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I am also pleased to introduce a piece by
Tommy Trask, Executive Director of Alpen
Capital. Alpen Capital received the highly
prestigious “Best Investment Bank 2009”
Award last month from The Banker Middle
East and it is therefore especially timely to
get Tommy’s perspective on the business.

From my perspective, it was pleasing to see
that the rally I highlighted in the last edition
was sustained for much of the quarter.
Despite some profit taking towards the end of
June, the MSCI GCC Index rose by 27% in the
second quarter. Interestingly, though, it
lagged global emerging markets. You may not
be surprised by this - high quality markets
often lag during the early stages of a bull
market. But what is surprising, however, is
that the region underperformed during the
bear market as well. Consider that the oil
price is up 57% year-to-date and the situation
looks even stranger. 

Crucially, government has intervened where
necessary to restore confidence in the
regional banking system. Dubai refinanced its

debt and saw its CDS spread tighten by five
percentage points. Qatar took the distressed
investment & property portfolios off the bank’s
balance sheets, while Kuwait and Oman
created Stability Funds to provide liquidity to
the local equity markets. Even Saudi Arabia -
relatively unaffected by the crisis - announced
plans to invest in the region’s equity markets.

A budget surplus of USD 605 billion over the
last 6 years (an average of 15% of GDP per
annum) provides the GCC with ample reserves
to cope with an economic slowdown in the
short-term, while its massive hydrocarbon
reserves, its young & fast growing population
and the phenomenal infrastructure investment
associated with economic diversification
provides an unprecedented opportunity for
investors in the long-term. Compare this to
the perilous state of many countries in the
(emerging) world.

Banks are increasingly publishing stock
market research on the region, noting its
underperformance and starting to recommend
it on the grounds of valuation, catch-up
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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.
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potential and its lagged correlation to the oil
price. I agree but I also see 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 and
gas 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.

However, in the short term, a fully functioning
banking system is necessary if the local
economies are to recover properly. In this
respect, government action to provide
liquidity, including the recent UAE guarantee
of bond issues by local banks, is to be
welcomed. Interbank rates (the rate at which
banks lend to each other) and fixed deposit
rates have both fallen sharply in recent
months, supporting the claim that liquidity
conditions are improving. Deposits in the UAE
have grown in 9 of the last 10 months and,
even though loan growth has also expanded,
loans as a percentage of deposits have fallen
from a peak of 109.4% in January to 103.2%
in May (see Chart 1).

Chart 1: Loan-Deposit Ratio Heading Down
UAE - Bank Loans and Deposits

Source: Central Bank of the UAE, June 2009.

Nevertheless, the question on most clients’
lips at the moment is whether last quarter’s
rally is sustainable or not. In my opinion, it is.

Markets are down 47% over the last 12
months, making them amongst the cheapest
in the world (at 10x earnings compared to
16x for China and 17x for India - the UAE
trades on just 5.7x), and USD 60 - USD 70
oil is an excellent level by historical standards.
Indeed, when the oil price averaged USD 66 in
2006 & USD 72 in 2007 the economy grew
by 5.7% and 6.3% respectively. Technically,
the 50-day moving average is above the 200-
day moving average, a situation which over
the last 18 years has generated an
annualised return of 31% for emerging
markets (source: Ned Davis, June 2009).

As a result, we see the latest setback as an
excellent opportunity to increase exposure
and benefit from the long-term prosperity of
the region.

We are delighted to recommend the Sarasin
GCC Equity Opportunities Fund as a means of
achieving this exposure. Further details are
available on request.

Introduction Paul Cooper, Managing Director, Sarasin-Alpen & Partners Ltd.
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With ‘somewhat’ more economic clarity,
investor worries seem now to be shifting from
the illness itself to the cost of the cure. The US
Treasury has just issued an extraordinary USD
104 billion of new debt, a historic record, at a
time when Moody’s has already placed the
State of California on credit watch for what
they warn might be a ‘multi-notch’ downgrade.
There are continued rumblings about an
alternative currency to the Dollar from the
gathering of the ‘BRIC’ nations in the Russian
city of Yekaterinburg, against a backdrop where
US 10 year yields are rising again towards 4%.
The worries are clear. In Chart 1, the IMF
shows not only the trajectory of likely debt
growth but also the terrifying levels of ‘primary’
budget surpluses (pre-interest charges) that
Western economies are going to have to run
just to stabilise debt to GDP ratios.

