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

It is with great pleasure that | enclose the 3rd edition of the Sarasin-Alpen & Partners
Quarterly House Report. The main body of the report is once again written by Guy Monson,
Chief Investment Officer of Sarasin & Partners, the UK subsidiary of Bank Sarasin. Guy’s
ability to explain some of the most complex financial issues has made his “Market View”

essential reading for clients and friends of the Sarasin Group.

From my perspective, 2009 began as 2008
ended, with weak economic data and poor
communication of government policy combining
to undermine investor confidence. Markets
tested and ultimately breached last November’s
lows, despite the optimism surrounding the
inauguration of US President Obama.

As dreadful as the economic data was, one
must be careful not to extrapolate it too far
into the future. Increasingly, the positive
impact of zero interest rates on highly
indebted economies will be felt. Increasingly,
government support of the financial system
will ensure that it functions again. Increasingly,
the vast majority of the population still
employed will realise that their disposable
income has gone up not down, enabling
them to save and consume. In short, the
economy will improve, giving cause for
optimism to those willing to look forwards
rather than backwards.

Although the first quarter also proved
challenging for the Gulf, progress was

seen in a number of important areas. Crucially,
we saw widespread government support
throughout the region. By securing access
to UAE funding, the uncertainty surrounding
Dubai’s ability to meet its financial obligations
was addressed. Having already agreed to
recapitalise the banking sector, the Qatar
government announced its willingness to
acquire their distressed share portfolios.
In Oman, an Investment Stability Fund was
created to support its stock market, rather
like the Kuwaiti initiative, while Saudi Arabia
announced its intention to form a fund to
invest in local and regional stock markets.

Overall, therefore, while the environment
remains challenging we see significant
grounds for optimism, especially in this
region. Having seen a sharp rally from the
March lows it is possible that others are
beginning to share this view. We wish clients
a prosperous second quarter.
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The Sarasin GCC Equity
Opportunities Fund (USD)

Sarasin-Alpen & Partners is pleased to
provide further details on the Sarasin GCC
Equity Opportunities Fund (USD). It was
launched on January 28, 2009 to provide
investors diversified access to some of the
most interesting companies in Saudi Arabia,
Kuwait, Qatar, Oman, Bahrain and the United
Arab Emirates.

It is open-ended, with daily liquidity, no lock-in
period and no exit charges. In February, it
received the highly prestigious “Best New
Product” Award from The Banker Middle East.

While some investors questioned the timing
of its launch, we believed that the difficult
environment represented a unique opportunity
to buy into the future prosperity of the region.
Prices had fallen to multi-year lows and
valuations compared extremely favourably
to those prevailing elsewhere in the world.
Although we acknowledged that the
fundamentals would remain difficult for
some time, we felt that investors would
soon begin to anticipate an improvement

in 2010, just as equities declined last year
in anticipation of the poor fundamentals we
are experiencing today.

However, we also recognised that predicting
the low point in equity markets was fraught
with danger. We therefore set out to create
a portfolio that was suitable for clients who
not only recognized the opportunities of
investing in the region but who were also
alert to the risks.

As a consequence, we are delighted to report
that the Fund has out-performed the market
since launch, with significantly lower volatility.
We are especially pleased that the Fund has
performed as our “back-test” would have
predicted. The back-test, remember, returned
28% per annum from Sept. 01-Dec. 2008,
despite flat global equity markets over
the period.

Although economic and political clarity remain
in short supply the region has made progress
in a number of areas, summarised briefly
on the previous page. | would highlight the
positive impact of a rising oil price and the
government’s support of the local economies,
banking systems and stock markets.

Further information on the Sarasin GCC Equity
Opportunities Fund is available on request.

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

Is the patient starting to respond?

l T

Guy Monson
Chief Investment Officer, Managing Partner

Could it be that the extraordinary determination of policy makers to halt the freefall in the

world economic activity might just be starting to produce results? A combination of ultra-

low interest rates, massive fiscal stimuli, state guarantees for banks and the ultimate

central bank weapon, quantitative easing, appear at last to be slowing the rate of fall.

