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ABANDON SHIP?

The truth is that, during the past 16 years, a "U.S. economic boom" never really occurred. Instead, what we witnessed was the emergence of the biggest 
speculative bubble in history, built on a "boom of illusions" and cheap credit for consumers, stock market and property investors, while U.S. strength 
in key economic sectors, such as machine building and aerospace, as well as key infrastructure, from the health system to the energy sector, has largely 
been ruined.

Now interest rates in the U.S. and around the globe are rising, and the bubbles and illusions that have been artificially concealed, kept alive, and  
inflated by ultra-cheap credit, are finally collapsing. Even the most casual observer can now clearly see how central bankers are simply trapped. They 
appear to have little choice but to continue increasing interest rates, because investors demand higher returns to compensate for rising inflation and 
rising default risks. If rates are not being raised then insufficient bonds are being sold and the US Government can’t fund its ever increasing deficit.

No wonder that in the first half of 2006 the US housing market is visibly cooling with builders reporting that more people are walking away from 
contracts and from tens of thousands of dollars in deposits. Cancellation rates are now upwards of 25 percent across the U.S., while mortgage foreclosures 
have increased sharply, by 38 percent over last year. And yet, an estimated USD 2.7 trillion of ARM’s (adjustable rate mortgages) still need to be reset 
at higher rates over the coming 18 months, even if the Fed decided not to raise rates any further after their ‘break’ this month. Given the size of the 
US economy and its property market, a crash here would have severe affects on the world economy. Investors should therefore make sure not to be 
overleveraged to the US property market in particular or the health of the global economy in general.

On the other hand, rising rates only exacerbate the massive debt problems in the U.S., as higher interest payments need to be made by anyone who is 
indebted. The end of easy-money has put the thumbscrew not just on the happily-credit-card-spending, until now ever-so optimistic - or shall we say 
incredibly naïve - U.S. consumer, but also on the U.S. government itself. Either way, disaster is now certain, and there is little if anything any central 
bank could do about it. Just last month one of the most senior Federal Reserve representatives, Professor Laurence J. Kotlikoff of the Federal Reserve 
Bank of St. Louis, for the first time publicly admitted as much when stating in his report titled “Is the United States Bankrupt?”, that with USD 8.4 
trillion in current debt and USD 65.9 trillion of future unfunded liabilities, “..the U.S. government is, indeed, bankrupt, insofar as it will be unable to 
pay its creditors… to whom it has explicitly or implicitly promised future net payments of various kinds.” 

From an investor’s point of view the U.S. housing market is surely one of the most overvalued asset classes around at present. There are more vacant 
new homes in the U.S. today than at any time in history, an estimated six million to be exact.
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INVITATION

BRIDGEWATER FORUMS – SEPTEMBER 2006

Venue - Bridgewater Conference Centre
1902 Cheung Kong Center, 2 Queen’s Road Central

Tuesday 26 September 2006, 6.30pm to 7.30pm

COLLIERS INTERNATIONAL LIMITED
ASIAN PROPERTY UPDATE

Mr Darien Bradshaw, Regional Residential Director of Colliers International Limited, will be providing an overview of Asian residential property 
markets, including Australia, Thailand, Malaysia, Vietnam, Indonesia, Hong Kong and Singapore. Mr Bradshaw will also be sharing his insights on 
the expected hot spots in the region over the next few years.

Colliers International offers a full range of property services through 42 offices in Asia Pacific and over 200 affiliates worldwide.  Colliers International 
global network ensures both an international perspective and an in-depth local knowledge of the changes sweeping regional property markets.

Saturday 23 September 2006, 2.00pm to 3.00pm

2006 MARKETS – SECOND HALF OPPORTUNITES 

Back by popular demand, Mr Stephen Gollop and Mr Martin Hennecke of Bridgewater Limited will be outlining the strategies we are adopting 
to preserve capital and profit from investment opportunities in the second half of 2006 and beyond.

Please register your attendance by e-mailing forum@bridge-water.com, calling us on 2525 3639 or faxing a copy of this page, with your details 
below, to our office on 2525 3679.  All information received by us is private and confidential. 

Please register me for your September 2006 Investment Forum on (please tick) :

ASIAN PROPERTY – In contrast to situation in the United States, sentiment in the local property market and throughout Asia is generally positive. 
Whilst in China we have seen several Government interventions to curb overinvestment in property, in Hong Kong we have banks cutting their mortgage 
rates, and ample liquidity for further lending.

The successful listing of several Real Estate Investment Trusts (REITS) in Hong Kong is an indication of solid investment demand for Asian real 
estate, we expect this demand to continue.

Asian property is also attractive for investors looking for exposure to Asian currencies, many which have been appreciating sharply against both the 
US Dollar and the Euro.  Whilst the Japanese Yen and the Chinese RMB attract most of the attention, there have been some dramatic changes in the 
currencies of smaller Asian countries such as Korea, Taiwan, Malaysia, Singapore and Thailand, which together are larger exporters, with even bigger 
trade surpluses, than either Japan or China.

With inflation in Hong Kong rising to its highest level in 8 years, investors should consider allocating part of their portfolios to “hard” assets such as 
Asian real estate, commodities and precious metals, which have traditionally maintained their value in times of high inflation.

INFLATION: PUBLIC ENEMY NUMBER ONE! – Warren Buffett and others know only too well that investing is necessary to beat inflation. 
Savings held on deposit might be certain, but the reality is that they often fail to maintain your buying power over time, and if you are drawing on 
your savings for income you will enter a downward spiral of capital erosion. 

Twenty years ago you could draw a 9% income from your US Dollar deposits and leave your capital intact.  If you had $500,000 on deposit and 
needed an annual income of $45,000 – why risk investing anywhere else? Well, if we leap forward to a current interest rate of, say, 6% your annual 
income is now only $30,000.  Not too good really!

However, bring in the enemy – INFLATION!  If we assume inflation of just 3% per annum, you would need an annual income of over $81,000 to 
maintain the buying power of your $45,000 twenty years ago.  Your current $30,000 per annum is a decline in your “real” (i.e. inflation adjusted) 
income of nearly 63%!  

You might be a cautious investor, but ignoring inflation and simply holding your savings on deposit is one of the highest risk investment strategies 
out there if you are looking for security in retirement. 

Ignore inflation at your peril, and don’t assume that all of your previously paid taxes will look after you in retirement.  Governments have not only 
ignored the post war baby boom, but they have also ignored their own conveniently low inflation figures as well.  Quite simply, look after Number 
One, as no one else is going to.

Tuesday 26 September 2006, 6.30pm to 7.30pm
Saturday 23 September 2006, 2.00pm to 3.00pm
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