











Market View - Guy Monson, Chief Investment Officer, Managing Partner

Sarasin & Partners LLP, UK

Chart 4: US exporters are beginning to make inroads into the Chinese market...as trade deficit starts to narrow
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export orientation are trading at just 13.5
times next year’s earnings, and eight times
next year’s cash flow...a small price to pay
for ‘buying the best.’

So while the crisis is still fresh in your
minds...

The path out of this crisis has so far
been smoother than we might have dared
expect only six months ago. Supported by
aggressively Keynesian policies, especially
in the emerging world, the economic data
has continued to improve while corporate
profits have also exceeded expectations
thanks to cost cutting and a diversified,
global customer base. But while 2008 to
20009 is still fresh in your minds remember
that it will be a special sort of company that
profits in this environment. The winners
will need dividends and cash flows strong
enough to be alternatives to government
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bonds. They will require not only flexible
global supply chains, global brand values,
but also local distribution capabilities and
robust intellectual property. They will likely
be geared to many of the new requirements
of the emerging world consumer in
healthcare, education, entertainment and
travel — but are also more likely, just for the
moment, to be found at reasonable prices
in the developed rather than the developing
world.

Fortunately, | hope for Sarasin’s clients, all
of these criteria are ideal territory for our
global thematic equity process...

Guy Monson
Chief Investment Officer
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Too easy for too long? - Subhita Subramaniam, Chief Economist

Too easy for too long?

Subitha Subramaniam
Chief Economist

By the end of January, the US Senate will vote on whether or not to confirm Ben Bernanke

as the Chairman of the Federal Reserve for a second four-year term. This will be a seminal

vote not only on what has been the most radical merger of monetary and fiscal policy seen

outside of wartime, but, it will also be a vote on what may ultimately be a devil’s pact.

Bequeathing the central bank’s printing press to the US Treasury, Ben Bernanke may well

have opened a Pandora’s box.

The vote will mark the beginning of a long
and drawn out battle between politicians and
central bankers. The outcome will resonate
with politicians across Europe and the UK
as they seek to plug gaping holes in their
budgets.
outlined in the pre-budget report for the UK

The negative market forecast

and Ireland along with the ongoing fiscal
struggles in Greece are two timely reminders
of the appalling state of government finances
everywhere. If central bankers do not use the
early signs of an economic recovery to wrest
the printing press back from the politicians,
they will be marching to a very political
drumbeat for a long time to come.

All over the western world, over-indebted
consumers and under-capitalised banks
are simultaneously repairing their balance
sheets and reducing debt loads to more
sustainable levels. This will suppress private
sector demand through the economic cycle.
While increases in public spending can
offset the private sector’s retrenchment,
years of fiscal profligacy have exhausted the
politician’s purse. The debt to GDP ratios of
advanced economies are already a sky high
70% and expected to rise to 115% by 2014.
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If governments were to pay an interest rate
of just 4% on debt outstanding, they would
spend 4.5% of GDP servicing their debt every
year. Effectively, the public sector’s debt and
the interest accruing to it are set to become
significant constraints on growth. Indeed,
this unusual combination of private sector
de-leveraging and public sector paralysis
is expected to create strong deflationary
headwinds for the global economy.

With few options available, central bankers
(cheered on by politicians) have put greater
and greater emphasis on monetary policy
as the least painful antidote. The result has
been a rapid depletion of the central bank’s
traditional toolkit (interest rates are virtually
zero everywhere) and ever bolder forays into
untested and unconventional policies. Under
the wide banners of quantitative easing
(QE) and credit easing (CE),
have purchased treasury bonds, mortgage

central banks

backed securities and corporate bonds
through reserve (money) creation. The goal,
as they have printed money to buy financial
assets, is to raise the prices of risky assets
and encourage risk taking and lending in the
broader economy.
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Chart 1: Debt monetisation anyone?
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There is another equally important but
unstated goal. With the politician’s purse
already spent, governments desperately
need alternative funding sources for their
ballooning deficits. Faced with the choice
of borrowing in private capital markets at
market rates or borrowing directly from the
central bank at non-market prices, treasuries
have clearly made the expedient choice — on

a grand scale.

