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IRAN - WHAT INVESTORS SHOULD WATCH OUT FOR

If one wants to make sense of what is happening in the world today, including the financial markets, it is no longer possible to view economic issues
isolated from the political arena. One has to consider political developments that are happening overtly as well as covertly when wanting to understand
investment markets, because the most significant market movements can more often than not be traced back to political decisions. It would not be in
the best interests of the public if sensitive but important political issues were not touched upon when evaluating investment risks and opportunities,
particularly when assessing geopolitical risks. For example, there is at this moment the possibility of a war between the US, Israel and Iran, which
could dramatically affect all major world markets, yet this risk appears to be gravely underestimated by most investors.

Considerable attention has already been devoted to Iran's new "hard-line" president and the danger he presents. We know that several Swiss banks
have announced that they will refuse investments from Iran and Syria from now on, that Iran has started to withdraw funds from Europe (rumour has
it that some of this money may have been moved to Hong Kong) and that the country is being referred to the UN Security Council for sanctions over
its nuclear program. No one denies that tensions are mounting by the day, and similarities to the mounting tensions ahead of the Iraq war are all too
obvious. But what is more seldom discussed than the threat of Iran is another equally dangerous development, not inside Iran, but inside the United
States, where likewise a group of hardliners has steadily risen to the levers of power, both in the White House and the Pentagon. These so-called
neo-conservatives openly promote an ideology of U.S. world domination through the use of force and rejection of the rule of law in international
affairs.

The neo-con's plans have been in the open long ago, as far back as September 2000 when the report Project For the New American Century - Rebuilding
America's Defenses was produced for Dick Cheney by Donald Rumsfeld, Paul Wolfowitz, Jeb Bush, and Lewis Libby. This report was termed by
the Sunday Herald newspaper as "a secret blueprint for world domination" and outlines the plan of how "the U.S. must take military control of the
Gulf region", a plan that is now being systematically implemented. It is a fact that the neo-conservative hardliners have for many years advocated
war in the Middle East and now, with an Iranian hardliner in power who swiftly proceeded to reopen the country's sealed nuclear facilities, they have
the perfect excuse to further proceed. This background is important to understand because even if Iran retracted at the last minute, giving in to
international pressure, it would be surprising if the neo-cons equally backed down, missing this opportunity to carry out their plans of military conquest
in the Middle East. This is why war in Iran has now become such a realistic possibility that investors should not be unprepared.

Apart from the moral and ethical issues involved in this sensitive topic, the problem such a scenario poses for investors is that Iran's weapons capabilities
are considerably stronger than was the case with Iraq, a country that had been seriously defeated years before and weakened both morally and militarily
by decade-long economic sanctions. Iran in contrast is highly spirited, well-prepared and sitting on a stockpile of Exocet missiles which are basically
unstoppable, submarines equipped with those missiles and a substantial airforce.

The Persian Gulf, which is a small bay surrounded by Iran's rugged mountains
and a 20 mile wide entrance, is well within range of Iran's missiles. If the US
fleet arrives in the Indian Ocean it may be helpless because the straits of Hormuz
would be a phalanx of hundreds of Exocets from Iran's land facilities. With
enough anti-ship missiles, the Iranians could halt tanker traffic through Hormuz
for weeks, even months, curtailing the flow of oil from the Gulf and causing
the price of a barrel of crude to skyrocket, with disastrous effects for the world
economy.

So how should investors insulate their portfolios against the possibility of such
a crisis? War tends to escalate debts, increase inflation and debase paper
currencies. The US debt situation, as we have pointed out previously, is already
out of control, with the Bank of International Settlements warning that "growing
domestic and international debt has created the conditions for economic and
financial crisis".

We have emphasised many times before the investment opportunity that gold,

silver and various commodities presented and still present today. If yet another

more serious war should break out requiring further increases in debt to finance

it, and very possibly resulting in further increases in oil prices, the investment
case and sound rationale behind holding at least SOME gold, silver and a diversified basket of commodities can no longer be denied. Surely, for
anyone not holding ANY gold and silver or with ANY exposure to commodities, the time has come to enter this market as a means to preserve at
least a part of one's wealth in an adverse economic or geo-political scenario. Gold and silver are not only the best and simplest form of protection
against any type of crisis, be it economic or military, but at today's prices these metals are still absolute bargains, trading at 70% and 90% discounts
to their respective 1980s highs when adjusted for inflation, providing huge upside potential over the coming years in any scenario, even if peace
should prevail.
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DON'T WAIT FOR A DISASTER TO HAPPEN
Taking out life insurance and preparing a will are usually issues that we put aside to deal with on another day. The spur to take action is often some tragedy which focuses
the mind. For example, in the days after the Bali bombing, a friend who is a will writer almost had to disconnect her phone because of the sheer volume of enquiries.

