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A glimmer of light



A look back at events influencing assets in 2011

Rebased performance

105 +
100 -
Optimism on US economy
Central banks
95 | cut dollar
Better US Greek parliament Euro.pe. debt funding cost
macro data supports bailout optimism
901 Japan tsunami I
Greek default US debt ceiling | ,[ {! post EU
concerns negotiations & summit
rating downgrade US fail to
85 1
_ agree on debt-
speculation of more reduction
stiumulation from Fed
80 slow growth concerns from Fed

Jan 11 Feb11 Marll Apr 11 May 11 Jun 11 Jul 11 Aug 11 Sep 11 Oct 11 Nov1l Dec1l

MSCI World £ total return —GARS £ gross performance

Source: Datastream, Standard Life Investments, gross £ performance GARS Fund to 31/12/2011



The House View into 2012

We expect considerable market volatility into 2012, reflecting the political and
economic complexities of dealing with the financial crises

Short-term economic prospects are a little better, medium term economic prospects
remain muted

The onus remains on central banks to support economies while they restructure

We worry about unknown unknowns

The House View favours credit, property and some equities, as long as recession and
major financial shocks can be avoided



How can we navigate through this situation? (

“Reports that say that something hasn't happened are always
Interesting to me, because as we know, there are known
knowns; there are things we know we know. We also know there
are known unknowns; that is to say we know there are some
things we do not know. But there are also unknown unknowns —
the ones we don't know we don't know.”

~Donald Rumsfeld



A. What do we know we know?

Economies will remain differentiated and volatile with excess capacity
Politics matter, regulation will expand

Interest rates will be low for the foreseeable future

Western companies are strong while governments and households are weak

Portfolio construction matters enormously when financial markets are volatile
and highly correlated



A.l.a. The global economic outlook

Short term: activity improves reflecting lower oil prices, lower bond yields &
mortgage rates, and Japan’s recovery budget

Medium term: threats from the EMU crisis on confidence, plus the weakened
state of the banking sector and further fiscal tightening

Longer term: deleveraging impacts on trend growth rates, creating a higher
chance of more frequent recessions

More positive on the outlook for the USA and China than Europe or Japan



A.l.b. Slack in the economy

160 -
155 -
150 -
145 -
140 -
135 - P
130 -
125 -
120 -

115 A

trend GDP growth = 3.2%

110 A
105 A
100

95

= g

'
T

assumed trend GDP

: growth = 1.5%

Implied
output
gap =
12.7%

T

1998

T

1999

T

2000

T

2001

T

2002

T

2003

T

2004

T

2005

T

2006

T

1997 2007 20

— Trend GDP growth rate (Q1 1997 = 100)

Source: Datastream, Standard Life Investments

T

2009

T

2010

T

08 2011

UK GDP Lewel (Q1 1997 =100)



A.2. Politics: Europe tackling symptoms not cause (

Good news — European politicians have finally realised the need to stop
“building fire walls’ and move towards a fiscal ‘compact’

Bad news — EMU packages remain ‘necessary but not sufficient’, with little
progress on boosting future economic growth

The ECB'’s role remains vital to control the situation and support the financial
sector and key economies



A.3. Interest rates set to be lower for longer
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A.4. Corporate sector still expanding

Companies are generally in good shape, with cash rich balance sheets and
the prospect of high single digit growth rates for global earnings in 2012

Strong areas: business to business expenditure in the OECD - business to
consumer & business to government in emerging economies

Risks to corporate margins: higher costs, eg more expensive raw materials, or
lower revenues, eg China forced to restrain growth, European recession



A.5.a. Correlations between assets low pre-crisis
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A.5.b. Correlations between assets high recently
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A.5.c. Living through volatile times
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B. What do we not know?

The impact of QE on growth or inflation

The impact of deleveraging on economic activity
The extent of China’s complex economy

Policy responses



B.1l.a. Quantitative easing explained!

GUANTITATIVE EASING EAFPLAIMNED:




B.1.b. Deflation risks need to be mitigated

Cut interest rates
Introduce QE
Communication
Flatten the yield curve
Lower the currency
Helicopter money

Finance government spending



B.1.c. What sort of inflation worries you?
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B.1.d. Inflation ahead?

We are one step closer to central banks creating inflation:

The Fed is considering QE3

The ECB is buying peripheral Eurozone bonds

The UK could launch CE as well as QE

China is slowing the RMB’s appreciation



B.2.a. Debt burdens are too high
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B.2.b. The policy responses are very difficult (

OECD governments could:

cut spending and raise taxes (eg the UK)

enforced buying of government debt (eg Japan)

grow their way out of the problem (eg the US is still trying)

default or restructure (eg Greece.....and others.....)

inflate the debt away — is this the long term answer?



B.3. The balancing act in China remains complex (
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B.4.a. The onus remains on central banks ..

In recent months central banks have launched:
USA — Operation Twist
Japan — Yen intervention and expanded QE
UK — New round of QE, potentially alongside credit easing
Europe — expanded SMP, longer term loans for banks

plus rate cuts in eg Australia and Brazil



B.4.b. .. but they are responding
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The current House View

Medium term stance
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Conclusion

The aftermath to the global financial crisis will be a long and complicated one, for
countries, their citizens and investors alike

The corporate sector can still perform well, even in a slow growth world

Investors should expect continued market volatility, due to risks of policy errors and
political disturbances in a world of debt deleveraging

Volatility in asset markets will create tactical opportunities for investors



The information shown relates to the past. Past performance is not a guide to the future. The value of investment can go down as well as up.

For full details of the fund's objective, policy, investment and borrowing powers and details of the risks investors need to be aware of please
refer to the full prospectus which can be found on www.standardlifeinvestments.com

Any data contained herein which is attributed to a third party ("Third Party Data") is the property of (a) third party supplier(s) (the “Owner”) and
is licensed for use by Standard Life**. Third Party Data may not be copied or distributed. Third Party Data is provided “as is” and is not
warranted to be accurate, complete or timely. To the extent permitted by applicable law, none of the Owner, Standard Life** or any other third
party (including any third party involved in providing and/or compiling Third Party Data) shall have any liability for Third Party Data or for any
use made of Third Party Data. Past performance is no guarantee of future results. Neither the Owner nor any other third party sponsors,
endorses or promotes the fund or product to which Third Party Data relates.

**Standard Life means the relevant member of the Standard Life group, being Standard Life plc together with its subsidiaries, subsidiary
undertakings and associated companies (whether direct or indirect) from time to time."

Standard Life Investments Limited is registered in Scotland (SC123321) at 1 George Street, Edinburgh EH2 2LL.
The Standard Life Investments group includes Standard Life Investments (Mutual Funds) Limited, SLTM Limited, Standard Life Investments
(Corporate Funds) Limited, SL Capital Partners LLP and AIDA Capital Limited.

Standard Life Investments Limited is authorised and regulated by the Financial Services Authority.
Calls may be monitored and/or recorded to protect both you and us and help with our training.

www.standardlifeinvestments.com

© 2012 Standard Life, images reproduced under licence



