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Growth has returned to the
global economy, but will fall
short of pre-crisis levels for
some time.

Risks are waning, but policy
action and banks' health still
have the power to de-rail the
recovery.

Risk assets are in the ascendant
in this phase of the cycle...

...suggesting equities will
continue to advance - but gains
will be checked by rising
valuations.

Corporate and index-linked
bond returns should outstrip
those of conventional
government bonds.

UK commercial property
appears attractively valued...

...while commodities also
remain in favour.
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The global economy is expanding once again, led by Asia and emerging markets. But the pace
of recovery is slow and activity remains far below pre-crisis levels. Over the next few
years, household and financial sector de-leveraging will exert considerable
downward pressure on developed economy activity. Consequently, the pace of
growth will not return to the rates experienced before the recession.

Downside risks to growth are receding gradually, but remain a concern. The main short-
term risk is that the recovery stalls and deflationary forces become entrenched,
either because of a premature exit from very accommodative monetary and fiscal policies, or
as further bank write-downs cause credit conditions to deteriorate further.

With activity recovering and enough excess capacity to rule out imminent rate rises, we are
in the phase of the cycle which tends to favour risk assets. Equities and corporate bonds
tend to outperform government bonds, and emerging market equities usually
lead developed markets. This is also a time when, typically, oil outperforms cash and, as
the recovery gains strength, so does UK commercial property.

It is unlikely that equity markets will continue to rise anywhere near as quickly as they have
done over the past six months. As tends to happen at this stage of the cycle, PEs have risen
sharply, as markets have rallied in anticipation of an earnings recovery. However, even
though the equity-to-bond-yield ratio has also deteriorated, equities look fairly
valued compared with government bonds. So, on balance, valuation does not represent
a significant obstacle to further equity outperformance. Yet gains will be harder won and now
need to be driven by positive earnings surprises rather than by re-rating. We still favour
Pacific ex Japan and emerging equity markets, as they don’t face the same headwinds to
growth as Western economies: consumer de-leveraging; credit constraints; and the need to
rebuild public finances. However, their recent outperformance means that they are
expensive.

Within the bond asset class, we continue to favour corporate bonds and index-linked
government bonds. Although no longer priced for a severe depression and despite recent
strong advances, corporate bond spreads offer an attractive yield pick-up over
historically-low government bond yields. Linkers offer insurance against long-term
inflation risk from quantitative easing (QE) and large budget deficits.

Valuation and momentum argue in favour of UK commercial property. At 8%, the yield on
UK commercial property is attractive relative to yields on cash and government
bonds. The momentum of commercial property is persistent, so its outperformance in
August and September is a significant development. However, a lack of credit growth means
that progress will be slow, and it's unlikely that another bubble is imminent.

A weak dollar and a global recovery led by Asian and emerging economies are
buoying commodity prices. Dollar weakness, because of concerns about the potential
inflationary impact of QE and large budget deficits, is also supportive.
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Macro-Economic Scenario in Pictures

Manufacturing surveys show that the global economy is expanding
again, led by a strong performance from Asia...
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...and financial conditions, although improving, remain difficult.
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The process of weaning the economy off stimulus means that the
recovery will be sawtoothed, with an upward trend.
US FISCAL STIMULUS

Total

Amount Share Disbursed in each Fiscal Year

($ billions)

Discretionary spending 308 11% 36% 25%
Entitlements 267 32% 41% 18%
Revenues 212 31% 80% 8%
Total 787 24% 50% 17%
Impact (% GDP) 5.5 1.3 2.8 0.9

Source: Coutts, CBO
The main short-term risk is that the recovery stalls and deflationary
forces become entrenched.
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...but the pace of growth in the major developed economies will not
return to pre-crisis levels, as consumers de-leverage...
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Because of the anaemic nature of the recovery, labour markets will
remain weak for the next 12-18 months.
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Headwinds to growth from de-leveraging and constrained banking
systems are less severe in emerging markets.
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Excess capacity will keep inflation in check and interest rates on hold
until the second half of 2010 at the earliest.

