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Peter Dag’s
PERFORMANCE

S&P 500
2002 +7.4% -23.4%
2003 +30.4%  +26.4%
2004 +16.9% +9.0%
2005 + 4.1% +3.0%

Total +70.4%  +8.7%
(S&P dividends excluded, Source: Hulbert)







VERY IMPORTANT
TO UNDERSTAND
CURRENT TIMES!

THE VOLATILI

Y OF

HARD ASSET PRICES
IS RELATED TO THE LEVEL OF
REAL SHORT-TERM INTEREST RATES




MONEY HAS BEEN
CHEAP!




CHEAP MONEY AND CRISES

SHORT-TERM INTEREST RATES AND INFLATION

TREASURY BILLS

INFLATION

REAL ESTATE

DEBACLE
STOCK MARKET

DEBACLE

VIETNAM AND GREAT SOCIETY
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COMMODITIES SOAR WHEN
THE ECONOMY IS STRONG
AND MONEY IS CHEAP

THEY DECLINE WHEN
THE ECONOMY IS WEAK
AND MONEY IS EXPENSIVE



COMMODITIES BUBBLES

GOLD AND CRUDE OIL
GOLD: 07, CRUDE OIL: $/BEL

OIL (LHS)
GOLD (RHS)




FINANCIAL RISK

IS STILL




IS IT DIFFERENT THIS TIME?

TBILLS AND CHANGE IN STOCK PRICES
S&P 500: % changes, 12 manths

SP500 (left axis)

TBILLS




CAN IT GROW FASTER?

S&P 500

§.75% GROWTH SINCE 1932
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THE DRIVING FORCE

OF

ASSET PRICES



BUSINESS CYCLE

PHASE2 | PHASE3

GROWTH POTENTIAL
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GLOBAL BUSINESS CYCLE

TN 0 00 X0 02 N0) XM A0S 2008




THE US BUSINESS CYCLE
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PRODUCTION MUST SLOW DOWN

BUSINESS INVENTORY CYCLE
SALES AND INVENTORIES
Percent change, 12 months




ANY ECONOMIC
SLOWDOWN

1S CAUSED BY RISING:

COMMODITIES
INTEREST RATES
INFLATION



HIGH INFLATION = HIGH CHANCES
OF (GROWTH) RECESSION

INFLATION
PPl finished goods and consumer prices
(% chg, 12m)

VYA

ECONOMIC SLOWDOWN RECESSION

RECESSION

1991 1993 1993 1997 1999 2m 2003 2003 2007




STRONG ECONOMY & CHEAP
MONEY=STRONG COMMODITIES

CRB COMMODITY INDICES

Raw industrials (spot) and CRE futures

INDUSTRIALS
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SAME CYCLICAL TURNING POINTS

GOLD AND TREASURY BILLS
Gold: $/oz, T.hills rate: %

T.BILLS (RHS)
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SAME CYCLICAL TURNING POINTS

COMMODITIES (FUTURES) AND INTEREST RATES

CRB (RHS)
T.BILLS

(% LHS)




SAME CYCLICAL TURNING POINTS

T. BILLS AND COPPER
Copper. RHS; T bills; LHS

T.BILLS

COPPER




SAME CYCLICAL TURNING POINTS

CRUDE OIL AND TREASURY BILLS
OILLHS, T bills: RHS

CRUDE 0IL
T.BILLS




INVENTORIES DRIVE INT. RATES

INVENTORIES AND SHORT-TERM INTEREST RATES

Rate on Treasury bills

1985 1987 1989 1991 1993 1995 1997 1999 2! 2003 2005 2007




BUSINESS DEMAND FOR
MONEY DRIVES INT. RATES

COMMERCIAL AND INDUSTRIAL LOANS AND TBILLS
C&l loans: % chg, 12 mos; rate on 13-week T. kills

T BILLS

C&I LOANS

1989 1991 1993 1995 1997 1999 2001 2003 2005 2007




SAME CYCLICAL TURNING POINTS

BOND YIELDS AND COPPER
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THE POINT

s THE PRICE OF MONEY AND ALL OTHER
COMMODITIES ARE DRIVEN BY THE
BUSINESS CYCLE (BUSINESS DEMAND).

m EXPECT SLOWER ECONOMIC GROWTH
FOLLOWING A RISE IN COMMODITIES,
INFLATION, AND S-T INTEREST RATES.

m S-T INTEREST RATES , INFLATION, AND
COMMODITIES HAVE THE SAME
CYCLICAL TURNING POINTS.



