
TO ALL OF OUR READERS - HAPPY CHINESE NEW YEAR ! KUNG HEI FAT CHOI !

HOW TO INVEST IN “CURRENCIES”

Investors often ask us which currencies we are currently recommending. This is not an easy question. First of all, it depends on what investors 
are trying to achieve, what is their current base currency, intended place of retirement, investment time frame and so on. But let’s take a fictional 
globe-trotter client who has no currency requirements other than to be positioned in those currencies that are expected to perform better than 
all other currencies over the medium to long term.

Most now agree that the USD suffers from incurable debts and deficits. Even Fed Chairman Ben Bernanke is now talking about an impending 
“fiscal crisis”. The Euro and British Pound have been strong of late, but they are not fundamentally sound either; debt as a percentage of GDP 
in Germany and France is even higher than in the US, and taxes are so excessive – well above 50 percent of income when the various types 
of levies are added together – that businesses have been driven to leave these countries in rapidly rising numbers. Pension crises also loom 
large here. And where there is no room to raise taxes further to meet those obligations, funding can only come from printing new money. 
How about Swiss Franc and Norwegian Krone? Maybe, but if you should ever be travelling to Oslo don’t be surprised to find that one visit to 
a public toilet costs the equivalent of a full set lunch in Beijing.

Ideally you want to seek out those currencies that are significantly undervalued based on purchasing power and that are being issued by countries 
with the greatest economic potential. When we look at which currencies are currently the cheapest based on purchasing power parity, we find 
that these are mostly in Asia, with India and China at the top, undervalued by 465 and 440 percent respectively (against a basket of all major 
world currencies), followed by Thailand and Malaysia, with 315 and  222 percent undervaluation.

Source: Deutsche Bank - Global Growth Outlook

Interestingly it is also these same economies that are 
widely expected to produce the highest economic 
growth rates over the next decade.

Source: IMF

So, now having identified a few interesting currencies, the next question 
is, does it makes sense to invest in them, and if yes how to gain exposure. 
Should one buy a stack of Rupee cash and sit on it, or open a Rupee 
or RMB bank deposit? Well, history suggests that this is not particularly 
wise. Just look at what the Rupee has done against the world’s most 
stable currency (gold) over the last 36 years. And if you go back a little 
longer you find the same happening with all (paper) currencies 
everywhere in the world, always.
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INVITATION TO BRIDGEWATER FORUM – MARCH 2007

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

Tuesday 27 March 2007, 6.30pm to 7.30pm

CHINESE EQUITY MARKETS

The performance of Chinese equities in 2006 was simply astonishing, as Mainland A and B Shares sprang back to life with a vengeance after 
languishing for many years.  Investors are now asking if we have gone too far, too fast, or are these just the first trembles of a waking giant?   

We are very pleased to have a guest speaker from HSBC Investments, who will be discussing the outlook for Chinese equity markets in 2007 
and explaining the current strategy adopted by the outstanding HSBC Chinese Equity Fund.   

PLEASE BOOK YOUR PLACE by e-mailing us at forum@bridge-water.com, or by calling us on 2525 3639, or by faxing a copy of 
this page, with your details below, to our office on 2525 3679. All information received by us will be treated as private and confidential. 

Please register me for your Investment Forum on Tuesday 27 March 2007, 6.30pm to 7.30pm.

Name:                                                        Phone:                                             E-Mail:

Close to Retirement and Feeling No One Wants You?

In advance of our forthcoming seminars which give an overview of full pre retirement courses being offered later this year, we thought we 
would start on a lighter note and reassure those who are close to retirement that they are not only wanted, but Governments have their ‘gloves 
off’ and are fighting for your attention and your residency.

We are all being told that a pension crisis looms and with the ratio of those outside the standard employable ages (0 to 16 and above 64) 
relative to those between 16 and 64 due to multiply by two and a half times in the next 30 years, there will simply be too few working to 
support those who are not. Life expectancy will rise from a global average of 40 years in 1940 to 80 years by 2050. That means a huge number 
of retired individuals, the likes of which have never been seen in the history of Mankind!

This might all sound very negative, but for the financially secure retiree the world is opening up with offers of instant visas and tax free status, 
encouraging you to go and spend your twilight years in an ever increasing number of countries. They want your pension! Or more to the 
point they want you to spend your pension in their country.

Asia has always had its attractions, but right now many countries are bending over backwards to court those close to and in retirement. Take 
the Philippines, with its beautiful beaches, clear blue waters, 365 days p/a of sunshine and low cost of living. As from March this year, the 
Philippine Retirement Authority Scheme has reduced its requirements to enjoy a visa and tax free status from US$50,000 on deposit to as 
little as US$20,000 if you meet the minimum pension figure per annum and are aged over 50. More info at; http://www.plra.gov.ph/

We suggest you get onto the internet and search for the deals. It’s never been better to be retiring with a good level of financial security in 
place. Two words of warning;

1. If you are heading to your computer to find your dream tax free location, try not to sign on for any singles agencies - they seem to have 
designed their websites to capture those key words.

2. For those who are further away from exiting the rat race, stop ignoring your MPF. When switched to one of the few genuinely good providers 
and managed well, your MPF can provide all that is required to open the door to the ever increasing number of countries inviting you to take 
up residency for your post work extended holiday.

To learn more about pre retirement, enrol for one of our seminars, and if you are serious about planning watch this space for details of our 
pre-retirement workshops being offered shortly.

That’s why we don’t advise investors to just simply invest and hold ‘currencies’ as a major part of a portfolio, since it is a sure way of losing 
purchasing power over time due to inflation. If any currency should be held for the long term, then precious metals as the ultimate inflation-
proof currencies appear to be a safer bet than paper money. 

That doesn’t mean though that one cannot benefit from identifying currencies that are relatively undervalued against others, such as the ones 
pointed out above. But the way we prefer to exploit such insights is by investing in assets that derive their income from such undervalued 
currency markets, rather than to invest directly in the currencies themselves. So as a play on the undervaluation of the Chinese Yuan we have 
been heavily positioned in mainland Chinese value stocks over the past several years, and this has been working very well for our clients.

On a related note, it has been a very fashionable play lately to borrow in low-interest rate currencies, particularly Yen and Swiss Franc, and 
to invest the proceeds in ‘higher-yielding’ assets such as US mortgage backed securities. We find such trades highly speculative and risky and 
would strongly advise our readers not to borrow in these currencies (and to limit debt positions in general), because a US financial crisis, war 
with Iran, or rising interest rates in the funding currencies could trigger the unwinding of such positions along with a sharp increase in exchange 
rate volatility, potentially causing substantial losses to investors far in excess of any higher yield earned on the carry-trade.
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