











NOK.

3) A means of exchange: On this front, it makes sense to compare the US$
against the currencies of the countries with which US trade has, in recent
years, been rising the fastest. The currencies that jump to mind are the
RMB, the JPY, the KRW, the NT$, the HKS$, MYR, SG$ etc... Let’s call
these ‘trading currencies’

From the peak of the US dollar in 2002, the big winner has been “commodity
currencies”, followed closely by the “savings currencies” . Meanwhile, the
“trading currencies” have trailed behind, mostly because of central bank
intervention. But could this be about to change? The key to this question is,
of course, the RMB. The Chinese currency, having flat-lined for the past
twelve months, is now once again on the rise. This could prove to be a
momentous event.

As we look at it, commodity currencies have been the best performing
currencies of the year, appreciating significantly over the last 8 months. We
believe fears of run-away inflation and currency debasement have made
these currencies a little pricey and overbought. On a purchasing power
parity basis most commodity currencies, and especially the AUD & BRL are
now overvalued.

As for the savings currencies, we would avoid the EUR because of the inner
struggles of the European Union which create structural tension for the
EUR. The relatively high price of the EUR makes some of its constituent
countries uncompetitive and could lead to its demise. On the USD, we
believe it is now oversold, but we are also mindful of the negative
sentiment and strong downward momentum surrounding the Dollar which could
push it to even greater undervalued territory.

Thus, the best opportunities today exist in the trading currencies, and more
specifically the Asian trading currencies like the RMB, KRW, and TWD.
Most of these currencies are seriously undervalued, and have solid
fundamental macro-economic growth drivers behind them. Appreciating
currencies will be a big part of the Asian countries slow move away from
mercantilist models and toward more consumption driven models. Further, as
the main growth contributor to the world, Asian currencies should benefit
from large inflows of capital.

Still, the main question remains: how low can the US$ go? Of course, at this
point, the arguments for a weaker US$ are well known: from the
discomforting lack of policy visibility in the US, to the monetization of the
expansion in the US government’s balance sheet, to the likelihood that US
interest rates are likely to stay too low for too long, to the fact that
the US Treasury likely does not mind a weak US$ as it allows the US to
boost GDP through an improvement in net exports, etc... In short, there is
hardly a constituency for a strong US$ today.

However, having said all this, there are a couple of points worth
highlighting. First, the US§ now looks very cheap against the world’s major
currencies. Second, it appears that US growth is rebounding faster than
anyone had expected. And finally, as the US equity market rally continues,
it is interesting to note that a clear leader has been technology. This



makes a lot of sense to us. After all, if the Western World is going to get
out of the hole it dug for itself, it will only be able to do so through
large productivity gains; and what better way to achieve productivity gains
than through technology investments? Interestingly, the last great
technology bull market (1995-2000) also coincided with a large USS$ rally.
Of course, this may have been a co-incidence, though technology is
undeniably the one sector in which the US has a strong comparative
advantage.

As we write, the 2009 bull market seems to be following the pattern of
the 2003-07 template: a weak USS$, strong materials, energy, cyclicals and
industrials, outperformance of emerging markets, underperformance of Japan
and the US... Except for one important difference: technology, which spent
the 2003-07 bull market largely getting over the hangover of its 1995-2000
party, now seems to be outperforming. Is this enough to make technology the
new leader of the new bull market? And, if so, will we continue to see the
USS$ move from cheap to cheaper?

Commodity Markets

So far this quarter, the performances of commodities have been decidedly
mixed and the outlook is likely to be similarly diverse.

* Base metals, such as steel, have shown strong price gains in the Far East but
poor returns in the Mediterranean basin. The strength of base metals in the
Far East is closely linked to China’s fiscal stimulus in the construction
industry, since that sector consumes over 50% of all base metals. But
with the government’s decision to start to rein-in excessive loans for
speculation, industrial metals could have a much poorer performance
over the coming quarters. Besides, inventories in the East are already
very high.

* Energy has remained very subdued with returns declining throughout the
quarter, with the weakest performance being found in winter grades such
as coal, natural gas and heating oil. This poor performance of winter
grades is a reflection of inventories being at multi-decade high. OPEC
has kept its curbs in place which would help to draw inventories down if
economic activity picks-up sufficiently to year-end. As a result, a
significant price correction in energy prices would look unlikely over the
short-term. Over the longer-term, though, the structural move towards
alternative energy and the regulatory moves to rein in financial flows
into energy markets is likely to be a big headwind for oil prices.

* Agriculture prices have traded sideways for much of the period, benefiting
from a mild summer in the exporting countries and record yields. This
ensures that exports won’t be constrained. US corn ripening is late in
the season and fear of frost in the Mid-West could send corn prices
much higher. For now, though, prices remain stable.



* Precious metals have fared well, gaining 22% over the quarter as a counter
trade to the USS$ weakness. Fears of inflationary pressures from ultra-loose
monetary policies in the Western may help Gold retain its edge.
Moreover, we are entering a seasonal peak in gold demand for jewelry
(Divali, Christmas, Hanukah, the Indian wedding season, etc). However,
when it all comes down to it, much of the future Gold price action will
be linked to the USS.
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Disclaimer

This document is for informational purposes only and is not an offer to buy or sell any
security or other investment. It is not addressed to any specific person and may not be used
by anyone for any other purpose than pure information. It expresses no views as to the
suitability of the investments described herein to the individual circumstances of any
recipient.