The hangover from the Credit Crisis is not just
being felt in government bond markets. The
European Central Bank has reported that
regional banks still face losses of up to another
Euro 283 billion by the end of next year, and
that pressure to secure longer term funding
ensured heavy demand by banks at the recent

one year auction. Another insight into the
private sector’s balance sheet problems came
from Standard and Poor’s, which reported that
more global companies have already defaulted
in 2009 than in all of 2008. In particular, they
now cite in their “Weakest Link” category some
290 companies with nearly USD 370 billion of
problem debt. Similar stresses are still being
felt in parts of the commercial property market
across every major economy, with many weaker
players still finding credit severely rationed.

So can the Emerging World continue to
carry the West while balance sheets are
slowly repaired…?
Key to buying the breathing space needed to
repair Western World balance sheets will be
the staying power of Emerging World growth.
The World Bank, in a recent report, argues
that massive fiscal stimulus and monetary
expansion are now responsible for most of
that growth (6 percent out of the expected
7.2% GDP growth is attributed to
government-influenced expenditure). There is
hope though that domestic growth will not all
be from the bureaucrat’s cheque-books - in
China, despite shrinking exports (-26.4%
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Nervousness over the fragility of the economic recovery coupled with investor ‘vertigo’
over the surge in stock valuations has led to a more difficult few weeks in global markets.
Economic stability is gradually emerging with consumer spending stabilising, inventory
liquidation abating and trade flows resuming. In all likelihood, the US economy is at or
close to its trough and will shortly start growing after what has been the longest and
deepest post war recession. Despite the economic turnaround, extraordinary policy
stimulus should stay in place well into next year to ensure that the recovery does not
sputter and fade. Last month’s employment data, points to the ‘jobless’ recovery we are
likely to experience in the early parts of the cycle. Double digit unemployment rates are
likely to keep job insecurity high and mute any consumption rebound. As such, low interest
rates and expansive liquidity programmes are likely to remain with us for the while yet.



yoy), personal consumption has held up well
(retail sales +15.2% yoy), housing sales have
recovered (+26.7% yoy) and investment has
soared (+32.9%). These aggressive growth
policies have in turn had a positive impact on
commodity prices, therefore benefiting
commodity-dependent countries such as Brazil
and Russia. Chinese links to the Brazilian
economy have strengthened quite significantly as
China has now surpassed the US as the largest
recipient of Brazilian exports. Brazil’s domestic
demand is also showing some resilience despite
the overall contraction of the economy (Q109
GDP -1.8% yoy), as consumption continued to
grow at a rate of 1.3%.

India’s resilience is also attributed to fiscal,
monetary and credit measures. The IMF
expects India to grow a respectable 4.5% in
2009. Consumption has been holding out
well, and is expected to grow 5.4%, driven by
an outstanding 20.2% increase in public
consumption. In fact, improving the fiscal
accounts is now one of the main challenges
faced by the newly elected Indian government.

Looking ahead though, we do not believe the
BRICs will be able to resume the extra-
ordinary growth dynamics they showed before
the crisis, especially as next year’s stimulus
packages can almost certainly not be as large
as this year’s. In contrast to the West, the
Emerging World will, of course, be in rude
health but global activity will still suffer and the
record breaking 5% growth rate seen across
the globe (almost the norm from 2004-2008)
will not likely be repeated for several years. It
is this that leaves us nervous about the
extraordinary rally in some of the weaker
cyclical companies in April and May, as well as
the extraordinary rally in oil prices in June. 

