
  
PRIVATE & CONFIDENTIAL – NOT FOR FURTHER DISTRIBUTION       Page 1 of 4 

 

 

 

 

 

 

Dear Investors,                April 2010 

 

 

How did we miss this ??? 

 

 
 

I am always amazed at how we miss the obvious when it comes to investing.  While the 

above graphs relate to US property, I have seen the same thing with the Nasdaq from 

1995-2000.  The above graph shows US housing prices to median income, often referred 

to as the affordability index.  When looking at the graph it is plain to see that we were in a 

massive bubble and that it was only a matter of time before it all came tumbling down.  

Simply put, speculators could not afford to pay for their houses.  Greed fuels speculation 

and with dollar signs blinding investor eyesight we saw massive investment being made in 

the US property market.  The graph on the right shows the massive excess inventory that 

was built up over the boom time, which appears to be returning to normalised levels.  Using 

the above graphs as a single factor, it would seem that now would be a better time to invest 

in US housing. 

 

 

Returning to equity markets, we remain cautious and continue to use the low volatility as an 

opportunity to buy cheap insurance.  So why do we remain so sceptical when it comes to 

the sustainability in the economic recovery?  More on this below in this monthôs report. 
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RISK IS WHAT YOU BUY RETURN IS WHAT YOU GET. 
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Global Equity Markets 

 
     Source: 613 Capital LLC 

 
Markets and Economic Review 

 
 
Volatility returned to the markets during 
April, with investors finally acknowledging 
the default risk that exists with Greece.  A 
new acronym was born this month - PIG 
SUK to include the UK with the likes of 
Portugal, Italy, Greece and Spain.   
 
When the issue of Greece potentially 
defaulting was first mentioned in February 
we were amazed to see the markets 
shrug this off and move on to new highs.  
Investors are now coming to grips with the 
potential risks and impact.  This saw the 
Euro weaken against most developed 
currencies and equity markets come 
under pressure.   
 
Doomsday scenario: Greece defaults, 
contagion spreads to Spain, Portugal, 
Italy and UK.  UK, European and US 
banks are forced to write off more than 
$300bn and we go back to the Global 
Financial Crisis Part II.   
 
At this stage while this is definitely 
possible, one would hope that it is unlikely 
and that the measures being negotiated 
by the IMF, Germany and Greece are 
sufficient to allay investor fears.  At the 
time of writing this report, the IMF and 
European authorities have agreed on a 
bailout package of some ú120bn which 
includes support from the IMF. The real 
risk however remains the austerity 
measures attached to the bailout package 
which include material cut-backs in 
government spending (read jobs and 
wages), and tax hikes which will result in 

recession for at least two years in Greece.  With Greece being a socialist styled economy, the risks of social 
unrest and backlash remain high and could potentially derail any package. 

Month 3 Mth 6 Mth YTD 1 yr 3 yr 5 yr 10 yr

Developed (Local Cur)

Germany -0.3% 9.4% 8.1% 3.0% 28.6% -6.1% 8.0% -1.9%

UK -2.2% 7.0% 8.2% 2.6% 30.9% -4.9% 3.0% -1.3%

France -4.0% 2.1% 0.6% -3.0% 20.8% -13.8% -0.5% -5.1%

US (Dow) 1.4% 9.3% 13.3% 5.6% 34.8% -5.5% 1.6% 0.3%

US (S&P 500) 1.5% 10.5% 12.3% 6.4% 36.0% -7.1% 0.5% -2.0%

Japan -0.3% 8.4% 9.1% 4.8% 25.3% -14.0% 0.1% -4.7%

Hong Kong -0.6% 4.9% 0.7% -3.5% 36.0% 1.3% 8.7% 3.1%

Singapore 3.0% 8.4% 11.3% 2.7% 54.9% -4.0% 7.0% 3.2%

Australia -1.2% 5.2% 2.0% -1.0% 29.1% -7.8% 4.2% 4.6%

Developed (Local Cur)

India 0.2% 7.3% 2.5% 0.5% 54.0% 8.2% 23.3% 14.2%

China -7.7% -4.0% 3.3% -12.4% 15.9% -9.3% 19.9% 4.6%

Brazil -4.0% 3.3% 9.8% -1.5% 42.8% 11.3% 22.1% 15.8%

Israel -3.4% 5.2% 18.7% 4.9% 49.5% 1.6% 10.6% 8.6%

Taiwan 1.1% 4.8% 6.6% -2.2% 33.6% 0.5% 6.6% -1.0%

Monthly Returns Compound Annual Returns (p.a.)
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Chinese equity markets also came under major pressure, falling almost 8% for the month and are now down 12% 
for the year as Investors remain focused on the impact of the lending curbs put in place and the higher capital 
adequacy requirements for banks established by the government.  Fear of a property bubble continue and is 
being monitored closely by the government.  Economic growth however remained strong with Chinese GDP 
expanding by 11.9% per cent y-o-y to March. 
 
