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Fxecutive Summary

I. Global Economic and Financial Environment

Lower economic growth, larger risks and low returns on “safe” assets
b

Y VY

Deepening opportunities in emerging and frontier markets

II. Institutional Investors’ Broad Move to Diversify Asset Allocation
Institutional mvestor AUM growing quickly

Y VYV

Secular diversification to alternative assets and emerging/frontier markets

III. Dnvers for Diversification in the Face of Increased Correlation
Continuing divergent growth paths for developed and EM countries
The Search for yield and reduced risks

Higher absolute returns and lower risk from diversification to broad array of alternative
assets, emerging/frontier markets and cash

Y V V

IV. Conclusions
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Economic and Financial Envir

omic growth remains weak; EM countries weathered the financial
better than advanced economies
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Global Share and Growth of Capital Markets

Emerging markets account for small (18%) but rapidly growing share of global financial markets

Stock of Debt and Equity Outstanding, 2010
(100% = $147 trillion)

{Compound Annual Growth Rate, 2000-10}

W Western Europe (5.2%)
M United States (5.2%)
Japan (2.4%)
W Other dev. (8.2%)
m China (20.8%)
Latin America (15.2%])
CEE and CIS (20.5%)
ME&Africa (15.8)
India (23.0%)
Other Asia (11.9%)

Source: BIS, Dealogic, S&P, McKinsey Global Banking
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but is projected to decline in 2013

mic growth reached the level of global emerging economies in

Overview of the World Economic Qutiook Projections

{Percent change)

Year-over-Year

Projections

2011 2012 2013

World output 3.8 3.3 3.6

Advanced economies 1.6 g e 1.5

OFf vwhich: United States 1.8 2.2 2.1

European Umion 1.6 —.2 0.5

Emerging and developing economies 6.2 5.3 5.6

Of vwhichk: MEMNAP 3.3 5.1 3.6

CCA 6.7 5.7 5.5

Commomivealth of Independent States 4.9 4.0 4.1

Of which: Russia 4.3 3.7 3.8

World trade volume {goods and services) H.8 3.2 4.5
Commodity prices

Ol 31.6 it | —1.0

Monfuelz 17.8 —9.5 —2.9

Sources: IME, Yokl Econoriic Outfook (October 2012 and Middle East and Cantral Asia Hagiona! Econorric O utloor

(MNovembar 20125,

1Simple average of prices of U K. Brent, Dubai, and West Texas Intermediate crude oil. The average price of oil in
LS. dollars a barrel was $104.01 in 2011 ; the assumed price based on future markets is $106.18 in 2012 and

F10510in 20713
Zhverage (measured in Us. dollars) based on wordd commodity export weights.
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MENA Economic Growth 1s Vulnerable to Shocks from the
EURO Area, United States and China

Figure 1 Figure 2
Responses of Output to a Negative GDP Shock Responses of Output to a Negative GDP Shock
in China in the United States
{Percent change) {Percent change)

0.0 0.0
0.2 —0.2
—0.4 —0.4
—0.6 —0.6
B s —i0.3
N FAE ML il MAE A ail [ o e raghreb rashreq China —1e MAE M2 ail PAE LA il GCC Maghreb rashreq United

exporters importers exporters Importers States
Source Cashin, Mohaddes, and Ralssl (2012) Source: Cashin, Mohaddes, and Raissi (2012,
Figure 3

Responses of Output to a Negative GDP Shock

in the Euro Area
{Percent change)

0.0

—0 .2

—0 4

—0 .6

—0.3

==
FAELE ail FAE L2 il [Elai® rMaghreb rMashreq Eurc area
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Source Cashin, Mohaddss, and Raissi (20123
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vestors’ Broad Move
Asset Allocation

ose from $71 trillion in end-2008 to $89 trillion in end-2011
llion for pension funds-by 20%; Increase of $7 % trillion for insurance companies-by
rillion for private equity funds-270% ; S1 trillion for sovereign wealth funds -23%; and S
-7%

% trillion, end-20038 T trillion, end-200%9
Pension funds | 25 0 Pension funds Izg‘_.:—_
M utual Funds |22_0 Ptz Funds I 230
Insurance funds |1 7.0 Imnsurance funds IZO.D
Sowvereign wealth Sowvereign wealth e
funds 3.9 funds N
Hedge funds 1.7 Private eqguity Z 5
Private equity | | O-F Hedge funds 1.6
L L A A ] | A L L 1l I}
(8] 5 10 15 20 25 O = 10 15 20 25 IO

