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Sarasin’s Strategy Outlook: Goldilocks scenario
continues to fan equity markets — the rise of equities
buoyed by generous liquidity

The combination of nervous central bankers and frightened politicians is adding up to ever
more generous liquidity conditions, despite evidence of an accelerating world economic
recovery. Global equities should continue to rise despite recent gains, as investors flee near-
zero yields on cash, according to Sarasin Group’s latest Strategy Outlook. Investor sentiment
is further buoyed by central bankers’ reluctance to turn off the stimulus taps, note authors
Burkhard Varnholt, Chief Investment Officer, and Guy Monson, Chairman of the Investment
Policy Committee, at Sarasin.

As a result, one of the most powerful rallies in risk assets in recent market history, predicted in
Sarasin’s July Strategy Outlook, is being fuelled by extremely low interest rates and promising
economic data. Export-led economies are experiencing a soaring inventory-led bounce, while
unemployment in much of the world has not been as severe as economists forecast. There are still
areas of concern — the US housing market remains too dependent on government support, while
debate continues on the record levels of spare production capacity across global economies. These
issues have increased the nervousness of policy makers about acting too soon to withdraw
stimulus programmes and repeating the errors of the Bank of Japan in the mid-nineties.

Guy Monson, Chairman of the Investment Policy Committee

“The Goldilocks scenario — where growth is strong enough to lift earnings but too fragile for Central
Bank tightening — that we dared to put forward in our last Strategy Outlook now dominates our
strategy. As we expected, investors now have the confidence to escape near-zero cash yields.
These yields are also encouraging investors to revisit equities given bonds’ low yields. We are now
taking a tactical approach given the unique up- and downside risks evident in the global economy.”

Burkhard Varnholt, Chief Investment Officer

“Since the Goldilocks scenario has become a reality, we need to look out for the three bears. The
first is the emerging markets questionable ability to offset a drop in US consumption, should this
fall dramatically. The second is the inability of global economic powers to address the exchange
rate regimes at the heart of global imbalances. The third is therefore a disorderly fall in the value of
the US dollar as the currency loses its status as a global reserve currency and becomes a global
“carry trade” or funding currency.”

Two key risks threaten global economic recovery

Sarasin see two key risks to global economic recovery. The first is that while consumption in the
emerging markets will grow, it may not offset a fall in consumption in the US as saving rates rise
there. While the easiest adjustment mechanism would be a revaluation of emerging market
exchange rates, which would raise domestic purchasing power and productivity among thrifty
consumers, this is unlikely. Sarasin therefore expects the dollar bloc to be bound by unsustainable
exchange rates, leaving the G20 central bankers challenged by inflationary drivers that are
contradictory and beyond their control. The second risk is a disorderly fall in the US dollar as the
American currency moves from the role of a global reserve to that of a global ‘carry trade’ or funding
currency (perhaps usurping the role the yen has played for much of this decade).
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Global Investment Strategy Implications

While an exclusively reflation-based asset allocation stance is tempting, Sarasin recommends a
broader, more tactical approach given the scale and duration of the rally to date, the rise in asset
valuations and the existence of some unique up- and downside risks. Sarasin recommends a gentle
reduction in corporate bond holdings, with long-term strategic opportunities in emerging market debt
driving the use of sovereign issues and third-party EM bond funds. We will be launching our own
dedicated funds in 2010. Sarasin has also moved from a China-centric EM strategy to include South
America, Eastern Europe, the Gulf, and, where appropriate, Africa. In China, Sarasin will focus on
domestic growth themes, particularly related to consumer demand, education and healthcare.
Sarasin recommends a considerable exposure to equities, particularly financial stocks appropriate
to our “Corporate Restructuring” theme. Sarasin also recommends an increase in physical gold
positions, and the additional of global real estate holdings.

For more information please contact:
Renate Boerner, Corporate Communications, Sarasin Rabo Investment Management Limited
Telephone +852 2287 9733 Mobile: +852 9229 5857 E-mail: renate.boerner@sarasin.com
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The Sarasin Group has its roots as a leading Swiss private bank. As an international financial
service provider committed to sustainability, the Group is now represented in more than 20
locations in Europe, the Middle East, and Asia. By end of June 2009 it managed total client assets
of CHF 79.9 billion and employed around 1,500 staff. Its majority shareholder is the AAA-rated
Dutch Rabobank.
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Incorporated in Hong Kong, Sarasin Rabo Investment Management Limited (“Sarasin Rabo”) is a

subsidiary of Bank Sarasin and a licensed corporation regulated by the Hong Kong Securities and
Futures Commission. Sarasin Rabo’s core business includes the provision of investment advisory
and wealth management services for both private and institutional clients.

Important notice

This document has been prepared by Sarasin Rabo Investment Management Limited, (hereafter “SRIM”) for
information purposes only. It contains selected information and does not purport to be complete. This
document is based on publicly available information and data (“the Information”) believed to be correct,
accurate and complete. SRIM has not verified and is unable to guarantee the accuracy and completeness of
the Information contained herein. Possible errors or incompleteness of the Information do not constitute legal
grounds (contractual or tacit) for liability, either with regard to direct, indirect or consequential damages. In
particular, neither SRIM nor its shareholders and employees shall be liable for the opinions, estimations and
strategies contained in this document. The opinions expressed in this document, along with the quoted figures,
data and forecasts, are subject to change without notice. A positive historical performance or simulation does
not constitute any guarantee for a positive performance in the future. Discrepancies may emerge in respect of
our own financial research or other publications of the Sarasin Group relating to the same financial instruments
or issuers. It is impossible to rule out the possibility that a business connection may exist between a company
which is the subject of research and a company within the Sarasin Group, from which a potential conflict of
interest could result.

This document does not constitute either a request or offer, solicitation or recommendation to buy or sell
investments or other specific financial instruments, products or services. It should not be considered as a
substitute for individual advice and risk disclosure by a qualified financial, legal or tax advisor.

This document is intended for persons working in countries where the Sarasin Group has a business presence.
SRIM does not accept any liability whatsoever for losses arising from the use of the Information (or parts
thereof) contained in this document.
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