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1923 to 2011-Any Colour as Long as it’s NOT Black!

Earthquakes and the Global Supply Chain

Henry Ford in 1923 is reputed to have said "Any customer can have
a car painted any colour - so long as it is black." Ninety years later
Ford have now released a statement stating that customers can now
order certain models in_any colour BUT black as there is a
shortage of paint pigments from their Japanese suppliers.

In 1923 bizarrely the Japanese were hit by the world’s greatest
natural disaster —the great Kanto earthquake! Roll the clocks forward
to the present day, a month after Japan was again struck by a massive
earthquake and tsunami, along with the problems at the Fukushima nuclear plant, ramifications are beginning to be
felt across the globe. Globalisation has seen Japan rise to a dominance in the supply of a number of key
components for the consumer-related electronic products and the auto industry. With production halted or
disrupted at many plants in the tsunami damaged region, many downstream manufactures are facing supply
problems. Japan, surprisingly, accounts for over twenty two percent of imports into China. Many components
crucial for the assembly of products such as laptop computers, flat-screen televisions and other electrical items are
not being delivered. Indeed Apple has recently indicated that supplies of their new iPad 2 will be limited due to
Japan-“related supply issues”. Bearing in mind that Japan represents over twenty percent of global micro chip
productions the supply disruptions could be far reaching.

Will such shocks to the global manufacturing industry affect the fragile economic recovery? We do not believe so.
Although Japan still represents 8.7 percent (2010) of global output this has fallen significantly from 18 percent in the
mid-nineties. Most forecasters now predict a flat, at worst, Japanese GDP growth this year (the collapse in the first
half of the year to be offset by a rebound in the second half as reconstruction efforts begin), We believe that the
effect on global output should be minimal. This is a supply side disruption rather than a demand side shock; the
latter typically affects all products/services across many sectors whereas a fall in supply is more company/industry
specific and usually quickly rectified. (Like the black paint)

There are many other issues that give us cause for optimism that the global economic recovery will continue;
a) global unemployment in developed countries has begun to fall (according to the latest report from the
Organization for Economic Cooperation and Development)
b) US unemployment has fallen from a 9.8 percent last year to 8.9 this year so far.
c) US Businesses are seeing exciting profit cycle uplifts and corporate earnings of the largest companies in the
US surged over 36 percent last year, its fastest rate in twenty four years!

We continue to remain optimistic we are in a long term Bull market for equities as the world economy shrugs off
numerous significant problems in the first quarter of 2011 including the Japanese earthquake and tsunami,
conflict in Libya and the Middle East and continued Sovereign debt issues in Europe. The real “gorilla in the room”
will be the reduction in fiscal liquidity as central banks begin to inevitably tighten monetary policy; Europe
became the first major area to raise interest rates last week. How this is process is managed will be the crucial
factor in whether 2011 remains a year of positive market momentum, as we believe, or not!
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