History (and Central Bank statements)
suggest the authorities will be extremely
cautious in their ‘Exit’ strategies…
Against a backdrop of slower global growth
and heavy reliance on Emerging World
domestic demand we feel that the Central
Bankers will be extremely cautious about
withdrawing today’s super-accommodative
stance. This message was reinforced by a
guest article in a recent Economist Magazine
from Christina Romer (the Chairman of
Obama’s Council of Economic Advisers)
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examining the mistakes made in 1936-7
when US money policy was tightened too soon
after the initial successes of Roosevelt’s ‘New
Deal’ Programme. She states “The 1937
episode provides a cautionary tale.  The urge to
declare victory and get back to normal policy…
is strong. That urge needs to be resisted until
the economy is again approaching full
employment.” Similar words (without the
historic allusions) came also from the Bank of
England’s last policy Minutes (of 7th May
2009) “The risk of stimulating demand too little
at the current time seemed greater than the
risks of stimulating too much” and from the
Swiss National Bank “Risks to the Swiss
Economy and markets are major and clearly
skewed to the downside” (SNB Chairman June
18th 2009). In the case of the latter, the SNB
committed itself to further currency purchases
and by all accounts was active in the market in
the following days (Chart 2).

For investors though, there is just a possibility of
this nervousness actually resulting in an almost
‘Goldilocks’ scenario for world markets (I use this
word very guardedly!) where, either global growth
recovers as we hope, or else Central Banks, via
all available means, continue to flood the system
with ever greater liquidity. In the topsy-turvy world
where Central Bankers fund the Treasury by
buying their own debt, the famed rule that a good
Central Banker should “Take away the punch
bowl just as the party gets going,” is likely to
become “Keep the punch bowl at the party to
make sure that it doesn’t stop.” The
consequence for investors is clear - a generous
increase in money supply to meet falling
industrial production, almost always drives a rise
in some investment assets and markets.

For bond investors the challenges this
backdrop suggests are large. We will be
offering our balanced bond managers as
much flexibility as possible including maximum
duration bands (even negative duration if
necessary), high Emerging World Bond
content and wider currency operating ranges.

Our Strategy Response:
1. Global equity markets were clearly in the
mood for some reversal in June after the
extraordinary rises of recent months (note
though stock sentiment levels did not reach
excessively overbought levels). Certainly
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Chart 1: Political challenges in the West to restore fiscal normality

Debt and primary balance (in percentage of GDP)G-20 countries: Outlook for Public Finances

Source: “Fiscal Implications of the Global Economic and Financial

Crisis”, IMF June 2009

WEO Projections Debt-stabilising
PB orPB needed

Debt Primary Balance to bringdebt to
2009 2014 2009 2014 benchmarklevel

(shaded)

Advanced Economies

4.05.21-7.6010.78SU 3.9

1.3-8.7-8.787.26KU 2.6

Germany 79.4 91.0 -2.4 1.0 2.8

France 74.9 89.7 -4.1 -1.8 2.7

9.1-3.6-2.968.15niapS 1.2

Greece 104.3 109.7 0.1 -1.0 4.2

Japan 217.2 234.2 -8.6 -4.7 9.6

Australia 11.3 16.6 -3.6 -1.0 0.2

Emerging Economies

5.38.21.454.56lizarB 1.4

3.01.3-9.718.91anihC 0.2

7.03.4-8.678.68aidnI 3.0

Russia 6.9 9.6 -5.7 -4.0 0.1

Saudi Arabia 15.6 7.9 -3.3 6.3 0.1

Turkey 47.2 53.7 -0.2 1.7 1.4
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Switzerland failing to cap long rates. Following
a better run of economic data and just as
Central Banks are starting to signal that the
asset purchase programmes may be nearing
an end, the market has improved. 10 year
yields in both the US and UK have failed to
meaningfully break above 4% and a period of
consolidation looks likely. We have recently
purchased short-dated high quality issues
denominated in Brazilian Reals (as our EM
bond content starts to rise), but which settle
in US Dollars or Euros through Euroclear.
Meanwhile, the corporate bond market
remains exceptionally well supported,
shrugging off a reversal in both the credit
default swap market and the pause in the
equity market. New debt issues are still
greeted with huge order books and most deals
have traded well in the secondary market.
Despite recent good performance, spreads
still have room to tighten and the primary
market is likely to slow during the summer.