In response, Purchasing Manager Indices, an early signal of corporate buying intentions,

have started to recover, housing activity has stopped falling and despite the disappointing

retail sales in March, consumption appears to be steadying. Less bad data by no means

suggests that the ingredients for a rebound are necessarily in place, but last quarter’s

panic driven collapse in activity is hopefully behind us.

Financial markets have, as so often, responded
well ahead of the real economy; the S&P500
index has rallied 28.5 percent from its March
lows (to April 17), corporate bonds (especially
bank issues) have seen spreads narrow
dramatically, while volatility has continued
to fall across most asset classes. Reviving
the economic patient will certainly take
longer than reviving financial markets, but
as we constantly remind our clients, investors
have rarely failed to make money in equities
if they managed to invest at the mid-point of
the economic down cycle.

Chart 1: Stabilizing global PMIs are bringing
some hope...

China - PMI

Source: Reuters EcoWin

If we are right and economic activity is
starting to stabilise, then investors are going
to need to be nimble in the months ahead.
Our hunch is that concerns could rapidly
shift from the Crisis itself, to worries about
the longer-term effects of the huge deficits
and inflation risks that have been incurred
to counteract it. Last week saw Peter
Steinbruck, the German Finance Minister
make the first prophetic comments on the
post-crisis challenges; “I am concerned that
the countermeasures that we are seeing
around the world financed by enormous
amounts of debts, could be paving the road
to the next crisis.”
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Sarasin & Partners LLP UK

Source: Reuters EcoWin

Europe - PMI

60.0

85.0

50.0

450

40.0

35.0

300
Mar-06 Ju-06 Now08 Mar-07 Ju-07 Now07 Mar08 Ju-08 Now08 Mar-09

Source: EcoWin April 2009

Economic backdrop and emerging world
resilience...

Some moderation in the rate of decline (or
freefall) in the global economy certainly
seems to be evident this month. Regionally
the biggest contributor has been China
where bank lending has risen almost six-fold
to $277 billion, alongside money supply (M2)
growth of 25.5%, the highest ever recorded.
Even high-end consumer spending seems
to be responding with record monthly local
motor sales in China from both Mercedes-
Benz (up 50%) and General Motors (up
38%). Such a rapid economic response to
the government spending and credit plans
was well summarised by the World Bank’s
Washington based Asia Economist Vikram
Nehru when he said last week; “China
is unusual in that it has this incredible
capacity to mobilize all of its institutions
- central government, local governments
and the entire banking system - to boost
government-influenced investments.”

Beyond China, other domestically oriented
emerging markets have also been surprisingly
resilient. Take India for example. Its domestic
economy is largely informal and not debt
dependent. While certain export industries
are bearing the brunt of the global slowdown,
they remain a small part of the total economy.
Moreover, there has been a very positive
impact from the decline in oil and food prices,
which has brought inflation down to zero in

recent months and bolstered incomes.

Government programs to support rural
incomes have also been gaining traction
and the upcoming elections suggest that
such programs will continue to play a key
roleinsupporting incomes. Onbalance, the
economy is expected to grow at a 5% pace
in the year ahead — which while slower, is
still fairly good in a sharp global slowdown.
Note that the banking system is also in
remarkable health — a recent stress test
by the Reserve Bank of India noted that
badloans could double without local banks
needing to raise any extra capital.

Similarly, in Latin America the low penetration
ofcredit has, toacertainextent, helpedcontain
the impact of the global credit crisis. Despite
the links to the US business cycle, confidence
is coming back as governments implement
policies to bullet-proof their economies from
further external shocks. Access to resources
from the IMF and swap lines with the Federal
Reserve are giving support to government
finances and the corporate sector. So far, this
has translated into strengthening currencies
and rising equity markets after the losses
accumulated last year.