So why do we procrastinate on these subjects? Certainly we don't like to discuss them, but surely taking action to secure our loved ones is more important than a little temporary
discomfort?

When you have dependants, the most important part of financial planning is ensuring their security and normally the use of life cover is a simple solution. However, Hong
Kong has one of the lowest levels of life cover per capita in the developed world.

A recent survey in the US (where coverage is much higher than Hong Kong) of those who had lost loved ones in the previous five years showed that only 25% of cases had
adequate life insurance cover. For the other 75%, the most common description of their position was "financial devastation", even five years after their loss.

A good part of the blame for our lack of adequate cover lies with the industry itself. Insurance contracts are often overly complicated, and rates are higher than many other
jurisdictions and can vary dramatically. Many advisers promote combination plans that promise investment returns as well as life cover. These are expensive and of the
huge number of contracts on the market we have so far found just one which we feel able to recommend. It is unfortunate that the cost of such contracts often prevents life
cover from being taken out, when simple term assurance can provide the security required at a fraction of the cost.

Insurance premiums in Hong Kong have come down substantially over the last few years and most people with older contracts will be throwing money away on cover
which can be achieved for far less, either through lower premiums or by simply replacing an unsuitable contract.

Whether you have adequate cover or not, don't wait for the next disaster to happen before you take action to review your financial position. You could be part of that disaster!

THE LONG AND THE SHORT OF IT
Despite three straight years of equity gains, many investors still harbour painful memories of the 2000 - 2002 bear market, or alternatively are concerned about the potential
for political or economic crises.

These concerns have led investors to consider hedge funds, a sector which has experienced huge growth in funds under management over the last 5 years.

Whilst hedge funds employ many strategies to generate a profit, one of the simplest and most popular is the long-short equity strategy. Long-short funds aim to provide
capital appreciation whilst insulating investors from wide swings in stock markets.

In a long-short fund, "long" refers to stocks that are owned outright, while "short" refers to the practice of selling stocks that an investor believes will fall in price. Short
sellers borrow shares and then sell them in the market, hoping to buy the shares back later at a lower price, The manager will then use those cheaper shares to pay off the
loan and keep the profit.

The long-short strategy gives a fund manager the flexibility to be bullish in one stock or market sector and bearish in another. For example, a manager might purchase
energy stocks and simultaneously short airline stocks, betting that the former will outperform the latter. If the overall market declines, then both stocks could fall along with
the market, but as long as energy stocks outperform airline stocks the position will produce a net profit.

By using a long-short strategy, the manager is seeking to profit from pure stock selection (i.e. betting that one stock or sector will outperform another), rather than relying
on a rise in the overall market. If a manager's stock selection is correct the long-short strategy will perform well in both market rallies and market downturns.

While the returns of a long-short fund will tend to lag in a bull market, these funds can shine when stock prices are falling. A good long-short manager will provide consistent,
positive returns each year with lower volatility than a long-only fund.

The long-short strategy is by far the fastest growing sector of the hedge fund universe, as many traditional mutual fund managers jump ship to take advantage of the freedom
and higher fees earned by a hedge fund. It is important to fully research a long-short fund before considering any investment. Whilst many managers may be good "long-
only" stock pickers, shorting stocks is a difficult strategy for the inexperienced, as it is expensive and the loss from shorting a stock that rises sharply is theoretically unlimited.

For investors concerned with capital preservation, long-short funds offer exposure to the equity markets with an emphasis on risk management and absolute returns. Long-
short funds are also useful to diversify and reduce the volatility of a traditional "long-only" portfolio. However, as with all investments, be sure to do your homework
before committing.
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HEDGE FUNDS - WHY AND HOW ?

By Mr Guy Medcraft
Regional Director, Forsyth Partners

Forsyth Partners is one of the world's leading independent research companies. As a Fund Manager, the Forsyth group of companies manages assets of over
US$3 billion, with over US$1 billion allocated to global hedge funds.

Mr Medcraft will be discussing the appeal of hedge funds in volatile markets, with particular emphasis on the long-short equity strategy, and outlining the best
way for investors to gain exposure to this increasingly important sector.

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.
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