
We bought into the housing sector in 2019 on the premise that the cycle after
a major bust tends to be a good one. We applied our usual demographic
criteria then looked for a conservative and cheap participant. M/I Homes
(MHO) fitted the bill. We first bought at $42 before the pandemic. During the
catharsis, we got some shares as low as $25 (in April 2020) and were still
getting some at $46 less than two years ago, but the sales and earnings per
share were more attractive than when MHO was at $60 in 2005. Today it is
trading at $155. Backlog, pricing and earnings estimates continue to increase
steadily and we see no signs of excess in this housing cycle.

Market Cap*

Sector

Date Purchased

P/E*

$4.23bn

Consumer discretionary

December 2019

% of Portfolio 1.75%

8.35 (NTM)

Part of our investment philosophy and process is to find long-term themes likely to drive secular tailwinds for certain industries
and companies. Deriving these themes is not about predicting GDP or inflation numbers to two decimal places; it is about making
high-level economic and social observations and piecing them together to form an overarching picture. We then follow our
findings to see where they lead.

Let’s start with US demographics. How is the composition of the US population changing? Why and where are people moving
home? How are they spending their free time and their money? All these factors have significant impacts on the financial
performance of companies, especially smaller domestic-focused ones. 

The US Census Bureau tells us that the fastest growing states in 2023 were Texas, Florida, the Carolinas and Georgia. The South
was the only region in the US to maintain population growth through COVID, mostly through domestic migration.

What does this tell us? Relocation to the South is a growing trend. People are being attracted by job opportunities, warmer
weather and lower taxes. And when people move to new areas, they buy houses, start businesses and open bank accounts,
benefitting community banks and consumer discretionary stocks.

We can also observe that the largest generational group in the US is Millennials, those aged between 25 and 45, who are moving
through the stage of peak consumption. They are having children, buying cars and recreational toys, and buying family homes.
If we combine these demographic trends with wider economic observations such as the undersupply of US housing and the lock-
in effect of 30-year fixed rate mortgages (making those with existing homes unwilling to sell) home builders in the southern states
should benefit. Such factors underpin our housing-related theme which also includes builders’ merchants, cabinet makers, and
lawn and pool maintenance supply companies.

But let’s look further. While Millennials are the largest single cohort, it is by a narrow margin. The population is much more evenly
distributed by age than it was 40 years ago with a similar number of people in each of the 10-year age bands, from 15 all the way
up to 75. 

Improved life expectancy has caused the ageing of the US population and a bigger need for all kinds of healthcare services.
Within our ageing population theme, we have selected companies that make specialist medical equipment and run care homes;
businesses that we understand on a fundamental level. These are smaller, cheaper and less volatile than predicting which
company will launch the next blockbuster drug.

Similarly, while artificial intelligence is not an explicit theme, we believe it is a significant trend. Google’s CEO noted in its latest
earnings call that 25 per cent of all new code at the company is generated by AI, suggesting that it’s not just hype.
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Instead of playing the AI theme through expensive technology, we look for beneficiaries among IT solutions providers to
smaller businesses, and the construction services companies that build and maintain the data centres. These are the
derivative winners of the AI boom, providing the essential infrastructure which is, in turn, linked to the wider infrastructure
build out in the US funded through the Infrastructure and Jobs Act. 

This need for infrastructure spending underpins both technological innovations and demographic changes and is highly
likely to continue under a Trump presidency that is committed to re-industrialisation. It will yield enormous potential for all
kinds of industry in the US, including smaller specialists which are often more nimble at repositioning to take advantage of
money coming their way, such as steel services companies, transport providers, and companies that update electricity
grids. 

Pulling thematic threads from political, economic and societal trends helps us find under-followed companies that initially
might seem unconnected with the core beneficiaries of the trend. But not only will they see similar benefit, they will also
offer better risk-reward returns compared to their better known peers.

Right now, the economic picture in the US is bright. Not only is there low unemployment, manageable inflation and solid
GDP growth, but the US has a backlog of fiscal stimulus that hasn’t even hit yet. Over $2 trillion worth of infrastructure and
manufacturing spending is ready to go. Our themes, and the companies within them, are ready and waiting for the
enormous benefits of this Federal-funded spending to arrive. 

*Source: Morningstar as at 17/11/2024
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Upcoming Events

VT De Lisle America Fund Webinar: 
‘The themes to lead the US market in 2025’

Date: Tuesday 28 January 2025

Time: 2:00pm - 2:45pm

Register here

Webinar Recording: ‘Cui Bono – who benefits and why it matters’
In this webinar Richard discusses how to discover which stakeholders listed

companies are ‘really’ working for, and how investors can use this information
profitably.

Click here to watch (45 minutes)

Webinar Recording: ‘Navigating US Equities in 2024: Mid-Year Review &
Future Projections’

Richard de Lisle provides a fund update for the first half of 2024, and then discusses
what the remainder of 2024 looks like for US equities. 

Click here to watch (45 minutes)

Webinar Recording: ‘Will the ‘Great Rotation’ persist?’
Fund manager Richard de Lisle discusses whether the great rotation from large to

small caps will persist.
Click here to watch (45 minutes)

Webinar Recording: ‘What could the US election mean for US equities? ’
Fund manager Richard de Lisle discusses whether the great rotation from large to

small caps will persist.
Click here to watch (45 minutes)
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