All'in all, we expect world growth momentum
to turn positive in the third quarter as
confidence and consumption recover in the
advanced economies and global restocking
leads to a pick up in industrial production. In
other words, the ‘less bad’ world economy
will gradually give way to a ‘slightly better’
world economy.
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Market View - Guy Monson, Chief Investment Officer, Managing Partner

Sarasin & Partners LLP UK

Restoring confidence and Quantitative
Easing (QE)...

These trends have been reinforced by a
deliberate attempt to improve investor
psychology. In his 1933 inaugural address,
Franklin D.Roosevelt said; “So, first of all,
let me assert my firm belief that the only
thing we have to fear is fear itself. If we can’t
shake our pessimistic economic outlook, it
will be tough to turn things around.” FDR
rightly realised the importance of psychology
in a market economy where expectations
can become self reinforcing. When irrational
exuberance gives way to irrational fear, policy
makers will need to wage a psychological

battle to restore confidence.

In many ways, the shift towards unconventional
policies shows a similar recognition by the
world’s central banks of the importance
of psychology in a market gripped by fear.
While the use by some of the printing press
to purchase Treasuries and Gilts will of itself
lower vyields, the psychological message
of these policies is equally, if not more,
important — this sends a very strong signal to
market participants. The result for investors
is that expectations of a really pernicious
deflation have abated, and more normal ‘risk
taking’ behaviour is gradually resuming.

Chart 2: Volatility is coming down allowing for
stability, normal market conditions to return and
increased portfolio protection

Volatility Index (VIX)

The VIX Index
has broken out
below it's
trading range.
Could this be

T T T
Mar  Ju Sep Nov Jan Mar May Ju Sep Nov Jan Mar May Jul Sep Nov Jan Mar
06 o7 08 08

Source: EcoWin April 2009

In summary we see three core trends
underpinning our global strategy over the
next 3-6 months; (i) An economic recovery
led, for the first time, by the Emerging rather
than the Developed World. (ii) The continued
use of aggressive monetary tools including
“QE” to influence investor behaviour and
psychology, and (iii) A tentative recovery in
investor risk appetite across all major asset
classes. If such trends do indeed continue
then global investors are going to need to
be nimble - we fear markets may soon be
worrying less about the economic crisis and
more about the legacy left by the massive
government intervention to try to prevent it.

Our Strategy Response

1. Global equity markets were clearly in the
mood for reversals in March and early April.
The current rally has been sharply skewed
toward financial stocks climbing back from
hugely oversold levels, but also reflects
an increasing risk appetite for emerging
markets, mining and cyclical stocks and
other more highly geared sectors. There is
certainly a feeling among many investors
that high trading volumes in futures and
options markets suggest the rally is more
We tend to
feel, though, that prices are justified by

technical than fundamental.

the improving fundamentals described
above. We are retaining our modest equity

overweight across balanced accounts.

2. We have continued to steadily increase our
Emerging Market equity exposure from the
very low levels seen at the beginning of the
year. Our focus has been on China, India and
the Gulf markets - all of which we see as having
autonomous growth potential even in the face
of a more prolonged slowdown in the West.
In the longer term we will likely make a more
significant structural increase in emerging
world exposure across our endowment, trust
and multi-generational accounts to reflect a
changing world order in the years ahead.
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Sarasin & Partners LLP UK

3. With the VIX index of equity volatility
falling to 35 from a peak of over 80 in mid-
November, the cost of portfolio protection
is also declining. We have therefore allowed
our equity exposure to gradually rise across
target return portfolios but simultaneously
extended our traded put options to cover
part of any potential drawdown.

4. Across our Sovereign Bond Portfolios,
duration has been extended in the very short
term to take advantage of Central Bank
purchases. Note, though, that this will remain
for us a temporary shift - ultimately a
massive surge in government issuance will
push up the price of capital. Duration will be
shortened in Q2, as we expect bond yields
to gradually rise through 2009 whether
governments wish this to happen or not.
Currently our bias remains toward core Euro
denominated issues.

