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1 Investors shrug-off the potential collapse of Dubai Inc with its US$60bn in debt.

I Goldrises to all time high

1 Equity markets resume their upward climb
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Global Equity Markets

Monthly Returns Compound Annual Returns (p.a
Month  3Mth 6Mth YTD 3yr 5yr 10yr

Developed (Local Cur)
Germany 39% 3.1% 13.9%| 17.0%| 20.5% -3.7% 6.4% -0.5%
UK 29% 57% 17.5%| 17.1%| 21.1% -5.0% 2.0% -2.4%
France 20% 0.7% 12.3%| 14.4%| 12.8% -11.6% -0.4% -3.7%
US (Dow) 6.5% 8.9% 21.7%| 17.9%| 17.2% -5.4% -0.2% -0.5%
US (S&P 500) 57% 7.3% 19.2%| 21.3%| 22.2% -7.9% -1.4% -2.3%
Japan -6.9% -10.9% -1.9%| 55% | 9.8% -16.9% -3.0% -6.6%
Hong Kong 0.3% 10.6% 20.1%| 51.7%| 57.1% 4.8% 9.2% 3.6%
Singapore 3.1% 54% 17.3%| 55.1%| 57.7% -1.3% 6.1% 2.0%
Australia 15% 52% 23.7%| 28.9%| 28.4% -4.8% 3.6% 4.5%

Developed (Local Cur)
India 6.5% 8.0% 15.7%| 75.5%| 86.2% 7.3% 22.1% 13.9%
China 6.7% 19.8% 21.4%| 75.5%| 70.8% 15.0% 19.0% 8.3%
Brazil 8.9% 18.7% 26.0%| 78.5%| 83.2% 16.9% 21.7% 17.1%
Israel 3.9% 13.3% 26.5%| 77.8%| 73.6% 2.3% 11.2% 8.6%
Taiwan 3.3% 11.1% 10.0%| 65.1%| 70.0% 0.1% 5.3% -0.2%

Source: 613 Capital LLC

November saw most global equity markets continue their upward climb after a short break during
October. Once again emerging markets were the star performers as investor risk appetite remains
high. Brazil (+8.9%), India (+6.5%) and China (+6.7%) were the best performers followed by the US,
with the Dow (+6.5%) and S&P 500 (+5.7%) leading the developed markets. While European markets
also gained, Japan was the laggard, falling 6.9%.

Notwithstanding the announcement of a likely default of Dubai World Inc of its +$60bn worth of debt,
markets after falling for a day, proceeded to close higher by month-end. While US banks (+US9bn)
appear to have limited exposure to Dubai World, European and UK banks (+US$50bn) are materially
at risk should there be a default.

A feature of the equity markets during November was the switch out of the financial sector into the

resources sector by institutional investors, who were locking in gains. Higher gold and copper prices,

a weak US dollar and better than expected economic data also supported the strong performance of

the resource sector. US markets saw continued merger and acquisition activity with Warren Buffet

announcing the acquisition of Burlington North SantaFeand Kr af t r ai sing i tisthepri ce f ¢
UK.

The manner in which equity markets responded post the Dubai Inc announcement was remarkable,
and is a clear indication of the current underlying strength in investor sentiment, which for the record
seems to be way ahead of consumer sentiment. The VIX Index (see graph on next page) shows the
level of expected volatility in equity markets, and has come down materially from its peak earlier this
year and is now moving towards complacency.
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Volatility Index (VIX)
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Given the lack of visibility in economic growth and corporate profitability, it would appear that caution
is required when you take into consideration that markets are now only 20-30% down from their all-
time highs. Investors however continue to take confidence in the improving economic data such as
stabilising property prices in the US and UK, and GDP growth turning positive in the US for Q3 of
2009 (although this has been revised down from 3.5% to 2.8%). One still needs to be sceptical on the
pace of recovery being priced into markets. Unemployment continues to move higher and if you factor
in the level of under-employment in the US this is closer to 18% rather than the 10.6% headline figure.
On the inflationary front, while we maintain our dreflation6 t h gemeeal inflation appears subdued
for now, primarily due global capacity utilisation running at below 70%.
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Source: US Federal Reserve, 613 Capital LLC

Our view however is that while this may continue into 2010, inflationary pressures will build rapidly
towards the end of 2010, due to the huge amount of liquidity that has been pumped into the financial
system by central banks who will err on the side of caution before starting to increasing rates. The
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past decade say material inflation in building costs, certain foods, commaodities and property. While
shifting production to low cost labour producers such as China prevented overall inflation from
increasing, this game is over. With domestic inflation in China likely to rise and currency revaluation
an eventuality, China will no longer be a source of exported deflation. If one looks at what is currently
happening to asset prices, it is not too hard to see the potential for further asset bubbles to form.
Equity markets and commodities have already reflated and property prices are starting to rise.

