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Consumer Prices % Increase
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Turning Points In 2014
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It is that time of the year when we strategists are expected
to step boldly forward, forecasting fearlessly into the future! But
look at my photo. | am too old for that. Let us stroll into 2014
and see what turns up.

Four questions are exercising my mind as | think through our
options in the coming year. These are:

» Has 2012/13’s income story any steam left?

» Will the developed economy forecast 2014 recoveries be so
strong as to justify today’s higher valuations?

» Are conditions in China (and other cheap Asian markets) so
bad as to justify some apparently low valuations?

» Will 2014 see a switch from expensive Asian “defensives”
into attractive Asian “cyclicals”. (If you do not know what
these are, you soon will).

The elephant in the China shop

“What happens when the US Federal Reserve Board starts
tapering?”, is a major concern to many. | think we have already
glimpsed the answer in 2013’s mid-year “Fire Drill”. Like many
drills, the second often has less impact. In the meantime, the
Fed has also done a good job educating investors that “tapering”
is not the same as rising interest rates; instead of pumping
$85bn per month into the economy, it might (say) pump $75bn.

“Free” money is not going away any time soon. The Bank
of Japan is also now full steam ahead with its own quantitative
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easing. When all major central bank capital injections (or
otherwise) are added, global liquidity is heading higher;
an across-the-board rise in rates is unlikely soon (although
economies such as Indonesia and India could raise rates for
specific reasons).

Income via bonds or equities?

So, answering my first question, the income story has further
to run, it seems. | see the greater issue as being whether one
buys an income stream via bonds or high dividend equities.

A major lesson from 2013’s fire drill was that bond volatility
will rise as an end to low rates approaches. Every bond holder,
| think, should ask the question, “Is the return commensurate
with the (higher) risk?” If the answer is “No”, then one should
consider switching into high dividend equity investments; the
risk may be higher but so is the potential return.

The bond story is not over. Low US growth has historically
been good for US high yields. But | do think bond volatility will
rise into 2014. If one is buying bonds, one’s focus should be
on income not on capital growth.

Can the US and Europe rally further?

With the developed markets having rallied, it is tempting
to take profits. Offsetting this urge, are the slowly improving
economic data particularly in the US. Clearly one does not want
to sell too early. Besides, Fed “tapering” implies a still growing
liquidity pool, which should support asset prices.

Valuations, | suspect, hold the answer to this dilemma.
They cast our 2014 choices in stark relief. US valuations, for
example, are well into “Fair value” territory. But, is the US
recovery so strong as to push valuations up to pre-crisis levels?
It is possible, but the easy money has long gone.

If we delve deeper, we see that valuations in US sectors
exposed to growth (also known as “cyclicals”) range from
the relatively attractive banks to the outrageously expensive
consumer discretionary.

Our options are clearer. US valuations are not flashing
“Danger” yet but cracks are there. As long as the economic data
improves and the liquidity exists, there are grounds for further
rallies. But, the higher valuations rise, the more investors will
start looking for reasons to take profits. The European picture is
similar. Both rallies are maturing, but they could go further.

Japan is more than “Abenomics”, much more...

“Abenomics” certainly attracted attention in 2014. | am not
convinced that it will achieve its stated aims. Its immediate
success, in my view, was to refocus attention on what was an
attractively valued, but largely overlooked, market.

Many Japanese companies had been restructuring for years,
but this fact was seemingly ignored. Debt levels, for example,
fell steadily. Many companies are moving into new areas of
business and are more efficiently run. It is at the company level
that | see opportunity.

Equity valuations remain attractive despite 2013’s rally.
There still seems to be many companies benefiting from
restructuring but still not recognised. If “Abenomics” delivers
as promised, this would be the icing on the cake.
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My concern is that if investors bought Japan on the basis
of “Abenomics”, but it only partially delivers, they will depart
just as quickly as they arrived. This would be a pity, | think, as
Japan’s companies have been restructuring irrespective of the
politics. | am a buyer of Japan’s stocks not its economy.

And what do we do about China?

Many investors acknowledge China looks attractive. There
are concerns this is a value trap. “Step back from the trees.
See the wood”, is my counsel.

Valuations, for example, are around the lows of the height
of the 2007 crisis, SARS and the peak of the 1997 Asian
financial crisis. Can these low valuations be justified? Are
conditions in China today that bad? | doubt it.