Sowrce: [FSIL estirmates Sowrce: IFSL estimates

F trillion, end-Z2010 F million, end-2z011
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SorvEreon v esm Fiamcd=s s B e mr:'_'.%lg L 4.5
Frivats o ity . oS Frrieat= =0 uity - =S
Hedg= funds=s I 1= Hedg= funds . 1.5
1 . . B . . n . . il 1 B n
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Soarce: Thelityl Ik estirm abes e Theae ity B peralam incry estim atas
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ation to equities
to bonds since 2007/8 financial crisis
re to alternative assets mainly coming out of equity investments

M Equities | Bonds W Other 1 Cash

100%
80%
80%
70%
60%
50%
40%
30%
20%
10%

0%
1985 1299 2003 2007 2011e

For the last 16 years, equities, bonds and cash allocations have all been reduced to a varying degree while assets in
alternative areas have increased from 5% to 20% in the same time period.

Includes pension funds in OECD countries
Source: Towers Watson and secondary sources
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increase Iin the allocation to cash

CHANGES IN STRATEGIC ASSET ALLOCATION BY PLAN SIZE (2010-2012

und Asset Allocation by Size

to equities (domestic and foreign) and increase to alternativ
xed income and alternatives (reached 23% of total AUM in 2012 for larger
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Non-domestic property Non-domestic government bonds

Domestic property Domestic government bonds

Non-domestic corporate bonds Non-domestic equity

Domestic corporate bonds Domestic equity
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d Asset Allocation by

increase exposure to non-domestic equity, do

o emerging market debt and equities increasing rapidly

PERCENTAGE OF PLANS EXPECTING TO CHANGE INVESTMENT STRATEGY PERCENTAGE OF PLANS WITH SPECIFIC
ALLOCATIONS TO EMERGING MARKETS

(2010-2012)
25%

Domestic equity |2.2 I Decrease exposure
Nor-domesticequy B nceseoqosue 20% M 2012

Domestic fived income government bonds

Domesicinflation-inked government bonds 10 | 15%
Non-domestic government bonds 1.3|
Domestic corporate bonds 122 10% oo
Non-domestic corporate bonds 17 I 17.2
Domestic property S0 10.8
Non-domestic property 19 || 1
4.414.1 3.6
Cash 3,7I|1.4 I

0%

Other 43' 17 Equity Debt Other
(infrastructure/
40% 30% 20% 10% 0% 10% 20% 30% property)
™% MERCER
ASSET ALLOCATION SURVEY The Sovereign Wealth Fund Initiative

EUROPEAN INSTITUTIONAL
MARKETPLACE OVERVIEW 2012



Proportien of SWFs

vereign Wealth Funds Investing in Ea

ontext of their mandate, SWFs have diversified across all ass

Publc Equifies
Fhoad Incommea
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p of local debt stock 1s much higher

1onal investor search for yield has facilitated deeper local EM ca
proved EM debt profile (with external debt replaced by local debt)
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III. Dnvers for Diversification 1n the Face of
Increased Correlation

Observations underlying asset allocation diversification; why diversification

still works:

= Diversification to alternative assets and emerging/frontier markets still lowers cross-
asset and intra-asset correlation, with attention to diversification within alternative
and EM asset classes

= Absolute returns on alternatives and emerging/frontier market assets have been
higher than traditional assets and likely to remain

m Returns on portfolios with diverse use of alternative and EM/frontier market assets
gain both from higher absolute returns and better risk-adjusted characteristics

n The higher yields from alternatives and EM/frontier markets allow mncreased
inclusion of hiquid assets 1n portlolios without hurting overall returns

The Sovereign Wealth Fund Initiativ S AEE



SWFs’ Mandate Dnives Asset Allocation

Insulate Budget/Economy (e.g. Chile, Kazakhstan, Azerbaijan,
Algeria, Iran, Venezuela)

Inter-generational transfer (e.g. Kuwait, Qatar, Singapore , ADIA
Alaska, Alberta)

Part of Reserves; Increasing Returns (e.g. China SAFE,
Korea KIC, SAMA)

