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OCTOBER 2009 

Before I get into the commentary for October, I thought I’d share a quote from 

Byron Wien, Vice Chairman of Blackstone Advisory Services.   His views and 

sentiments very much resinate with me.  

“The environment has changed dramatically since the summer of 2008. The 

demise of Lehman Brothers and Bear Stearns, the merger of Merrill Lynch into 

Bank of America, the enormous investment by the U.S. government in American 

International Group and other financial institutions, and the automobile industry 

debacle and subsequent government involvement there have brought us to a new 

place in economic history. America is no longer free market capitalism at work 

and you cannot expect the economic vitality of the old days to return any time 

soon, if ever. We are in a serious period of reflation and assets will have to be 

allocated accordingly.”  

613 Capital LLC continues to focus on the opportunity in the ‘reflation’ theme as 

well as many other secular trends that persist today.  Reflation potentially bodes 

well for commodity prices as well as other hard assets such as property. More on 

this in future reports. 

While there remains many investment opportunities, the economic environment, 

and hence the investment environment, remains murky and risky.  Downside risk 

management remains an imperative and one should remain guarded and cautious 

with respect to the market recovery we have seen to date. This does not mean 

investors should try and time the market, a futile exercise, but rather that 

investments should be made in quality businesses who will survive short/medium 

economic disruption.  Don’t chase the year to date returns, the easy money has 

been made.  Remember: RISK IS WHAT YOU BUY RETURN IS WHAT YOU GET. 

  

Nurturing Wealth Together 

 

Ralph Leib 

613 Capital LLC 

M:  +61 4 3369 3464 P:   +61 8 9467 9613  

E:   ralphleib@613-capital.com W:  www.613-capital.com Skype: six13capital 

 

mailto:ralphleib@613-capital.com
http://www.613-capital.com/
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Global Equity Markets 

 

             Source: MSCI, 613 Capital LLC 

October was a volatile month, as global equity markets had their first pull-back in eight months.  The 
US (down 1.9%) and Japan (down 2.5%) were the worst performers of developed markets as mixed 
economic data confused investors.  Notwithstanding this pullback, equity markets have staged a 
remarkable comeback from their irrational lows reached in March 2009. Emerging markets are up 
65% (read high risk), while developed markets have risen 23% on investor sentiment turning from 
extreme fear to greed.  This shift in investor sentiment and the increased appetite for risk taking can 
be seen in the movements out of cash and into equities and high yield debt (read high risk).  
 

 
To date over $700 billion has been withdrawn from money market funds in the US. Peaking at some 
$3.9 trillion in March this year, the remaining $3.2 trillion dollars sitting in money market funds still 
represents a material amount of cash as some investors remain sceptical.  Notwithstanding this, it is 
amazing to see how fear has been replaced by greed and how fickle investor emotions can be, as 
best demonstrated by the some $100 billion dollars of investments that have been made in ‘junk-
bonds’ year to date. This is further emphasised by the performance of high yield debt (junk bonds), 
which after having collapsed in 2008, has returned almost 49% year to date.   If Rip van Winkle were 
to have woken up today, would he have known that there was such a thing as the Global Credit 
Crisis.  Perhaps the only signs would be the carcasses of General Motors, Lehman Brothers, Bear 
Sterns and a few others to allude to the turmoil that prevailed.  Or perhaps one question he would 

Month YTD 2006 2007 2008 2006-YTD

Global -1.53 27.30 21.50 12.20 -41.80 1.00

Europe -1.15 30.90 34.40 14.40 -46.10 8.48

UK 1.29 35.70 30.70 8.40 -48.30 -0.60

US -1.94 17.60 15.30 6.00 -37.10 -9.59

Japan -2.51 6.70 6.30 -4.10 -29.10 -22.88

Hong Kong 2.73 58.80 30.40 41.20 -51.20 42.69

Australia 0.07 68.50 32.50 29.80 -50.00 44.90

China 6.44 58.00 82.90 66.20 -50.80 136.30

S.Africa -1.20 42.60 20.50 18.10 -37.90 26.02

India -4.01 80.70 51.00 73.10 -64.60 67.20

Brazil 2.76 107.80 45.80 80.00 -56.10 139.41
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ask is how is it that unemployment on a global basis is so high, and most certainly he would be 
dumbfounded to see US unemployment at 10.2%, only the second time it has reached this level in 
61 years.  Looking at this from a different perspective, over 7.5 million people in the US since the 
crisis started have lost their jobs or a total of 17.5 million people are now without work or incomes. 
 

 
      
     Source:  Bureau of Labor Statistics, 613 Capital LLC 

 
 
As mentioned previously, the turn in unemployment lags the turn in the economy, so it is important 
to focus on what the number of newly unemployed people is each month to get some perspective 
on when the momentum will shift from job destruction to job creation.  On this front, there is some 
good news. Quoting the Bureau of Labor Statistics, ‘in the most recent 3 months, job losses have 
averaged 188,000 per month, compared with losses averaging 357,000 during the prior 3 months. In 
contrast, losses averaged 645,000 per month from November 2008 to April 2009.’ 
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Source:  Bureau of Labor Statistics, 613 Capital LLC 

 
While this is ‘good’ news, it is important to keep this in perspective and note that the current level of 
‘newly’ unemployed of 190,000 people a month is the same level of the previous two recessions (see 
circle).  While extrapolation is a dangerous tool, it would appear that investor sentiment now takes 
solace in the fact that we are now in a normal recession rather than a potential depression which we 
were facing just 12 months ago. 
 