PROFITING
IN BULL OR BEAR
MARKETS

mInflationary times

mDisinflationary times



ASSET CLASSES

E STOCK MARKET - LONG

m STOCK MARKET - SHORT

x COMMODITY DRIVEN STOCKS
= FINANCIAL (OTHER) STOCKS
= BONDS - LONG

= BONDS - SHORT



BUSINESS CYCLE

PHASE2 | PHASE 3

GROWTH POTENTIAL

PHASE 4 |

GROWTH CYCLE

PHASE 1




INFLATIONARY TIMES

= ECONOMY - ABOVE AVERAGE PACE

= COMMODITIES/INFLATION RISING

m SHORT-TERM INTEREST RATES RISING
m BROAD STOCK MARKET WEAK

m ASSET CLASSES (Mining, energy, pipelines,
marine transport, propane, containers, packaging,
REITs, TIPs)



DISINFLATIONARY TIMES

m ECONOMY - BELOW AVERAGE PACE

x COMMODITIES/INFLATION DOWN

m SHORT-TERM INT. RATES DOWN/FLAT
= BROAD STOCK MARKET UP

m ASSET CLASSES (Banks, Savings & Loan,
Insurance, household products (non durable),
utilities, technology, high-grade and low-grade
bonds, real estate, health services)



STRATEGIES FOR A
GROWTH RECESSION

LISTEN TO THE MARKET
MOVE AWAY FROM HARD
ASSETS ...THEY HAVE BEEN
WEAK FOR MANY MONTHS
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COMMODITY CYCLE

ECONOMY STRENGTHENS
COMMODITIES RISE

INTEREST RATES RISE
CAPACITY IS ADDED
ECONOMY SLOWS DOWN
COMMODITIES DECLINE

NEW CAPACITY = BIG DECLINE

INTEREST RATES DECLINE (SIZE
DEPENDS ON PREVIOUS CRISIS)

GO TO 1.



INVESTMENT CYCLE OF
COMMODITY SECTORS

= THEY BOTTOM WHEN ECONOMY
STARTS GROWING FASTER AGAIN

m THEY PEAK WHEN THE RISE IN
COMMODITIES AND INTEREST RATES
SLOWS DOWN THE ECONOMY

Achtung! Attenzione! Attention! Warning!
\Watch real short-term interest rates



COMMODITIES ARE WEAK

SNATGAS (Matural Gas - Continuous Contract NYMEX (EODT) INDX @ StockCharts.com

-Jan-2007 400pm Open£.55 High 559 Low 650 Last5.55 Chy +0.20 (+3.17%) 4
W §NATGAS (Weekly) 6,55 1552 1
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GOLD IS GOING NOWHERE

GLD (street TRACKS Gold Trust Shares) NYSE @ StockCharts.com
.Jan-2007 3:20pm Open 6028 High 6100 Low 50.85 Last £0.20 Volume 7.9 Chg +0.72 (+1 20%)
W GLD (Waekly) £0.89

= HA(50) 6072

=KELT(20.2.5,10) 55.43 - 61,28 - £7.12
il alurne 7,290,400
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COPPER IS SINKING

$COPPER (Cogper Fubures - COMEX) IND @ ockChartscom
B-Jan-2007 Open 25250 Hagh 265295 Low 247.00 Close 25280 Chg 070 (028%)=

W $COPPER (Weekly) 252,80
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FINANCIALS ARE STRONG

IXG (iShares &P Global Financials Sector Index Furd) AMEX @ StockCharts com
0.Jan-2007 3:48pm Open 555 High 89,55 Low 5550 Last 52,55 Volume 425K Chy +0.00 (+D.00%) -

W IHG (Weekly) 88,95 9,00 825
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WHEN WILL
THE MARKET PEAK?

= Full §TO %HK(14,10) %0(3) 68.13, 77,06

& StochREI(14) 0.00
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DID YOU LIKE
THIS PRESENTATION?

| WILL BE DELIGHTED
TO MAKE A
SIMILAR PRESENTATION
TO YOUR
INVESTMENT GROUP



THANK YOU!

AVAN Y

AKRON
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