Socio-Economic Objectives (e.g. Bahrain Mumtalakat, UAE
Mubadala)

Contingent pension liabilities of governments (Australia,
New Zealand, China NSSF)
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horizon, and hability struc

de size, maturity, sophistication, investment philosophy
(to reduce covariance of returns including assets in the gr

% Alternative Allocation
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Emerging Market Returns
Ten years through December 2011

Returns are Drivers to Alternatives and Emer
te equity and emerging markets have outperformed public se

BICFL

Private Equity IRR vs. Public Indices
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g Market Returns Over Pas

market assets have a record of higher returns and lowe
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Post-Crisis Cross Correlations

Post-crisis cross-correlations are high but alternatives and EM/Frontier assets
still consistently less correlated with other asset class than S&P or World Index

Correlation Coefficients Matrix
2008-2011 |  SPX MSWI MXEF MXFM 20T | USCorp RE COM HF PE

SPX 100

MSWI 0.98 100
MXEF 0.68 0.94 100
MXFM 0.83 0.67 0.66 100

207 0,61 0.59 -0.66 .51 100

US Corp 0.05 0.17 0.17 0.1 0.50 100

RE 0.90 087 0.73 0.62 0.44 0.04 100

COM 0.68 0.73 0.76 0.76 .61 0.06 0.56 100

HF 0.85 0.89 0.94 0.84 .65 0.07 0.68 0.86 100

PE 087 0.84 0.79 0.78 .62 0.1 0.79 0.79 0.87 100

pvereig 20 0 0 JNRHEE: : T gl » s HOGE

ey -_u_'e-.-..‘... v



of 10-Year Returns for Three

n. 1991 — Dec. 2010-rolling (monthly) 10-year returns for each of the three asset mix

The value of diversification with a mix of alternative assets:
Higher absolute returns with lower risk

100 00%
S80.00%
60 . 00%5
A0 DS
20.00% I
| =0H HiE L
0_.00%% < (%% 0% — 2% 2% — 5% 5% — 10%% = 10%%
aAnnualized Return
B Balanced Portfolio incl. Alternatives B Traditional Balanced Portfolio

B 100% Equity Portfolio

A 100% equity portfolio, a traditional balanced portfolio (60% equities and 40% bonds) and a balanced portfolio including alternatives-- 48% equities,
32% bonds and 20% alternatives, equally split between hedge funds, real estate, equities and commodities




v U

v O

v O

IV. Conclusions: Asset Allocation Decisions by
Institutional Investors

Global Economic and Financial Environment

Investors are facing lower economic growth, larger downside risks and low returns on
“safe” assets

Emerging and frontier markets have taken policy measures to reduce their risks to
external market turmoil and are set for continued economic and financial growth

Global State of Institutional Investors

Pension fund and SWF assets under management are growing quickly despite a global
decline in equity capitalization

Pressures to perform to meet budgetary objectives and investment mandates in the face
of low returns/high risk environment

Asset Management in Low Return/High Risk World

In this environment, asset managers are searching for risk-adjusted yield through a
diverse mix of alternative assets, emerging/frontier markets and cash
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Economic and Financial Envir

omic growth remains weak; EM countries weathered the financial
better than advanced economies
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Growth versus Pre-Crisis Aver

| growth exceeds pre-crisis levels in EM Countries in contrast
with lower growth in advanced economies

(Percentage paint difference in compound annug rates of change hetween 207 1—12 and 200007}

B Below -2

[] Between—2and 0

[[] Between 0 and 2 -

Bl Above?2 ; e
] Insufficient data s 7

Source IMF staff estimates.

