MARKET TRUTH

March 2007

Economic Review

The warnings are just everywhere and so loud and clear that it is amazing how little attention investors pay to theissue. Still the dominant opinionin
financia circlesisthat awar with Iran is very unlikely because the US couldn’t afford another war after the disaster in Iraq and that they are after a
peaceful solution. | suppose that’s why the Bush administration has deployed a second aircraft carrier group to the region, which is, according to the
UK Guardian “irrelevant to fighting the Iragi insurgents’, and why they are trying as hard as they can to establish (or make up?) alink between Iran
and Irag, blaming Iran for everything that is going wrong in Irag? Please, its time to wake up to the fact that the Bush administration’s objective has
been for along time to take greater military control of the middle east, as outlined in their own “Project For the New American Century — Rebuilding
America' s Defenses” — report produced for Dick Cheney in September 2000 (available from www.newamericancentury.org), and now, given lran’s
insistence on a continuation of their uranium enrichment program, they have just got the perfect excuse to launch an attack.

ISYOUR PORTFOLIO WAR-PROOF?

Likewise, it should be noted by those placing trust in the US democrats to prevent Bush from entering into a new war, that Hillary Clinton, the leading
democrat criticised candidate, criticised Bush in a speech at Princeton University’s Woodrow Wilson School on 18 January 2007 not for hiswar plans,
but for not moving fast enough: “1 believe that we lost critical timein dealing with Iran... [the White House] downplayed the threat [from Iran] .....
standing on the sidelines.... we cannot take any option off the table”.

Iranian Shahab-3 missile USS John C. Stennis aircraft carrier has arrived in the Arabian Sea

So, no matter on which side you stand here, what is clear beyond doubt isthat there s, in the immediate future, (although surely no-one would hope
for thisto materialise) a SIGNIFICANT RISK of a serious war, and that as an investor one should better account for such arisk.

How should investors then insulate their portfolios against the possibility of awar with Iran? Well, war tends to impact economic activity adversely
and thereby could trigger sharp corrections in global equity markets. On the other hand war tends to escalate debts, increase inflation and debase
paper currencies, which could have an adverse impact on global bonds, the one asset class most vulnerable to rising inflation.

The state of the US economy is already deteriorating fast, with the present unraveling of the sub-prime mortgage market - that forced HSBC to issue
itsfirst profit warning in modern history - foreshadowing a wider systemic crisis. Another war is not needed for thisto eventually unfold, but it would
surely accelerate the process. Most importantly of all therefore, it is advisable to include precious metals in one's portfolio. Gold and Silver in
particular are still extremely cheap in historic terms today and are likely to perform very well even without a war, simply due to very favorable
demand/supply fundamentals. Qil, obviously, could spiketoo if Middle East cil supplies are disrupted by a barrage of Iranian missiles, and at least a
small exposure to this commodity should thus be held as a crisis and inflation hedge. Another very interesting and well-neglected commaodity range,
that islikely to perform well in any case, and may well get an additional boost from war , is agriculture/food prices. Global grain stockpiles are at 25-
year lows (and well below the United Nation's recommended security reserves), while the ethanol insanity puts further pressure on supplies, and water
shortages, particularly in China and India are becoming increasingly acute.

Furthermore, investors would be well advised not to be over exposed to debt. In particular we would discourage anyone from borrowing in the carry-
trade funding currencies of the Japanese Yen and Swiss Franc, which has become an increasingly popular play of late. We regard such trades as
highly speculative and risky in any case, and awar with Iran could well trigger a sudden unwinding of these positions along with a potential sudden
significant increase in the value of the funding currencies (i.e. the Yen and Franc). It should be noted in this regard that the Japanese Yen is now
clearly undervalued on a purchasing power basis against most other developed markets' currencies, and that the Swiss Franc has been a traditional
safe haven at times of war.

SOMETIMESIT'SHARD TO BEA WOMAN !

Last month we looked at the demographics of the global population and it’s clear that we are amidst a huge explosion of human beings and for mankind
thepercentage of those in retirement is going to rise dramatically relative to those of working age. The result is too much pressure on the welfare state
with too few paying in and too many wanting to draw benefits out. Those ‘ dependent’ on the working population will increase 2.5 times in the next
30 years alone.
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Mankind isin for avery hard hitting time, unfortunately for womankind it's going to be like going ten rounds with Muhammad Ali! Inequality still
reigns supreme and for those who speak of equality between the sexes in the new millennium, well, they are still centuries from the truth.

