
 

 

 
GENERAL BACKGROUND 
 
2009 and indeed the decade of the “noughties” seem to have flashed past in a blur and 
it is pleasing to note that 2009 was in fact a big recovery for markets coming on the 
heels of the collapse in 2008, which extended into the first quarter of 2009 . This 
recovery in stock markets came in spite of the many doomsayers who were calling for a 
deflationary collapse. This deflationary outcome has been averted, for now, by the 
concerted monetary intervention by central bankers across the world, all done with the 
full support of their respective governments. The policy action is entirely 
understandable given the alternative of immediate austerity for the electorate and 
political oblivion for those who happened to be in power at that unfortunate moment in 
time. The recovery, as we have said, is welcome but it comes at an eventual high cost. 
Nevertheless it is important to understand that the direction chosen is very difficult, if 
not impossible, to reverse and this leads to key investment decisions that need to be 
taken.  

China played a massive role in this reflation by implementing a US$600bn stimulus 
package and this effectively led the recovery in confidence and in the actual buying of a 
broad range of commodities. February 14th in 2010 is the first day of the Chinese Year 
of the Tiger. Never underestimate people born under the sign of a Tiger as they are 
said to be clever, attentive and always look at the bigger picture of a situation. They are 
born competitors and they can plan very well which often leads them to success and 
happiness. China certainly looms large in the investment world of today and it is the 
urbanisation of China on which its growth over the coming years is based. By 2025 
another 350 million people will have moved from the country to the towns, more than 
the total population of the US at the beginning of 2010! By 2025 there will be 220 major 
cities in China compared with a lowly 40 in Europe. To house all these people and the 
businesses in which they are engaged will require 40 billion square metres of floor 
space in 5 million buildings. According to the McKinsey Global Institute 50,000 of these 
buildings could be skyscrapers which would be equivalent to constructing ten new New 
York Cities. 
 
Transport needs are equally staggering with estimates of five billion square metres of 
road to be paved, thousands of kilometres of rail track installed and just under 200 
mass transit systems be built. On top of all this are the rail stations and airports to 
service the transportation system. It is a massive undertaking, but that is what happens 
when the single biggest and most populous country in the world undertakes  an 
industrial revolution. It is unlike anything that the world has ever experienced simply 
because of the scale and number of people involved.  
 
While all this is in progress China continues to export white goods and other products to 
the West. Obviously demand has suffered in the downturn, but recovery is evident in a 
few countries. In order to meet all its targets for expansion at home and abroad China 



 

 

will need ever increasing amounts of metals and minerals.  
 
Analysts expect China to become the largest car market in the world this year. 
According to projections auto sales are likely to jump 35 per cent in 2010 and 20 per 
cent for the next three years. The implications for copper, nickel, aluminium, lead and 
zinc in terms of price are significant so the outlook for the mining industry in 2010 
should be set fair. And no mention has been made of India, the second most populous 
country in the world, which is also undergoing an industrial revolution, though at a 
slower pace. 

However, despite China’s implementation of growth not all is as well as we are being 
led to believe. True, Wall Street and the City has been saved (at enormous cost to the 
taxpayer) but what about Main Street and the real economy? Unemployment is still 
rising and probably far higher than the official statistics would have us believe and 
recent news from the US indicates deep-rooted problems. These problems have their 
genesis in the vast derivative boom that cut the banks down in the first place. These 
news items were taken from the last week and are just an indication of some of the 
issues that are still to be faced:  
 
-Tishman Real Estate is to miss payment on a commercial loan of over US$5 billion on 
a massive New York apartment complex, the 2nd largest default in commercial real 
estate loans in history.  
-California declares an economic emergency (the Greek problem is a little local difficulty 
by comparison).    
-Apartment vacancies have hit record highs.  
-Foreclosures are setting new records.  
-Consumer credit in the US drops a record US$17.5 billion. 
 
