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ENTER THE DRAGON!

THE PICTURE — The world’s oldest civilisation has come alive. Of course, | am talking about the Chinese. Like it or not - the sleeping
giant has awakened and will rule the world (at least economically) for the coming century. The 19t century belonged to the British,
Americans took charge of the 20t century and the 21 century will see the rise of China.

Despite the talk of a slowdown in China and the recent weakness in Chinese shares, its economy continues to produce 8% growth.
Compare that with the West where economies are growing by a modest 3-4% and you can begin to see why Asiawill provide economic
leadership over the coming century. Here are some facts —

 Chinahas atrade and current account surplus; US has record deficits

* China has record-high foreign exchange reserves, US has a record budget-deficit

« Chinaisthe 2" largest creditor nation; USis the largest debtor nation in the world
* Chinahas a savings rate of 30%; US savings rate sits at aminiscule 1%

» Chinainvestsin capital formation; US “invests’ in consumer spending

In a nutshell, the US economy is living on borrowed time. Foreigners own around US$9 trillion worth of American assets whereas
American assets in foreign countries are valued at US$6 trillion — a negative net-asset balance of US$3 trillion or 30% of American
GDP. Slowly but surely, more and more of AmericaInc. is now being owned by non-Americans and thisis affecting America's biggest
export —the dollar. To put it simply — The USis at the mercy of its“foreign friends’.

Next, take alook at the facts provided below -

* China produces more steel than the US and Japan combined

* China produces 5 times more cement than the US

« China consumes 21% of the world's copper and 27% of the world’siron ore
 China's sugar imports doubled in the past year (1.2 million tonnes)

The world's fastest growing country is aso the most populated. You can do the math yourself, but it is obvious to us that even a small
increase in their consumption patterns will create
huge demand and surging prices.

At present, China consumes only 1.7 barrels
of oil ayear per-capita. Americans on the
other hand consume 27 barrels of oil per-
capitain ayear. On adaily basis, China (1.3
billion people) consumes around 5 million
barrels while Americawith only 295 million
people consumes a staggering 22 million
barrels! Developed nations in Asia such as
Japan and South Korea consume 17 barrels
of oil ayear per-capita. What will happen
when Chinese oil demand increases to just
50% the Japanese or South Korean level? At
that point, China will consume 25 million
barrels of oil aday and will surpass America
astheworld's largest oil consuming nation.

Global oil supply comes in at 83 million
barrelsaday and isalready struggling to keep
up with global demand. What will happen to
oil prices when China starts consuming more
oil than America? Bicycles anyone?

Let'sturn to coffee. Chinais predominantly a tea drinking nation but the thought of getting 1.3 billion people hooked to caffeine has
coffee exporters drooling! No wonder then, Starbucks has already opened more than 100 coffee shopsin Beijing and Shanghai alone.
Once upon atime, Japan was also a tea-drinking nation but (after years of clever marketing and advertising) the nation has swapped
sake for coffee, making it one of the largest markets in the world. The Swiss drink 50 times more coffee than the Chinese but with a
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population 200 times larger than Switzerland, Chinais already a bigger market. If (in the future) they started drinking as much coffee
as the Japanese, China would take up three times the world’s annual coffee production!

Next, take alook at another exciting market — sugar. This market will explode higher over the coming years. At present, the Chinese
on average consume 7 kg of sugar ayear. The global average is between 25-30 kg per year, whilst American per-capita consumption
comesin at a“sweet” 45 kg!

Studies have shown that there is a direct correlation between the standard of living and sugar consumption. The wealthier a nation
becomes, the more sugar it consumes - period. Good for bakeries, soft-drink companies and dentists but bad for sugar consumers.

Brazil isthe world's largest exporter of sugar with a 30% market share — common knowledge. But what is not known is that depending
on the world oil price, Brazil also usesits sugar crop to produce ethanol, which is used as fuel to power vehicles. The higher the price
of oil, the more need for ethanol and vice-versa. With oil prices flirting with $50/barrel, close to 55% of thisyear’s Brazilian sugar crop
will be used as ethanol. Remember, more ethanol means less sugar to export. A recent study reveals that 60% of all cars produced in
Brazil thisyear will run on ethanol! Forget the Atkins diet, record-high sugar prices may do the job and end our love-affair with sugar!

Similar supply-demand imbalances exist in several commodities and after the all-time low recorded in 2001, this sector has embarked
on itsjourney towards its all-time high, which may be several years from now.

