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Dear Investor, 
 
 
Markets remained volatile during the month as the „tug-of-war‟ between strong corporate 
earnings and weak economic data in the US, played on investor‟s minds.  The graph below 
shows the S&P 500 daily range for the year to July 2006 (red) as compared to 2010 (blue).  As 
can be seen, the level of uncertainty that currently prevails is reflected in a much larger daily 
range for 2010 than in 2006.  This is most certainly true for the period from May 2010 where 
daily returns have ranged between 1.5%-3.5% as compared with 0.75% to 2.0%.  We expect 
this to continue into the second half of the year as the US and parts of Europe remain weaker 
than expected. 
 

 
Source: 613 Capital LLC 
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So Where To From Here? 
 

 
 
Equity markets staged a strong comeback after falling an additional 1% in the first week of the 
month.  Investors while concerned by weak US economic data took comfort in strong corporate 
earnings and better than expected data releases out of the UK and Germany. While the 
backward looking data suggests a recovery, the impact of austerity measures, higher taxes, 
and government job cuts in the third quarter will show a different story in Europe.  We remain 
focused on a weaker second half for 2010 from an economic perspective and expect analysts 
to continue to downgrade global growth expectations.  Economists continue to downgrade 
growth expectations especially in the smaller European economies like Spain, Portugal, and 
Greece where a strong contraction in GDP is expected for the next two years at least. For 
markets to move higher, companies will need to demonstrate revenue growth.  To show 
revenue growth, the economy will need to strengthen, i.e. we need a stronger consumer.   At 
this stage, unless we get an additional stimulus package from the Federal Reserve in the US 
(strong possibility), unemployment and deleveraging will continue to dampen economic growth.  
Germany is an exception as long as the Euro remains weak against the US dollar and other 
currencies, given their strong export bias. 
 
US Personal Savings Rate – Source Deutsche Global Markets 
 

From a US perspective 
economic data was 
generally weaker than 
expected.  Consumer 
confidence in July fell to its 
lowest level in a year. 
While this is not surprising 
given the sell-off in equity 
markets during May and 
June as well as the issues 
surrounding Greece, it 
does not bode well for 
increased spending by the 
consumer.  GDP numbers 
released during the month 
were also weak, with 
previous numbers being 

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

Developed (Local Cur)

Germany 3.1% 0.2% 3.2% 3.2% 15.3% -6.8% 4.7% -1.6%

UK 6.9% -5.3% -2.9% -2.9% 14.1% -6.1% -0.1% -1.9%

France 5.8% -4.6% -7.4% -7.4% 6.3% -14.1% -3.9% -5.7%

US (Dow) 7.1% -4.9% 0.4% 0.4% 14.1% -7.5% -0.3% -0.1%

US (S&P 500) 6.9% -7.2% -1.2% -1.2% 11.6% -8.9% -2.2% -2.6%

Japan 1.6% -13.7% -9.6% -9.6% -7.9% -17.9% -4.3% -4.9%

Hong Kong 4.5% -0.4% -3.9% -3.9% 2.2% -3.2% 7.2% 2.2%

Singapore 5.4% 0.4% 3.1% 3.1% 12.4% -5.6% 4.9% 3.8%

Australia 4.2% -6.8% -7.7% -7.7% 6.1% -10.0% 0.7% 3.4%

Developed (Local Cur)

India 0.9% 1.8% 2.3% 2.3% 14.0% 4.7% 18.5% 15.4%

China 10.0% -8.1% -19.5% -19.5% -22.7% -16.1% 19.5% 2.7%

Brazil 10.8% 0.0% -1.6% -1.6% 23.3% 7.6% 21.0% 15.2%

Israel 4.1% -7.7% -3.2% -3.2% 16.9% -2.2% 8.2% 7.0%

Taiwan 5.9% -3.0% -5.2% -5.2% 9.6% -5.8% 4.2% -0.4%

Source: 613 Capital LLC

Monthly Returns Compound Annual Returns (p.a.)
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revised downwards to -4.1% (previously 3.7%) for the fourth quarter of 2009 compared to Q4 
2007.  Household spending was also revised downwards to 1.2% in 2009, its biggest decline 
since 1942.  These revisions continue to support our sense that the economic data releases 
are not as reliable as one would hope and we remain convinced that unemployment numbers 
released are just as inaccurate.  So what does an insecure and leverage consumer do in an 
environment of higher taxes, falling house prices and high employment.... save!!  The graph 
(which also includes revisions) shows that personal savings in the US have increased to above 
6%, in-line with the 30 year average, but well below the levels seen in the 1980‟s. To top off all 
the consumer concerns that prevail, house foreclosures during the quarter increased 38% from 
a year earlier.  