Fears, today, seem focused on the banking sector as the
authorities not only attempt to stamp out the worst excesses of
the wealth management products, (Is not heading off a banking
crisis good?) but also redirect economic resources away from
capital investment and exports towards rising domestic demand
(again, surely good for the longer term?)

To me, the higher developed market equity valuations rise,
the more attractive China appears; China will snap back at
some point, but when? In the interim, one must determine how
much of a rise one is prepared to sacrifice in other markets so
as to position oneself for potential rallies in China (and other
attractive Asian markets). As Japan illustrated, when the rise
comes, it can be fast. To be out runs the risk of missing it
altogether.

This, of course, is each investor’s individual decision. For
me, the switch towards China (how much and when?), is
definitely on my 2014 radar.

2013’s headwinds become 2014’s tailwinds?

2014’s final big call, | think, is when investors will recognise
the growing value in Asian cyclicals, that is, those stocks
exposed to growth.

Over the past three years, Asian growth fears led investors to
abandon these growth focused stocks in favour of those where
the underlying demand was more stable.

Utilities, telecom, consumer basics (e.g. food) and
healthcare all fall into this category. As Chart 2 illustrates,
“defensive” stocks look expensive. The gap between them and
the attractive cyclicals is as wide as it was in 2008. When the
2009 rally came, the cyclicals outperformed!

A repeat will be critical to many value investors, including
ourselves. After the cyclicals fell in 2011, on the first round of
growth fears, many value investors bought these sectors as they
looked cheap. But in 2013, when Asian growth fears hit again,
investors raced to the already expensive defensives. This rush
hurt any value investors with an overweight in the cyclicals.

The tide could be turning. The past few years have been
characterised by high Asian growth forecasts being lowered and
low developed economy forecasts being raised. This process
seems to be running out of steam. In addition, developed
market equities then looked attractive; they look less so today.

The bottom line? As Asian growth confidence returns, the
stocks best positioned to benefit look attractive.
In a nutshell

2014 is shaping up to be an interesting year. While the
income story can still run further, an increasing exposure to the
attractive cyclicals may position an investor well.

PRUMarket Outlook BBIRThiS L& » 2014



B1:SREELH  FERGEEAR -

Chart 1 : The higher US equities rise, the more attractive China looks .....
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Chart 2 : ..... as US cyclicals look increasingly expensive
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| entered 2013 feeling relatively cautious, particularly
towards equities. The global economy was still fragile given
both the excessive amounts of outstanding debt and the high
dependence on liquidity. The magnitude of the on-going private
sector de-leveraging (in the developed economies) plus public
sector fiscal tightening, were also major concerns.

The risk, | felt, was that all would weigh on corporate
earnings and sentiment. While | recognised that equity
valuations were broadly in the neutral to expensive range, | was
concerned they did not offer a sufficient “margin of safety”.
In the event, there was not only a broadening and deepening
of the US private sector recovery but also a stabilisation in the
situation in Europe. This performance bettered my expectations.

The stronger US growth, while being broadly positive for US
and developed world risk assets, did put upward pressure on
real interest rates and the dollar. The resulting modest financial
tightening coupled with relatively disappointing (albeit still
high) emerging market growth data, periodically undermined
the expensive (and thus vulnerable) emerging market assets
throughout the year.

With hindsight, | could have been more aggressive on my
equity positioning.
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| had positioned our funds with a preference for developed
market equities (particularly Europe) over those in the emerging
markets. Relatively low valuations and growth momentum in
the developed economies attracted me.

Broadly this strategy worked well given the relative out-
performance of the developed markets. Unfortunately, for
relative valuation reasons, | did not overweight US equities,
opting, instead, to gain a US exposure via high yield corporate
bonds. Both rose, but US equities increased more.

In aggregate, 2013 was a good year. | finished 2013
relatively well, with the funds that my team and | manage
mostly outperforming their benchmarks.

As we move into 2014, the consensus anticipates that the
long awaited move to above trend growth in the developed
markets will occur, thus spurring private consumption and
investment. | would broadly agree. While this will likely be led
by the US and UK, European growth momentum appears to be
improving.

Improvement in the developed markets should provide some
support for the emerging economies. But there is probably less
scope for improvement in the latter given they generally have
less spare capacity, more inflation and declining terms of trade
(as commodity prices fall).

