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Editor's Patch

For those of us looking for positive news in global economics (i.e. all of us), the Financial Time’s John Authers
brought up some interesting statistics in his “Short View’ editorial this week. One was that Purchasing Managers Indices
(indices which indicate expansion or contraction) may have shown a sign of stability, with China being worthy of special
attention with a marked upturn in early 2009. Also, the fall-off in the S&P 500, adjusted for inflation to date is 61.4%
from its peak in 2000. The previous big bear market was from 1969 to 1982 with a real terms fall of 62.4%, then going
back further to the great depression, the real terms fall was 79% - but in the 1930s case there was deflation. Moral of the
story? Let’s hope we can avoid deflation! Mr Authers also points that financial and non-financial stocks are as cheap now
as they have been at any time since the worst parts of the early 1970s in terms of PE ratios.

We don’t like to focus too much on US equities because the Armageddon stories are out there everyday in our collective
faces, and we don’t need any further reminders. Whether we like it or not, global economies are inexorably linked to the
performance of the US economy so some attention to the US situation is deserved. In Q1 Paints a Bleak Picture, we
discuss the performance of US Equities and some bigger picture, background stories.

First Advisory followed the development of Indonesia’s economy closely following the 97 Asian Economic Cirisis. After a
period of modest recovery, frugal government spending, and relative political stability, GDP growth settled around the
5% mark. The current economic downturn will have a negative effect on economic growth, but it’s likely that Indonesia
will be one of the more resilient regional economies. In Indonesia: A Global Barometer? we examine some of the
plusses that Indonesia has going for it right now.

Australia’s is one of the last of the developed nations’ economies yet to be declared technically in recession. However
recent statistics point to a 0.5% contraction in GDP from the previous quarter, which was worse than expected. As with
many commentators on the state of the Australian economy, we believe investors should be encouraged to look at the
prospects over the next 5 years, rather than an inevitable 2009 contraction. In Australia: Nothing to Fear but Fear
Itself we look at these issues in more detail.

For Indonesia, commodities make the major part of its exported wealth. In Commeodities: February’s Bling
Report we discuss developments over the month of February, and likely developments for March and beyond. The
focus is on Gold, Silver and Oil this month.

One arca where many governments are focusing is spending on improving national Internet / broadband
infrastructures. In Telcos: Bigger and Better Data Pipes, we look at the story behind increased government
spending in data communication.

This month’s contents...
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QI Paints a Bleak Picture...

...mostly because at the start of every
year companies announce their
financial performance statistics, but
there was also a succession of
announcements from the Barack
Obama administration to the effect
“long, hard ride”, “no short cuts”
and so on.

The US economy needed something
to recover from the dot com market
corrections of 1999, and it came in
the form of cheap credit — a classic
short cut, manifested in unsustainable
economic growth, which faltered
slightly with the terrorist attacks of
9/11, but nonetheless kept going
with all the momentum of a runaway
freight train. To add to the
momentum, 1930s Depression laws,
which prevented high street banks
trading complex securities, were lifted
in 1999. What followed was a sharp
downward turn on the back of a long
predicted (since late 2004) downturn
in the US housing markets, coupled
with 147 USD per barrel oil prices.

So with promises from the Obama
administration to be more
transparent, and “do the right thing”
and recover in a sustainable way, the
signals to the market are indeed of a
long, long hard recovery, because to
recover by  sustainable means
implicates a paradigm shift in US
economics. If the US economy really
is to be revived by sustainable means
(i.,e. no cheap credit and no
dependency on cheap energy) then a
slowly, slowly approach will be
needed.

Later 2008 stock markets
performances could have led some
investors to believe that the market
had “bottomed out”, but in reality it
seems this was the lull before the
storm. January and February 2009
saw some considerable downward
pressure on markets.
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Developments in the last days of February 2009 saw the DJIA at
levels not seen since 1997.

So where do we go from here? In 2008, the number of financial
analysts predicting a recovery before the end of 2009 was
remarkably high. That forecast now seems like a ‘somewhere, over
the rainbow’ type of vision. The basis of the US economic downturn
was mainly a result of US property prices and high energy prices.

Each half-percentile fall-off in house prices resulted in the collation
of billions more in debt for the companies who traded ‘sliced and
diced’ complex securities that were based on the value of US
property. Given that the value of US residential and commercial
property has far from leveled off, we can expect further shockwaves
in the banking sector, with the resulting seismic knock-ons thru
other sectors.