 
A final point on the US economy,  the IMF estimates that $1.4 trillion of commercial real estate 
loans will mature from 2010 to 2014, almost half of which are already “seriously delinquent,” 
with payments 90 days or more past due, or “underwater,” with loan values exceeding property 
values.  For all you property investors, this may present an interesting opportunity. 
 
Looking further abroad, it is important to realise that unemployment is currently a global issue. 
This is confirmed in the graph below which shows just how bad it is in „peripheral‟ European 
countries such as Spain, Turkey, Belgium and Greece. 
 

 
 
While economic data releases for the month beat expectations in the UK and Europe (read 
Germany), we remain sceptical for the second half of the year.   
 
In the UK, GDP rose 1.1%, the most in four years, due to a strong performance in the services 
and manufacturing and construction sectors.  This was also confirmed by stronger than 
expected retail sales which climbed 0.7% month on month or 1.3% from a year ago, on the 
back of purchases at electrical goods shops and department stores ahead of the soccer world 
cup.  
 
In Europe while some data points were concerning, the majority of economic announcements 
were positive.  On the negative side, Moody‟s downgraded the debt of Portugal and Ireland 
while placing Spain on watch.  They cited high levels of debt and weak economic growth.  The 
equity markets took this in their strides as none of this was new information.  We will however 
watch this closely as it remains a key risk going forward. On the positive side, sentiment 
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indicators in Europe rose to 101.3 from 98.7 in July, beating analyst expectations.  This was 
followed by better than expected consumer confidence numbers (still negative though at -14), 
industrial confidence (-4) and service sector confidence (+6).  Most of the positive data 
releases came from Germany and its export lead economy, which benefits from a weak Euro.   
 
Other important releases included the results of the European bank „stress tests‟ which 
showed only seven out of ninety banks failed.  The markets however remain sceptical with 
respect to the assumptions used for such tests.   
 
Looking at China, the primary growth engine of the world, things are starting to moderate to 
more sustainable levels as the governments tightening from the first quarter works its way 
through the economy.  They key here will be the ability of the government to control the 
economic slow-down, with the intention of enabling a „soft-landing‟, reducing domestic 
inflationary pressures and pricking the current property bubble. 
 

 
The slow-down is already 
visible in the data releases, 
with Manufacturing 
Purchasing Managers Index 
(PMI) falling 0.9% to 51.2% 
in July.  Ten out of the 
eleven sub-component 
indices fell during the month, 
with employment the only 

Source: Credit Suisse                one rising. 
 
Export Orders, domestic orders, stocks of finished goods, all fell during the month.  This needs 
to be monitored closely as the ramifications to the global economy and equity markets would 
be material should China growth slow dramatically. 
 
One final interesting titbit, “China overtook the U.S. as the world‟s biggest energy user last 
year, consuming 2,252 million metric tons of oil equivalent in 2009 in the form of crude, coal, 
natural gas, nuclear power and renewable sources That exceeded the 2,170 million tons used 
by the U.S.” 
 
We remain focused on downside risk management in an environment where the level of 
uncertainty continues be high.  With markets close to 10% from their peaks reached this year, 
any material slow down will see more downside.  On the flipside, companies continue to 
generate better than expected levels of profitability with limit revenue growth.  Over the 
medium term, the current valuations for our companies remain attractive. 
 
 
As always please feel free to contact me should you like to discuss anything in this report. 
 
 

 
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 (“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.  To Australian readers, 613 capital LLC is exempt 
from the requirement to hold an Australian financial services licence and is regulated in the United States of America laws, which differ 
from Australian laws. 