Despite the anticipated improvements, the consensus
does not expect the major central banks to change their easy
monetary policies any time soon. But many anticipate some
reduction in the US Federal Reserve Board's asset purchase
program this March 2014.

| am not so convinced. | suspect that the broad message
from the US Federal Reserve Board (and elsewhere) will likely
remain that financial conditions will stay easy until strong
growth is assured.

Combination of easy money and improving growth
should underpin confidence in developed economy
equities.

If so, the combination of still-easy monetary policies and
improving growth should, on balance, remain positive for
developed economy equities and risky assets such as high yield
bonds. In short, the dynamics that lay behind my 2013 fund
positioning look set to continue into 2014. The issue then
becomes value.

Markets, however, could again experience bouts of doubt. |
am braced for “summer of 2013” repeats as investors discount
a potential rise in US rates on stronger growth.

Similar to 2013, the markets | see as being most vulnerable
to this possible shift are in the emerging market world. As |
noted above, many emerging markets (South East Asia and
Latin America, for example) not only look expensive but also
have limited spare capacity, more inflation and excessive
credit growth. These factors are contributing to rising external
imbalances, which increase their dependence on foreign capital
inflows.

As such, rising interest rates could negatively impact these
markets as most have yet to make the required adjustments.
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Chart 3: Emerging markets most reliant on external funding are
vulnerable to a liquidity crunch!
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| am not tarring all emerging markets with the same brush;
| do see selected opportunities. China, for example, and China
adjuncts (such as Brazil and emerging Europe), are already well
advanced in the adjustment process; growth expectations and
lower market valuations already reflect, in large measure, the
more challenging global macro conditions.

But these are the exceptions. My general concern remains
that emerging market underperformance has further to run.
Indeed, | fully expect it to be exacerbated by periodic dollar
strength or rising real rates.

Bond story is not over yet ...
continue to look attractive.

For the most part, | expect 2013’s “yield” story to
extend into 2014. Generally better growth, low inflation
and accommodative monetary policies create yield friendly
environments. Moreover, corporate balance sheets are generally
robust, funding requirements are low and credit spreads remain
around their historical averages.

The major risks | see are not only those periodic shifts
in policy expectations to which | referred above, but also
growth disappointing those investors having relatively elevated
expectations.

In conclusion, | began 2013 overweight both attractively
valued developed market equities (Europe, for example), and
selected allocations to the cheaper cyclical equity markets (such
as emerging Europe and Korea).

yields on corporates

In a nutshell

Following 2013’s rerating, equity valuations seem neutral
overall but remain attractive relative to government bonds.
Broadly, my funds are neutrally positioned between equities
and bonds, but within equities, | remain overweight European
equities and selected cheaper cyclical markets (including the
mining and metals sectors). Within bonds | still prefer corporate
credits (particularly high yield bonds) relative to sovereigns.

B4: XERHRERSHEREOADHIRER RS
Chart 4: US high yields offer a good yield pick up over sovereigns
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Source: Barclays US Corporate High Yield Index and Barclays US Aggregate Govt. Index from Thomson
Reuters Datastream as at 12 December 2013. Shaded area denotes NBER defined recessions
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Braced For Another Challenging Year

2013 FHEFEMKE | BARERRTISHEY - BABRR
BBk - EABAR  EXEBARBERERARZLHHELE
RAKSHER  ASHRHREY - ARRREARREN S
% DNALESFREWEKREH 2009 FENLRAENKTF o BB
XENZBARGEESERR  DNNETESTETH -

BEAHEARENRE  HE 2013 FREFDNEM LSM
RHREN - HMESREAYEL - FENDNEE THRBIER
BMBA2ESHRE  BUEBRTHRREERM  ARRMZKE
WHORE) - STRMTHRE

fARREE EREESZERTIHRENS - 528
KB EERERRMENFBERRATABNEHT - EHR
BTE - REREREEANFES - B8 LAZRARTAR
MEKTE (BREETT-EZRAKEESEE) - RARER
REBALENEES - & [ERXS | BDRPHREAEHE
BENELKT SRS HRAMETRE -
RRARI 2013 EMHETEBERRTOHER  BINS
BESBRTD TR SRS E RO RN R -
FERBE  MRELTERARE RENFEDEEN RS -

2013 was challenging! While my global expectations —
moderate growth and low inflation - largely panned out, the
US Federal Reserve Board’s ambiguous communication on
QE tapering threw a curve ball. Post Mr. Bernanke's tapering
comments in May, Asian domestic bonds and currencies fell to
levels not seen since their 2009 lows. Asian US dollar credits
also fell as US interest rates spiked higher and credit spreads
widened.

