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We recommend that investors
consider reducing exposure to gold
within portfolios...

...since it appears that the recent
rally may be approaching a peak.

2 (PPENHEIMER

Our thoughts on the recent gold rush

Given the continued strength in the price of gold, we have received a fair number
of questions from investors regarding our outlook for the commodity. To be sure,
many investors have capitalized on the dramatic increase in gold prices.
However, current prices are at all-time highs (with inflation-adjusted levels well
above historical averages) and we believe it is reasonable to question whether
prices will be able to maintain their momentum. In our conversations, the most
bullish gold arguments are centered on concern about the US dollar and the
strength of US economic growth — investors believe both will remain weak for
years to come and that gold is a logical hedge. While we would agree that weak
US economic growth would certainly be a reason to be bullish on gold, we do not
agree that gold is a proper hedge for dollar weakness. And we continue to
believe that US economic growth will continue to surprise to the upside in the
coming months even though high levels of unemployment will likely linger for
some time. In addition, the fundamental backdrop for gold (i.e., supply and
demand trends and inflation outlook) does not appear to support current levels.
Furthermore, the significant increase in gold investment-related positions over
the past several years worries us, since this is typically a main ingredient of the
formation of a speculative bubble. Therefore, we are extremely cautious
regarding the direction of gold prices and would advise investors to take profits at
current levels.

The impressive multi-year rally in the metal appears stretched

Gold has been in an impressive multi-year uptrend since late 2001. In fact, the
ascent has sharply accelerated during the past two years, bringing current prices
to all-time highs. Gold bulls hasten to point to inflation-adjusted levels, which
remain soundly below the all-time highs exhibited in the early 1980s, to justify
their optimistic stance. While we appreciate the historical context, it is not a
strong argument for continued optimism, in our view. As Chart 1 illustrates, the
inflation-adjusted price of gold is now firmly above one standard deviation from
its historical average, which we view as abnormally high. More important, there
have been only two other times since 1970 that inflation-adjusted gold prices
have managed to sustain a move above the one standard deviation barrier —
both occurring in the early 1980s. Unfortunately, those moves proved to be short-
lived as prices quickly peaked, then exhibited significant multi-year declines (in
both nominal and inflation-adjusted terms). For example, it took only three
months for gold prices to peak following a one standard crossover and 27
months to trough during those periods.

Chart 1: The Price of Gold Appears Stretched
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Short-term gains give way to longer-term losses
As Table 1 illustrates, the returns were quite strong in the initial months following

Table 2: Economic Forecast Snapshot a one standard deviation crossover, averaging well above 40% (note that returns
2009 2010 2011 in the 10/79 to 1/80 period heavily skewed those results). However, both periods
Real GDP (yoy %) 25 24 28 exhibited a prolonged period (27 months) of hefty declines (greater than 20%
CPI(yoy %) 04 19 22 annually) following the peak. In other words, short-term “trading” gains gave way
Source: Bloomberg Consensus to longer-term “investment” losses, in our view. Yes, gold prices have been able

to sustain a reasonable move above the one standard barrier for 9 months
currently, adding fuel to bullish arguments, but we question their resilience,
particularly against today’s tame inflation backdrop.

Table 1: Return Analysis When Gold Crosses + 1 SD

Holding Period Return Annualized Return

Months Inflation Months Inflation

to Peak Nominal  Adjusted  Avg.CPl  to Trough Nominal  Adjusted

10/79 3 70.9% 64.8% 13.5% 29 -25.8% -32.2%

10/82 3 18.0% 18.3% 4.3% 25 -23.3% -26.2%

| Average 3 44.5% 41.5% 8.9% 27 -24.5% -29.2%
1/09 ? 8.6% 6.8% -0.9%

Source: Oppenheimer Asset Management Investment Strategy

Gold is traditionally a hedge against inflation and economic

weakness...