President Obama’s stimulus packages are welcome news but it can
never be clear as to how much these packages will translate into

action at the coalface, as opposed to the view from 10000 feet from
the White House.

There is also the question of how much of a recovery is possible
before energy prices become a further banana skin. Energy prices of
147 USD per barely were largely a result of speculation, a weak
dollar, and other factors such as instability in the Middle East, and
supply problems in Nigeria. However, a return to even 100 USD
prices is likely to have adverse effects. It’s clear that longer-term
recovery strategies need to factor in energy prices.



The First Advisor

February 2009

Indonesia: A Global Barometer?

Despite massive downward pressure on regional
economies, Indonesia’s GDP growth rate was still
at 6.1% as of late 2008. It’s not all good news of
course. Exports are down 22% year-on-year. But,
overall, as reported by the Economist in January
this year, and the International Herald Tribune in
November 2008, Indonesia is expected to be one of
the more resilient of the emerging markets. What’s
behind this optimism? Well, Indonesia’s recovery
since 1997 was not dependent to any large degree
on foreign investment, so it’s a case of what you
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2008, but it’s falling. Fiscal health is also relatively
good, especially with the recent government bonds
issuance, which was radically oversubscribed. In
February this year Indonesia completed the largest
Asian debt sale for five years by selling $3bn in
sovereign bonds in a dual-tranche transaction to fund
a stimulus package aimed at mitigating the impact of
the global crisis. Demand for the bonds was almost
$7.25bn, showing the high level of interest in
Indonesia. Indonesia has secured more than half its
forecast external financing needs for 2009 of
Rp139500bn ($11.6bn), or 2.5 per cent of gross
domestic product.

With all this relative optimism we must not forget the
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Figure 1: World Heritage Map of Indonesia

don’t have, you don’t have to lose.

With the global economic downturn there will be
a negative effect on exports, which will knock-on
to domestic spending, but the effect on the
domestic economy will not be as severe as it has
been, and will be, in other Asian economies.

As reported by the Economist in January this year:
“Most banks are healthy, thanks to radical reform
after the Asian crisis of a decade ago. And in 2008
the country achieved rice self-sufficiency for the
first time in 24 years. Manufacturing is starting to
feel the heat but only 25,000 workers have been
laid off since November. And, according to
research by the Asia Foundation, an American
NGO, the huge informal sector has yet to feel
much of an impact of the crisis.

Inflation was running at 11% as of the end of
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factors that have been holding back the development
of Indonesia. Indonesia “is handicapped by the
weakness of the rule of law, the poor investment
climate [a reference to excessive corruption and lack
of transparency], labour militancy and creeping
protectionism.” as commented by the Economist
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Australia: Nothing to Fear Except Fear Itself?

Australia’s economic statistics for Q4 2008 point
to a contraction of 0.5% in terms of GDP, which
narrowly avoids the technical requirements for a
recession, but many analysts would say that the
economy is actually in recession, regardless of the
technical definition. The 0.5% fall off was also
worse than most forecasts. Non — farm output
growth has actually contracted for 2 successive
quarters. The overall statistic has been positively
influenced by the “vagaries of weather” (as quoted
by Shane Oliver, chief economist with AMP) and
higher farm production figures.

February saw the Reserve Bank of Australia, in
audience with the House of Representatives
Standing Committee reflecting that the outlook
for the economy is one of ‘near-term weakness’
but Australia is ‘well placed to benefit from a
renewed expansion’.

BIS Shrapnel has a reputation as a leading
economic forecaster and analyst. Comments from
BIS Shrapnel’s Dr Frank Gelber highlighted the 5
year view for the Australian economy. The widely
held view, as reflected by Dr Gelber is that the
Australian economy will experience a moderate
downturn as compared with other developed
nations, but the downturn will be prolonged by
“lingering weakness as falls in business investment
constrain growth”. Dr Gelber also mentions that
the current downturn was initiated by last year’s
rise in interest rates, and driven by consumers and
businesses going into “precautionary
mode”.

saving

Dr Gelber, as with many other analysts, believes
there is an element of a self-fulfilling prophecy in
the current downturn, and there is nothing to fear
except fear itself. “Fear of unemployment is self-
fulfilling”. In BIS Shrapnel’s newsletter of 25"
February he goes on to say “We will probably see
the unemployment rate approaching seven per
cent some time next year. Sure, the global
financial crisis has driven a collapse in equity
markets and the credit squeeze, but in terms of
the real economy, we're shooting ourselves in the
foot.”

