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In the long run, returns from investing in shares have been very good.  If you had in-
vested $100 in January 1950, and reinvested all dividends, you would now have about 
$150,000.  This includes big ‘bear markets’ such as 1987, when the All Ords index fell 
by more than 40%.  Over the 57 years, the average total compound return equals 13.9% 
per annum.  Because of these numbers, we usually tell people it’s “better to be in it than 

out of it”. 

 

Sira Group doesn’t normally try to trade the small cor-
rections in the market.  A correction is defined as a fall 
of around 10% but less than 20%.  Corrections are 
normally short-lived, and the market soon moves back 
to previous highs.  Bear markets are a different matter.  
They last longer, the market falls by more, and it takes 
longer to get back to previous highs.  Unlike correc-
tions, which are normally just ‘technical’ in the sense 
that they are reactions to previous over-exuberance, 
bear markets are caused by imbalances in the economy 
– high inflation, financial crises, overinvestment, and 
so on.  If we can avoid bear markets, we could signifi-
cantly increase the long-term returns form share in-

vesting. 

 

The key imbalance now is in the US, where banks and non-bank lenders have extended 
too much credit to mortgage borrowers who are now unable to repay their loans.  This 
imbalance risks sending the US into recession, as consumer spending has held up be-
cause of credit drawings by consumers out of the increase in price of their own homes.  
House prices are now falling, and new house construction has collapsed. Default rates 
are rising fast and are at record levels, even though unemployment is relatively low.  
Banks and other lenders are writing off billions of dollars in loan losses.  This is a credit 
crunch.  Credit is the oil in the wheels of the economy.  Without it, modern economies 
can’t grow and be prosperous.  Credit crunches are not good for economies or share mar-

kets. 

 

Over the last 20 years, every time it has looked as if the US economy is heading towards 
recession because of a credit crisis, the ‘Fed’ (The Federal Reserve Bank) has cut inter-
est rates sharply to get the economy moving again.  We have a new head of the ‘Fed’ – 
Bernanke, who replaced Alan Greenspan, who may not be as skilful as Greenspan was in 
moving quickly to offset crises.  And inflation is drifting higher, so the Fed might delay 
cutting rates.   The combination of a credit crunch and a lagging ‘Fed’ is risky for share 

markets. 

 

We believe that there is a high risk of a US recession.  However, the picture so far is 
more optimistic for the world as a whole.  It looks as if the world outside the US, espe-
cially the new Asian tigers, will be relatively immune to the US crisis.  Recession in the 
US will not translate into recession in the world as a whole.  But we don’t know for sure.  

This uncertainty is bad for markets. 
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The information provided in this presentation is general information only and should not be acted upon by indi-
viduals looking to use the information without first seeking professional advice.  Any financial advice should be 
tailored to your specific circumstances and take into consideration your needs, time frames and risk profile, 

therefore this information does not constitute personal financial advice and should not be relied upon as such.  
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For the time being we have a cautious view of world growth and world 
stock markets.  We continue to monitor economic data for the United 
States and the world, and continue to watch trends in the markets.  We 
will continue to maintain strongly overweight positions in BHP and Rio.  
And selected small cap stocks are still ignoring trends in the broader mar-
kets, and helping drive our performance at high levels.  Finally, because 
our funds under management are small relative to the big boys, when we 
decide to sell big cap stocks when can do it with a single phone call.  If 
we believe that risks outweigh potential returns, we will not hesitate to do 
this.  We believe your investments are in safe hands, especially in current 

volatile conditions. 

   Nigel 

 

This is a summary of the presentation made to clients at SIRA Groups 
Christmas cocktail party on Tuesday 18th of December.  If you are inter-

ested in seeing the full presentation, please contact us. 

 

As always, if you have any questions or concerns, please do not hesitate 

to contact us. 

 

SIRA Group wishes all our clients and associates a merry Christmas and a 

prosperous new year. 

   David 
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