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Market Commentary April 2013

The Drop In The Price of Gold: The dramatic drop in the price of gold which exceeded 15% over a period
of just three days has caused a lot of concern and questions about the future price of gold. Though many
reasons are being suggested for this sudden plunge, there are four aspects that are being focused on.

1. The perception that risks related to the financial and debt crises have subsided.

2. Inflation does not appear to be a threat.

3. The FED may reduce quantitative easing sooner than expected.

4. Cypress will sell its gold to raise much need capital and other central banks will follow.

| omas| xotresorves | Tommes| %ofroserves)
1 Unitad Siates B8.133.5 TE% 21 Austria ZBD.O 55%
2 Garmany 3.391.3 T3% 22 Balgum 2376 0%
3 F 28140 23 Philippinas 192.7 12%
4 Itary 2,451.8 Ti‘"ﬂp 24 Algeria 173.6 E%
5 France 24354 T1% 25 Thaland 1524 4%
B Chinz 1.054.1 2% 268 Singapore 127.4 3%
7 Swiltzeriand 1.040.1 1% 27 Swedan 125.7 13%
g FRussia o578 9% prd=} Sputh Afmca 1251 3%
g Jagan 7E5.2 3% z8 Moo 124.5 4%
10 Methariandgs B12.5 E0% 30 Lioya TE.E B%
11 ndia 557.7 10% 31 BIS T1E.0
12 ECB 5021 33% 3z Kazzknstan 5.3 3%
13 Takhwarn 423 8 6% a3 Greeca m.e B2%
14 Fortuga 3825 80% 34 Romania 103.7 12%
15 Venazusla 365.8 75% 35 Podand 102.8 5%
16 Turkey 3506 16% 36 Koraa B4.4 1%
17 Saud| Arabla 32z2.9 3% a7 Australla a8 9%
18 Unitad Eingdom 310.3 16% fl=} Kurevalt T2.0 3%
=] Lebanon 286.8 20% fl=} Egypt TE.B 5%
20 Spain ZA1E 30% 40 Indonesia 7aa 4%

Top 40 reported official gold holdings (as of December 2012) Source: IMF, World Gold Council
Our Opinion: Though we agree that risks are more limited than they were before the ECB Presidents
declaration of support in September last year, we do not think that they are as subdued as the consensus
appears to believe. It is clear that at current levels of overcapacity and unemployment inflation will be
contained. However, history has shown the turn can be sudden and of a larger magnitude than expected
especially when money supply is increasing by more than real GDP for extended periods of time. What
puzzles us however is the fear that the FED will reduce quantitative easing earlier than expected even
though inflation is not a threat. The FED has clearly stated that they want to see employment firmly below
6.5% and as long as inflation does not exceed 2.5% for an extended period, they intend to persist with
current levels of quantitative easing. With the additional worries regarding growth in other parts of the
world it is hardly likely that the FED would reduce easing sooner than planned especially while inflation is
not a threat. Cypress made a clear announcement that they had no intention of selling their gold and we
do not expect this to be a condition imposed on them or any other country. In fact net buying of gold by
Central banks last year reached the highest levels in over 50 years. Gold as a percentage of reserves is
currently just about 7% in most emerging markets and is at levels of 5-10 times higher in most European
countries and the US. Therefore, there has been a tendency for emerging market central banks to be
purchasers of gold over the past few years. With the recent large setback, we expect to see them speed
up the purchases allocated for this year. As far as retail consumers of gold in Asia are concerned, the two
largest markets China and India have seen demand rising two to three fold as compared to the week
earlier and there has been a rise in physical gold demand in London, Australia and the US. We are not of
the opinion that the gold price trend is broken. As with all assets that have appreciated so strongly for
more than a decade, a correction of this magnitude cannot be ruled out at any time.
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P/E Ratios: Development over a one year period. Procter & Gamble (Orange), S&P 500 (White), Intel (Green) Source: Bloomberg

General Thoughts: We recently reduced our holdings in consumer staple and healthcare stocks
and booked some of the excellent profits we have made over the past 12-18 months. We believe
that these stocks look expensive compared to the rest of the market and are overbought and over
owned. We have been looking for opportunities in multinational companies with solid balance
sheets and reliable dividend yields in the more cyclical areas of the market. These stocks are out
of favour and under owned and selling at a discount to their historic multiples as well as to the
broad market. To us they offer a better opportunity for price appreciation going forward than the
more defensive stocks. Two examples are Intel and Siemens, both with good balance sheets and
dividend yields around 4%. Expectations for both companies are very subdued and any slight
positive surprise would lead to upgrades and new buying interest. Intel reported this week and
has delivered better than consensus results and forecasts. Sentiment around the stock seems to
be changing from very negative to slightly positive which we believe is the first step in the right
direction. We await Siemens results next month in order to judge the progress in the restructuring
efforts.

Gillian Hollenstein

Important Disclosures

This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or
an invitation to make an offer, to buy or sell any securities or other financial instrument or any derivative related to such securities
or instruments. This report is not intended to provide personal investment advice and it does not take into account the specific
investment objectives, financial situation and the particular needs of any specific person. Investors should seek financial advice
regarding the appropriateness of investing in financial instruments and implementing investment strategies discussed or
recommended in this report and should understand that statements regarding future prospects may not be realized.

Any decision to purchase or subscribe for securities in any offering must be based solely on existing public information on such
security or the information in the prospectus or other offering document issued in connection with such offering, and not on this
report. Securities and other financial instruments discussed in this report, or recommended, involve numerous risks, including,
among others, market risk, counterparty default risk and liquidity risk. No security, financial instrument or derivative is suitable for
all investors. In some cases, securities and other financial instruments may be difficult to value or sell and reliable information
about the value or risks related to the security or financial instrument may be difficult to obtain. Investors should note that income
from such securities and other financial instruments, if any, may fluctuate and that price or value of such securities and
instruments may rise or fall and, in some cases, investors may lose their entire principal investment. Past performance is not
necessarily a guide to future performance. Foreign currency rates of exchange may adversely affect the value, price or income of
any security or financial instrument mentioned in this report.
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