5. Across currencies our steady move to
increase Sterling exposure last Quarter has
been rewarded. We also believe that the
Swiss National Bank’s aggressive exchange
rate policy represents a good buying
opportunity for the CHF. At its last quarterly
meeting in June, the Swiss National Bank
reiterated its policy to aggressively buy Euros
should the franc appreciate again due to safe
haven flows. We believe the EUR-CHF
exchange rate is unlikely to go below 1.50.
With a yield advantage in the EUR, this clearly
represents a buying opportunity for CHF-
based clients. We also believe that the
Latvian currency regime is unsustainable and
poses a medium-term risk for the surrounding
region and ultimately for the Eurozone itself.
A LAT devaluation can spill over into European
banks and weaken the Euro.

6. We were somewhat suspicious of the
extraordinary rally in oil seen over the last
months. Our own indicators suggest abnormally
high compliance by OPEC over the past six
months, evidence of aggressive Chinese
stock building and an unusually high
correlation with the recent weakness in the
US Dollar. Our wider, long-term enthusiasm
for selected commodities remains including
agricultural ‘softs’ and also selected gold and
platinum holdings.

though the ‘low quality’ winners in April and
May have started to suffer and quality
(balance sheet strength, earnings visibility and
dividend cover) are styles that have started to
perform. Interestingly the ten best performers
in the Dow Jones Europe Stoxx 50 over the
last month include two banks, three telecom
companies, three pharma, one mining
conglomerate and one steel company - in
other words no industry, style or cyclical bias,
but all would be classified ‘high quality’.
Similarly NASDAQ has been the strongest
global market over the month, reflecting
perhaps the low debt levels and high cash
balances of its members, rather than its
cyclical nature. We will be responding in
portfolios not with a determined industry or
growth/value bias but, rather by reasserting
that investors should hold quality, focus on
dominant market share and back our ‘Strong
get Stronger’ theme once again. The
desperate scramble to buy ’the worst’ to keep
up with indices in April and May is over.

2. We continue 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, but
are slightly more cautious short term given the
extraordinary rises already seen.

3. With the VIX index of equity volatility falling
to 28 from a peak of over 80 in mid-
November, the cost of portfolio protection is
also declining. We continue to allow our net
equity exposure to move above neutral but
simultaneously extend our traded Put options
to cover part of any potential drawdown.
Despite the uptick in volatility in June we
continue to expect the index to move toward
new lows over the summer.

4. Ballooning public sector deficits have
pushed government bond yields significantly
higher this year with the introduction of
Quantitative Easing in the US, UK, Japan and
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Chart 2

Chart 2: All policy levers are being pumped to ensure a sustainable recovery

Source: Bank of England, 20 May 2009

Source: Swiss National Bank, Jean-Pierre Roth, 18 June 2009

Minutes of the Monetary Policy Committee Meeting, 6th and 7th May 2009
The risks of stimulating demand too little at the current time seemed greater
than the risks of stimulating it too much. If the recovery faltered, then
policymakers might find that their ability to stimulate demand in the face of
receding confidence would be impaired. But if inflation were to rise more rapidly
than expected and appeared likely to breach the inflation target on the upside,
then monetary policy could be tightened through some combination of raising
Bank Rate and selling assets back to the market. The Committee was alert to
such risks and would take effective action should they crystallise.