2010 OUTPUT GAPS
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Investment Strategy in Pictures

The global economy is moving from recession to recovery...
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..a phase of the cycle which tends to favour cyclical assets, such as
equities.
PROBABILITY OF ASSET CLASS OUTPERFORMANCE

Source: Datastream, Coutts Source: Coutts, Datastream

In absolute terms, equities no longer look cheap...
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We still favour Asian and emerging equity markets, which are cyclical
and don't face the same headwinds as the West.
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Valuation and now momentum argue in favour of UK commercial
property.
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..but they remain fairly valued compared with government bonds.

07 VALUATION: WORLD EQUITY TO BOND YIELD RATIO
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Despite their recent strong performance, corporate bonds continue
to offer attractive yield pick-up over government bonds.
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Dollar weakness and a recovery led by emerging economies is
supporting commodity prices.
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Investment Strategy Recommendations

Tactical Short-Term  Long-Term Relative Performance (23/10/09)
Recommendations 3 Months 12-18 Months Curr. -IM -3M -6M YTD 2008
ASSET CLASS

Equities vs Bonds Positive Positive Loc. 0.9 9.0 25.0 21.5 -47.8
Corporate vs Government Bonds Positive Positive UsD 0.4 0.8 27 7.6 -10.3
High Yield vs Government Bonds Positive Positive uUsb 2.1 10.0 27.0 50.8 -37.1
REGIONAL EQUITY

US Equity vs Rest of the World Negative Negative Loc. 1.9 0.5 2.6 -0.6 2.1
UK Equity vs Rest of the World Positive Positive Loc. 1.2 6.0 7.6 0.9 1.2
Europe Equity vs Rest of the World Positive Positive Loc. -0.6 3.1 5.0 3.8 -4.8
Japan Equity vs Rest of the World Negative Neutral Loc. -4.8 -11.6 -20.9 -16.9 -4.4
Far East (ex JP) vs Rest of the World Positive Positive Loc. 2.1 6.8 10.0 22.1 -35
Emerging vs Developed Equity Positive Positive UsD 4.0 5.3 18.4 46.4 -12.6
STYLE
|Wor|d Small vs Large Equity Positive Neutral UsD -0.9 3.7 7.1 14.5 -1.2
ALTERNATIVE ASSETS

UK Real Estate vs Cash (as Sep'09) Positive Positive GBP 1.7 2.8 -0.6 -8.7 -29.4
European Real Estate vs Cash Positive Positive - - - - - -
Oil vs Cash Positive Positive usD 14.7 10.0 45.0 32.1 -57.3
Gold vs Cash Positive Negative usb 4.1 10.2 15.4 17.1 -0.2

This document was produced by Wealth Solutions of RBS Coutts Bank Ltd for information purposes only. The information in this document is not intended as an offer or solicitation to buy
or sell securities or any other investment or banking product, nor does it constitute a personal recommendation. Opinions constitute our judgement at the time of publication and are
subject to change. The conditions contained in this document are of an indicative nature and are subject to change at any time.

This document does not constitute an issue prospectus pursuant to Art. 652a/Art.| 156 of the Swiss Code of Obligations or a financial analysis. Consequently, it is not subject to the
guidelines concerning the independence of financial analysis issued by the Swiss Bankers Association (Richtlinien zur Unabhingigkeit der Finanzanalysten).

RBS Coutts Bank Ltd provides no guarantee regarding the reliability and completeness of this document and accepts no liability for any direct, indirect or consequential loss arising from any
use of this document.

RBS Coutts Bank Ltd or an affiliated company may, to the extent permitted by law, participate or invest in other financing transactions with the issuer of the securities referred herein,
perform services or solicit business from such issuers, and/or have a position or effect transactions in the securities or options thereof. RBS Coutts Bank Ltd may require or receive
commissions for the arrangement of this product which are retained by the Bank.