Gold has traditionally been used as a storehouse of value to hedge against
A benign inflation and improving disruptions such as inflation and economic weakness as opposed to an increase
economic outlook is likely to weigh in value (e.g., stocks, bonds) by investors. Although this premise is sometimes
on the price of gold. debated, history appears to support this conclusion — when adjusted for inflation

the long-term average annualized return of gold is roughly equal to the average 3
month Treasury bill rate (i.e., risk free rate). Historical data appear to support the
notion that gold can perform reasonably well during periods of inflation and
recession. For example, year-over-year changes in the price of gold and the CPI
rate have exhibited a relatively strong positive correlation of 0.48 since 1970 (see
Chart 2). In addition, as Chart 3 illustrates, the return on gold during recessions is
roughly 3% higher than its historical average. Therefore, it would behoove
investors to increase exposure to gold when inflation is rising or the economy is
weakening. Consequently, it appears that today’s outlook for inflation and
economic growth is at odds with a bullish stance on gold — inflation is expected to
remain subdued, while the economy is expected to return to growth in the coming
years (see Table 2). A recovering economy is particularly challenging for gold,
since returns are historically significantly negative, on average, for up to two
years following the end of a recession.

Chart 2: Gold Typically Works Well as an Inflation Hedge Chart 3: Gold Performs Well During Recessions
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% Chg. Year Ago Compounded Annual Growt Rate
200 15 15%

CAGR since 1970: 8.8%
150

100

:\‘ Correlation: 0.48 10% 4
¥ 10 5% 1
v,
% -~ 0% T T
E VY A B[
4o el . ]
Lo -10% A

50 S st Fth
- \\ov"" .,'/ WA/
-15%

50 5 Recession Return 12 mos following Recession 24 mos following Recession
1980 1985 1990 1995 2000 2005 End End
—— Gold Spot Price - CPI(R) M Average W Current
Source: Oppenheimer Asset Management Investment Strategy, Wall Street Journal, Bureau of Labor Statistics Source: Oppenheimer Asset Management Investment Strategy, Wall Street Journal

(" PPENHEIMER 3



INVESTMENT STRATEGY

The US dollar is not a useful
indicator for gold investment
decision making.

The similarities between current
gold arguments and crude oil
arguments from summer 2008 are
cause for concern.
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...but not against US dollar weakness

The US dollar has become progressively weaker since early March, although it
has managed to remain above the multi-year lows established in April 2008.
Concerns regarding US economic growth and the ballooning budget deficit have
been largely to blame. While economic prospects have improved significantly
over the past few months, there is still a fair amount of skepticism regarding the
strength of the US dollar. As a result, investors have been increasing their
exposure to areas perceived to be a hedge against the weakening US dollar and
gold has been one of the more popular choices lately. While this strategy has
worked for investors so far in 2009, we believe it is prompted by momentum
rather than traditional investment dynamics. Our work shows that the US dollar
and the price of gold have exhibited only a relatively weak negative correlation
since 1970 (-0.2). Furthermore, our analysis indicates that the relationship
between the two is somewhat tenuous. Yes, gold returns are typically well above
average during periods of dollar weakness. However, as Chart 4 illustrates, gold
returns remain well above average even when the US dollar begins to appreciate
following periods of weakness. Therefore, we do not believe the trajectory of the
US dollar is a useful tool for making investment decisions based on gold
exposure.

Crude oil redux?

The similarities between current bullish gold arguments and those put forth for
crude oil during the summer of 2008 are cause for concern, in our view. Much
like then, few investors today are willing to accept the possibility of a significant
pullback in the commodity. More important, conversations have moved away
from the fundamental backdrop to things like momentum and dollar weakness to
justify future gains (as they did for crude oil during the summer of 2008).
Although we do not anticipate as violent a pullback for gold, we simply do not
believe that the fundamentals support current price levels. As always, we believe
it is important for investors to focus on fundamentals in their investment decision
making process and avoid the temptation to chase performance.

Chart 4: The Trajectory of the US Dollar is Not A Useful Indicator for Gold
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Gold supply and demand trends do
not appear to support current price
levels.
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Fundamental trends for gold are troublesome

Over longer time periods underlying fundamentals typically determine the value
of any asset, in our view. That is what troubles us about the ascent of gold
prices. When you examine gold supply and demand trends, they do not appear
to support current price levels. True, gold mine production has remained
relatively stable since 1990, with production levels ranging from 60% to 70% of
total world gold supply (see Chart 5). However, demand trends have changed
quite a bit, particularly over the past several years. Consumer demand (e.g.,
jewelry, dental) has fallen significantly since 2004. For the greater part of the past
15 years, consumer typically represented about 84% of total gold demand, yet
current levels are roughly 65%. In addition, net investment-related demand for
gold has increased exponentially over the past 18 months, with levels surging to
35% of total demand versus an historical average of 7%. We believe this
increase is due largely to investor speculation, and positions in noncommercial
long-only gold futures spiking to all-time highs appear to support this notion (see
Chart 6). We are particularly concerned about this trend, since it is usually
associated with the formation of a speculative bubble. Furthermore, recent trends
are eerily similar to those exhibited in long-only crude oil futures during the
summer of 2008.