Mote: There are no data for Libya in the projection yvears dueto the uncertain political situation. Projections for 2011 and later exclude South Sudan.
Dueto data limitations, data for Irag are the growth difterential between the average in 2011-12 and 2005-07, for Afghanistan between the average in
2011-12 and 2003-07; and for Kosovo, Liberia, Malta, Montenegro, Tuwalu, and Zimbabwe between the average in 2011-12 and 2001-07.
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Global Share and Growth of Capital Markets

Emerging markets account for small (18%) but rapidly growing share of global financial markets

Stock of Debt and Equity Outstanding, 2010
(100% = $147 trillion)

{Compound Annual Growth Rate, 2000-10}

W Western Europe (5.2%)
M United States (5.2%)
Japan (2.4%)
W Other dev. (8.2%)
m China (20.8%)
Latin America (15.2%])
CEE and CIS (20.5%)
ME&Africa (15.8)
India (23.0%)
Other Asia (11.9%)

Source: BIS, Dealogic, S&P, McKinsey Global Banking
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obal Risks: WEO Downward Scenari

vereign Stress in Euro Area Oil Supply Disru

1. GOP Lass aler Twa Years 1. GOP Loss after Twa Years _ ?_Rise inlnlation aler One

Year -10

. . . . . . T S TR US EA JP LA EAS OV

LInitac States  Eure anea Japan Latm Amanica Emerging Asia
3. Change in Crude 0§l Price 4. Change in Mon-0il Commadity
(years oi =axis) Price

2. Decrease in Inflation afer One Year "  lyears on x-axis) "

&l - - - -5

50 - S - 1.0
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gource: GEM simulations. ) ] ) ]
Source GEM simultions.  Percent or percentage point deviation from WEO baseline TU5: Uniked States; EA: eura area; JP: Japan; LA: Latin America; BAS: emeraing Asia.
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c growth reached the level of global emerging economies in 2012 but is projected to

Overview of the World Economic Qutiook Projections

{Percent change)

Year-over-Year

Projections

2011 2012 2013

World output 3.8 3.3 3.6

Advanced economies 1.6 g e 1.5

OFf vwhich: United States 1.8 2.2 2.1

European Umion 1.6 —.2 0.5

Emerging and developing economies 6.2 5.3 5.6

Of vwhichk: MEMNAP 3.3 5.1 3.6

CCA 6.7 5.7 5.5

Commomivealth of Independent States 4.9 4.0 4.1

Of which: Russia 4.3 3.7 3.8

World trade volume {goods and services) H.8 3.2 4.5
Commodity prices

Ol 31.6 it | —1.0

Monfuelz 17.8 —9.5 —2.9

Sources: IME, Yokl Econoriic Outfook (October 2012 and Middle East and Cantral Asia Hagiona! Econorric O utloor

(MNovembar 20125,

1Simple average of prices of U K. Brent, Dubai, and West Texas Intermediate crude oil. The average price of oil in
LS. dollars a barrel was $104.01 in 2011 ; the assumed price based on future markets is $106.18 in 2012 and

F10510in 20713
Zhverage (measured in Us. dollars) based on wordd commodity export weights.
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converge with the rest of the region a
el off

MENAP Region: Selected Economic Indicators, 2000-13

{Patrcent of GDP unfess otherwise indicated)

Average Projections

2000-06 2007 2008 2009 2010 20M 20n2 2013

Real GDP (annual growth)

Current Account Balance 9.2 13.1 13.7 2.0 1.0 13.2 1.2 9.7
Overall Fiscal Balance 3.1 6.2 6.6 -3.0 0.4 1.5 15 0.4
Inflation, p.a. (annual growth) 14.3 10.3 10.9

Real GDP (annual growth)

Current Account Balance 13.4 18.6 19.7 4.8 11.0 18.7 16.4 14.2
Overall Fiscal Balance 7.4 12.4 133 -1.8 2.5 5.9 6.1 4.4
Inflation, p.a. (annual growth) 11.5 15.0 10.4 11.5

Real GDP (annual growth) =

Current Account Balance 15.4 19.9 22.1 1.5 14.4 24.1 236 21.1
Overall Fiscal Balance 15 17.9 24.8 -0.7 4.5 121 14.6 1.2
Inflation, p.a. (annual growth) 1.6 6.6 11.0 3.0 3.2 3.6 3.5 3.6
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MENAP Region: Selected Econeomic Indicators, 2000-13
{Percent of GDF unless otherwise indicated)

Average Projections
2000-06 2007 2008 2009 2070 2011 2002 2013

Real GDP (annual growth) 4.9 6.8 5.3 4.2 4.0 2.0 2.1 3.3
Current Account Balance -0.8 -2.5 -4.1 -4.8 -3.1 -3.5 -5.2 —-4.4
Overall Fiscal Balance -4.5 -5.2 -5.6 -5.0 -5.6 7.0 -7.8 7.4
Inflation, p.a. (annual growth) 4.5 71 13.0 0.2 8.5 9.9 9.7 9.2