BIS Shrapnel note the four factors to be
considered when analyzing the medium-term
strength of the Australian economy:

*  The impact of a lower Australian dollar on
domestically produced goods and services,
the strength of domestically produced
tradeables and the corresponding weakness of
import-related businesses — the retail sector
will do it tough while the dollar stays low;

*  The influence of stimulatory interest rates on
the undersupplied housing market and the
timing of the housing recovery;

¢ The impact of falling business investment in
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Figure 2: S&P: ASX 200 February 2009

general, and the collapse of minerals investment in particular,
over the next three years; and

¢ How much government infrastructure spending will offset
weakening business investment.

Brighter prospects are believed to exist in the residential property
sector, which many analysts are saying is set for an upturn in 2009.
Commercial property investment is expected to be adversely effected
because of the large proportion of investment by foreign banks in
this sector. Investment bonds in this sector worth more than $50bn
are set for maturity in 2009, more than 50% of which are held by
foreign investors. It is unlikely, given recent global economic trends,
that many of these foreign institutions would be interested in further
investment. Commercial property ventures employ 150000 people,
and in January “Ruddbank” (the Australian government)
announced a $4bn “business partnership” with commercial property
ventures. Investment in construction is a primary growth driver for
the Australian economy.

Agricultural and mining sectors (10% of GDP combined) account
for 57% of the nation's exports, so clearly the fall off in global
commodity prices (as well as overseas demand) will continue to have
an adverse effect, although in February there was some confidence
shown in Australian mining by Chinese investors (Hunan Valin /
Fortescue and RTZ / Chinalco).

As also indicated by BIS Shrapnel and other analysts, we think it’s
important to distinguish the Australian situation from that of other
developed nations. The US, UK, and Japan experienced massive
underwrites of complex securities as the value of the underlying
assets was reduced. This was not the case in Australia. As
commented by Dr Gelber “The financial crisis is overseas, where a
collapse in asset values has required banks to write off substantial
bad debts causing a loss of bank equity,” He goes on to say “Many
developed western economies such as the US, the UK, Germany
and Japan are experiencing sharp recessions with the prospect of
protracted weakness as they refinance their banking systems and
work their way through the millstone of bad debt.”

With lower interest rates, increasing confidence, and government
cash injections, these factors would by themselves lead to a recovery
in Australia, but because of the crisis which rippled out as a result of
massive debt positions in the developed nations, business pessimism
is also likely to be prolonged in Australia, with the difference being
the lack of a need to deal with multi-billion dollar toxic assets.
Australia’s banks and fiscal position are considerably healthier than
it’s western counterparts.
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Commodities: February’s Bling Report

Mid-February saw gold pass the $1000 mark briefly, as
investors looked for a haven amid weak economic data
and uncertainty about the rescue plans for the US
financial sector. Gold was at a high of $1005.40 per troy
ounce on February 20" but since slid back 8.6% to
$918.9. General lack of confidence in jewelry sales and
industrial usage are cited as the reasons for the troy
ounce fallback. However, longer-term forecasts look
good, for the same reasons that are behind the $1000
peak. Gold has been on a long bull run that is now into
its 9t year, and according to technical analysts at
Barclays Capital, that is not likely to change radically in
the coming weeks and months.
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Figure 4: Oil Price per Barrel —last week Feb '09

the Financial Times, traders will be looking out for
further evidence of a recovery in US petrol demand and
also for any signs that OPEC cuts have tightened the
market. US crude imports have been weak recently,
averaging 8.8m barrels a day in the week to February

20.

One of the highlights of the month was silver. Silver
defied the fundamentals of the market, which point to
lower demand for silver from lower demand for Jewelry
and other consumables. Silver has comfortably
outperformed gold, with prices rising 29.2 per cent this
year to the time of writing. According to the Financial
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Figure 3: Gold Prices for February '09

Towards the end of the month, February also saw higher oil
prices after a slump earlier in the month. The International
Energy Agency had earlier in the month forecasted a fall-off
in global oil demand of around 1 million barrels per day for
2009. The fall-off in Oil prices was then followed by a rally
towards the end of the month ahead of US oil inventories
data and cut backs in OPEC production. US crude stocks at
Cushing, Oklahoma, the delivery point for WTI,
unexpectedly fell 400,000 barrels to 34.5m barrels in the
week to February 20, the first decline in eight weeks.