In the UK, the Bank of England now holds a
hefty 30% of all outstanding gilts on its own
books. While the Federal Reserve’s Treasury
purchase programme may not be as large,
its $1.65 trillion credit easing programme
squarely has it doing the Treasury’s job at
no cost to the Treasury. At any other time
and in any other country, such a vast and
unprecedented ‘peacetime’ sponsorship of
government borrowing and spending by a
central bank would simply be known as ‘debt
monetisation’. So, why are central bankers
so easily forsaking their liberty for an alliance
with the Treasury?

The answer is most probably that central
bankers are convinced the best cure for
deflation is the promise of future inflation.
And what better way to generate inflation
than by firmly placing the printing press
behind the politicians as they prime the
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fiscal pump with counter cyclical Keynesian
stimulus. Blasphemous though this may sound
for those accustomed to the modern day
independent central bank, the groundwork
for this ‘Faustian Pact’ was laid out by Ben
Bernanke, himself in a speech to the Bank of
Japan in 2003.

Economically, however, it is important to
recognise that the role of an independent
central bank is different in inflationary and
deflationary environments. In the face of
inflation, which is often associated with
excessive monetisation of government debt,
the virtue of an independent central bank is
its ability to say “no” to the government. With
protracted deflation, however, excessive
money creation is unlikely to be the problem,
and a more cooperative stance on the part of
the central bank may be called for.

Source: Ben Bernanke, some thoughts on monetary

policy in Japan, 31 May, 2003

At the heart of this policy shift is a fear
that conventional monetary policy becomes
ineffective once deflation takes hold. The Fed
is not unique. It has similarly indicated that
“the risks of stimulating demand too little at
the current time seemed greater than the
risks of stimulating it too much.” It is clearly
a case of “better the devil you know than the
devil you don’t know.” Central bankers know
how to wrest back the printing press from
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the politician if inflation materialises, but not
deflation’s stranglehold on a de-leveraging
economy.

Debt monetisation is more normally in vogue
during wars and their aftermath, when
governments struggle to balance their books
and nationalism deems it too unpatriotic
to exact a market price for government
borrowing. Central banks tend to succumb to
fierce political pressure and ultimately fund
government expenditure. This was certainly
the case during the Weimar Republic in the
1920s, when facing reparation payments that
amounted to 100% of GDP, political pressure
came to bear down upon the Reichsbank
to print money to fund the deficit. It was
also the case in the US, after the bombing
of Pearl Harbour, when the President and
Treasury forced the Federal Reserve to buy
government bonds at punitive prices on the
grounds of national security. As is so often
the case, both episodes ended with an
inflation surge that ultimately debased the
national currency.
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And so, when Congress most likely re-
nominates Ben Bernanke later this month,
we will once again have a central banker who
would rather keep policy looser for longer
than risk fading the economic recovery. This
suggests that exceptionally low interest
rates will be with us for a while longer and
the exit from unconventional policies is likely
to be very measured. Taken to its logical
conclusion, super-easy liquidity will lead to
upside surprisesingrowthinthe near-termand
upside surprises to inflation over the medium-
term. In the months ahead, our portfolios are
being tailored to take advantage of these
economic and liquidity trends.

Subitha Subramaniam
Chief Economist
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Owning 100% of the Equity does not mean you guarantee 100% of the Debt

Paul Cooper - Managing Director, Sarasin-Alpen & Partners Ltd.

Owning 100% of the Equity does not
mean you guarantee 100% of the Debt

“Dubai World is a public corporation
established pursuant to Law No. 3 of 2006
issued by His Highness Sheikh Mohammed
Bin Rashid Al-Maktoum as Ruler of Dubai.
Investors should note, however, that the
Government of Dubai does not guarantee
any indebtedness or any other liability of
Dubai World.”

The above paragraph was prominently
displayed in the prospectus of the Nakheel
2009 Sukuk. Despite this unambiguous
statement, expectations that the Dubai
government would step in, if necessary, to
support its key strategic assets had become
the consensus view, with the extraordinary
wealth of Abu Dhabi available in the unlikely
event that Dubai could not support them

itself.

As a consequence, the announcement on
November 25 that the Government of Dubai
had authorized the Dubai Financial Support
Fund to spearhead the restructuring of
Dubai World was greeted with disbelief.
In the eyes of international investors it
challenged the twin assumptions that lay
behind the success of the Emirate; that the
Dubai government would stand behind its
corporate entities and that Abu Dhabi would
stand behind Dubai.

rounded on Sheikh
Mohammed and his

The world’s press
government’s
perceived mismanagement of the economy.
The
sensationalist and

international press coverage was

unhelpful but the
deafening silence from the local authorities
allowedthisnegativity togo unanswered. The
fact that the Dubai government had raised
$5bn from two Abu Dhabi banks just hours

before the restructuring was announced

was surely intended to demonstrate Abu
Dhabi’s continued support of Dubai, if not its
continued support of Dubai’s beleaguered
real estate sector, but this was lost in the
mass of hysteria and confusion.