For those equity markets sceptics, the graph below shows the similarity between the Japanese
mar ket peak in the | ate 1980dwing20®d t he peak of

Japanese Real Estate
and Valuation Crisis

Bear market rally
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If history is to be repeated, and the path followed is the same as Japan, it would appear that the
cur r en-ma 0 krallg ay still have some legs but will ultimately end in disaster. So just how
similar and different is the US from Japan. Well, while the US in the past has had a much more
flexible labour and economic framework, both countries found themselves in economic turmoil after a
material increase in leverage and property bubbles. Of current concern however, remains the
material level of indebtedness of the US economies and more importantly the inability or
unwillingness of the US to take the bitter medicine and start saving after a decade of frivolous
spending. The can be seen in the graph below which shows the total level of debt as a % of US GDP
is at levels higher than that of the Great Depression. It is extraordinary how the financial institutions
have massively increased their leverage over the past two decades, and while this has reduced
recently, it remains at very high levels. This includes the US government with debt to GDP
approaching 100%.
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With the level of indebtedness of the consumer, which comprises over 65% of the US economy, and
the real need to reduce debt and increase savings, it is easier to foresee a multi-year period of below
average economic growth than a return to the past. This is especially true when you factor in the
overall level of unemployment and under-employment. January will be the key barometer for the
health of the consumer when Christmas retail sales are announced.
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Other economic data reported in November showed improvement with non-farm productivity rising
more than expected to 9.5% in the US and initial jobless claims falling from 501,000 the previous
week to 466,000. The graph below shows the lagged relationship between economic growth and US
non-farm payrolls as discussed last month. With GDP growth now positive in most developed
economies, market expectations are that job creation is not far behind.

US Nonrfarm Payroll & GDP
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Once again, | remain scepticalas companies have adjusted icfgmwth.t he &éne
While they will eventually start to hire again, the first adjustment will come in under-employment,

requesting employees to start working full days again. Only once under-employment has been fully

exploited, will job creation begin. | remain concerned that this will be at a much slower pace than

expected and that unemployment will remain higher than expected.

While the markets will take any slow-down in unemployment positively, the risk remains that as we
move closer to the end of 2010, investors will start to be disappointed. In the short term, it is also
important not to be fooled by the normal seasonality effect of temporary labour hiring in October and
November ahead of the December Christmas sales.

China

China continues to power ahead according to recent economic data releases. Growth in industrial
production rose to 16.1% from a year ago which shows a further acceleration from September which
increased 13.9%. Retails sales growth also accelerated to 16.2% year on year, a reflection of strong
domestic demand and while month on month motor vehicle sales were down almost 8%, year on year
they rose some 72%.

Australia

Economic data released during the month continue to be strong, with both the Reserve Bank of
Australia ( A R Ba#&nd Yreasury upgrading their growth expectations. The RBA increased interest
rates for the third consecutive month by 0.25% to 3.5% as the employment data improved, and
housing prices rose.

South Africa

The South African share market rose 2.1% for the month in Rand terms driven by strong gains in
Basic Materials (+6.5%), Consumer Goods (+3.8%) and HealthCare (+1.3%) sectors. While the return
was positive, the JSE All Share index underperformed the MSCI Emerging Market Index which rose
3.3% in local currency terms.
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Gold

The gold price soared to a new all-time high of US$1,191/0z (intraday) in November. A weak US

dollar and announcements by the India Reserve Bank that it was going to purchase 200 tonnes of

gold saw its price surge. Interestingly, the World Gold Council issued a report stating that world gold

demand fell materially during the third quarter of 2009 as prices rose. Two large consumers of gold,

India and the Middle East, saw demand collapse 42% and 34% respectively while China saw demand

increase by 10%. It would appear that speculative investors are driving prices higher rather than pure

supply/ demand dynamics. Cauti on i graderd arcanytlse watgr.pr opr i af
The graphs below are useful in contextualising the gold industry.

World Gold Mining Production By Country

Source: Goldsheetlinks

South Africabés dominance in the ZTdnéOmmardhaadsSowhr oded a
African gold mines aged. While the number of countries now mining gold has increased materially

over the past thirty years, total gold mining production peaked in early 2000 and has subsequently

been falling, notwithstanding the current level of profitability in the industry.

While the average cost of production has been reasonably stable of the past few years between $450
and $470 per ounce, and producers earning over $700/ounce at current prices one would think that
supply would spike. But with no new material discoveries, the only place for increased supply to
come from is from scrap and central banks.

Looking at the supply and demand for gold, jewellery comprises the largest portion of demand,
making up between 60%-75% of total demand over the past 5 years. Supply is dominated by mining
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