
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Debt bubble recedes Feb 2 0 0 9 

Last month, we said that a debt bubble was forming in high-grade gov ernment debt.   U S  
gov ernment issues shot up  in p ric es, 2 0 -3 0 %  rise   I t did not only  j eop ardiz e the 
attrac tiv eness for treasuries issues, but also c ould dev elop  into another debt and bec ome a 
new threat in inv estment mark et.  
 
W e are not suggesting that the rise in gov ernment bond p ric es lac k  fundamental sup p ort.   
I n fac t, rap id rate c uts and ex p ec tation for inflation to subside are sup p ortiv e to bond p ric es.   
H owev er, the abrup t p ric e c hange was also driv en by  ex treme risk  av ersion.   I nv estment 
mark et was in c omp lete c haos after Lehman B rother went under.   I nv estors lost their 
c onfidenc e in ev ery  asset c lass other than gov ernment bonds.   A s a result, they  rushed to 
debt issues of maj or c ountries e. g.  U S , G ermany  and U K .   T he abrup t c ap ital flow p ushed 
these issues to historic al high.  
 
I n J an 2 0 0 9 , U S  treasuries bond y ield c ame bac k  up .   F or ex amp le, the y ield for 3 0  y ears 
T reasuries bond went up  by  1 %  to 3 . 6 6 % .  I t meant that the p ric e for eac h U S D  1 0 0  fac e 
v alue of it to fall 1 0 %  and stands at around U S D  1 2 6  now.  
 
W e tak e the lower treasuries p ric es a p ositiv e c hange, esp ec ially  for the interest rate 
sensitiv e longer maturity  issues.   T he drop  in gov ernment debt meant that I nv estors hav e 
c almed down a bit and they  stop p ed fleeing to gov ernment bonds at any  p ric e.   S o now that 
the gov ernment bonds bubble is deflated.   I t meant that the risk  to inv estment mark et 
rec edes.    
 
S till, on the other hand, we do not ex p ec t gov ernment bond y ield to shot up .   A s stated 
before, the global ec onomy  is still heading to further slowdown and good p ric es has a higher 
p ressure to drop  than to rise.   A ll theses p oint to low interest rate.   S o, the gov ernment 
bonds y ield should remain low, esp ec ially  for short-term T reasuries bills.    
 
Lastly , the fall in treasuries bond issues c ould be temp orary .   T he bonds bubble may  c ome 
bac k  when mark et bec ome messy  again.   T ightening c redit c ondition and global ec onomic  
rec ession are still ac ute p roblems.   B esides, the sec ond wav e of financ ial tsunami shall be 
triggered by  higher losses from p ersonal loans, c orp orate loans and mortgage p ortfolio.   
W hen the p roblems surfac es again, inv estors will lik ely  seek  for asy lum for their money .   
T he debt bubble will lik ely  be re-inflated again.  
 
US:  Ne g a t i v e  
D J I A  drop p ed by  8 . 8 4 % , S & P 5 0 0  lost 8 . 5 7 %  and N A S D A Q  went down by  6 . 3 8 %  in J an 
2 0 0 9 .   T he new U S  P resident O bama is p ushing forward for his p lan for ec onomic  
stimulation and resc uing the financ ial institutions.   A lthough his p rop osal aroused disp utes 
from R ep ublic an, the sev erity  of the U S  ec onomic  p roblem made a stimulation p lan 
nec essary .   T hus, it is v ery  lik ely  that the p lan will finally  be ap p rov ed.   B ut, we must 
reiterate here that the effec t for gov ernment p rop -up  ac tions will not c ome out until 6 -9  
months later.   I t c an stimulate a rebound in stoc k  mark et for now, but not mak ing a lasting 
up -trend.  
 
E U:  Ne g a t i v e  
D A X  lost by  5 . 6 5 % , C A C  lowered by  7 . 5 8 %  while F T S E 1 0 0  fell by  6 . 4 2 % .  S p ain, P ortugal 
and G reec e got the mark et attention.    T heir sov ereign c redit ratings were downgraded.   
B esides affec ting themselv es, it also has an imp ac t on E uro.   I nv estors worried that the 
restric tions of E C B  on monetary  p olic y  of member c ountries is mak ing them less effec tiv e in 
dealing with the c risis.   A s a result, it c aused c onc erns about the E uroz one.    