5. In our multi asset funds, material weightings
in corporate bonds have been our greatest
challenge thisyear, bothinterms oftheir high
correlation with equities, and our inability to
match government bond returns in the face
of Quantitative Easing. The recent increase
inrisk appetite across markets has markedly
benefited most investment grade sectors,
while the sharp rally in bank equity prices
is finally flowing through into their lower
tier bond prices. We will continue where
possible to focus our holdings only toward
banks with very strong deposit bases and
where further government involvement (or
even nationalisation) is least likely.

6. Across currencies our steady move to
increase Sterling exposure last Quarter has

been rewarded. We are also tending to reduce

Euro exposure across balanced accounts in
the face of weaker Eurozone growth prospects
and Moody’s decision to place Ireland’s
sovereign debt rating on watch.

7. Liquidity remains a key portfolio criteria
for us and hence we remain materially
underweight in private equity, smaller
companies, hedge fund structures and other
less liquid assets.

8. For the last few months we have commented
on the extraordinary value in high quality
global real estate investment trusts. Yields,
at a multiple of government bonds, discounts
to NAV implying unprecedented further price
falls and in many cases completed equity
rights issues that leave balance sheets and
loan covenants robust, appear to us to offer
some compelling value. We also feel that a
number of long-term investors may finally be
reducing their multi-year underweight stance
(hence the extraordinary rally last over the
last month) - we will continue our steady
accumulation.
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Private Banking - Arjun Mittal, Managing Director,
Bank Sarasin-Alpen (ME) Ltd, Dubai

Private Banking
Back to Basics

Arjun Mittal, Managing Director, Bank
Sarasin-Alpen (ME) Ltd, Dubai

Hindsight is a powerful tool. Yes, private
banks should have better understood the
products they were encouraging clients to
buy. Yes again, the banks should have spent
time training their relationship managers to
better analyse the global economy. And yes,
it appears that Citibank was a buy under $1
per share!

So where does the Private Banking industry
go from here?

Hopefully, Back to Basics. Firstly, that should
mean a premium placed by your private bank
ontrust andintegrity. All aspects of aclient’s
private banking experience should make
him or her feel that the bank is committed
to these key important notions. Secondly,
private banks need to refocus their energies
on delivering outstanding service to their
clients. The relationship manager is only as
good as his (or her) bank’s mid and back
office capabilities and service culture. If your
private bank performs these two “basics”
well, by default, it is also committed to
establishing a long-term relationship with
you. And this is very important in today’s
volatile and uncertain economic times.

Thirdly, private banks need to re-examine
their product portfolios and investment
advisory process, to move away from the
easy structured product sales to a more
balanced portfolio approach. Private Banks
should be talking to you about “solutions”
not “products”, and ways to grow your
portfolio in a sustainable fashion over time,
not by a quick leverage that delivers all the
credit risk to the client. I'll call this third
basic Investment Advice.
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Fourthly, and finally (no-one likes a long
list), private banks need to appropriately
incentivize their relationship managers to
live and breathe these important basics.
So go ahead, ask your relationship manager
if they have only a revenue target for the
year, if they have monthly sales targets,
if their boss knows your name and has a
requirement to meet you at least once a
year. The answers will be a clear indication
of the bank’s objectives and willingness to
adjust to the post-credit crisis realities of
long-term relationships with outstanding
service and advice at its core.

Now, more than ever, clients require their
private bankers to help guide them through
the current maze of depressing economic
statistics and global economic malaise. Is
my money safe in your bank? Which asset
classes to invest in? Have equity markets
reached a bottom? Will the unprecedented
fiscal and monetary stimulus revive the US
economy, or is it destined for a lost decade
similar to what Japan has experienced? Is
the dollar going to drop rapidly? | could go
on with questions that require an earnest
discussion. Private Banks need to make
sure they can meet this need if they are to
flourish in the region, and globally.