Despite this challenging environment, my nimble-footed,
tactical stance for 2013 delivered as hoped. Our funds
generally fared well. A late year fall in Asia’s currencies
did drag on some of our funds, but the falls were a salutary
reminder that if we ignore currency movements, it will cost.

May’s market gyrations, when investors first got cold feet on
US tapering, provide a good example of the tactics we deployed
over the year. As markets fell, we reduced portfolio durations.
When yields rose to, what | felt were, unjustifiably high levels
(bearing in mind that tapering does not necessarily equate to
monetary tightening), we reversed our positions and increased
our duration overweights. This “trade” helped our portfolios lock
in higher yield levels and positioned us well for the subsequent
bond rally.

| like to think that it was not only good tactics that
contributed to our 2013 results; good security selection
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also played its part. Overweighting corporate credits worked
well. And in the Philippines, Thailand and Korea, overweight
durations helped returns given the outperformances of those
markets.

The one area | would revisit and readapt my positioning is
that of the US dollar and Asian currencies, as | have already
hinted. 2013’s currency calls were extremely difficult owing to
tapering fears that led to US dollar strengthening against Asian
currencies. On hindsight, | should have been less aggressive in
our Asian currency overweights, particularly India’s Rupee given
the country’s twin deficit problems.

Going into 2014, | suspect the global macro picture will not
change significantly.

Yes, the US economy may strengthen as the fiscal-drag
effect wanes and consumption is boosted by the wealth effects
resulting from improving housing and financial markets.
| would be surprised, however, if growth exceeds the 3%
"escape velocity" threshold needed to generate a stronger self-
sustaining recovery. The low labour participation rate and high
underemployment remain concerns for the Fed.

The other G3 economies, Europe and Japan, are confronting
structural challenges; the Eurozone’s recent upbeat economic
data, for example, masks a wide disparity between the core and
peripheral economies. Ongoing deleveraging (in both private
and public sectors), has still to run its course. Over in Japan,
it remains to be seen whether Abenomics will be successful
in reviving growth beyond the translation effect of a weak yen.
In Asia, | expect a continuance of moderate growth trajectory,
assuming China’s growth stabilizes around 7.0 to 7.5% and
developed economies continue their moderate recovery.

The “Great Rotation” from bonds into equities is still
some way away.

This all suggests that global monetary policy will remain
accommodative albeit less supportive. | expect interest rates
to “normalize” only slowly. To drive the point home, | expect
the first US policy rate hike to take place in early 2015, at the
earliest! And that on the assumption that 2014 will see robust
job additions. Given the low interest rate backdrop and the
increasing structural demand for bonds, | suspect that “The
Great Rotation” from bonds into equities is still some way away.

Against this background, | will maintain 2013’s tactical,
nimble-footed, approach when managing duration. Markets
will likely remain volatile, so a consistent duration underweight
position is not necessarily the best strategy; “carry and roll
down” strategies from overweight duration positions can
potentially more than offset the impact of modest rises in
interest rates. Shifts in policy expectation too could bring about
price movements that throw up buying opportunities.

Having said that, | think the market has partially discounted
a start to tapering. A sell-off in US Treasuries to the same
extent as 2013 seems unlikely, | suspect. A repeat of the
2013’s sell off in Asian bond markets is also less likely.

Security selection is critical given that tapering fears
will induce volatility

But, uncertainties surrounding the timing and pace of
tapering will induce bouts of volatility, more so in economies
with large external vulnerabilities or growth imbalances.
China, India and Indonesia, for example, have recognized the
structural weaknesses that 2013’s selling exposed. All have
stepped up efforts to address these areas. But meaningful
structural adjustments will take time. Markets perceived as not
doing enough, fast enough, could still be “punished”.
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Chart 5: Corporate credit holdings continue to rise, underpinned
by structural demand from insurance and mutual funds
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Source: Federal Reserve statistical release of “Flow of Funds Accounts of the United States”, as of 2013.
Data is a summation of holdings of banks, pension funds, insurance, mutual funds, households, rest of the
world and others.

While security selection is always critical, | think it will
be more critical this year given that | am braced for wide
divergences between market performances. Today, for example,
in our Asian local bond strategy, | am overweight duration
in both Singapore and Thailand where domestic factors and
valuations remain supportive.