“The situation is gradually normalizing , although it remains very vulnerable. While
the asset and currency purchases have achieved their objective for now, risks to
the Swiss economy and markets are major and clearly skewed to the downside
and are major. Given these conditions, and in view of the inflation forecast, we
consider that the time for a correction has not yet come, but that an additional
relaxation of monetary conditions is not necessary either. We have therefore
today decided to continue our expansionary monetary policy, maintaining all of
the measures we implemented on March 12”

Bank of England

Swiss National Bank



Alpen Capital voted
‘Best Investment Bank 2009’
by Banker Middle East

House Report Quarter 3  2009

10

Alpen Capital voted ‘Best Investment Bank 2009’ by Banker Middle East 
Tommy Trask, Executive Director, Alpen Capital

Alpen Capital (ME) Limited, the investment
banking associate of Bank Sarasin-Alpen (ME)
Limited, has established itself as the
preeminent investment bank in the Middle
East. On 10 June 2009, it was crowned ‘Best
Investment Bank’ at the Banker Middle East
Industry Awards held at the Gulf Hotel in
Bahrain. Alpen Capital has come a long way
since its establishment in the Dubai
International Financial Centre in 2005. Over
the last four years it has executed debt
advisory, JVs and M&A transactions of around
USD 5 billion for some of the largest business
groups in the GCC. Rather than retrench, Alpen
Capital has continued to grow throughout the
economic downturn, hiring new staff and
adding new product lines such as Equity
Research and Ratings Advisory. With
confidence now gradually returning to the
financial markets it is well positioned to
capitalize on its investments.

Capital Market Outlook 
Some confidence has returned to the GCC
financial markets with oil and equity prices now
off their lows. It is also encouraging to see
some of the GCC governments and related
entities tap the international bond markets and
for these bonds to trade tighter in the
secondary market. The recovery that started at
the beginning of the year and took a big step
forward with the subscription by the UAE central
bank to Dubai government bonds, took a step
backward with the default of the Saad and
Algosaibi Groups. It is now important that the
exposure of banks towards the two Saudi
Groups is brought out in the open, so that this
does not disrupt the regional inter-bank lending

market in the same way that the fear of
exposure to toxic structured products brought
the entire global financial market to a standstill.
The next step in the process of rehabilitation is
to see some GCC banks tap the international
bond markets with or without the help of
Central Bank guarantees.

Alpen Capital sees excellent growth opportunities
ahead for GCC bond issuance and credit
ratings. While EMEA syndicated bank lending
was nearly 80% lower in the first half of 2009
over previous years, remarkably corporate bond
issuance has more than doubled. Although
bond issuance to date has been almost
exclusively by issuers rated investment grade
(BBB - or higher), we expect a gradual return of
lower rated issuers to the international bond
market. Most public ratings in the GCC are
investment grade. This is bound to change
going forward given that the median rating
globally is in the BB category, suggesting this
may be about the optimal rating from a
shareholder (return on capital) point of view. A
better understanding and perception of credit
ratings is required to bring about this change.
We believe the GCC bond market will also be
helped by increasing sophistication by local
institutional investors that have traditionally
invested only in local stocks.

With data from Fitch showing the level of
corporate ratings downgrades peaking around
March 2009, with the number of downgrades
falling thereafter, we feel now is a good time to
get ready to tap the international bond markets
later in 2009 or in 2010 to take advantage of
historic low reference rates.

Tommy Trask
Executive Director, Alpen Capital
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DISCLAIMER
This information has been distributed by Sarasin-Alpen & Par tners Limited. 
Related financial products or ser vices are only available to clients 
asdefined by the DFSA and to wholesale customers. Sarasin-Alpen & 
Par tners Limited is duly licensed and regulated by the Dubai Financial 
Ser vices Authority (DFSA).

This document has been prepared by Sarasin-Alpen & Par tners 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 per formance 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 & 
Par tners 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 par t 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 & 
Par tners 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.



Contact Details:

Sarasin-Alpen & Partners Limited
Dubai International Financial Centre
PO Box: 121806
Dubai, UAE
Tel: +971 4 381 6600
Fax: +971 4 381 6678

Contact:
Paul Cooper
Managing Director
Tel: +971 4 381 6601

Mob: +971 50 553 5242
Email: paul.cooper@sarasin-alpen.com
Website: www.sarasin-alpen.com

Sarasin-Alpen & Partners Limited is regulated by the Dubai Financial Services Authority.