With a population four times larger than the US, China needs to create more jobs and Chinese workers are willing to work for afraction
of the cost compared to the West. American wages are 30 times higher in comparison to China. Already, millions of US manufacturing
and service jobs have been lost to Chinaand India. Thistrend is expected to continue over the coming years.

The standard of living will rise in Asia and will decline in the developed world. As China and India undergo industrialisation, they
will need more oil for their vehicles, more metals and cement for their infrastructure and more food for their masses. The beauty of
commoditiesisthat unlike financia assets, their supply cannot be increased instantly to keep pace with growing demand. It takes money,
effort and most importantly time (years) to bring commaodities to the market. In the meantime, Asian demand will continue to surge
and we have the “raw materials’ for a classic bull-market — rising demand and struggling supply. Surging commaodities are here to stay
and this bull-market will last for several years. Sure, it will be interrupted by lengthy multi-month corrections (a trademark of every
bull-market) but the overall trend for “things” is certainly up. Add to this mix the surging money supply in the world and we have the
ingredients of massive inflation.

It isinteresting to note that previous bull-markets in commaodities have coincided with major wars throughout history. And the current
boom may coincide with the “War on Terror” .We have already had two wars since Bush came into power and now heistalking up Iran
and Syria. Over the coming years, expect amajor scramble for commodities and the action could certainly heat up in the Middle-East.

CURRENT SITUATION—2005 started off with sharp declines in global stock markets. A short-term low was formed at the end of
last month and since then the market is bouncing off from an oversold level. Over the coming days, it will be most interesting to see
whether the Dow Jones Industrial Average can rally and better its high recorded in December 2004. If the previous top is taken out
and the market goes higher, we can expect higher prices over the weeks ahead. On the other hand, if the current bounce fizzles out
below last December’s high and then the Dow decisively falls below the low recorded earlier this year, the bear-market rally will be
dead. It is as simple as that — to see which way the market is headed, watch for the December high and January low.

Long-term readers know that we believe the great bear-market is still alive and what we have seen since October 2002 is nothing more
than a classic bear-market rally. Sure, we were not expecting such alarge advance but we remain firm that the worst lies somewhere
ahead. The current revival has been helped agreat deal by the Fed’s1oose monetary policy and with interest-rates well below the inflation
rate, money has literally been given away to consumers.

Record-low interest-rates combined with the Central Banks' inflationary efforts has created monstrous bubbles in several areas and now
housing, credit card debt, stocks and mortgages are al in bubble-mode. These bubbles like al bubbles in the past will also burst. When
this bust happens, the mess will fly in every direction and this (by the way) is a mild way of putting it! In fact, the Fed has already
started raising interest-rates and at the last Fed meeting it raised rates by another 0.25%. Just like record-low interest-rates created
these bubbles in the first place, surging interest-rates will cause these bubbles to deflate. When this will happen? We do not know but
we do know it is only a matter of time. No bubble lasts forever and what goes up must come down.

It is now time to review the metals. Following big moves towards the end of last year, metals have been in correction-mode. We are of
the opinion that this period of consolidation is now nearing its end and things should pick up soon. Now isan ideal timeto start taking
positionsin gold and silver. Over the past year, mining shares have not performed as well as the actual metals but thisis normal. During
along bull-market, both metals and the related shares go up but not at the same time. Gold and precious metals mining shares have
been consolidating for awhile now and may be getting ready for their next explosion upwards. Sit tight or add to your existing positions.

Finally, the US dollar has been strengthening recently and thisis an expected rally within itslong-term bear-market. Utilise any strength
in the dollar as an opportunity to transfer your wealth into foreign currencies such as the Euro, Aussie dollar, Sterling and the Yen.

INVESTMENT STRATEGY — Inflation will become a problem over the coming period. Hence, investors must take positions in
commaodities, energy and gold. Asian economies are likely to grow rapidly and limited exposure to Chinese, Japanese and Indian equity
is advisable. We expect the US dollar to keep declining so foreign currencies ook suitable for the time being. We analyse global hedge
funds and have selected a few strategies denominated in foreign currencies. These funds have been producing reasonabl e returns with
exceptionally low short-term volatility.

Finally, please be reminded that the above is purely our view on the global economy. Bridgewater does not take any responsibility for
decisions made without prior consultation. Please contact us if you need assistance with your financial affairs.

www.bridge-water.com contact@bridge-water.com