E U:  Ne u t r a l  
E c onomic  rec ov ery  is well underway  with 1 Q 2 0 0 6  G D P  growth for the E uroland sp ed up  to 0 . 6 %  from 0 . 3 %  in 4 Q 2 0 0 5 .   A lso, c onsumer 
sp ending is p ic k ing up  in G ermany  with 1 Q 2 0 0 6  growth at 0 . 6 % .   I mp rov ement in domestic  c onsump tion shall help  further with the ec onomic
growth.  H owev er, the E urop ean mark et has been going up  a lot faster than U S  mark et in the last 2  y ears and it has eroded the adv antage in 
v aluations.  
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

J a p a n :  Ne g a t i v e  
Last month, N ik k ei 2 2 5  index  lost 9 . 7 7 % .   W e hav e alway s emp hasiz ed that dep endenc e 
on ex p orts is a weak ness for J ap anese ec onomy  and the stoc k  mark et.  I t is c onfirmed by  
earnings forec asts by  large J ap anese c orp orations.   H itac hi, T oshiba, P anasonic , N E C  
announc ed this y ear' s p rofit forec ast, they  all ex p ec t to hav e billions dollars losses.  W e 
reiterate our negativ e v iew of J ap an, and also that rec ov ery  of J ap an ec onomy  and stoc k  
mark et will be slower than other maj or mark ets.  
 
C h i n a :  Ne g a t i v e  
H S C E I  gav e bac k  the gains in D ec  2 0 0 8  and ended J an 2 0 0 9  with a 9 . 6 3 %  drop .   T he 
C hinese gov ernment announc ed more stimulation p olic ies for the 1 0  selec ted industries.   
A fter automotiv e and steel industry , rev italiz ation p lan for tex tile, eq uip ment manufac turing 
was j ust announc ed.   G ov ernment p olic y  help  c ould to absorb the imp ac t of global 
ec onomic  rec ession.   B ut foreign direc t inv estment and ex p orts were maj or driv ing forc es 
for C hinese ec onomic  growth.   T hereby , we do not ex p ec t a dec oup ling in stoc k  mark et or 
ec onomy  for C hina from global trends.  
 
H o n g  K o n g :  Ne g a t i v e  
H ang S eng I ndex  also drop p ed by  7 . 7 1 %  last month.   H ong K ong mark et has no signific ant 
c hanges.   O ur foc us is on up c oming earnings rep orts.   S inc e many  C hinese enterp rises 
has already  issued p rofit warnings earlier, the mark et shall hav e no surp rise to see p oor 
p erformanc e for last y ear.    H owev er, the outlook  for 2 0 0 9  remains a wildc ard.   
P essimistic  forec ast by  c omp anies may  c ause renewed p ressure on stoc k  p ric es.  
 
E m e r g i n g  M a r k e t s :  Ne g a t i v e  
T he R ussian gov ernment is fac ing a diffic ult c hoic e between c urrenc y  dev aluation and 
sharp er ec onomic  slowdown.   I t did not lift interest rate q uic k  and signific antly  to p rotec t the 
sink ing ruble.   I nstead, it resorted to lower the ex c hange rate in small step s in hop e to 
reliev e the selling p ressure.   B ut, it is sending a message to the mark et that the gov ernment 
failed to stabliz e the c urrenc y  again and again.   I t does no good but strengthen the 
ex p ec tations for lower ex c hange rate.   S till, the p roblem with lifting interest rate q uic k ly  is 
that it will bring about sharp er slowdown for the R ussian ec onomy , whic h is already  p lagued 
by  c ap ital flight and diminishing ex p orts demand.   S o far, it seems the R ussian gov ernment 
is hav ing a diffic ult time to meet the c hallenge.   U nless oil p ric es resumes an up ward trend, 
the p roblem with ruble will c ontinue to drag on R ussia stoc k  mark et.  
 
B o n d s :  Ne u t r a l  
U S  T reasuries y ield mov ed up , we regard it as a p ositiv e c hange in mark et.   M oreov er, it 
means that the risk  for formation and bursting of another bubble has rec eded.  
 
C o m m o d i t i e s :  Sl i g h t l y  p o s i t i v e  
U S  bonds drop p ed, inv estors switc hed to other assets for c ap ital p rotec tion.   G old mov ed 
abov e U S D  9 0 0 / ounc e again.   B ut, the worries about inflation to c limb and U S D  to c ollap se 
are p re-mature.   W e still ex p ec t gold to mov e in range between U S D  8 0 0 -9 0 0 / ounc e.   F or 
c rude oil, it is c onsolidating at around U S D  4 0 / barrel.  
 
