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REALITY — Let'sfaceit, commodities get no respect. Most of the so-called smart investors diversify by investing in stocks, bonds
and real-estate. But only afew dare to venture into the “ dangerous’ world of natural resources. After all, commodities are really volatile
and we have all heard stories of some poor soul who “lost his shirt” while speculating in what Mother Nature has to offer. Purchase
of shares or bonds (no matter how dumb the decision) is classified as an “investment” while the thought of taking positionsin oil, sugar
or coffeeis frowned upon as a crazy, mindless activity! The general consensus is that commodities as an asset-class is highly risky,
amost life threatening! Nothing could be further from the truth...

A recent study conducted by Yale University concluded that over the past 50 years, the return from commodities was higher than
both stocks and bonds. And guess what? Commaodities outperformed both stocks and bonds but with lower risk!!! Sure, timing is
critical when you get into commodities, but isn’t timing critical when you invest in pretty much anything? Whether it is your business,
purchase of stock, bonds or property, timing determines success or failure. Clearly, each asset-class goes through long-term cycles
better known as bull and bear markets. During bull-markets, you want to be fully invested in the right asset and during bear-markets
you want to avoid such an asset altogether. So far so good. But the tricky part is to identify, which sectors are in a bull-market and
those that are in a bear-market.

Remember, no asset-class stays depressed forever and no market goes up endlesdly. Bull-markets are generally born amidst widespread
fear and despair. Meanwhile, great tops are formed when the public is confident, hopeful and almost euphoric! NASDAQ - anyone?
Tragic, but it makes perfect sense. If everyone and their brothers are already invested, where will future demand come from? Ultimately,
it takes fresh capital to push prices higher. So when the public is fully invested, it is usually a good time to bail out. On the other
hand, serious money is usually made when you invest in adepressed and therefore underval ued market. Occasionally, such an opportunity
presents itself and an asset shimmers like adiamond in a coal mine. One such time is now and fortunes will be made by the believers
over the coming years. Of course, | am referring to the universe of hard, tangible assets otherwise known as commaodities.

But before we go any further, hereisabit of history. The world of natural resources came aivein the 1970'swith the Oil Crisis. During
that period, inflation was rampant and interest-rates were in double digits. America’ s oil production had peaked in the early 70's which
led to the eventual unrest in the Middle-East thanks to the aggression shown by Egypt and Syria. That was the last thing anyone needed
and the oil market first became nervous and ultimately went berserk! 1n 1980, oil reached its all-time high and traded as high as
$110/barrel in today’s inflation-adjusted terms. During the 70's inflationary boom, all natural resources went insane! Sugar was one
of the star performers as it went up 45 times, while the price of amost all other commodities multiplied several fold!

Following this magnificent bull-market which lasted over 10 years, commodity prices started to decline as a new bear-market was
born. You see, record-high pricesin 1980 had started to affect demand as consumers cut back on their spending. Meanwhile, the lust
for huge profits lured countless businesses to sprout and suddenly there was an overabundance of supply. This was no different to
the more recent events at the turn of the millennium when every business wanted to get involved in technology! Thus, rising supply
and shrinking demand caused the commodity bubble to go bust and prices declined for almost 2 decades.

There is no doubt that the 80's & 90’s belonged to financial assets as both stocks and bonds embarked on their historical bull-market.
Now, let’s turn to the beginning of the 21t century. The bull-market in financials was already 20 years old and the entire investing
community was watching the NASDAQ with great expectations. Meanwhile, those poor tangibles were depressed and out of fashion.
As a matter of fact, in 2001 commaodities were so undervalued that they had never been cheaper in the history of capitalism. At that
point, smart money started buying commaodities and as sure as night follows the day, the great bear-market ended and a new bull-
market was born. At present, the ongoing bull-market in tangiblesis almost 4 years old and some experts believe that it is aready too
late in the game. Well, thisis pure baloney since each of the commodity bull-marketsin the past has lasted an average of 17 years!

THE FUTURE — AsAsia undergoes industrialisation in the 215 century, demand for raw materials is expected to go through the
roof! Chinaand Indiaa one account for 2.4 hillion people and rising. Due to cheap labour, more and more jobs continue to be transferred
to this part of the world. We anticipate the Asian standard of living to rise over the coming years and this will generate enormous
demand for natural resources. When the Asian market comes into its own, the sheer population will translate into the biggest market
our planet has ever seen. Sure, there will be dowdowns and hiccups along the road, but the overall trend for Asiaand hence commodities
isup.