Investments in foreign currencies are subject to exchange rate fluctuations. Investments in emerging markets are subject to certain special risks, which include, for example: a certain degree
of political instability, relatively unpredictable financial market trends and economic growth patterns, a financial market that is still in the development stage and a weak economy. Before
selecting this product, investors should determine its suitability with regard to their particular circumstances and independently (possibly in consultation with their professional advisors)
examine the special risks (maximum loss, currency risk, etc.) and the legal, regulatory, credit, tax and accounting consequences.

RBS Coutts Bank Ltd does not issue recommendations regarding the suitability of this product for particular investors or guarantees regarding the future performance of this product. Past
performance should not be taken as a guide to future performance. Neither this document nor any copy thereof may be sent to or taken into the United States or distributed in the United
States or to any US persons. In all cases, applicable local regulations must be observed. This document may not be reproduced in part or in full without the written consent of RBS Coutts
Bank Ltd.

The Royal Bank of Scotland International Limited (RBS International) trading as RBS Coutts Channel Islands. Registered Office: P.O. Box 64, Royal Bank House, 71 Bath Street, St. Helier,
Jersey JE4 8P). Regulated by the Jersey Financial Services Commission for carrying on deposit-taking business under the Banking Business (Jersey) Law 1991, and for carrying on investment
and insurance business under the Financial Services (Jersey) Law 1998. Jersey business address: 23-25 Broad Street, St Helier, Jersey JE4 8ND.

Regulated by the Guernsey Financial Services Commission and licensed under the Banking Supervision (Bailiwick of Guernsey) Law, 1994, as amended, the Insurance Managers and Insurance
Intermediaries (Bailiwick of Guernsey) Law, 2002, and the Protection of Investors (Bailiwick of Guernsey) Law, 1987, as amended. Guernsey business address: P.O. Box 62, Royal Bank Place,
| Glategny Esplanade, St. Peter Port, Guernsey, GY | 4BQ.

Trading in the Isle of Man as RBS Coutts Isle of Man. Licensed by the Financial Supervision Commission of the Isle of Man to take deposits and carry on investment business and registered
with the Insurance and Pensions Authority in respect of general business. Business address: Royal Bank House, 2 Victoria Street, Douglas, Isle of Man IM99 INJ. Calls may be recorded.
RBS Coutts (Cayman) Limited. Registered office: Coutts House, 1446 West Bay Road, PO Box 707, Grand Cayman KY |-1107, Cayman Islands. Licensed under the Banks and Trust
Companies Law (2007 Revision).

RBS Coutts Bank Ltd, Singapore Branch, is a merchant bank approved as a financial institution under the Monetary Authority of Singapore Act, Chapter |86 of Singapore, an exempt financial
adviser under the Financial Advisers Act, Chapter |10 of Singapore and an exempt capital markets services licence holder under the Securities and Futures Act, Chapter 289 of Singapore.
The registered address for RBS Coutts Bank Ltd, Singapore Branch, is 50 Raffles Place, #06-01 Singapore Land Tower, Singapore 048623.

RBS Coutts Bank Ltd, Hong Kong Branch, is an authorised institution within the meaning of the Banking Ordinance (Cap. 155, the Laws of Hong Kong) and a registered institution (CE
Number: ABR813) under the Securities and Futures Ordinance (Cap. 571, the Laws of Hong Kong) carrying on Type | (dealing in securities), Type 4 (advising on securities) and Type 9
(asset management) regulated activities. The registered address for RBS Coutts Bank Ltd, Hong Kong Branch, is 26/F AIA Central, | Connaught Road Central, Hong Kong.

The report and any information, material and contents herein do not take into account the specific investment objectives, financial situation or particular needs of any particular person. The
suitability of any particular investment or strategy whether opined on, described in or referred to in this report or otherwise will depend on a person’s individual circumstances and
objectives and should be confirmed by such person with his advisers independently before adoption or implementation thereof.
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