H e d g e  f u n d s :  Sl i g h t l y  n e g a t i v e  
H F R X  G lobal H edge F und index  gained 1 . 1 0 %  last month.   T he biggest losers last y ear 
bec ame the ones to mak e highest rebound.   H F R X  c onv ertible arbitrage index  rose 5 . 9 0 %  
and H F R X  relativ e v alue arbitrage index  made 2 . 3 3 % .   H owev er, redemp tion gates are still 
in p lac e for many  hedge funds.   I t shows that liq uidity  of the underly ing assets has not 
return to normal.   Liq uidity  risk  for inv estors is still high, so inv estors should only  buy  into 
theses funds if y ou are willing and able to k eep  the money  there until inv estment mark et 
rec ov ers.  
 
A d v i c e s  f o r  i n v e s t o r s  
 
R ec ently , gov ernment debt p ric es c ame down a bit.   I t means lower risk  for the debt bubble 
to burst.   B ut, the mark et c onditions did not imp rov e muc h.   T he stoc k  mark et is still 
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Important Notice:  
 
T h e inf ormation contained  w ith in th is  d ocu ment is  f or th e inf ormation of  pros pectiv e cl ients  and  ex is ting  cl ients  
of  A rcad ia F inancial  S erv ices  ( A s ia)  L td  ( h ere af ter A F S )  and / or A rcad ia A s s et M anag ement ( A s ia)  L td  ( h ere af ter 
A A M ) .  T h e inf ormation is  not intend ed  to b e a recommend ation,  of f er or s ol icitation to b u y  prod u cts ,  s ecu rities  or 
s erv ices .  P rod u cts  and  s ecu rities  d es crib ed  w ith in th is  d ocu ment are not appl icab l e to al l  pers ons  of  al l  national ity ,  
res id ence or d omicil e.  P ers ons  interes ted  in mak ing  any  inv es tment or pu rch as ing  any  prod u cts  or s ecu rities  
d es crib ed  w ith in th is  d ocu ment s h ou l d  inf orm th ems el v es  as  to th e l eg al  req u irements  in th eir cou ntry  of  
national ity ,  res id ence or d omicil e.   
 
Inv es tment in s ecu rities  carries  ris k s .  P as t perf ormance is  not neces s aril y  a g u id e to f u tu re inv es tment 
perf ormance.  If  th ere is  any  d ou b t,  y ou  s h ou l d  s eek  ad v ice f rom y ou r f inancial  cons u l tant b ef ore contempl ating  
any  inv es tment.   
 
T h e inf ormation contained  w ith in th is  d ocu ment is  b el iev ed  to b e correct and  w as  ob tained  f rom s ou rces  b el iev ed  
to b e rel iab l e,  b u t accu racy ,  timel ines s  or compl etenes s  cannot b e g u aranteed .  A F S  and  A A M  cannot b e h el d  
res pons ib l e f or any  errors  or omis s ions  contained  w ith in th is  d ocu ment or f or any  cons eq u ences  aris ing  f rom th e 
u s e of  th is  d ocu ment or th e inf ormation contained  w ith in it.  
T h e  i n f o r m a t i o n  c o n t a i n e d  w i t h i n  t h i s  d o c u m e n t  i s  f o r  t h e  i n f o r m a t i o n  o f  p r o s p e c t i v e  c l i e n t s  a n d  
If you want to receive Arcadia Market Commentary or you have any comments to us, pl ease 
send to us b y email :  servicing @ arcadia-asia. com or contact us at b el ow at no ob l ig ation.  
Information sent to us wil l  b e treated strictl y confidential .  
 
Arcadia F inancial  S ervices ( Asia)  L td 
Arcadia Asset Manag ement ( Asia)  L td   
R oom 1 4 0 4  & 0 6 , L eig hton Centre, 7 7  L eig hton R oad, Causeway B ay, H ong  K ong   
T el :  ( 8 5 2 )  2 1 1 4  8 4 8 8      F ax :  ( 8 5 2 )  2 1 1 1  0 7 7 7  
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Feb 2 0 0 9 mak ing “ see-saw”  mov ement.   B efore the mark et c an rec ov er, the p roblem with assets 
write-down for the bank s and c redit c ontrac tion must be solv ed.    
 
O ut suggestion to inv estors is to c ontinue ac c umulating assets with disc ip line and p atienc e.  