One version of today’s events is provided by the respected money manager Marc 
Faber who said: 

“The crisis has not solved anything. On the contrary there is less transparency today 
than there was before. The government's balance sheet is expanding, and the abuses 
that have led to the one cause of the crisis have continued. I think eventually there will 
be a big bust and then the whole credit expansion will come to an end. Before that 
happens, governments will continue printing money which in time will lead to a very 
high inflation rate, and the economy will not respond to stimulus. At some stage, 
somewhere in future, we will have a war - that you have to be prepared for. And during 
war times, commodities go up strongly. If you want to hedge against war, you don't 
want to own derivatives in UBS and AIG, but you have to own them physically, like 
farmland and agricultural commodities. That is something to consider for you as a 
personal safety and hedge. You have to own some commodities.” 



 

 

One important failure in 2009 that received very little attention from the press and the 
financial news channels was the number of banks that went under in America and 
amazingly they all collapsed on Friday night after the market closed! The FDIC (Federal 
Deposit Insurance Corporation) stepped in and assumed the responsibility to assure an 
orderly unwinding so that depositors were not disadvantaged. A visit to the website of 
the FDIC states that each depositor is insured for US$250,000 per bank up until 
31.12.2013. Last year Regulators closed 140 banks last year, the highest level since 
1992 when officials were still cleaning up from the savings and loan crisis. That 
compares with 25 in 2008 and only three in 2007. A look at the list is instructive and the 
link is pasted here: 

http://www.fdic.gov/bank/individual/failed/banklist.html 

Although this is a long way from depression levels it is still a sign of increased strain 
despite all the best efforts to prop up the financial system.  

FDIC Chairman Sheila Bair has said in the current banking crisis, failures will peak in 
2010 and then start to subside. Nevertheless, the price tag for the bank closings is 
expected to total US$100 billion from 2009 through 2013, according to the FDIC. The 
failures have drained the agency's deposit insurance fund, but the agency recently 
collected about US$45 billion by having banks prepay three years of industry 
assessments. The FDIC expects the insurance fund's balance will remain negative until 
2013 but says it has plenty of access to cash, including the ability to tap a US$500 
billion line of credit with Treasury. (Our underlining) 

Experts characterized the FDIC's closure of 140 banks across the country last year as a 
warm-up for the agency, whose board last month authorized a 55 percent increase in 
the FDIC budget and a 23 percent increase in staffing to 8,653. 

This year, “on a conservative basis, you're going to have two, three, four times” last 
year's total of bank seizures according to Charles Wendel, founder of Financial 
Institutions Consulting Inc. 

The FDIC's starting point is a list of problem institutions, which contained 552 banks at 
the end of the third quarter, up from 171 a year earlier. That FDIC list is secret so it is a 
form of depositors Russian roulette, particularly for anyone with deposits over the 
insured amount in one location! To us it is one of the surest signs that quantitative 
easing is going to have to continue at a rapid rate to pay for the variety of problems in 
the economy including the ones mentioned at the start of this review. 2010 has already 
seen its first bank failure with Horizon Bank, which had approximately US$1.3 billion in 
total assets and US$1.1 billion in total deposits as the end of September. This particular 
failure is expected to cost the FDIC's insurance fund a total of US$539.1 million. 



 

 

Let us take a closer look at these numbers - that means the real market value of 
Horizon’s assets is believed to be about US$561 million – 41.5% of the value claimed. 
As has become the norm, the FDIC had to enter into a loss-share transaction with 
respect to US$1.0 billion of the assets purchased, meaning there is significant concern 
the assets will turn out to be worth even less than presently estimated. This cost of 
closing this bank amounted to 49% of the value of Horizon’s deposits – the highest 
relative cost seen so far in this crisis. By way of comparison, the cost of closing the first 
three banks in this crisis (in late 2007) was about 5.7% of deposits.  