Overall, | expect most Asian interest rates to trade either
within a broad range or moderately higher. This should
provide selective tactical opportunities when markets move to
extreme levels (as in 2013, when Asia’s bond sell-offs brought
valuations to attractive levels). The late 2013 rebound has not
entirely reversed the year's earlier losses, suggesting room for
Asia to play “catch-up” in 2014.

Corporate credits offer attractive yields over
government bonds

| aim to enhance portfolio yields through higher-yielding
corporate credits (both local currency and US dollar). It seems
that the additional yield pick-up over government bonds will
continue to be an important driver of returns in an environment
in which capital gains from interest rate declines and credit
spread tightening are more limited or uneven. Additionally,
some level of timing is important as the credit cycle for Asian
companies has turned less benign given the increase in leverage
levels over the recent years.

On currencies, | think there is room for Asian currencies to
appreciate over the medium term (assuming that individual
economies are not headed into balance of payment crises). |
am overweight India’s rupee and the Philippine’s peso. Both
currencies underperformed in 2013 and have the potential to
rebound. But overall, 2014 currency selection will be no less
difficult than in 2013, | fear.

In a nutshell

In short, | expect 2014 to be as challenging as 2013.
Nonetheless, opportunities exist for investors who are prepared
to do their investment homework and strategize effectively.

B 6: TMRFREHERCKIEREXERS
Chart 6: Asian bonds offer significant yield pick up over US
counterparts
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Source: Barclays Capital and JP Morgan from Thomson Reuters Data streamas at 28 November, 2013. All
data are in USDs.
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Asia Equity 2014 Outlook
2013’s Volatility Uncovers 2014's Opportunities
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Like today, 2013 started out looking attractive. Asia Pacific
(excluding Japan) equity markets then had price to book ratios
a little over a low 1% times'. The valuation gap between the
expensive “defensive”? sectors and the cheap “cyclical”®
sectors had widened towards a level last seen during 2008's
financial crisis. (When 2009’s bounce-back came, the cyclicals
strongly outperformed).

With this in mind, we focused on the widening gap and
positioned our funds towards the attractively valued “cyclical”
sectors. But other investors focused on the macroeconomic
issues such as China's growth path, Europe’s debt crisis, the
US fiscal cliff, and, of course, 2013’s big topic, “When will the
US Federal Reserve Board start “tapering?” (But this was not a
major consideration for me).

In the event, investors responded to the macro fears and
gravitated towards the safer “defensive” sectors. Although this
led to the underperformance of some of our funds, the on going
macro-induced equity volatility uncovered opportunities.

(1) Source: MSCI Asia Pacific ex Japan index in USD from Thomson Reuters Datastream as at 22 November
2013.

(2) Defensives refer to consumer staples and services, healthcare, utilities and telecoms sectors.

(3) Cyclicals refer to sectors exposed to growth such as oil and gas, building materials, industrials and
financials.
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Chart 7: The cyclicals versus defensives valuation gap offers
opportunities
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First, 2013’s aggressive Asian selling, most notably in India
and Indonesia, uncovered some extremely attractive valuations.
Good quality banking names in India and Indonesia moved into
focus. We topped up on oversold names which gave our funds a
significant late-year boost. We still see good value.

Second, in 2013 investors sought companies with good
cash flows, high dividends and steady earnings. Today these
attributes are increasingly found in the out-of-favour, growth
biased, cyclical stocks to which our funds are biased.

Our funds are biased towards higher yielding cyclical
stocks.

Third, higher dividend yields are today to be found generally
in the cyclicals rather than the defensives (apart from the
telecoms and utilities). This has not dawned yet on investors
“chasing” high yields, it seems. To drive the point home, our
funds are positioned towards the higher yielding, cyclical
sectors.

In short, our portfolios are in great shape for 2014 and
beyond.

For skeptics who argue that 2014 may be a 2013 repeat,
here are my reasons for being more positive.

The “buy” signal for cyclical stocks is just as strong
given the low starting valuations.

While the wide defensive versus cyclical gap is a 2013 de ja
vu, today’s “buy cyclical” signal is as strong as, if not stronger,
than 2013, | argue. Many of 2013’s macroeconomic and
geopolitical issues, for example, are behind us; they are already
reflected in low valuations. This brings us to those attractively
low valuations.