Real GDP {annual growth) 5.5 5:7 4.5 2.6 5.0 3.3 5.3 3.6
Current Account Balance 10.0 14.5 15.3 2.6 7.7 14.2 12.2 10.6
Owerall Fiscal Balance 3.9 7.7 8.4 -2.8 0.2 2.5 2.5 1.4
Inflation, p.a. (annual growth} 5.9 10.2 14.6 5.2 7.0 9.8 10.9 9.5

Real GDP (annual gr-::mrm] 4.7 6.7 5.1 4.9 4.3 1.4 1.2 3.3

Current Account Balance -1.3 -1.8 -2.8 -4.6 -3.6 =52 -6.9 -5.8

Overall Fiscal Balance =53 =5.1 -4.8 -5.2 -56 -7.5 -8.7 =1.7

Inflation, p.a. (annual growth) 4.7 6.7 13.6 7.3 3.0 7.9 9.0 8.8
Memorandum

Real GDF (annual growth) 4.6 6.0 6.3 4.5 4.7 1.2 2.0 3.6
Current Account Balance 1.1 -1.1 -2.5 -3.9 -3.3 -4.9 -5.4 —-4.6
Overall Fiscal Balance =52 =55 =52 =57 -6.0 -8.0 =9.1 -8.0
Inflation, p.a. (percent) 4.7 i1 14.0 7.7 8.4 7.9 1.8 8.6

Bourcas: National authorities; and IMF staff calculations and projections.

1201113 data axcdude Syrian Arab Republic,

MENAP: (1) Oil axporiers: Algaria, Bahrain, Iran, lrag, Kuwait, Libya, Oman, Qatar, Saudi Arabia, the United Arab Emirates, and Yemen; (2) Qil imporisrs: Adghanistan, Djibouti,
Eqypt, Jordan, Lebanon, Mauritania, Moroceo, Pakistan, Sudan, Syria, and Tunisia; (3) Arab countries in transition: Egypt, Jordan, Libya, Morocco, Tunisia, and Yaman,
MENA MEMAP axcluding Afghanistan and Pakistan.

Mote: Data refer to the fiscal year for the folowing countries: Afghanistan and Iran (March 21March 20, Qatar {Aprlifarch), and Egyptand Pakistan {Julyluna).



MENA economic growth is vulnerable to shocks from the EURO Area, United States and China

Figure 1

Responses of Output to a Negative GDP Shock

in China
(FPercent change}

Figure 2

in the United States

{FPercent change)

0.0 0.0

=02 —0.2

—0.4 —0.4

—0.6 —0.8

=ZeE —0.8

=AY =5
FAE LA il MAE MA ol EEE Maghreb Mashreq China FAE MNA ol MAERA oil SEE Maghreb hashreq
exporters importers exporters Importers

Source Cashin, Mohaddss, and Raissi (2012)

Source. Cashin, Mohaddes, and Ralssi (2012,

Figure 3

Responses of Output to a Negative GDP Shock

in the Euro Area
{Percent change)

FAELE ail FAE L2 il [Elai® rMaghreb rMashreq Eurc area
exporters importers

Source Cashin, Mohaddss, and Raissi (20123
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vestors’ Broad Move
Asset Allocation

rose from $71 trillion in end-2008 to $89 trillion in end-2011
illion for pension funds-20%; Increase of $S7 % trillion for insurance companies-44%
trillion for private equity funds-270% ; $1 trillion for sovereign wealth funds -23%; and S1
-7%

% trillion, end-20038 T trillion, end-200%9

Pension funds | 25 0 Pension funds Izg‘_.:—_

M utual Funds |22_0 Ptz Funds I 230
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Hedge funds 1.7 Private eqguity Z 5
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on to equities
to bonds since 2007/8 financial crisis
re to alternative assets mainly coming out of equity investments

M Equities | Bonds W Other 1 Cash

100%
80%
80%
70%
60%
50%
40%
30%
20%
10%

0%
1985 1299 2003 2007 2011e

For the last 16 years, equities, bonds and cash allocations have all been reduced to a varying degree while assets in
alternative areas have increased from 5% to 20% in the same time period.