Other positive data included better than expected earnings report from 80% of companies that 
reported Q3 earnings, strong US GDP growth of 3.5% for the third quarter of 2009 and retail sales 
falling only 1.5% year on year as compared to expectations of -2.4%.   
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These numbers however need to be considered in the context of the huge amount of stimulus in the 
financial system, the very pessimistic analyst expectations, and the cash-for-clunkers programme 
which saw a huge increase in auto sales.  Of concern remains consumer confidence which 
disappointed, after falling to 47.7, its lowest level since 1983.   
 
This backdrop of better than expected retail sales (consumers willing to spend), strong GDP growth 
and worse than expected consumer confidence make for a confusing economic environment.  Added 
to this the level of unemployment and the fact that it continues to rise, raising a flag of caution and 
may suggest an increased likelihood of another pull back in equity markets sometime in 2010.  This 
pull back however is unlikely to be as material in size and ferocious in volatility terms as what was 
experienced during 2008. Investors also need to take into consideration that while 2008/2009 saw 
material financial stimulus and support from global reserve banks, 2010 will be about the removal of 
this stimulus, taking liquidity out of the market place.  If 2000-2003 is anything to go by, this could 
be a painful experience. 
 
From a technical perspective, the market remains within an uptrend, with rising peaks and rising 
troughs, although the latest pullback in October has placed the market at a precarious point, below 
its 50 day moving average and at the support level of the previous trough.  If the 1020 level on the 
S&P 500 is broken, the markets could have a 10-15% pull-back towards the 900 level. 
 
S&P 500 – 50 AND 200 DAY MOVING AVERAGES 
 

 
Source: Google Finance 

 
Australia 
The Australian stock market also fell during the month, with the ASX200 index falling 2.1% in 
sympathy with global developed markets.  Within the Australian market, Banks were the best 
performing sector, falling 1.4% while Resources fell 1.2%.  REIT’s were the worst performing sector, 
falling 9.0% as investors took profits after a strong two month performance.  
 
From an economic perspective, the Reserve Bank of Australia surprised the markets and raised the 
target cash rate by 0.25% to 3.25%.  Most market participants expected this to occur later in 
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November/December.  This saw the Australian dollar appreciate strongly against other currencies 
and move closer towards parity against the US dollar.  Unemployment was also positive this month 
as labour market data showed jobs being created and unemployment falling from 5.8% to 5.7%.  
Bond yields also kicked up by 0.18% as investor concerns shifted to potential inflationary fears. The 
Consumer Sentiment index rose 1.7% in October to its highest level since July 2007 and only 2.2% off 
its all-time high reached in June 1994.  The Australian economy continues to be buoyed by its strong 
relationship with China’s economy which, if you can believe the numbers, grew its GDP 8.9% for Q3 
of 2009. Demand for Iron ore and other commodities continues to improve. 
 
South Africa 
The FTSE / JSE All Share index rose 6%, driven by strong gains across most sectors.  The Technology, 
Consumer Goods and Health Care sectors rose 18%, 11%, 9% respectively.   
 
Foreigners were net purchases of equities during the month which totalled almost R8 billion, 
bringing the total for the three months since August to some R24 billion (US$3 billion).  These 
inflows continue to provide support to the domestic market.  
 
From an economic perspective, the South African Reserve Bank left interest rates unchanged at 7.0% 
and while they expect growth to improve over the next year, they did not make any material 
comments with respect to concerns over inflation and hence the likelihood of interest rate 
increases. Supporting this was the Consumer Price Inflation data that showed an increase of 6.1% 
year on year for September.  This saw the Rand depreciate almost 4% against the US dollar during 
the month.  This however needs to be seen in the context of the Rand’s overall performance year to 
date where it remains one of the strongest performing currencies in the world, having appreciated 
some 36% against the US dollar. 
 
Commodities (Peak Oil / ‘Smart Car’s, Smart Grids’ / ‘Reflation’  themes) 
 

Oil 

 
 Source: WTRG Economics 
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Oil continued its upward trend, rising 9% for the month to $77 per barrel as strong US GDP growth 
numbers helped investor sentiment.  We remain bullish on the oil price in the long term in line with 
our ‘Peak-Oil’ theme and while we also believe in the risk of the substitution effect from our other 
theme ‘Smart Car’s, Smart Grids’ we see this happening in a gradual fashion over the next decade. 
 

Gold 

 
Source: TD Securities 
 

The above graph will be interesting for Gold bugs and traders.  It shows the monthly average return 
for gold over the past 10 years (very biased given that spot gold troughed round about this time).  
But if the recent past (last 10 years) is anything to go by, November should continue to see gold 
move higher with a 60% probability of a gain on average of 2.8%.  While timing is never perfect, we 
continue to see gold move higher over the next few years consistent with our reflation theme and 
weak US dollar.  For the month of October, Gold closed up 4.2%, at $1,044 an ounce. 
 
 
 
 
 
 
 

DISCALIMER 
 
 

Information in this report has been obtained from various sources.  While information has been obtained 
from sources believed to be reliable, 613 Capital LLC, its affiliates, funds and subsidiaries (613 Capital) do not 
warrant its completeness or accuracy.  The views and opinions expressed in this report constitute 613 
Capital’s judgment as of the date of this material and are subject to change without notice. This material is 
not intended as an offer or solicitation for the purchase or sale of any financial instrument or an investment 
in 613 Capital Global Quality Fund Ltd (BVI). The opinions and recommendations herein do not take into 
account individual client circumstances, objectives, or needs and are not intended as recommendations of 
particular securities, financial instruments or strategies to particular clients or potential investors. The 
recipient of this report must make its own independent decisions regarding any information mentioned 
herein and where necessary obtain their own legal, tax and investment advice. Past performance is not 
indicative of future results. All materials in this report are the intellectual property of 613 Capital. Copying, 
distributing, transmitting, transforming or lending of this material without 613 Capital’s consent is 
prohibited. 
 


