Letter to investors

Investing in binary times

Nervousness pervades the markets. China’s restructuring and the central banks’
policy dilemmas are unprecedented. But the reality is better than it appears to be.,

COMFIDENTIAL -

CONFIDENTIAL

Investors should think twice about taking an
sutumn braak. Aftar the rather busy months
of August and September, the traditionally
turbulant Octaber is unlikely 1o allow investors
to catch their breath. Why are markets so
unsettled? Let me try to explain.

Thiz bufl market has lasted for smx and a half
years. Some have sought and found parallels,
in werms of technical chart analysis and
valuations, with the years of 2000 and 2007,
when stock exchanges
ware also at wrning points.
Thiz naturally raizes thea
guestion of comparability,
Doas history repeat iteelf,
of does it only rhyme?

Maybe what makes those
three periods comparabla
iz that Investors each tima
had 1o face unprecedented, thus incomparable
gituations: in 2000 invastors, who had been
happy to pay triple-digit price-to-samings retlos
for internet companies, saw these valuations
coflapse g2 concerns mounitsd over the real
esonamic merits of this new technnology. And
at the end of 2007, mvestors were faced with
the quastion whether the most recant driver of
growth, credit-based consumption, could aver
take up that role again, Today, the big question
iz whather the Chinesa suthorities eand central
Ranks will cops with fwo major pew challangeas,
O the one hand, thera is a nation of over ons
billion paople which, in current U. 5 -dollar
terimg, has more than quadrupied its share in
the global economy within the last 15 years; but
which has also rapidly built up delt and now
sesks to radically change s businass modeal.
Cn the other hand, there are the central banks
which have more than tripied theair balance
shaets since the financial crisis and now have
to work out how to run them down again.
Wil both Ching and the world e central banks
manage to meat thelr very different objectives?
Mobody can teil. iInvestors are faced with the
dilemma of not wanting to miss any buying
oppartunity - and every setback since 2009

Although
some clouds may
linger, the situation
remains good.

has, in a sense, been one - but not wanting
to be invested sither should the subsequent
miarket fall really happan,

Just recently, the Fed dodged the start of its
very own turnarcund once again. Although its
decision may have baen well reasoned, the Fad
raight and up as the deiven, not the driver, Also,
how readily can we really wean ourselves off
the easy money drug? The Fed postponemant
haz at least sarved to create such nagative
market sentiment that
higher intarest rates
might even, for once, be
welenmesd, Wouldn't they?

Investors are currently
divided on many things:
Will developed aconomios
drive amerging markets
or will the latter impeade
the first? Will Waestern consumears buy
encugh to compensate for globally siack
lavels of investment? Will consumer gaing
from cheaper ol compansate for the anergy
producers’ woas? &nd, tinally: is the actus!
situation bettar than it appears 1o be? Thase
fguastions ware on the agenda of our recant
quartarly strategy mesting. In our view, tha
giobal economic recovery is intact, despite a
more muted outlook for seme markets. Thes is
[ikely to open up a numbar of opportunities, just
in tims for the traditional yvear-and rally, if, of
course, history chooses to repeat itsel, at least
im this respect.
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Past parformance is not indicative of future returns, Mo assurance can be given that any foracast,
investment objectives and/or expacted returns will be achioved. Allocations are subject to change
without notice, It is not possitls (o mvest directly in an index. F = forecast, Forecasts are bassd

on assumptiang, estimates, opinions and hypothatical models or analyses that may prove to be
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