Includes pension funds in OECD countries
Source: Towers Watson and secondary sources
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Broad Shift in Asset Allocation from Equities to Bonds and Alternatives

100%

Other
15
- Bonds
80% - Equities
42
60%
40%
20% 43
0%
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
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EU Pension Fund Asset Allocation by Size of Plan, 2010-2012

Significant decline in allocation to equities (domestic and foreign) and increase to alternatives

» Increase In allocation to fixed income and alternatives (including real estate, reached 23% of total AUM in 2012 for larger plans)

s Larger pension plans allocated more to alternative assets and less to equities than smaller plans, though the observed trends
hold for both

»  There was some increase in the allocation to cash

CHANGES IN STRATEGIC ASSET ALLOCATION BY PLAN SIZE (201020 12
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Other Non-domestic property Non-domestic government bonds

- Cash Domestic property Domestic government bonds

Non-domestic equity

i
- Non-domestic corporate bonds
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nsion Fund Asset Allocation by Location ¢

to further increase exposure to non-domestic equity, domestic inflatic

)cations to emerging market debt and equities increasirg rapridlg
PERCENTAGE OF PLANS WITH'S

EAPECTING 10 CHANGE INVESTMENT STRATEGY ALLOCATIONS TO EMERGING MA
(2010-2012) '
25%

] B I Decrease exposure
N
R N4 r

eQuity I Increase exposure

o Income government bonds :
ation-linked government bonds 0 [
ic government bonds .
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i _Iss
17.2
c corporate bonds
:" 4 18 6.9 i
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Equity Debt Other

(infrastructure .
40% 30% 20% 10% 0% 10% 20% 30% property)

®® MERCER

ASSET ALLOCATION SURVEY The Sovereign Wealth Fund Initiative
EUROPEAN INSTITUTIONAL
MARKETPLACE OVERVIEW 2012




ext of their mandate, SWFs have diversified across all a

rtion of Sovereign Wealth Funds Investing in Each Asset

Proportien of S8k

Publc Equities
Fhoad] Incarme
Privitte Eopity
Raal Estata
Ffrastruchrs
Headige Furnds
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vestment

ove from OECD to EM and frontier countries t
CD companies that focus on exports to non-OECD ¢

EMERGING MARKETS ~ FRONTIERMARKETS  OTHERS

Number 2007 2857% 6.43% 12.14% 8.57% 44,2 %4
2011 30.17% 9.05% 11,645 2.16% 46.98%
Value {5) 2007 39.82% 0.22% 354% 1.21% 54,815
2011 29.25% 8.56% 6.21% 0.83% 55,18%

Pubtlicly avsilshle dats for dirsct S8F by & real eelsbe desls, pint ventures snd caprsl injections.
nlirre: meraign Fnestment Lab, Lnfvers it Baczonl
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p of local debt stock 1s much higher

1onal investor search for yield has facilitated deeper local EM ca
proved EM debt profile (with external debt replaced by local debt)
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III. Dnvers for Diversification 1n the Face of
Increased Correlation

Observations underlying asset allocation diversification; why diversification

still works:

= Diversification to alternative assets and emerging/frontier markets still lowers cross-
asset and intra-asset correlation, with attention to diversification within alternative
and EM asset classes

= Absolute returns on alternatives and emerging/frontier market assets have been
higher than traditional assets and likely to remain

m Returns on portfolios with diverse use of alternative and EM/frontier market assets
gain both from higher absolute returns and better risk-adjusted characteristics

n The higher yields from alternatives and EM/frontier markets allow mncreased
inclusion of hiquid assets 1n portlolios without hurting overall returns

The Sovereign Wealth Fund Initiativ S AEE



SWFs’ Mandate Dnives Asset Allocation

Insulate Budget/Economy (e.g. Chile, Kazakhstan, Azerbaijan,
Algeria, Iran, Venezuela)

Inter-generational transfer (e.g. Kuwait, Qatar, Singapore , ADIA
Alaska, Alberta, Oman GRF)

Part of Reserves; Increasing Returns (e.g. China SAFE,
Korea KIC, SAMA)

Socio-Economic Objectives (e.g. Bahrain Mumtalakat, UAE
Mubadala)

Contingent pension liabilities of governments (Australia,
New Zealand, China NSSF)

