










thinking
Fossilised

is more harmful
than fossil fuels

Twenty years ago Bank Sarasin pioneered sustainability analysis and subsequently
animated many different branches of industry to adopt more sustainable production
methods. It’s unlikely that the world will change overnight. But experience tells us that
selective investments encourage new ways of thinking and novel production
processes. They also result in profitable innovations that benefits everyone.

Sustainable Swiss Private Banking since 1841.
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Investment Policy Implications

1. Accelerating growth momentum, high

cash levels and loose monetary policy

are supportive of continued and broad-

based equity strength into 2010.

However, gathering headwinds (fiscal,

debt servicing and bank and wider

capital raising) start to favour a more

discriminating yield and thematic stock

selection approach at the expense of

overt and general ‘beta’ and cyclical

exposure. A year-end rally should provide

a useful window to realign equity

portfolios. We are attracted to some out-

of-favour large cap yield plays such as

pharmaceuticals, utilities and general

insurance and generally to IT, investment

banks, and fund managers which offer

both earnings resilience and progressive

yield potential. Our supply-based

bearishness on the oil prices directs us

toward beneficiaries of lower energy

prices such as transport and airline

companies. We remain cautious on

Asian emerging markets in the short

term where bubble-like tendencies are

emerging. A sell off in 2010 would

provide an attractive opportunity to build

longer term positions predicated on

strong secular fundamentals.

2. While global government bond markets

and yield curves have turned out to be

remarkably stable and aligned in 2009,

by contrast, currencies have proved

extraordinarily volatile. For cross-border

bond investors, currency selection has

therefore been crucial. As risk appetite

has returned, corporate bonds, too,

behaved consistently with spreads

narrowing across the rating spectrum,

albeit more at the higher risk end. With

major currency valuations appear far

stretched from fundamentals, we expect

further currency volatility in 2010.  But

unlike 2009, sovereign and corporate

bonds are likely to perform less

uniformly as support measures such as

QE are withdrawn and differential

funding deficits are exposed. Security

selection based on fundamental analysis

will become an important performance

differentiator amongst Sovereigns. We

still find the yield structure of most

sovereign bonds unattractive, so residual

holdings are principally justified by risk

factors and the possibility we experience

a fresh bout of risk aversion and

deflationary concerns.  Interestingly, Irish

bonds having initially fallen sharply, now

look attractive after announcements of

radical fiscal retrenchment and explicit

ECB support. Overall within fixed

interest, though, we prefer selected high

quality corporates with scope, albeit now

more limited, for yield compression.   

3. G4 central banks' determination to avoid

a 'double dip' implies policy will remain

easy for 6-9-months despite some

economically stronger countries (e.g.

Australia and Norway) raising rates.

Structural deficits and elevated central

bank balance sheets have been less

supportive of sterling and the USD which

have assumed “carry trade” status.

While sterling's outlook is more

precarious due to the UK Treasury's

unwillingness to make stringent

spending cuts ahead of an election, the

USD could continue to rally from

oversold levels if US growth continues to

improve and fuels expectations of

interest rate hikes. It is tough to make a

bull case for other major currencies from

here, especially the yen and euro which

stand at decade relative highs as they,

too, are fiscally weak with swollen

balance sheets.  We therefore

recommend reducing GBP, reducing

overweight positions in the euro and yen,

and reducing the USD underweight.

Emerging market currency fundamentals

remain strong (primary surpluses and

commodity reserves) but, we do not

recommend adding further now. 

4. High issuance of government bonds to

support growing fiscal deficits raises

fundamental questions about investor

appetite for government bonds, but, also

in the longer term the soundness of

money itself. We still like gold which

recently rose decisively through $1100

to an all time high in dollar terms, as an

independent store of wealth and as a

hedge against bond yields backing up

sharply and/or a market or geopolitical

shock. Another hedge we have

embedded in portfolios and protecting a

similar elevation in market risk is

holding put options on money market

instruments. Market rates currently

stand at unsustainably low levels

reflecting current ultra-loose monetary

policy. They are likely to rise in due

course as policies are withdrawn, but

could adjust sharply upwards sooner in

the event of a market shock.  

5. We are beginning to dismantle our

sizeable holdings in global real estate

which have been a major beneficiary of

global reflationary policies. Some

sectors now stand at premiums to net

asset value anticipating increases in

physical values which are occurring

spectacularly in some regions (notably

Hong Kong), but more moderately

elsewhere, especially in regions where

interest rates are now rising and

squeezing yield spreads (e.g. Australia).

The sector is still more than a third off

its 2007 high, and yielding around 3.5%

today, a healthy margin to the 2.4% on

the S&P 500 so offers some scope for

further gains as occupational factors

improve, but, we believe the principal

corrective market gains from oversold

levels have are now been made. 
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Disclaimer

This newsletter is prepared by Bank Sarasin & Co. Ltd (Switzerland), and Sarasin & Partners LLP (UK) (“BSC”) for your information only. It
contains selected information and does not purpor t to be complete. The publication is based on public available information and data (“the
information”) believed to be accurate and complete. BSC has not verified and does not guarantee the accuracy and completeness of the
information contained herein. Possible errors or incompleteness of the information do not constitute grounds for liability, either with regard
to direct, indirect or consequential damages. In particular, BSC shall not be liable for the statements, projections or other details contained
in the information concerning the examined companies, their associated companies, strategies, economic situations, market and competitive
situations, regulatory environment, etc. Although due care has been taken in compiling this publication, it cannot be excluded that it is
incomplete or contains errors. BSC, its shareholders and employees shall not be liable for the accuracy and completeness of the statements,
estimates and conclusions derived from the Information contained in this publication. BSC may perform investment banking services or other
services for companies examined, and partners, directors or employees of BSC may serve on the board of directors of companies mentioned
in this presentation. Although measures are taken to avoid conflicts of interest arising from such services or relationships with partners,
directors or employees, BSC cannot guarantee that such conflicts of interest will not occur. BSC shall therefore not be liable for any direct
or indirect or consequential damages arising from such conflicts of interest.  Opinions or prices expressed in this publication are subject to
change without notice. In particular the current investment policy as well as investment decision process are subject to change without prior
information or consent. Please take also note that this publication is not produced by BSC’s Research Department. Therefore, in particular
the “Directives on the Independence of Financial Research” of the Swiss Bankers Association have not been applied. If you are a private
investor, you should not act or rely on this document but should contact your professional advisor. This newsletter is for your individual
purposes only and not for any kind of distribution.
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