We wanted to show you this detail in order to demonstrate the scale of what America 
faces as we do not think it is possible to withdraw liquidity from the system nor end the 
current policy of money printing without undoing all of the “good” so-far achieved. It 
seems highly unlikely to us that there will be a change of direction, which has very 
serious implications for the value of money generally and the dollar specifically. In the 
words of one respected commentator: “the dollar is toast”.  

In recognising this as fact investors can then act appropriately to benefit from this 
backdrop. We have looked at many of the forecasts made by commentators and 
economists from many different areas ranging from bullish to Armageddon. The view 
from Goldman Sachs is extremely optimistic. They see very low rates, stronger than 
expected earnings, strong commodity demand and investor reallocation driving prices 
higher.  Goldman sees no rate changes through 2011 – one of the most 
accommodative outlooks of any bank.  Stronger than expected revenue growth and 
continued margin expansion will result in 15% plus equity returns in the upcoming year.  
Although they see a continuation in the rally, some moderation is expected.  

“Continued profit margin resiliency from prior aggressive cost reductions should drive 
strong returns in early 2010 and push the S&P 500 towards 1,300.” 

Their analysts in Europe are even more bullish and see the DJ STOXX 600 rising 20% 
to 300 by the end of 2010. 

Goldman argues that we are transitioning into the growth phase of the recovery from 
the hope phase.  This period is generally characterized by stabilization in economic 
growth and lower equity returns than the hope phase.  Nonetheless, doubt remains and 
therefore catalysts for higher stock prices remain. 

Most important for asset allocation decisions, Goldman sees a continued influx of cash 
to the equity markets.  Thus far, investors have been risk averse and either remain in 
cash or have moved into bonds so there is plenty of cash sitting at low rates still out 
there waiting for a home.  Goldman sees a substantial move into equities as investors 
become less risk averse. Therefore, easy money and stronger than expected demand 
should help to keep many of the recent trends alive. 



 

 

Goldman is especially well-known for its commodity trading division so we have 
included below their main predictions for 2010: 

Oil: A slow developed markets recovery amid an emerging markets revolution.  
 Price target: US$90 (current US$83) 

Natural gas: Lowering our forecast on the back of delayed production declines.  
 Price target: US$6 (CURRENT us$5.58) 

Precious metals: US Fed on hold leaves gold room to run.     
 Price target: Gold US$1,350 and Silver US$20 (current US$1,159 and       
US$18.80)  

Agriculture: It’s still all about weather, but ongoing structural demand shifts in corn 
should prove supportive.          
 Price target: Wheat US$600. Corn US$475 (current US$571 and US$425) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

OUTLOOK FOR ECONOMIC GROWTH AROUND THE WORLD 

In our opinion, stock market appreciation is still a function of corporate profit growth.  
Corporate profit growth depends upon the industry or industries in which the company 
operates and the growth rate of the countries in which the company operates.  A 
summary of the markets which we believe are attractive for investment in 2010 and 
their estimated growth rates. 

Asia Pacific (faster growing countries) 

Australia           3% 
China               10% 
Hong Kong      4% 
India                 7% 
Indonesia         6% 
Korea              5% 
Singapore        6% 
Taiwan             5% 

The following countries produce commodities. Corporate profits in export and 
commodity related industries may exceed national economic growth. 

Europe 

Norway 2% 

Latin America 

Brazil 5% 
Chile 4% 

North America 

Canada 3% 
Mexico 3% 
U.S. 3% 

 

 

 



 

 

SUMMARY 

Opportunities to enjoy stock market appreciation can be found in many sectors of the 
investment world in 2010 as a result of current loose monetary policies.  Companies 
which are producers of food, copper, gold, and oil and other strong exporters are also 
attractive.  Manufacturers of machinery which are used to produce commodities 
(mining, farming, and oil drilling equipment and services), or machines that are used to 
build manufacturing facilities (machine tools) should also do well.  Transportation 
equipment will benefit as global trade begins to gradually resurge in 2010. 