The Sovereign Wealth Fund Initiative




SWF’s segmented by policy purpose using the IMF convention

Country
Kazakhstan
Algeria
Iranm
Singapore
US-IN MWV
Brazil
U AE
Kuwwait
Oatar
UAE
Libya
UAE
us
Brunei
us
Canada
Orrman
China
China
China
Singapore
Korea
Saudi Arabia
China
Australia
Ireland
New Zealand
Russia
Norway
Azerbaijan
East Timor

Chile
MMalaysia

Bahrain
UAE

France

Fund
Kaz Natl Fund
Rewv Reg Fund
Oil Stab Fund

Temaselk

NNV St Inv Council

Sowv Fund
ADIA

KIA

alA

1CD

LA

IPIC

A K Per Fund

Brunei Inv Agency

Texas Per School

AB Heritage Fund

Gen Res Fund
SAFE

ClC

H KN A

SiIcC

KIC

SA N A

NSSF

AFF

NPRF

NZ Super Fund
NWF

SPG-G

State Oil Fund
Tiimor-Leste

Soc & Eco Stab
Furnd

Khazanmnah

Mumtalakat
Mubadala
Streg Inv Fund

Purpose

Stabilization
Stabilization
Stabilization

Savings
Savings
Savings
Savings
Savings
Savings
Savings
Savings
Savings
Savings
Savings
Savings
Savings
Savings
Reserve
Reserve
Reserve
Reserve
Reserve
Reserve

Pension
Pension
Pension
Pension
Pension

INnvestment
INnvestment
INnvestment
INnvestrment

INnvestment
INnvestment

Reserve
Reserve
Reserve

Reserve
Reserve

Stab/Savings/Pension

Stab/Savings
Stab/Savings

Stab/Pension
Sov Dewv

Sov Dewv
Sov Dev

National Strategic

Source
il
il
il
Non-commodity
Non-commaodity
Non-commodity
il
il
il

OQil

il

Oil 2 Gas
Non-commodity
Non-commodity
Non-commaodity
Non-commaodity
Non-commaodity
Oil
Non-commaodity
Non-commodity
Non-commaodity
Nonmn-commaodity
il

il

il

Oil & Gas

Copper
Non-commaodity
Non-commaodity
il
Non-commodity
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horizon, and hability struc

de size, maturity, sophistication, investment philosophy
(to reduce covariance of returns including assets in the gr

% Alternative Allocation

350 +
300 +
25.0
20.0
15.0
10.0
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Emerging Market Returns
Ten years through December 2011

Returns are Drivers to Alternatives and Emer
te equity and emerging markets have outperformed public se

BICFL

Private Equity IRR vs. Public Indices
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g Market Returns Over Pas

market assets have a record of higher returns and lowe

20 A

MSCI EM

P
EM Local Debt

o
o
I

it
=
|

EM Sov Ext Debt

L 4
EM Corp German DAX

S&P 500
“ UsS HY

ot
(38
1

Average return (%)
o

us Corp -+ < German Goyt Bond

& - b UK Govt Bond
us Govt Bond

2 -

El ] ] ]
Source: JP I\/ﬂ'gan and Bloomberg ] 10 15 20 25

Average volatility (%)

The Sovereign Wealth Fund Initiative m



Emerging Market

ave lower correlation with other asset classes than p

wer correlation with EM equities than with other advanced eco

June 2002<Saptember 2011

Emerging Local Dollar Hard China & Frontier M5CI

Markets  Currency Debt Commodities Index  Currency Debt  Shares Markats World
Emerging Markets 1.00 0.78 0.58 -0.51 065 0.43 0.60 0.90
Local Currency Deb 078 1.00 0.57 -8l 065 0.33 061 0.77
Commodities 058 0.57 1.00 -0.54 0.33 0.30 0.52 0.48
Dollar Index -0.51 0.2l 054 1.00 -0.46 -0.34 042 -0.53
Hard Currency Deft 0.65 0.65 0.33 -0.46 1.00 0.26 0.41 063
China A Shares 043 0.33 0.30 -0.24 0.26 1.00 0.22 0.35
Frontier Markets 0.60 061 0.52 042 0.41 0.22 1.00 06l
WSC 1 World 0.90 0.77 048 -0.53 063 0.35 0.6 1.00

1 U.S. equities not shown in this table
Source: State Street Global Advisors

Source FactSet
Paet per formance s not a guarantee of future results. Divergfication does not ensura @ profit o guarantes against loss.