To experience the Sarasin Private Banking
experience firsthand, or to provide feedback
(positive and negative) on your experience with
us so far, please call me on +971 50 559 4151
or email arjun.mittal@sarasin-alpen.com.
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Investment Outlook - Sameh Hassan, Director Sarasin-Alpen & Partners Ltd

What a difference
a year makes

Sameh Hassan, Director
Sarasin-Alpen & Partners Ltd

Nearly one year ago the GCC was one of the
more “popular” investment destinations in
the world. Burgeoning government budgets
driven by a parabolic surge in the price of oil
set the tone while an “imminent” currency
revaluation, massive infrastructure pipeline,
attractive demographics, improving governance
and transparency etc, added fuel to the fire.
Investors lined up in droves ultimately driving
all asset classes in the region above and
beyond the most optimistic scenarios. By the
time market pundits and investors had finished
calculating the impact of $150 and $200 oil
on the region, commodities crashed, credit
spreads blew out and equities crashed. The
events were a reminder that the only thing
that goes up in a bear market is correlation.

Today we live in a much different environment.
Investors that were eager to invest in the
region have suffered staggering losses. The
MSCI GCC index has fallen 65%. Market
pundits and stock promoters are as bearish as
| have seen. These two data points in addition
to stabilizing fundamentals and compelling
valuations have made me very bullish. Earlier
| spoke about the eagerness of investors to
pile into markets at a time when the risk/
reward skew was not favorable. Below is a
very quick snap shot of where we were and
where we currently stand. | am amazed how
quickly perception has changed and the
opportunities that have emerged as a result
of the panic and fear. | do believe there are

numerous businesses that are realizing
“permanent capital impairment” more than
justifying sharp price corrections, however, as
correlations rise, solid companies are equally
punished creating a dislocation that will
prove to be profitable in future periods. While
timing these dislocations is difficult, | could
say with fairly high certainty that buying with
an average earnings multiple of 6 and Price to
Book of 1 has far less risk than buying with an
earnings multiple of 16 and P/B of 3.

Today companiesinthe GCC arerestructuring
their operations, innovating and placing a
higher weighting on their return on capital.
These are times when good business widen
their competitive advantages and further
distance themselves from competitors. This
is the time when businesses like Aramex
can show the advantages of their asset
light model, Saudi Basic Industries (Sabic)
and Industries Qatar can show how access
to cheap feedstock can result in market
share gains during cyclical troughs, Nakilat
and National Shipping can show that having
healthy well capitalized partners give them
significant advantages over competitors and
when DP World can show that despite media
reports Dubai hasn’t been wiped off the map
and remains a trading hub in the region.
This is the time to buy businesses that are
trading below their intrinsic value and show
meaningful returns in future periods.
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GCC Index and GDP Data

Nom GDP P/BV - MSCI

(US$ bn) M-cap (US$ bn) M-cap/GDP P/E - MSCI Index Index P/S - MSCI Index
Country 2007 | Mar-08 | Mar-09 | Mar-08 | Mar-09 | Mar-08 | Mar-09 | Mar-08 | Mar-09 | Mar-08 | Mar-09
Saudi Arabia 382 444 204 1.2x 0.5x | 17.2x 9.6x 3.7x 1.5x 5.8x 1.8x
UAE 199 202 90 1.0x 0.5x | 15.6x 3.5x 2.5x 0.6x 4.5x 1.2x
Kuwait 112 214 87 1.9x 0.8x 12.3x 6.0x 2.6x 1.1x 4.0x 2.0x
Qatar 71 90 49 1.3x 0.7x | 17.0x 6.8x 3.4x 1.3x 7.0x 3.1x
Oman 40 24 13 0.6x 0.3x | 16.9x 6.9x 3.7x 1.4x 6.2x 1.7x
Bahrain 18 28 17 1.5x 0.9x 15.5x 3.6x 2.0x 0.7x 4.3x 1.7x
Total/Avg 822 | 1,002 460 1.2x 0.6x 15.8x 6.1x 3.0x 1.1x 5.3x 1.9x
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Sarasin-Alpen & Partners Limited
Dubai International Financial Centre
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Tel: +971 4 381 6600

Fax: +971 4 381 6678

Contact:
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Managing Director

Tel: +971 4 381 6601

Mob: +971 50 553 5242

Email: paul.cooper@sarasin-alpen.com
Website: www.sarasin-alpen.com
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