In the last half of 2010 we expect to see rising inflation in many parts of the world.  This 
will increase demand for commodities, especially precious metals. 

BONDS 

The real elephant in the room is the bond market. Governments are in the process of 
raising substantial sums in order to finance their spending plans and the scale means 
that investors are likely to demand higher returns to entice them to buy these papers. 
Over US$1.6 trillion of US debt comes due by 31st March alone and 36 per cent of total 
US debt is short term, i.e. matures in less than one year. There is, therefore, the risk 
that interest rates will rise and the cost of refinancing this debt will soar. 

Yields on the US ten year Treasury bond have been heading upwards over the last 
year and they are once again heading towards the 4% level (currently 3.84%), which is 
perhaps starting to price in a more realistic level for rates. 

Other asset markets are priced in relation to US Treasuries so no investor can ignore 
this. The bond markets will play a major role in the outcome for all investments in 2010 
and bonds will certainly influence returns across the board. Let us hope that bond 
auctions will proceed in an orderly fashion. 

GOLD 

Gold has long been a part of our asset allocation and it has now climbed nine years in a 
row against the US dollar. It appreciated 23.9% in 2009, a good return by any 
standards but only gold's third best annual gain this past decade. 

Gold also rose against seven other major world currencies, declining last year only 
against the Australian dollar. The following table presents the numbers for this decade. 

 

 



 

 

Gold % Annual Change 
  USD AUD CAD CNY EUR INR JPY CHF GBP 

2001 2.5% 11.3% 8.8% 2.5% 8.1% 5.8% 17.4% 5.0% 5.4% 
2002 24.7% 13.5% 23.7% 24.8% 5.9% 24.0% 13.0% 3.9% 12.7% 

2003 19.6% -
10.5% -2.2% 19.5% -0.5% 13.5% 7.9% 7.0% 7.9% 

2004 5.2% 1.4% -2.0% 5.2% -2.1% 0.0% 0.9% -3.0% -2.0% 
2005 18.2% 25.6% 14.5% 15.2% 35.1% 22.8% 35.7% 36.2% 31.8% 
2006 22.8% 14.4% 22.8% 18.8% 10.2% 20.5% 24.0% 13.9% 7.8% 
2007 31.4% 18.1% 11.5% 22.9% 18.8% 17.4% 23.4% 22.1% 29.7% 

2008 5.8% 33.0% 31.1% -1.0% 11.0% 30.5% -
14.0% -0.3% 43.7% 

2009 23.9% -3.6% 6.5% 24.0% 20.5% 18.4% 27.1% 20.2% 12.1% 
Average17.1% 11.5% 12.7% 14.7% 11.9% 17.0% 15.0% 11.7% 16.6% 

Gold continues to excel as one of the world's best performing asset classes this 
decade, and with its break above US$1,000 per ounce, gold is finally receiving more 
attention. The increasing number of news reports and other media coverage is 
evidence that gold is in the second stage of its long-term bull market. However, much of 
the coverage is negative which we take as another good sign that there is more to 
come from the yellow metal. The third and final stage of this bull market is thus still in 
the future, so as well as gold has done this decade it is not yet time to take profits.  

One major fact that underpins this positive picture is the supply demand imbalance. 
Few investors realize that mine supply has been falling since the start of the new 
century. Aaron Regent the new head of Barrick Gold, the world’s largest gold mining 
company recently said that global gold production was in an irreversible decline, a form 
of “peak gold” and he alluded to the fact that ore grades have fallen from about 12 
grammes per tonne in the 1950s to only 3 grammes now, in the main mining areas of 
the US, Canada and Australia. South Africa gets a special mention because it has long 
been the world’s biggest gold producing nation. However, the famous Witwatersrand 
gold fields are said to now be 95% depleted and production will fall permanently below 
100 tonnes per year within the next ten years. This may not seem to be shocking until 
you consider that in 1970 production peaked at 1,000 tonnes. Current production is 230 
tonnes or about 10% of world production. With central banks turning buyers for the first 
time in years and derivative short positions running at unsustainably high levels we do 
not think that we are going to see gold below US$1,000 for the foreseeable future.  