The corretation coefficient measuras the degres to which the movemeants of two variatles are related. For eample, & correlation of 1.00 (or 100%) would indicate that the two asset classes
manthiy ratuens move in the same direction {podtive or negative) for the statad time period. In contrast, a correlation coelficient of -1.00 would mean that the taindices meove in oppasite direction.
A correlation of 2ero indicates thatl the two edibit no discerrible reationship,
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Post-crisis correlations rise but alternatives still consistently less correlated with
other asset class than S&P or World Index

Correlation Coefficients Matrix
2008-2011 |  SPX MSWI MXEF MXFM 20T | USCorp RE COM HF PE

SPX 100

MSWI 0.98 100
MXEF 0.68 0.94 100
MXFM 0.83 0.67 0.66 100

207 0,61 0.59 -0.66 .51 100

US Corp 0.05 0.17 0.17 0.1 0.50 100

RE 0.90 087 0.73 0.62 0.44 0.04 100

COM 0.68 0.73 0.76 0.76 .61 0.06 0.56 100

HF 0.85 0.89 0.94 0.84 .65 0.07 0.68 0.86 100

PE 087 0.84 0.79 0.78 .62 0.1 0.79 0.79 0.87 100

pvereig 20 0 0 JNRHEE: : T gl » s HOGE
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The Value of Diversification
The 20 Worst-Performing Months for Equities

Alternatives offset worst-performing months for global equities

(monthly change between January 1991 and December 2010)

Source; Ibbotson/MSCI World Index in U$S dollars

-25.00% -20.00% -15.00% -10.00% -5.00% 0.00% 5.00% 10.00% 15.00%
Dow Jones UBS Commodity TR Index USB B HFRI Funds of Funds Composite Index 2 MSCI World Index USD
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of 10-Year Returns for Three

n. 1991 — Dec. 2010-rolling (monthly) 10-year returns for each of the three asset mix

diversification with alternatives: Higher absolute returns with

100 00%
S80.00%
60 . 00%5
A0 DS
20.00% I
| =0H HiE L
0_.00%% < (%% 0% — 2% 2% — 5% 5% — 10%% = 10%%
aAnnualized Return
B Balanced Portfolio incl. Alternatives B Traditional Balanced Portfolio

B 100% Equity Portfolio

A 100% equity portfolio, a traditional balanced portfolio (60% equities and 40% bonds) and a balanced portfolio including alternatives-- 48% equities,
32% bonds and 20% alternatives, equally split between hedge funds, real estate, equities and commodities
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IV. Conclusion: Asset allocation Decisions by
Institutional Investors

Global Economic and Financial Environment

Investors are facing lower economic growth, larger downside risks and low returns on
“safe” assets

Emerging and frontier markets have taken policy measures to reduce their risks to
external market turmoil and are set for continued economic and financial growth

Global State of Institutional Investors

Pension fund and SWF assets under management are growing quickly despite a global
decline in equity capitalization

Pressures to perform to meet budgetary objectives and investment mandates in the face
of low returns/high risk environment

Asset Management in Low Return/High Risk World

In this environment, asset managers should search for risk-adjusted yield through
diversification to alternative assets, emerging/frontier markets and cash
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Clear Shift in Asset Allocation Strategy Across Institutional Investors

Institutional investors are adjusting well to the current macro/financial/political
environment

Pension plans reduced allocation to equities and increased allocation to fixed income and
alternatives across plan size and expect to continue this asset allocation shift; they also
have increased allocation to emerging market fixed income and equity

However, the allocation to cash may not be sufficiently large yet

SWEFs have diversified across all asset classes with increasing allocation to alternatives as
well as to emerging and frontier markets.

Shift in asset allocation should be nimble to macro-regime change to take advantage of
macro-sensitive asset behavior



Middle East Client Retreat

Investment Challenges at a Time of Change : 26 — 27 FEBRUARY 2013

Institutional Investor Asset Management

in a Low Return/High Risk World

Dr. Eliot Kalter
President, EE M Strategies
Senior Fellow, The Fletcher School
EKalter@ EMStrategies.com
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