Chart 5: Gold Demand Trends Suggest Speculative Imbalances
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Chart 6: Gold Speculation Has Hit All-Time Highs
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Performance Statistics

Major US Indices

Index 1w im 3Mm 6M 12M YTD
DJ Industrial Average 0.2 2.6 10.9 248 18.3 14.9
DJ Transportation 22 0.9 11.5 25.7 9.5 115
DJ Utilities 0.7 0.8 1.3 174 10.2 35
NASDAQ 100 0.6 1.7 10.3 284 425 455
NASDAQ Composite 0.4 0.9 10.1 27.8 34.0 373
Russell 1000 0.4 1.8 11.8 26.8 238 228
Russell 1000 Growth 0.1 2.4 9.9 252 30.3 295
Russell 1000 Value 0.7 1.3 13.9 28.3 17.0 16.0
Russell 2000 -1.6 -1.2 11.8 28.1 222 228
S&P 500 0.3 2.0 11.6 26.2 219 21.0
S&P 500/Citigroup Growth 0.4 3.1 10.5 255 294 256
S&P 500/Citigroup Value -1.41 0.7 12.9 27.0 14.0 16.1
S&P Mid Cap 400 0.5 0.9 14.3 29.2 34.1 32.1
S&P Small Cap 600 -1.6 0.2 113 26.7 205 20.5
Source: Oppenheimer Asset Management Investment Strategy. Prices as of 10/22/09

S&P 500 GICS Sectors

Sector 1w im 3M 6M 12M YTD
Consumer Discretionary 0.1 2.2 137 24.3 39.6 32.0
Consumer Staples 0.1 35 7.7 225 12.6 10.1
Energy 0.9 71 13.8 25.8 30.1 16.7
Financials -1.9 0.2 232 40.1 5.2 222
Health Care -1.0 0.4 41 21.9 12.3 9.0
Industrials -0.8 -0.6 16.6 254 15.1 145
Information Technology 04 3.1 10.7 29.8 44.1 49.9
Materials -1.1 0.4 12.6 29.4 35.3 413
Telecommunications Services 0.1 -1.8 -15 0.6 115 -6.5
Utilities 1.0 15 1.3 18.3 10.7 2.8
Source: Oppenheimer Asset Management Investment Strategy. Prices as of 10/22/09

S&P 500 - Top & Bottom 10 Performing Industries, Trailing Week

Top 10 1w M 3Mm 6M 12M YTD
Health Care Technology 15.4 13.9 476 427 28.1 16.0
Real Estate Management & Development 7.0 9.6 38.1 910 1527 2153
Personal Products 5.9 11.0 204 54.7 29.3 45.9
Machinery 5.2 6.5 222 374 50.7 36.4
Office Electronics 44 128 1.6 35.0 0.6 0.8
Thrifts & Mortgage Finance 3.8 2.0 25 59 -156  -111
Internet Software & Services 3.4 8.1 18.5 38.0 53.6 712
Consumer Finance 2.0 5.7 246 60.6 325 63.3
Household Products 1.9 2.8 4.7 205 48 0.3
Automobiles 1.8 11.8 17.8 439 820 1252
Bottom 10 1w im 3Mm 6M 12M YTD
Industrial Conglomerates -6.0 6.3 245 30.0 7.3 5.3
Airlines 5.5 5.8 20.1 179 254 3.8
Biotechnology 5.3 -4.4 -4.7 9.0 3.2 7.1
Diversified Financial Services -4.9 -3.1 26.5 474 114 25.3
Wireless Telecommunications Services -3.1 9.1 -8.6 -4.9 10.2 40.7
Distributors 2.9 -34 7.7 8.3 9.5 0.1
Containers & Packaging 24 0.4 55 34.1 289 237
Internet & Catalog Retail 2.3 0.3 12.0 20.2 95.1 94.7
Construction Materials -1.9 74 10.5 1.9 45 246
Semiconductors & Semiconductor Equipment -1.9 0.5 4.3 278 40.8 44.8