US equity markets managed to eke out a moderate rise for April after falling more than 1.5% three times during 
the month, the last of which occurred on the final trading day of the month.  While the equity market rally was 
initially fuelled by very strong corporate results (over 79% of companies have beat estimates) the concerns over 
Greece ultimately caught investorsô attention.  On the economic front, data releases were generally positive and 
supportive of the economic recovery.  GDP estimates for the March quarter showed growth of 0.8% in the quarter 
and 2.5% y-o-y. Once again though, one needs to consider that a material portion of the growth remains from 
inventory restocking. Household consumption however, did show signs of improving and grew by 0.9% in the 
month of March. 
 
 
So if the economic data points continue to improve, why are we still so cautious? 

 
Our view is that the recovery is more fragile than past recoveries and with most governments running huge fiscal 
deficits and already gone óall-inô to save the financial system in 2008/09, there is little room for failure.  Or put 
another way, how would they be able to respond to a second round of systemic risk in the financial system?  The 
first signs of cracks have appeared in Dubai and now Greece, with potentially others like Portugal, Spain, Italy, 
UK, and Japan next on the horizon and perhaps taking it to the extreme the US.  The ingenious measures put in 
place by Bernanke and Paulson during the crisis have saved us from a certain economic depression, and while it 
seems frivolous to look back, it is important to realise just how severe the impact of the crisis was.  
Unemployment in the US remains close to 10% with under employment much higher (we need strong 
employment  numbers on Friday night or we are in big trouble), the consumers balance sheet remains stretched 
and now most relevant is the state of the US governmentôs balance sheet and how Bernanke will wind-down the 
measures put in place without placing pressure on equities, bonds, property prices and the poor US consumer. 
 

 
 
M2 Money Supply 

 
At the epicentre of the 

recovery has been an 
aggressive monetary and 
fiscal policy that has fuelled 
corporate profitability and 
buffered consumers by 
placing trillions of dollars 
into the US and global 
economy.  As growth has 
stabilised, central banks will 
need to curb inflation risks 
by taking liquidity out of the 
system and by increasing 
interest rates.  Furthermore, 
with massive fiscal deficits 

requiring to be funded, it is inevitable that taxes will increase.  Australia has already imposed a penalty tax 
on resource companies which if approved will give them an effective tax rate of 57%. 
 
With unemployment at 10%, interest rates going up, taxes going up and the availability of credit becoming 
tighter, the ability to sustain economic growth becomes more difficult.  Perhaps this is what Greece 
exemplifies.  If you have too much debt from too much spending eventually you have to take the bitter 
medicine. We anticipate this to start playing out during the second half of 2010 or early 2011. Either way 
low volatility is unlikely to be sustainable. 
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US Previous Recessions 

To conclude this monthôs report, I have 
included the table on the left from a recent 
report I read. The view of the author was 
that given that the economy contracted 2% 
during the crisis, the fall of 6% and 8% in 
employment and hours worked respectively 
has been excessive and that management 
will need to start hiring soon. 
 
 
While this may be true, I propose a 
different perspective; that perhaps the 2% 
fall in GDP does not yet reflect the full 
impact of the crisis and perhaps  there is a 
further contraction to come during 2011 as 
the high level of unemployment and under-

employment combined with fiscal austerity measures, higher taxes and higher interest rates have an impact on 
growth. 
 
 
 
 
 
 

If you would like to share your views with me, please do not hesitate to send me an email at ralphleib@613-
capital.com 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 

RISK IS WHAT YOU BUY RETURN IS WHAT YOU GET 
 

 

 

DISCLAIMER 

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 (ñ613 Capitalò) do not warrant its completeness or accuracy.  The views and opinions expressed 
in this report constitute 613 Capitalôs 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 Capitalôs consent is prohibited.  To Australian 
readers, 613 capital LLC is exempt from the requirement to hold an Australian financial services licence and is regulated under United States of 
America laws, which differ from Australian laws. 
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