Let us start by reviewing the oil consumption patterns around the world. | am sure this will come as a surprise to most readers but
this year, for the first time in recent history, oil demand will outpace global supply. Global demand for 2005 is expected to be 84.7
million barrels per day and rising. Supply is expected to struggle around 83.5 million barrels per day. Since oil goes into producing
numerous consumer goods, you can expect serious inflation over the coming years! Not a single major oil-field has been discovered
over the past 35 years and the oil which has been found, is too hard to get to. Canada (Alberta) along with Russia has some of the
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largest known crude deposits but the cost
to extract, refine and market this oil will
be enormous. Tens of billions of dollars
will be required to set-up the
infrastructure, pipelines will have to be
laid, refineries set-up and only then will
we ever get accessto thisoil. This process
will not happen overnight and may take
years. In the meantime, both China and
India continue to consume more each
year. You can do the math yourself, but
we are convinced that oil priceswill ignite
(pun?). The chart on the right showsworld
demand increasing steadily since 1987.

Next, let ustake alook at basic building

materials. Asian demand for steel and

cement will also rise over the coming

years. Asindustrialisation continues, new

factories and officeswill emerge all over

China and India. These facilities will

require an ample amount of roadways,

telecommunications etc. You do not have

to be a scientist to figure out that this

rising demand for basic raw materials will push up prices considerably. As Asians get wealthier, their food patterns will also change.
The 2 billion plus Chinese and Indians who now live off rice and wheat will start demanding luxurious items such as orange juice,
meats, coffee and various other commodities. Again, surging demand will put immense upward pressure on prices. On the supply
side, unlike paper money whose supply can be increased at will, it takes years to produce natural resources. Sugar, coffee, soybeans
and rice — they all require time to grow. It takes time, money and effort to search for new gold, silver or oil reserves. To put it smply
— over the coming 5-7 years, supply will not be able to catch up with escalating demand. Get ready for higher prices!

CURRENT SITUATION — Contrary to popular belief, global equity markets had a bad start to the year. Interest rates are rising,
stocks are overvalued and crude is going up — so what do you expect? We are of the opinion that the upside in stocksis very limited
and major action will be to the downside. Our advice to investorsis to be super careful.

In last month’s report, | stated that we felt the US dollar was oversold and sentiment was really negative — a classic time for a bear-
market rally! And that is what we got. Over the past few days, the US dollar appreciated against major world currencies. This snap-
back rally may continue for a few more weeks. Due to the recent dollar-strength, the universe of precious metals has also taken a
temporary hit. However, it seems that this correction is now coming to an end — expect metals to bottom-out over the coming weeks.

During bull-markets the best time to buy any item is following a correction. Metals are nearing the end of their correction and now is
an ideal timeto add to your positions.

A couple of weeks ago, Greenspan announced that interest-rates were on their way up and those who had not protected themselves by
now were obviously desirous of losing money! Last week, Fed officia Poole made his own declaration stating that the Fed may change
its policy of “measured” rate hikes at “any point” in the future. In plain English it means that interest-rates may go up faster than anyone
imagines at thistime. We have been warning about this for months now so it should not come as a surprise to our readers. But remember,
Greenspan is the same guy who (a few months ago) encouraged home-owners to take variable mortgages!

Our clients and long-term readers know that gold isin a generational bull-market, which will last several years. Gold is real-money, a
genuine store of value, whereas paper printed without any solid backing by gold is monopoly money. You do not believe me? Presented
below is an article from Greenspan himself — “ Gold & Economic Freedom” published in 1966. The Fed Chairman wrote -

“In the absence of the gold standard, there is no way to protect savings from confiscation through inflation. There is no safe store of
value. If there were, the government would have to make its holding illegal, as was done in the case of gold. If everyone decided, for
example, to convert all his bank deposits to silver or copper or any other good, and thereafter declined to accept checks as payment
for goods, bank deposits would lose their purchasing power and government-created bank credit would be worthless as a claim on
goods. The financial policy of the welfare state requires that there be no way for the owners of wealth to protect themselves.

Thisisthe shabby secret of the welfare state's' tirades against gold. Deficit spending is simply a scheme for the confiscation of wealth.
Gold stands in the way of thisinsidious process. It stands as a protector of property rights. If one grasps this, one has no difficulty in
understanding the state's antagonism toward the gold standard.”

STRATEGY — Interest-rates are on their way up and financial assets such as stocks, bonds and real-estate will come under pressure.
Avoid all three as much as possible except undervalued stocks in select Asian economies.

Commodities, oil and metals are in a bull-market, inflation is creeping in so gain exposure to this sector without further delay. The
ride will be choppy but this sector has huge potential.

The US/HK dollar remains weak so switch into foreign currencies such as the Euro, Aussie dollar, Kiwi dollar and Sterling. Better
till, Asian currencies so far have been held down against the dollar and will strengthen over the coming years. Either hold cash on
deposit or consider cautious market-neutral hedge funds as a vehicle to park liquidity.
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