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DECEMBER 2009 

 The Year That Was..... and what a year it was! 

 

 
  Source: 613 Capital LLC 

"Based on my own personal experience -- both as an investor in recent years and an 

expert witness in years past -- rarely do more than three or four variables really 

count. Everything else is noise."  Marty Whitman  

 

 We will explore three variables that could have a material effect on the year ahead. 

 

"The stock market is filled with individuals who know the price of everything, but the 

value of nothing."  Philip Fisher 

 

 Equity markets have staged a massive rally from the depths of despair.  The rising tide 

of 2009 lifted the bad with the good, not so for 2010.  The key to financial success for 

2010 will be the ability to pick the winners. 

 

“Rule No.1: Never lose money. Rule No.2: Never forget rule No.1.” Warren Buffett 
 

RISK IS WHAT YOU BUY RETURN IS WHAT YOU GET. 
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Global Equity Markets 

 

 

 
  Source: 613 Capital LLC 

 
Global equity markets continued their upward climb during December, reaching yearly highs.  

 

Japan 

The Japanese Nikkei index, after lagging other markets during the year, rose a stellar 12.8% for the 

month.  The Bank of Japan stated its concerns regarding deflation and the negative effect of the 

strong Yen and announced a further stimulus package of JPY7.2 trillion (approximately US$78bn) or 

1.4% of GDP.  In general economic data announced during the month remained weak, with GDP for 

the third quarter being revised down from 1.2% to 0.3% and consumer confidence falling from 40.8 to 

39.9.  On the plus side, Japan saw industrial production for November rise for its ninth consecutive 

month and trade data showed exports fell óonlyô 6.2%, the slowest pace in 14 months.  When you read 

the above economic data and take into consideration the level of debt the Japanese government has 

issued, as well as the detrimental impact of an ageing population will have economically, it seems 

crazy that the Japanese market should rise at all, yet alone be up 19% for the year and 12.8% for the 

month.   

 

US 

From a US perspective, while US equity markets lagged other global developed markets, investor 

sentiment remained buoyed by the continuous flow of positive economic data. Economic data points 

continued to improve, with the employment data showing only 11,000 jobs being lost for the month of 

November.  This needs to be considered in the context of the pre Christmas shopping bonanza and 

the concomitant temporary employment needs.  The currency markets took head of this, which saw 

the US dollar rally amongst the major currencies.  The Federal Reserve however stated that it 

remained in an accommodative stance and kept interest rates on hold. 

 

Australia 

The Australian equity market reached a 14-month high, rising 57% from its low in March this year.  
The market was supported by positive global and domestic economic announcements.  The Reserve 
Bank of Australia raised the official cash rate 0.25% for the third consecutive month, taking the rate to 
3.75%.  While consumer confidence was slightly down at 113.8, it remains at very high levels, 
especially considering that the global economy has just come through it greatest test since the great 

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

Developed (Local Cur)

Germany 5.9% 5.0% 23.9% 23.8% 23.8% -3.3% 7.0% -1.5%

UK 4.3% 5.4% 27.4% 22.1% 22.1% -4.5% 2.4% -2.4%

France 7.0% 3.7% 25.3% 22.3% 22.3% -10.8% 0.6% -4.1%

US (Dow) 0.8% 7.4% 23.5% 18.8% 18.8% -5.8% -0.7% -1.0%

US (S&P 500) 1.8% 5.5% 21.3% 23.5% 23.5% -7.7% -1.7% -2.7%

Japan 12.8% 4.1% 5.9% 19.0% 19.0% -15.1% -1.7% -5.7%

Hong Kong 0.2% 4.4% 19.0% 52.0% 52.0% 3.1% 9.0% 2.6%

Singapore 6.1% 8.4% 24.2% 64.5% 64.5% -1.0% 7.0% 1.6%

Australia 3.5% 3.0% 23.7% 33.4% 33.4% -4.7% 3.8% 4.5%

Developed (Local Cur)

India 3.2% 2.0% 20.5% 81.0% 81.0% 8.2% 21.5% 13.3%

China 2.6% 17.9% 10.7% 80.0% 80.0% 7.0% 20.9% 9.1%

Brazil 2.3% 11.5% 33.3% 82.7% 82.7% 15.5% 21.2% 14.9%

Israel 6.4% 13.2% 32.1% 89.1% 89.1% 4.6% 10.9% 8.2%

Taiwan 8.0% 9.0% 27.3% 78.3% 78.3% 1.5% 5.9% -0.3%

Monthly Returns Compound Annual Returns (p.a.)



  
PRIVATE & CONFIDENTIAL – NOT FOR FURTHER DISTRIBUTION       Page 3 of 7 

 

 

depression.  This is obviously attributed to Australiaôs proximity to China and the strong contribution to 
the domestic economy from resources. Unemployment figures also improved for November falling to 
5.7%. from 5.8%. 
   

So where to from here? The risks that lie ahead. 