To side-track a little, | have always been an advocate of a
company’s sustainable earnings. | am not interested in the
next quarter’s earnings, adjusting for balance sheet one-off’s or
interpreting investor relations projections. What is interesting
is the mispricing that may result if macro uncertainties push
company valuations down to low levels that are inconsistent
with the earnings a company can sustainably deliver. Such
times present significant opportunities, to me.

Asian companies’ earnings expectations are improving.

And that is precisely what | see today. Companies across
Asia are not only seeing brokers’ 2013 earnings per share
estimates flatten out having fallen all year but also are seeing
2014’s forecasts rise. | am not alone in thinking the future is
bright for investing in Asian companies!

Energy, industrials and financials are some of the
cyclical sectors thver great opportunities.

The companies about which | am most excited include those
in cyclical sectors such as energy, industrials and financials.
Whether it is a Thai oil exploration company, an Australian
miner, an Indian power generation construction company or an
Indonesian financial, they all offer great opportunities, | think,
to benefit from strong, but mispriced valuations.

These provide classic examples, in my view, of cases
in which the sustainable earnings have been hugely
underestimated owing to the macro concerns. | have already
mentioned a few generic examples, but one company worth
highlighting by name is Bank Negara Indonesia.

Bank Negara is one of Indonesia’s leading retail banks with
a focus on loan growth to the public sector and mass market
consumers. The stock sold off in line with the broader market
concerns. At the time of writing, late 2013, it appears cheap
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on our proprietary screens. Their competitive positioning, cheap
funding and loan growth potential offer a large upside for
patient investors over the medium term, in my view.

Asia’s strong fundamentals are the overarching reason
to invest in the region.

Of course, when investing in Asia, one must never lose
sight of the strong fundamentals. Asian consensus forecasts
continually highlight superior growth, strong demographics,
increasing middle income populations, unprecedented
urbanisation, strong government, corporate governance, and
household balance sheets among others.

Clearly, investors remain focused on such factors; how else
does one explain the ongoing flow of funds into Asia’s most
expensive market, the Philippines, despite its 2013 sell-off?

But while | focus on these strong factors, they are not the
ones that excite me in 2014. Instead it is the opportunities
thrown up by equity market volatility where valuations have
been driven to low levels by macro fears that matter.

In a nutshell.

Today, | strongly believe that the macro-induced selling has
thrown up Asia’s strongest pricing valuation disparities since
the global financial crisis hit. Many attractive Asian companies
have been indiscriminately oversold during resulting periods of
volatility.

| believe Asia equity markets are giving investors a rare
opportunity to get on board. And that is why | am looking
forward to 2014!

8:TXE (A& ) - 2014 FRFIRABERE
Chart 8 : Asia Pacific ex Japan - 2014 earnings forecast
turning positive
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Outlook for Gold, Agricultural Products, and Oil Prices

in the Year of the Horse
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Stocks have performed well in the past year, with the U.S
hitting multiple record highs, Europe rebounding, Japan sky-
rocketing amidst a crisis with the help of quantitative easing
(QE), and Hong Kong showing a positive momentum. On the
surface, the prospect of global stocks appears positive, but what
the author sees are economic and financial market distortions
induced by the monetary policies of countries around the world.
Investors should be careful in making investments, and make
provisions for risk diversification. In this context, the commodity
market can be considered in asset allocation as a diversification
play. The global stock market is in inverse correlation with
the stock market, the continuous growth of the commodity
market in previous years came to an end in 2013. Among the
commodities, there was a marked fall in gold prices, while oil
and agricultural prices both outperformed gold, as predicted by
the author last year.

Looking ahead to the Year of the Horse, there are a number
of uncertainties in the commodity market. One of them is
whether the supercycle which has lasted for more than 10 years
is coming to an end. The author believes that not only can the
monetary policies of the central banks influence global stock
markets, but they also affect the gold, oil, and agricultural
product prices. From the perspective of the central banks, as
the U.S. economy is starting to recover, it is expected that the
Federal Reserve will take action soon, slowly changing from
“unlimited QE” to “limited QE.” The process could proceed
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Chart 9: The trends of oil, natural gas and coal

in three phases: (1) tapering; (2) suspending the buying of
government debts; and (3) exiting the market when inflation
rate and unemployment rate are brought under control.

