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BACK TO THE FUTURE!

CYCLES— Let'sfaceit, al assets go through multi-year cycles, commonly known as bull and bear markets. Both booms and busts are dictated
mainly by supply and demand. During a bull-market (boom), an asset literally rises from the ashes. Great bull-markets are born amongst
deep despair and dark pessimism. At the start of a bull-market, great buying opportunities emerge but only a handful of knowledgeable investors
show the courage and invest. As the bull-market progresses and prices rise, the item in question gathers interest in the media. Slowly but
surely, people realise that prices are going up but they are usually too afraid to take the plunge. As the old adage goes — “abull-market climbs
awall of worry”!

After several months (and possibly years) of rising prices, fund managers take notice and start allocating part of their capital to the rising
sector. Fund buying lifts prices even further and the media coverage intensifies accordingly. Again, this process may carry on for afew more
years. In the final stages of a bull-market, the public (at last) comes in with a vengeance. At this point, extreme optimism and confidence
reign supreme and everyone is convinced that the boom will last forever. “Things are different thistime” is the usual mantra. Towards the
end of the bull-run, prices rise dmost in a straight line as heaps and heaps of new cash flows into the market. The “new erd’ of endless prosperity
makes it to the front pages of every newspaper and magazine. Suddenly, everyoneisinvesting in the boom and countless new funds are launched
and act as a sponge to absorb all this new money. Hundreds of new businesses pop-up al over the world as they try and capitalise on the
mob’s madness. Business plans go out of the window, stock valuations are forgotten and a mania engulfs the investing public. Unfortunately,
as the number of companiesinvolved in the sector goes up, so does SUPPLY'! Ultimately, rising prices (aresult of the bull-market) and surging
supply act as triggers to reduce demand. This signals the end of the great bull-market and the “bubble” bursts. At this point, the bull-market
breathesits last and a bear-market is born.

Bear-markets begin amongst a sea of euphoria and outrageous confidence. The investing public remains oblivious to the tide change and carries
on holding and buying the “dips’. Everyone jumps at each “correction”. At this point in time, the common belief is that buying the “dips’ will
work very well just like it worked during the entire preceding boom - wrong! During a bear-market, each price advance or rally failsto better
its previous high. Remember those smart, knowledgeable investors who invested very early on in the preceding bull-market? Well, they usually
notice this change and start dumping their holdings. Selling intensifies and prices start declining rapidly. During this phase, the media along
with the investing public remains extremely expectant and hopeful. Month after month, prices decline and fortunes are lost yet hope prevails.
Ultimately, a prolonged period of falling prices creates a panic as the public finally “throws in the towel”. During the panic stage, confidence
is at a record-low and the investing public is left licking its wounds. This marks the end of the bust and the cycle from undervaluation to
overvaluation and back to undervaluation is now complete.

INVESTING - Thisis probably the toughest business in the world. You see, profitable investing requires guts as you have to stray from the
crowd. The easy option isto buy what thy neighbour is buying. But that usually turns out to be the wrong option. Take alook at some of the
smartest brains in the investment world — George Soros, Warren Buffet and Jimmy Rogers. They all made their fortunes by buying when
everyone was selling and refraining when everyone else was buying. In order to make money and (more importantly) keep it, you have to
stay away from popular hence overvalued investment themes. Real money is made by buying deeply depressed, discounted and hated assets.

Let us see what is agood buy these days? But first, a bit of a history lesson. Below, | provide a decade-wise breakdown going back almost 50
years.

In the 1960's, we had raging wage-inflation as salaries rose quite dramatically. During that period, the US dollar was fully backed and convertible
into gold whilst other major world currencies were pegged to the dollar. All banks would happily exchange US$35 for an ounce of gold. In
1971, American President - Nixon abandoned the gold standard and all paper currencies started floating against each other. The dollar was no
longer convertible into gold at the fixed rate and the era of paper currencies had arrived. The abandonment of the gold standard was basically
inflationary as the Central Bankers were now
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Throughout the 70's, major economies and stock

markets struggled. Towards the end of the decade, THE RISE & FALL OF JAPAN INC.
England amost went bankrupt and had to be bailed

out by the IMF. Commodities boomed throughout

the decade and at a time when the public was

totally in love with “things’, the bubble burst in

1980.

Then came the 80's, which saw inflation in
Japanese assets. Suddenly, the whole world was
talking about Japan Inc. Everyone was mesmerised
with the efficiency and the brains of the Japanese.
Money poured into Japan from all over the world
as investors looked for the next “ get rich quick”
scheme. Throughout the 80's, Japanese stocks and
real-estate rose exponentially. During that period,
the Japanese stock market rose several-fold and
the NIKKEI amost went to 40,000. Towards the
end of the decade, the public was fully invested
in Japan and (unfortunately) in 1990 the “miracle”
economy’s bubble went bust! Trillions of dollars of wealth disappeared as both shares and property plummeted in the land of the rising sun.

The 90's saw huge inflation in American assets. Following Japan’s boom and bust, investors turned to Americain order to make their fortune.
Throughout the 90's, American stocks led by the NASDAQ went up exponentially. Real-estate prices al so climbed significantly and the American
dollar became the undisputed heavyweight champion of the world. The entire planet became amazed by the American economy and capital
started pouring in. The American consumer was buying and the whole world wanted to sell. As aresult, American imports sky-rocketed whilst
exports struggled. Meanwhile, foreigners kept collecting dollars for their exports and re-investing these back into American stocks, real-estate
and bonds. The era of surging American assets and deficits had arrived. The current account deficit was being offset by the capital account
surplus as kind foreigners kept sending dollars back into America for investment purposes. The American stock market boom lasted until
THE RISE & FALL OF “THE NEW ERA” early 2000 when the NASDAQ staged its
spectacular crash. Once again, trillions of
dollars of wealth evaporated into thin air.
The public (yet again) was caught on the

wrong side.

Following the “tech bust” in 2000, Central
Bankers decided to fight the bear-market
with al their ammunition. Interest-rates were
dropped to a multi-decade low, liquidity
surged and the global money supply took
off. This excess cash available to the public
has so far goneinto housing, which is another
bubble waiting to burst. History has clearly
shown that no asset rises forever and all
bubbles eventually burst. In my humble
opinion, this time will be no different and
rising interest-rates could act as a needle
that pricks the property bubble.

THE FUTURE — | have stated this before but | will say it again. The next decade will belong to “things’ or commodities. Once again, history
is repeating itself and those watching will get rewarded. There are alot of similarities between now and the 70's. | list afew below —

e American oil production peaked in the 70’s; global production is about to peak now.

» Oil prices surged during the 70’s; similar to what is happening now.

« Interest-rates went up to double digitsin the 70’s; interest-rates are rising now.

e England (the world’s superpower at the time) almost went bankrupt in the late 70's; Americaisin asimilar dire situation now.
« Pound Sterling (the world’s reserve currency at the time) collapsed in the late 70's; US dollar faces a similar situation now.

We have been advising our clients to invest in commodities as we feel that inflation in the current decade will show in this sector along with
Asian assets. Thisis not atime to be invested in American or European assets. On the other hand, big money will be made in commodities
and related economies.

INVESTMENT STRATEGY — Inflation is beginning to make headlines and will become a problem over the coming
years. Central banks will ensure that trillions of dollars are pumped in the financial system. Hence, investors must take
positions in commodities, energy and gold. Asian economies are likely to grow rapidly and limited exposure to Chinese,
Japanese and Indian equity is advisable. Finally, 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 reasonable 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.
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