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GDB July 2014 Newsletter

Monthly Market Summary:

2014 June Market Activity

SSE COMPOSITE 2,048.33 +9.12 (0.45%)

HANG SENG  23,190.72 +109.07 (+0.47%)

NIKKEI 225  15,162.10 +529.72 (+3.62%)

FTSE 100 6,743.90 -100.60 (-1.47%)

DAX 9,833.07 -110.20 (-1.11%)

DOW 16,826.60 +109.43 (+0.65%)

S&P 500  1,960.23 +36.66 (+1.91%)

NASDAQ COMPOSITE 4,408.18 +165.56 (+3.90%)

ASX 200 5,395.70 -96.80 (-1.76%)

TSX COMPOSITE 15,146.00 +541.80 (+3.71%)
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Investment Themes:

The S&P and Dow having successively breached record highs seemed to 
encounter some road bumps as we transitions into the third quarter.  The 
market volatility index - VIX, after touching 2014 intraday low of 10.28 
on July 3rd, has ascended more than 20% in the next four days.  Volatility 
is also risen in other asset classes from currencies, to fixed income, to 
commodities.  

Heading into Q3, S&P is fully to slightly overvalued when compared to its 
5-year or 10-year average; and fairly valued when compared to its long-
term average.
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With QE projected to end in October and further central bank stimulus 
unlikely to be announced in the near term, we do not see any external 
drivers that can propel the markets higher.  If stocks were to continue to
rally, the catalyst will have to come from company specific fundamentals.  
As Q2 earnings season kicks into full swing in the coming weeks, it will be 
a true test for the bulls in the market.

One of the most expensive sectors right now is the small caps sector.  
The Russell 2000’s trailing P/E has almost doubled from a year ago and 
its forward 12 months P/E is 16.6% richer than the S&P 500.

Compounded with high levels leverage in the market, if earnings do not 
meet expectations, the small cap sector will feel much of the wrath from 
investors’ exodus.  In fact, what we are seeing in the futures market 
currently is that while the blue chip indices are pausing for direction, the 
Russell 2000 futures has already started to sell off in recent days, even 
on days when the major indices are climbing.
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Our strategy going into what could be a market turning, volatile, Q2 
earnings season would be one of a long blue chip and short small cap 
play.  The large premium observed in small caps over blue chip will 
normalize over time; furthermore, if Q2 earnings turn out to be short of 
expectations, we anticipate that the small cap sector will experience a 
much larger correction than its larger cap counterparts.
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Investment Opportunities:

1. GDB Monthly Income Fund
Fund managed by GDB Capital.  Event-driven investments using 
hedging strategies and combinations of long/short positions in 
equities, futures, and commodities and their derivatives.  Fund targets 
gross pre-tax IRR of 20% per annum, and returned 108% in 2012 and 
194% in 2013.  Following are the benchmark comparisons of GDB 
Fund performance against the major US Indices.
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                                                                       Total            301.72%                


