For example, 
the Federal Reserve still expects US GDP to grow 1.7%, 
although it is a downward revision from its previous 
forecast of 2.1%. Meanwhile, unemployment remains low, 

Despite the outperformance of value relative to growth, 
Baillie Gifford US Growth (USA) has been the best-
performing investment company in the AIC North America 
sector (excluding the two Canada-focussed strategies) 
since the US election, as shown in the chart below. This 
is perhaps surprising, given that USA has the largest 
allocation to growth stocks among the peer group. 
However, USA has benefitted significantly from the 
revaluation of SpaceX in December 2024, with the shares 
of Elon Musk’s unlisted company appreciating c. 65% in 
value. After this revaluation, SpaceX made up just over 
11% of USA’s portfolio as of the end of February. It’s worth 
noting that USA’s allocation to private assets stands at 
c. 33% (as of 31/01/2025). Private assets are not valued 
as frequently as publicly listed equities and thus tend to 
behave differently.

Pershing Square Holdings (PSH) was the second-best 
performer among the US-focussed strategies. PSH is 
another highly differentiated strategy, holding only 14 
stocks (as of 28/02/2025) chosen for their ability to 
generate predictable and growing free cash flows, for 
operating in industries with strong barriers to entry, and 
trading at a discount to intrinsic value. The manager, 
Bill Ackman, also engages with investee companies 
to encourage improvements and employs derivative 
strategies, notably to hedge the portfolio against market 
sell-offs. As such, PSH is arguably a more idiosyncratic 
strategy and is likely to behave differently from US equity 
indices.

Small-caps stuck in the slow 
lane

Small-cap stocks rallied after the US election, with the 
Russell 2000 Index outperforming the S&P 500 Index in the 
weeks immediately following 05/11/2024. This enthusiasm 
was arguably fuelled by expectations that smaller 
companies would benefit from Donald Trump’s corporate 
tax cuts and possibly from tariffs, as American consumers 
might have been incentivised to shift their demand toward 
domestic producers if foreign-made goods became more 
expensive.
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Fig.4: Performance Since US Election
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Fig.5: Performance Since US Presidential Election
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mentioned. It has notably struggled in terms of relative 
performance over the past 12 months, largely due to the 
strong returns generated by the financials sector, where 
BASC is significantly underweight.

Rolling credits

American Graffiti ends with a text epilogue revealing 
what the main characters would become as adults, and in 
some cases, their future trajectories were not necessarily 
apparent from their teenage selves. Similarly, we do not 
believe that the recent performance of US equities tells 
us much about their future, and we would caution against 
drawing too many conclusions from what has been a 
short period. Forecasting overall market or economic 
moves is notoriously difficult, and while the outlook for US 
equities has deteriorated, American exceptionalism may 
still reassert itself further down the line. For instance, the 
S&P 500 has lagged global, UK, Europe ex-UK, Japanese 
and emerging markets in three calendar years since 2016. 
However, they have resumed their outperformance each 
time in the following year, as the chart below shows.

While the US economy has lost some of its lustre in recent 
months, its prospects remain more favourable than those 
of other advanced economies. As the chart below shows, 
the OECD expects US GDP to grow faster than those of 
other G7 countries both this year and the next, offering 
a positive backdrop for US equities relative to other 
developed markets. Moreover, Donald Trump declared 

at 4.1% as of February 2025. Finally, the US yield curve is 
not inverted, with the two-year Treasury yield at c. 4.0% 
and the ten-year Treasury yield at c. 4.3%. An inverted yield 
curve is often considered a sign of an impending recession, 
reflecting expectations that short-term conditions will 
become more challenging.

However, should a recession occur, we think it is 
worth remembering that small-caps have historically 
outperformed large-caps during recovery phases. 
For example, in the year following the end of the 
Great Recession (June 2009), the Russell 2000 Index 
outperformed the S&P 500 Index. The same pattern was 
observed in the year following the COVID-19 recession, 
which ended in April 2020, as shown in the chart below.

To invest in smaller companies, we believe investors 
are better served by investment trusts, thanks to their 
closed-end structure. This is because it removes liquidity 
constraints for managers, allowing them to avoid selling 
holdings to meet redemption requests. Moreover, the 
two options in the sector are trading discounts, BASC 
at 11.5% and JUSC at 6.5%, offering additional upside 
potential. Over the past five years (to 21/03/2025), JUSC 
has delivered NAV total returns just slightly behind those 
of the Russell 2000 Index, but with less volatility than 
its benchmark. BASC has also lagged the Russell 2000 
Index over the past five years, though it has only been 
managed by Brown Advisory since April 2021, as previously 
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Fig.6: Post-Recession Performance
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Fig.7: Five-Year Performance
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Fig.8: Calendar-Year Performance
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Fig.9: GDP Growth Forecasts
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and current information on the portfolio being limited, we 
think the discount should likely remain wider than those of 
the other trusts over time.

Overall, we think the investment trust sector offers a 
number of very different strategies and a few ways to blend 
growth and value approaches to the single most important 
market in the world, either through JAM, which does that 
all itself, or through allocations to the other individual 
trusts in the sector.

that there would be ‘flexibility’ on the tariffs set to be 
announced on 02/04/2025, suggesting they might not 
be as severe as initially expected. In addition, the Federal 
Reserve is expected to cut interest rates twice this year. 
In our view, these factors could act as catalysts to reignite 
investor confidence in US equities.

Looking at the discounts in the investment trust sector, 
JAM is currently the narrowest, at just 3.3% at the time 
of writing. We think this reflects the strong performance 
and the appeal of a portfolio with both growth and value 
elements in an environment where style is hard to call. 
While we like JAM as a long-term core holding, this does 
mean, of course, that you could argue there is less value 
in the shares. BRAI trades on a discount of around 8.9% at 
the time of writing. As well as a new investment strategy, 
the board has proposed a tender offer for up to 20% of 
the shares to be voted on at the general meeting in April. 
They also plan to offer 100% tenders each three years if 
performance of the new strategy is not ahead of target. 
These measures take out some of the risk of the discount 
widening, and the performance-conditional tender offers 
add to the attractions of the new strategy. We urge 
shareholders in the trust to take a view and vote in the 
upcoming meetings.

There is arguably more value in USA and NAIT, both of 
which sit at discounts wider than 10%. NAIT’s discount has 
come in steadily over the past year, and this may reflect a 
growing interest in value strategies. We think this discount 
could narrow further if the rotation out of large-cap tech 
continues. USA, on the other hand, has seen its discount 
widen after Saba’s proposals were rejected in early 
February. Saba remains a shareholder, which means we 
think further actions are likely. This could mean agitating 
for tenders or continuation votes, and may provide ways 
to realise the value in the discount. We think the holding 
in SpaceX is a particularly attractive feature of the trust, 
although it is true that USA is also heavily exposed to 
the growth factor, and this will be an important driver of 
returns. PSH offers another strategy highly exposed to the 
growth factor, and sits on a much wider discount of 30.5%. 
However, this is a much more idiosyncratic strategy and 
with the manager having a very significant shareholding 

INVESTMENT COMPANY CURRENT DISCOUNT (AS OF 21/03/2025) (%) FIVE-YEAR AVERAGE DISCOUNT (TO 21/03/2025) (%)

JPMorgan American 3.3 3.1

BlackRock American Income Trust 8.9 6.4

North American Income Trust 10.9 10.1

Baillie Gifford US Growth 12.1 7.5

Pershing Square Holdings 30.5 30.3

Peer group’s simple average 14.9 14.5

Source: Morningstar, as of 21/03/2025

Discount
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