Although the government was clearly within
its rights to distance itself from Dubai
World’s debts,
issued statements that were interpreted by

officials had previously

some as representing an implicit guarantee
of support. On October 5, Sheikh Ahmed
bin Saeed al-Maktoum, chairman of Dubai”s
Supreme Fiscal Committee, told reporters
that “Dubai was confident of repaying its
debt.” Even His Highness Sheikh Mohammed
Bin Rashid Al-Maktoum, Ruler of Dubai, said
that he was “not worried” about Dubai’s
ability to repay its debt. Of course, we
now know that they were referring to the
government’s own debt, not that of its
wholly-owned subsidiaries.

As unsatisfactory as this situation was, at
least the status of Dubai and its related
entities had been clarified. Investors could
absorb the implications and move on. At
least that was true until December 14; the
day the Nakheel Sukuk was due to be repaid,
when the Government of Abu Dhabi injected
a further $5bn into the Dubai Financial
Support Fund. The money would be used to
repay the Nakheel 2009 Sukuk in full and
cover Dubai World’s interest expenses and
working capital requirements through to 30
April 2010.

Although investors initially reacted positively,
the feeling of confusion, frustration and
remained. Why hadn’t this
support been forthcoming when the original

even anger

restructuring was announced and what did
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it mean, if anything, for other government-
related entities?

At the time of writing, the answers to these
questions (and others) remain unknown. So
let us focus instead on what we do know.
Dubai, which is 8% of the GCC economy, has
been a beneficiary of the region’s prosperity
not the cause of it. While one should not
understate the significance of Dubai, one
must not ignore the long-term strengths of
the region either; a region which uniquely
combines the growth of the emerging world
with the wealth of the developed world,
a region whose future is underpinned by
40% of the world’s oil reserves, attractive
demographics and a process of economic
diversification that is yielding investment in
areas as diverse as education, health, media,
tourism, business, finance and trade.

In 2010, the IMF expects the GCC to record
economic growth of 5.2% and to generate
a current account surplus of 10% of GDP.
It is, therefore, in extremely good shape
- especially compared to the developed
world, which is facing record deficits.
Globally, the economic recovery appears

to be sustainable, while talk of removing
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monetary stimulus is still premature. We
are therefore looking at a prolonged period
in which economic growth is positive and
interest rates are low — historically, an
excellent combination for equities.

The GCC has lagged the recovery in global
equity markets and is on a significant
valuation discount as a result. Given the
long-term strengths of the region we
expect this discount to be narrowed. As
a consequence, for investors wishing to
participate in the long-term prosperity of the

region, we regard current levels as being an

attractive entry point.
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DISCLAIMER

This information has been distributed by Sarasin-Alpen & Par tners Limited.
Related financial products or services are only available to clients
asdefined by the DFSA and to wholesale customers. Sarasin-Alpen &
Partners Limited is duly licensed and regulated by the Dubai Financial
Services Authority (DFSA).

This document has been prepared by Sarasin-Alpen & Partners Ltd. It has
been prepared solely for information purposes and is not a solicitation, or
an of fer to buy or sell any security. The information on which the document
is based has been obtained from sources that we believe to be reliable,
and in good faith, but we have not independently verified such information
and no representation or warranty, express or implied, is made as to their
accuracy. All expressions of opinion are subject to change without notice.
Past performance is not necessarily a guide to future returns. Investors
should note that the value of securities or income may rise or fall and they
may receive back less than they originally invested. Sarasin-Alpen &
Partners Ltd and/or any other member of the Bank Sarasin group accepts
no liability or responsibility whatsoever for any consequential loss of any
kind arising out of the use of this document or any part of its contents. The
use of this document should not be regarded as a substitute for the
exercise by the recipient of his or her own judgment. Sarasin-Alpen &
Partners Ltd and/or any person connected with it may act upon or make
use of the material referred to herein and/or any of the information upon
which it is based, prior to publication of this presentation.

If you are a private investor, you should not act or rely on this document
but should contact your professional adviser.

This document is for private placement only.

45



Contact Details:
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