
2008 – “Sour and Sweet”
The first day of trading clearly set the tone for 
what we expect will continue for the first six 
months of this year. Markets are bearish and 
many signs point to the US being in or on the 
cusp of a recession, which will spill over onto 
global markets. One cannot ignore the difficul-
ties that the current environment presents, 
particularly for the US and the UK. These dif-
ficulties include:
 Oil prices at a record high, touching $100 
per barrel.
 Close to US$100bn of write-downs of sub- 
prime  loans and the derivative concoctions 
which  effectively hold these assets.
 Further sub-prime losses underpinned by 
real mortgage delinquencies which are set to 
continue to play out for a few years hence. 
 An inflationary environment fuelled by high 
oil and food prices.
 An unwillingness to provide credit to finance 
the economy.
 The US dollar under pressure as interest 
rates point downward, making the US dollar 
less attractive.
 5% to 10% falls in average residential prop-
erty prices in the USA and the UK.

In spite of what appears to be a perfect storm 
for a bear market, we remain cautiously optimis-
tic for the second half of 2008. We don’t expect 
a sudden circuit-breaker to turn the market posi-
tive, but more a gradual realisation that globally 
the world is intact financially. Our optimism is 
driven by the following:
 US Corporate balance sheets, excluding 
financials, are in good shape.
 Massive pools of capital have accumulated 
in the hands of Asian and Middle Eastern Sov-
ereign (Government) Funds which are looking 
to be invested.These funds have alreadytaken 

significant stakes in some of the World’slargest 
US and European financial institutions, tan-
tamount to bailouts resulting from sub-prime 
losses. 
This will continue, offering support and capital 
to  the market, but at a verhigh price. A gradual, 
stealthy shift in the balance of power has com-
menced, very opportunistically.
 The US Federal Reserve will aggressively  
cut rates within the first six months of 2008 by 
up to 0.75% putting growth ahead of inflation. 
This, coupled with foreign capital flows, will 
restore liquidity and good, sensible credit to the 
market. The European Union may take simila-
raction to encourage growth. The effects of inter 
est rate cuts normally take six to nine months to 
positively influence economies.
 A slowdown may alleviate inflationary pres-
sures. 
 The 10%+ expected GDP growth of China 
and 9%+ of India will continue to offer support 
tomarkets.

Report Card 2007
When we look back to our calls for 2007 as 
reported in our 2007 Investment Update News-
letters, our predictions and outcomes were as 
follows:
                                                                       
Soft Commodities & Agribusiness:
Prediction: We identified Global Agribusiness & 
Soft commodities as a strong theme in February 
2007.
Outcome: Our Selected Agribusiness Fund has 
returned 19% since inception in March 2007.
Gold:
Prediction: We were bullish on Gold and pre-
dicted Gold would reach $850 within a 2 year 
period from February 07.
Outcome: The Gold price was up 30% for the 
year. Lihir Gold and Newcrest Mining returned 
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26% and 36% respectively and our selected 
International Gold Fund was up 13%
Property and Infrastructure :
Prediction: We believed that the case for Global 
Listed property and infrastructure was strong 
and that the average income yield would remain 
higher than the bank rate.
Outcome: Global Property proved a major 
disappointment, driven mainly by the unforseen 
severe credit squeeze, refinancing issues and 
higher cap rates. This has resulted in income 
yields being pushed to some of the highest lev-
els seen in 3 years. 
Hard Commodities:
Prediction: In February ‘07 we advocated core 
holdings in quality resource companies such as 
BHP and RIO due to their low price to earning 
multiples and high levels of cash generation.
Outcome: BHP & RIO have had spectacular 
returns of 61% and 82% respectively.
Long-Short Asia (Benefit from positive and 
negative movements):
Prediction: We remained cautiously enthusiastic 
about Asia.
Outcome: Our major long-short fund returned 
31%.
Global Economy:
Prediction:  In August 07 we cautioned investors 
to brace for further shocks due to sub-prime. 
Outcome: Further shocks we have had!
Currency:  
Prediction: We suggested the A$ would 
strengthen against the US$ and weaken against 
an international basket excluding the US$.
Outcome: The A$ strengthened by around 13% 
to the US$ and traded sideways to mildly stron-
ger against most other currencies. 
International Equity Markets:
Prediction : We anticipated out-performance 
from Europe & China and relative under-perfor-
mance from US, Japan & India.
Outcome: 
Europe via DJ EURO STOXX50 was up 10%
Hong Kong via the Hang Seng was up 39 %
America via the S&P 500 was up 3.5%
Japan via the Nikkei was down 11%
India via the BSE was up 47%
Australian Equities:
Prediction: We expected a total return of around 
10%. 
Outcome: The ASX 200 returned 16.2%