 

 

 



 

 

SILVER 

While 2009 was a good year for gold, it was a far better year for silver. It rose against 
all nine of the major world currencies, including a 49.3% gain against the US Dollar. 
The results are presented in the following table: 

Silver % Annual Change 
  USD AUD CAD CNY EUR INR JPY CHF GBP 

2001 -0.1% 8.5% 6.1% -0.1% 5.3% 3.1% 14.4% 2.3% 2.7% 
2002 4.8% -4.6% 4.0% 4.9% -11.0% 4.3% -5.0% -12.6% -5.3% 
2003 24.0% -7.3% 1.4% 23.9% 3.2% 17.7% 11.9% 11.0% 11.9% 
2004 14.3% 10.2% 6.5% 14.3% 6.4% 8.6% 9.6% 5.4% 6.5% 
2005 29.6% 37.7% 25.5% 26.3% 48.1% 34.6% 48.8% 49.3% 44.4% 
2006 45.3% 35.3% 45.3% 40.5% 30.4% 42.6% 46.7% 34.8% 27.5% 
2007 15.4% 3.7% -2.1% 7.9% 4.3% 3.1% 8.3% 7.2% 13.9% 
2008 -23.8% -4.3% -5.7% -28.8% -20.1% -6.1% -38.1% -28.2% 3.4% 
2009 49.3% 16.0% 28.2% 49.4% 45.1% 42.6% 53.0% 44.8% 35.0% 
Average17.6% 10.6% 12.1% 15.4% 12.4% 16.7% 16.6% 12.7% 15.6% 

The above table makes clear silver's volatility. Silver also fits well within a long-term 
accumulation plan, but only by being prepared to accept the volatility that comes with it. 
The reward for doing so will be that silver outperforms gold over the long-run, as is 
already becoming evident. The major driving force behind silver will be – like gold – the 
demand for physical metal.  The probability of a short squeeze in silver sometime in 
2010 is higher than it is for gold because of the absurd concentration of short positions 
in one or two hands. We have said for some time that these positions will have to be 
covered and as prices move higher this day is getting closer. A concerted effort to close 
shorts will lead to a big squeeze upward on prices.   

MINING STOCKS 

Precious metal mining stocks will outperform gold itself and finally reach into new high 
territory. We had expected that this would take place in December but it has been 
postponed for us to look forward to now in this year. When a break above the prior 
highs does occur, we think that the stocks will travel quite some way higher, on the 
grounds that their relative value to the metals that they mine are currently too low. We 
should also remember that the sector has a small market capitalization and new funds 
committed to these stocks will boost the price more readily because of this.  



 

 

 

SELL IN MAY? 

The start of this year has already been strong with markets looking like they want to 
press higher. In part this may be because investors have waited for the New Year 
before committing to their strategies. This obsession with year-end seems still curious 
to us and we know of one group who had decided in November to allocate more money 
to equities in 2010. However, they waited until now before starting their buying 
programme! As money continues to be allocated in these early months it seems quite 
likely that a good part of performance will be loaded to the beginning of 2010 and we 
have seen a number of items of research calling for investors to heed the traditional 
saying “sell in May”. Some think that this will mark the end of the bear market rally 
whilst others just see it as a natural point at which profits will be taken before the 
recovery continues after the summer. Either way, it is a date that may be more 
significant than it was last year and we should watch out for it.  

 
 
 
 



 

 

 

 

We are optimistic about markets and for the direction of your holdings with us. As ever 
we are on hand to answer any questions you might have and we would like to thank 
you for your support and confidence that you have shown in us. 

We look forward to being in touch again soon. 
 
 
With kind regards, 
 
 
 
Yours sincerely, 
                                                 
 
 
Colin Moor                                                                          Toby Rometsch         
 
 
      