 

It is important not to get caught up in the hype that will surely be presented in the media in the first 

weeks of January highlighting the massive returns earned by equity and junk-bond fund managers for 

the year.  While I anticipate that the first quarter could see equity markets continue to rise, investors 

are still too optimistic with respect to the sustainability of the rate of the economic turnaround.  My 

sense is that during the second half of 2010, there is a strong chance that economic data releases will 

start to disappoint.  This is not to say that we go back into a recession, but rather that global GDP 

growth expectations of 3.4% are likely to be too optimistic.   

 

1. Draining Liquidity 

Global Interest rates (with the exception of Israel and Australia) remain at record lows as central 

banks were forced to prop up the global financial system and economy.  At some point the inflationary 

impact of this will need to be considered.  While this may be some time off in the future, given the low 

level of capacity utilisation, when this does occur, perhaps some time in the second half of 2010, the 

impact could be material. 

 

 
 Source: Citi, Datastream 
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2. Mortgage Delinquencies and Resets 

Another key risk on the horizon is that of the number of mortgage delinquencies in the US which 

continues to rise from their current level of 10% and could rise even further.  While Transunion, one of 

the primary credit reporting bureaus, expects overall delinquencies to fall during 2010, it is difficult to 

support this view especially if you factor in the graph below which shows the number of mortgage rate 

resets that will occur towards the third quarter of 2010.   
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If you remember, this was a key reason that sparked off the rout of 2008. In an article released by 

Fitch, they stated, ñRecasts typically have a significant impact on loan performance. While only 3.3% 

of prime loans are 60 or more days delinquent prior to recast, delinquencies the year after recast 

increased to 9.3%. Similar effects have been seen in Alt-A and subprime, with delinquencies 

increasing from 12% to 29% for Alt-A, and from 20% to 58% for subprime. Furthermore, 'declining 

borrower equity is still eroding refinancing opportunities and incentives to continue payment,' said 

Slump. On average, current loan-to-value (LTV) ratios for prime and Alt-A loans are 118%, with 64% 

of borrowers having negative equity.ò Furthermore, the most recent data for the third quarter of 2009 

released by the Office of Thrift, showed that Prime mortgages, i.e. the highest quality mortgages, 

showed delinquencies of 3.6%, up 50% year on year and up 29% from the previous quarter.  

A perceived positive is the late payments on bank-card accounts, and borrowing for car purchases 

which fell in the third quarter of 2009 as consumers cut spending and paid off debt.  Delinquencies of 

eight types of consumer loans fell to 2.23 percent from 2.35 percent in the second quarter, the most 

since 2007.  This once again can be misleading as delinquencies fall when a debt is written off. 

Furthermore, Moodyôs reported that credit card write offs on US cards rose to 10.56% after falling in 

September and October.  The highest level reached was in June 2009, where it peaked at 10.76%.  

Moodyôs further forecast that charge-offs could peak at 13% by mid 2010 as unemployment remains 

high. 

On the plus side, the fall in housing prices seems to have slowed and as previously stated and are 

currently flat month on month.  This however is distorted by government grants that have now 

expired.  

3. Unemployment 

 

  
Source: JP Morgan 

 

I know we have focused on unemployment before, but I thought it would be remiss not to include it in 

the top three variables to watch for during 2010.  While the latest data releases are showing a 

material improvement, the issue is not that things will not improve, but rather that unemployment is 

likely to remain at high levels for longer than people are anticipating. Furthermore with unemployment 

at 10% and closer to 18% if you include reduced working hours and part time employment, the 

consumer is likely to continue to remain cautious (excluding Christmas sales) and reduce debt 

(increase savings).  In this scenario one should be sceptical that businesses will start to hire 

aggressively. 

 

4. Bear Markets 

While not a variable to watch, I thought it important to refresh our memories with respect to bear 

markets.  The average bear market occurs once every three years.  It usually lasts about 15 months, 
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with markets experiencing an average fall of 38%.  To date there have been 32 bear markets over the 

past 100 years.  Finally from an equity market perspective, it is important to realise that as always, the 

largest rallies occur within bear markets.  Looking at the period between 1929 and 1934, the Dow 

Jones index fell 85% from its peak.  The chart below shows the ósaw-toothô pattern of the collapse 

with seven rallies ranging from 16% to 77% over the first three years.  The eighth rally of 103% in mid 

1934 resulted in market sentiment finally turning positive, which eventually peaked in 1937 where the 

markets then fell 75% from the heights reached then.  

 

 
Source: 613 Capital LLC 

 

To conclude, there are signs of improvement in the global economy and investor sentiment has 
rebounded strongly.  The easy money has been made however and 2010 will be about picking the 
winners and protecting the downside.  The risk for disappointment is increasing.  With volatility back 
to low levels, buying protection is once again affordable, so why not hedge a little?  
 
 
 
 
 
 
 
Remember...... 
 
 

 
 

RISK IS WHAT YOU BUY RETURN IS WHAT YOU GET 
 

Welcome to the next decade, 2010. 
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The Dow fell 85% from  peak to trough 
during the great depression

1)  +48%

2)  +16%

3)  +22%

4)  +26%

5)  +32%

6)  +19%
7)  +77%

8)  +103%
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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 
under United States of America laws, which differ from Australian laws. 
 