Source: Oppenheimer Asset Management Investment Strategy. Prices as of 10/22/09



INVESTMENT STRATEGY

| mportant Disclosures and Certifications

The research provided in this report is based on strategic analysis provided by Oppenheimer Asset Management Inc., a non member
affiliate of Oppenheimer & Co. Inc. Strategic analysis is based on fundamental, macroeconomic and quantitative data to provide
investment analysis with respect to the United States securities markets. Strategic analysis may offer a view that is inconsistent with
technical analysis generated by Oppenheimer Asset Management Inc. The report is not intended to provide personal investment advice.

Securities and other financial instruments discussed in this report or recommended or sold by Oppenheimer & Co. Inc. are not insured
by the Federal Deposit Insurance Corporate and are not deposits or obligations of any insured depositary institution. Investments involve
numerous risks including market risk, counterparty default risk and liquidity risk. Securities and other financial investments at times may
be difficult to value or sell. The value of financial instruments may fluctuate, and investors may lose their entire principal investment.

Analyst Certification - The author certifies that this research report accurately states his/her personal views about the
subject securities, which are reflected in the substance of this report. The author certifies that no part of his/her
compensation was, is, or will be directly or indirectly related to the specific recommendations or views contained in this
research report.

Potential Conflicts of Interest:

Strategic analysts employed by Oppenheimer Asset Management Inc. are compensated from revenues generated by the
firm. Oppenheimer Asset Management Inc. generally prohibits any research analyst and any member of his or her
household from executing trades in the securities of a company that such research analyst covers. Additionally,
Oppenheimer Asset Management Inc. generally prohibits any research analyst from serving as an officer, director or
advisory board member of a company that such analyst covers. In addition to 1% ownership positions in covered
companies that are required to be specifically disclosed in this report, Oppenheimer & Co. Inc. may have a long position of
less than 1% or a short position or deal as principal in the securities discussed herein, related securities or in options,
futures or other derivative instruments based thereon. Recipients of this report are advised that any or all of the foregoing
arrangements, as well as more specific disclosures set forth below, may at times give rise to potential conflicts of interest.

Third Party Research Disclosure

Oppenheimer & Co. Inc. has a research sharing agreement with Oppenheimer Asset Management Inc. to provide
third-party research services to Oppenheimer & Co. Inc. customers. Oppenheimer & Co. Inc. does not guarantee that the
information supplied is accurate, complete or timely, nor does Oppenheimer & Co. Inc. make any warranties with regard to
the research product or the results obtained from its use. Oppenheimer & Co. Inc. has no control over or input with respect
to Oppenheimer Asset Management Inc. research opinions. Oppenheimer Asset Management Inc. is a non-member
affiliate of Oppenheimer & Co. Inc.

Other Disclosures

This report is issued and approved by Oppenheimer Asset Management Inc, a registered investment advisor, to its affiliate
Oppenheimer & Co. Inc., a member of all Principal Exchanges, and SIPC. This report may be further distributed by
Oppenheimer & Co. Inc., for informational purposes only, to its institutional and retail investor clients. This report does not
constitute an offer or solicitation to buy or sell any securities discussed herein in any jurisdiction where such offer or
solicitation would be prohibited. The securities mentioned in this report may not be suitable for all types of investors. This
report does not take into account the investment objectives, financial situation or specific needs of any particular client of
Oppenheimer & Co. Inc. Recipients should consider this report as only a single factor in making an investment decision
and should not rely solely on investment recommendations contained herein, if any, as a substitution for the exercise of
independent judgment of the merits and risks of investments. The analyst writing the report is not a person or company
with actual, implied or apparent authority to act on behalf of any issuer mentioned in the report. Before making an
investment decision with respect to any security recommended in this report, the recipient should consider whether such
recommendation is appropriate given the recipient's particular investment needs, objectives and financial circumstances.
We recommend that investors independently evaluate particular investments and strategies, and encourage investors to
seek the advice of a financial advisor. Oppenheimer Asset Management Inc. will not treat non-client recipients as its clients
solely by virtue of their receiving this report. Past performance is not a guarantee of future results, and no representation or

(" PPENHEIMER .



INVESTMENT STRATEGY

warranty, express or implied, is made regarding future performance of any security mentioned in this report. The price of
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