While the U.S. printed money to save its economy, the
European Central Bank (ECB) lent money to the banking
system. The author thinks that although the European economy
is recovering, the deep-seated problems have not been resolved.
Foreign news agencies reported that the ECB was considering
lowering the deposit rate to slightly below the normal level at
—0.1%. The news immediately caused the Euro to fall sharply
against the dollar, leading to the rebound in the oil and gold
prices. The author reckons that the ECB is contemplating
how to loosen its monetary policies to rectify inflation and
the unemployment problems in the Eurozone. The impending
changes or reversal of monetary policies of the Fed and the
ECB will have a considerable impact on commodity prices.
The forecast and analysis of the effects on gold, agricultural
product, and oil prices are offered below.

Gold prices

According to the statistics of the World Gold council,
international gold prices fell 5.5% in November 2013. A fall
of such extent represents the first such instance in the last 35
years. As of the end of November 2013, international precious
metals (including gold) have dropped 26% on a cumulative
basis in 2013.

Last year, the author recommended investors not to buy high
and that they should be aware of the fluctuations in gold prices.
The recommendation is vindicated. The author estimates that
gold prices could drop even lower. If investors currently do not
hold any gold, they should wait for a lower price and buy at
different phases as long-term investment.

Of course, the monetary policies and economic data of
the Fed and ECB could lead to instability and volatility risks.
However, the author believes that gold (physical gold) is still
a reliable instrument as a hedge for any currency crisis. It is
similar to a life insurance policy: have one in case of emergency
and for the peace of mind. In case of another major global
economic crisis, buying gold (physical gold) is the “catastrophic
insurance”.

Agricultural product prices

The author thinks that diversification is the key to investing
in agricultural products in 2014. At present, there is ongoing
growing demand for agricultural products around the world,
and the global population growth is expected to increase the
demand further for agricultural products. Moreover, urbanization
reduces the area of farmland, and the agricultural industry
is facing the problem of aging population. These factors will
support the agricultural product prices to a considerable extent.

However, genetic modified (GM) products have risen in
prominence with the advance of modern biotechnology (It is
most widely applied to cotton, soybeans, and corn in the U.S.).
Hybridization technologies have also significantly improved.
These biochemical technologies have numerous advantages:
They enhance the resistance of crops; prevent the harmful
effects of pests; minimize the use of chemical pesticides; lower
production costs; and reduce environmental pollution. Yet,
these technological advancements also lead to an increase in
the output and therefore supply of agricultural products. Thus
prices may be suppressed on a longer term basis.
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Chart 10: The trends of soybeans, oil, and gold
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NERFREEEEZEZN=EEEN) > RUEUIN BREK Positive factors including the recovery of the global economy,
WA RIS B L E R MEE Y E Y B2 an increase in demand for energy in emerging markets,

N N . . . . tensions in the Middle East, and uncertain geopolitical risks are
E SR =, F/d B 20 =8 3| , 3 /N X I ! X X
FILRERE  AOEACERSE  RHEERSIRERAD expected to keep oil prices stable in 2014. However, in recent

RESTREL  WESTHH - BHERRESET » BN years, the governments of countries around the world have
TR EE R ERENE begun to tqke environmental protection and the global climate

change seriously. Apart from the development of hydropower,
E/Hﬂ wind power, and solar power generation, governments have

been actively developing clean energy, such as natural gas and
BEZIBIRQEE » FETELCRREHISEERGHLE »  shale gas. This reduces the demand of oil and indirectly drives

o SNEXPE | iy 45 A A R M R , %IR 9”, prices down. As the costs of glean energy .continlue tg fall,
MEFRRBEE  RBHRRRTRELSHSNEER - A5 it is expected that clean energy will displace oil partially in the

FHEBTEE - longer term.
T AERRR R E R ERERR RS L EHE At present, the U.S. is the most successful country in the

o b 2y o s 4 development and commercial use of shale gas in the world.
BT BRAD - BARAGREEREIN  PREFMERFER IX | reported that the drilling of a 2,000-m deep shale gas

AR EERS BESHHERTR  BRMETE  MEYE  horizontal well alone costs USD3.9 million. With a high output

SRR AHRMET  EETSSEERT M o and Iower. costs, the U.S. naturgl gas prices continue tc_> fall.
The U.S. is less dependent on oil. Now, as the U.S. begins to

Bra ZEEBRHEREsREELEE  BERAEBEERER  export natural gas, the global natural gas prices are pushed
MBS ERE 2000 KENE LG kTP HMEHEHETYyy down, making natural gas more competitive. In the long run, it
_ _ T - ™ s difficult for oil prices to rise significantly.
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