If this were the 1900s, the women on this planet potentially stood a much better chance. In those days men had an absolute moral obligation to honour
the ‘death do us part’ bit, and for the widows there was a massive workforce paying into the welfare pot to look after them should the need arise. Even
better, the mgjority of that workforce conveniently passed away at around 50, before they themselves became a drain on the state.

Nowadays those workers live about twenty years longer and represent an unsustainable drain the state, whilst their wives live even longer. Divorceis
all too frequent and whilst it may be bad news for the male, it is invariably far worse for the female. After caring for the family for years and only
working for intermittent periods, women invariably come away from a divorce with scant regard for their income in retirement.

What makes all this far worse is the fact that women spend far longer in those vulnerable years compared to men. The pension holder should be the
woman, NOT the man. That way the couple are more often than not covered throughout both lifetimes. A recent study carried out in South Africa
brought out one terrible figure-of those widows who are suffering severe financial hardship, 80% were classified as relatively wealthy whilst their
husbands were alive. Pensions were undoubtedly designed by men (who did not like women).

To promote the cause, feminists point to the incredible changes we have seen, Female Prime Ministers, Managing Directors of Multi Nationals,
Astronauts and Pro Golfers, plus we have seen women’s real median income rise by over 60% between 1970 and 2000, compared to an immaterial
1% rise for the men. Unfortunately these achievements are the exception and the figures just display how abysmally paid the women were before.
They still only earn 77 cents for every 1$ earned by men.

Women out there, the odds are stacked against you. Y ou are paid less per hour, you have to take breaks from your career if you want children, you
pay more for medical and sickness cover which you need and whilst it costs less to insure your life who benefits from that cover?

Whilst your husband accumulates his pension (of which at least half goes with him), you intermittently fund yours from a smaller salary and at retirement
age, your small pension fund actually buys lessincome just to add insult to injury. So you have to survive longer on even less. That isarea quadruple
whammy!

If your plan isto find financial security by marrying the right man, forget it. We are useless in many respects, not least in our attitude to investing
and prowessin financia planning, That's your job now.

At |least we have recognised this and now have a dedicated Women’s Financial Planning Division, offering seminarsto groups and individual counselling.
A man may speak at the presentations, but rest assured there won’t be aman in sight in the advisory process. Oh, and before any men ask, on behalf
of our team, don’t call uswe'll call you!

Forget sometimes, right now it's aways hard to be awoman!

“STOP PRESS’ AUSTRALIAN SUPERANNUATION !

Ever hear of ‘ The Tail Wagging the Dog? . Well in Financial Planning we see it far too often with many uncertain Tax and Estate Planning structures
used to create business opportunities for Financial Advisers without regard to the first and most important objective of creating and protecting an
individual’s wealth. It's for this reason that we are usually wary of complex tax planning structures and ‘ buy now whilst current regulations permit’
sales opportunities, as true long term planning comes with getting basic structures and investment decisions right.

However, every so often an opportunity is presented (or closed) by a change in regulation and the implications are important enough for this to be
brought to the attention of our clients. One such situation is happening in Australia where the Superannuation system is receiving a major overhaul
with changes that could have significant impact on Australian expatriates.

If you are an expatriate of Australia or a person considering moving there in the near future, you should be aware of the changes that are happening
onthe 1st July. If you arein either of these categories drop us aline for a quick consultation on the changes occurring.

INVITATION TO BRIDGEWATER FORUMS - APRIL 2007

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

Tuesday 24 April 2007, 6.30pm to 7.30pm; and
Saturday 28 April 2007, 2.00pm to 3.00pm

EDUCATION PLANNING

A first class education is one of the most valuable gifts that a child can receive. It is also one of the biggest financial commitments that a family will
ever make. The costs of education are substantial and rising faster than the rate of general or wage inflation.

At our forums in April, Mr Mark Rawson, Associate Director of Bridgewater Limited will be discussing:

® The known and “hidden” costs of education in the United Kingdom, the United States, Australia, Hong Kong and other Asian countries;

® The impact of inflation on education costs; and

® How early planning can secure a child’s future education needs.

Mark has 3 children, educated in Hong Kong, with one now studying at University in England. He is very pleased to share his experience with you!

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 forum on (pleasetick): [] Tuesday 24 April 2007, 6.30pm to 7.30pm
[ Saturday 28 April 2007, 2.00pm to 3.00pm

Name: Phone: E-Mail:
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