For 2009, cut backs in OPEC production are not expected to
significantly offset slowing demand. Wood Mackenzie, the oil
consultancy, forecast global oil demand to fall 1.5 million
barrels per day in 2009. In the nearer term, as reported by
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Figure 5: DJ AIG Commodities Index - Feb '09

Times, “sales of silver American Eagle coins have reached just over 4m ounces so far in 2009, almost double the rate of last
year, when sales reached 19.6m ounces for the full year”. However longer-term forecasts for silver from analysts such as
Barclays Capital don’t look so good with a predicted drop of 4.7% in industrial demand. Other analysts also forecast lower
prices but there will also be some volatility from lower inventories and an increased supply of silver scrap in circulation.

Food commodities prices are forecasted by the USDA (US Department of Agriculture) to stay above historical levels
in the first half of 2009, although year on year prices are lower as compared with 2008. Prices are still above the average
for the 2000 to 2008 period and forecasted to rise higher. At USDA’s annual conference in Washington, Christopher
Delgado, a policy adviser in agriculture at the World Bank, warned the conference that in spite of a drop in food prices,
corn prices were at least 40 per cent above the 2003-06 average, and rice prices 100 per cent higher. “The food crisis has

not gone away,” he said. “In fact, it is coming back.”

Indonesia is a major food commodities exporter so higher food prices is a double-edged sword. Since the fall off in global
prices for food and oil (leading to lower transport costs) there was a reduction in the cost of some food groups, but what
effect would a return to mid 2008 levels mean? Indonesia currently has a rice surplus so it’s in the position of being able to
be a net exporter — for the near term. The overall picture for food production in Indonesia is however, as volatile as the

climate.
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Telcos: Bigger and Better Data Pipes

There is a race among governments to be
the most interconnected and
communicative country — which is seen
as an incentive to attract business, and
plans  for data  communications
infrastructure projects have been rushed
through in recent weeks. In many cases
these projects are seen as a way to help
revive ailing economies.

As reported in the International Herald
Tribune of 25% February, “In recent
weeks, the United States, Britain,
Canada, Germany, Spain, Portugal and
Finland have all included measures to
expand broadband access and to bolster
connection speeds in their planned
economic stimulus packages. Australia,
France, Hungary, Ireland, Japan and
South Korea have announced separate
broadband plans, according to a
compilation by the Organization for
Economic Cooperation and
Development.

While some of the plans have been in the
works for months or years, analysts say it
is no coincidence that so many of them

are being rushed out now: The perceived
popularity  of  building  broadband
networks provides political cover for
bank bailouts. And, as economies shrink,
attracting foreign investment is ever
more important.”

Comparisons are drawn with South
Korea, where more than 80% of
households have high-speed broadband
connections. The effect of this in South
Korea was to help companies like LG
and Samsung become the biggest players
in their industries because in South
Korea, there are 50 million people with
access to high speed data links, from both
wired and mobile/wireless devices.

Increased spending in data
communications leads to more jobs and
higher GDP growth. One could argue
that in an economic crisis, spending in
other areas such as healthcare and
construction leads to more benefits. But
the  benefits in  improved data
communications also lead to better
productivity into the future, which is
hard to measure, but nonetheless is a

clear benefit.

There are some problems in some
areas: Regulatory pressures in some
countries, mostly in Europe, have
prevented  governments  offering
financial incentives to Telcos. In some
cases regulators have not informed
Telcos as to how they may use the new
networks, with the result that some
Telcos are reluctant to invest in the
new infrastructure. In other cases,
concerns have been raised that higher
bandwidth networks serve only one
purpose: illegal downloads.

Communication is the essence of any
successful business so the overall effect
from added VoIP (within an office
environment, typically Gigabit LANs
are used) and video-conferencing
capabilities has to be positive. Of
course, there will be regulatory and
other fears, but the harbingers of
doom need to stand aside here, and
allow communication to be conducted
more fluidly between VPN office sites.
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(http://www first-advisory.com) is partnered with Global Investment International

(http://www.globalinvestment.net). We are specialists in providing all-in-one-solutions for offshore banking, mergers and acquisition,
financial reporting, financial due diligence, and we are able to facilitate a huge range of financial solutions for personal wealth: funds
from Zurich (a wide range of mutual fund/bind offerings with differing levels of risk), Stella Capital (highly tailored West Coast
property funds), Superfund (gold funds), LM Investment Management (commercial property fixed rate deposits), plus a wide range of

other big names in the world of finance.

Financial / Statistical charts used in this document are sourced from the Financial Times.

For any queries, please don’t hesitate to contact us:
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Phone / Fax: +62217198116
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