Interest rates:
Prediction: We expected benign interest rate 
movements within a band of 0.25%.
Outcome: Australian interest rates have in-
creased by 0.5%. The US have cut their interest 
rates by 1% over the past year and the EU have 
increased their interest rates by 0.5%

And now for our 2008 Outlook….

Australian Equities
We expect the Australian stock market to end 
the year positive (8%-10%), still driven by re-
sources and resources related industries. There 
may be a further dip before turning up around 
mid-year.
Australian interest rates
We expect Australian interest rates to increase 
slightly in the first half of this year and then 
decline in the second half of this year to cushion 
a general slowdown brought on by the US and 
the cash drain of high oil prices and high inter-
est rates on the consumer.
Gold
Up, Up and away... We expect gold to surpass 
its previous high of $850 and test $1000 within 
the next 18 months. We will continue to add 
Gold shares and our selected gold fund to those 
portfolios that are underweight.
Australian Currency
The only expectation we have is of volatility, 
trading anywhere between parity and 80c to the 
US$.
Japan
We believe that the Japanese market will swing 
upwards in the second half of 2008. 
Our preferred fund Platinum Japan and se-
lected Japanese stock picks should benefit from 
this up-tick.
Resources 
We expect resource shares to be strong in 
2008. BHP is our preferred stock pick. We also 
have earmarked two Global Resources funds 
for our investors enabling greater global and as-
set diversification.
Soft Commodities
We believe that we are in an early phase of the 
cycle of increased prices of most agricultural 
products. We will therefore continue with our 
theme of benefiting from those industries and 
companies that provide the inputs into the agri-
cultural and food production process. 



Asia
Due to the spectacular growth that has been 
achieved in the region over the last 7 years, we 
are more cautious on Asia. We have no doubt 
that strong organic growth will continue, but the 
stock market bubble that has formed may get a 
prick. Hence our long-short exposures provide 
the benefit of the upside with an insurance for 
the downside, but not complete immunity to a 
fall.
Global and Domestic Property and Infra-
structure 
As this was one of the hardest hit sectors 
(which we believe has been drastically over-
sold) we expect a mild recovery in 2008. One 
should note that certain Asian real estate pro-
duced positive returns in 2007. The recovery 
in the USA and Europe will be fuelled by the 
thawing of the credit freeze and the premium 
above the cash rate that conservatively fi-
nanced Trusts will deliver. These sectors offer 
very attractive yields in excess of the Cash rate 
coupled with upside potential from an oversold 
base.

Conclusion

We expect a difficult and volatile year ahead.
Cash certainly is king in these times of turbu-
lence and many of our clients have increased 
their cash levels to near records having taken 
profits from the gains over the last five years. 
We will continue to take profits where holdings 
have become unbalanced due to strong capital 
gains.
As value comes to the fore, we will gradually 
look to drip-feed cash back into the market and 
specifically into those themes that we men-
tioned above. 
We are confident that our global capability will 
continue to enable us to access world-class 
research and best-of-breed product and innova-
tions.

We look forward to discussing our ideas with 
you and how to convert these to opportunities 
within your portfolios. 
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