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View on

the current
economic
and financial
situation

The impact of the fall in US
property prices on heavily
indebted households has created
a recession that is difficult

to handle.

Should lending rates be lowered to ease the debt
load, or should they be raised to purge excesses?
An attendant complication is that the huge US pro-
perty market streamed liquidity into the financial
markets through “structured finance”, including
securitisation (MBS, ABL, CDO, etc) and credit insu-
rance (CDS, rating agencies and other monolines).
The solvency risk was therefore accompanied
by a liquidity crunch, whose repercussions spread
rapidly throughout the global financial sector. The
credit restrictions that followed the deterioration in
equity have weighed heavily on the most vulne-
rable companies, either because of their liquidity
situation (European manufacturing sector) or their
foreign currency debt load (Eastern Europe, South
Korea, Brazil, etc.). The shock to growth has been
violent, even affecting the Asian countries exposed
to trade.

Governments responded with monetary policies
designed to stimulate the economy (interest rate
cuts, liquidity injections, central bank purchases
of debt securities) and fiscal stimulus packages
(tax relief, measures to boost demand and public
investment). Meanwhile, the global economy conti-
nues to deteriorate, and we see no signs of any
substantial improvement in 2009 or even in 2010.
We have greater faith in the markets’ “natu-
ral stabilisers”, such as a drop in prices should
demand fall more quickly than surplus production
can be reabsorbed. The recent decline in energy
and property prices does hold out a glimmer of
hope that demand can be rekindled at lower price
levels. What must be avoided is any postponement
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in purchasing intentions, either because consumers
expect a continuing fall in prices (deflation) or
because they fear for their financial security (ability
to keep their jobs and to benefit from a pension
when the time comes).

Far from being a totally unexpected phenomenon,
a crisis is often the reflection of long-standing and
well known structural problems. In the present case,
soaring property prices and debt levers based on
artificially low interest rates were themselves the
result of three fundamental market distortions. First,
the euro enabled a number of countries (Ireland,
Italy, Spain, Portugal, Greece, Poland, Hungary and
Ukraine) to benefit from interest rates that were lower
than justified by their fundamentals or else to borrow
in euro in expectation of convergence. Second, for
a long time Alan Greenspan favoured, or tolerated,
low interest rates, driving growth through the buil-
ding sector, rejecting the notion of any systemic risk
linked to indebtedness. Lastly, China countered the
upward pressure on the Yuan by buying American
debt securities, thereby prolonging export-driven
growth. Without these distortions, the world would
have relearned the lesson of country risk but would
have avoided systemic risk. It would have accepted
lower but better quality growth and favoured peo-
ple’s well-being by increasing real wages rather than
encouraging indebtedness.

Superimposing the forces designed to create the
world described above and the reactions desi-
gned to soften the consequences will result in high
market volatility. Premiums on corporate bonds
will come down only very gradually. The future
lies in countries with large populations (China,
India, Brazil, Indonesia, and Vietnam) achieving
levels of wealth and security (health insurance
and pensions) that favour consumption rather

than savings. This requires in-depth reforms and
strong currencies. Developed countries must
balance their debts and export their know-
how to countries with strong growth potential.
Innovation and a shift in savings towards high-yield
investments can cushion the shock.

We recommend investing in bonds issued by
companies with sound financial situations. For
government bonds, we favour France and the
Netherlands. We are cautious about equities given
the uncertainty hanging over future earnings and
favour economically advantaged defensive stocks,
such as telecom and pharma companies, and
businesses with solid balance sheets. We shall
also be looking at companies benefiting from res-
tructuring to reduce capacity.
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Brazil :
an opportunity

The Brazilian stock market

index (Bovespa) is one of the

very few indices to post a positive
performance since the beginning
of the year.

It could continue to do so over the coming months
as the foundations for Brazil’s rebound seem rela-
tively solid.

Brazil, with a GDP of around USD 1,600 billion
(2008 estimate) and a population of 190 million, is
a major emerging power. In the past, Brazil expe-
rienced periods of strong growth accompanied by
imbalances that led to hyperinflation or payment
default. When Luiz Inacio Lula da Silva was elec-
ted President in 2002, international investors once
again feared the worst in view of his past as a
union activist.

Among emerging countries,
Brazil is now the second-largest
beneficiary of foreign investment,
after China

He has nonetheless managed both to convince
voters, who re-elected him in 2006, and investors,
sending the Brazilian stock market soaring to new
heights. Between 2002 and mid-2008, the Bovespa
index grew seven-fold. However, the Bovespa fell
by nearly 60 % between May and November 2008
under the combined effects of tighter central bank
monetary policy designed to curb inflation and the
global financial crisis. The index hit its low point in
November 2008, at the same time as the S&P500.
Since then, it has outperformed almost all the other
indices thanks to solid and constantly improving fun-
damentals. Brazil has a number of major strengths:
abundant natural resources (mineral and agricultu-
ral), a diversified industrial sector and a sophisticated
and solid banking system.

In 2009, Brazil is expected to record GDP growth of
between 0% and 2 %, compared with a contraction
almost everywhere else.

What is the explanation for this atypical economic
situation?

e A middle class is emerging in the country. Rising
income and lower interest rates have favoured
increased use of banking services among the popu-
lation. As an example, outstanding mortgage loans
represent less than 5 % of GDP, providing the ban-
king sector with significant room for growth. Also,
the emergence of a middle class partly offsets the
impact of the fall in commodity prices.

® The Brazilian economy is once again benefiting
from an accommodating monetary policy. The cen-
tral bank changed tack in January 2009 once infla-
tion had declined. The official rate peaked at ‘only’
13.50 % this time compared with 18.50 % during
the previous cycle, which is good news. The rate
had come down to 11.50 % by mid-March and we
expect it to decline to 8% by the end of the year.
e The level of public debt was one of Brazil's weak
points in the past: for this reason debt in foreign
currencies has been gradually replaced by debt in
the local currency, the real. The global economic
growth of the past few years has enabled Brazil to
build up currency reserves amounting to close to

Brazil’s ranking in world production

Sugar 1 | Corn 3
Coffee 1 | Iron ore 2
Orange juice 1 | Bauxite 3
Soya 2 | Manganese 3
Beef 2 | Aluminium 5
Fowl 2 | Steel 5
Fruit 3 | Oil 13

Sources : US Bureau of Mines. Brazilian Ministry of Development

USD 200 billion. The current account deficit remains
low. One new and significant element is that the
present crisis did not send inflation soaring.

The 2010 presidential elections are the main factor
of uncertainty for investments in Brazil. The govern-
ment could let the public deficit slide in the run-
up to the elections. In usual conditions, prudence
would be called for. But, in the present conditions,
the public deficits of many other countries are much
worse and Brazil can be viewed as an investment
opportunity.

Investing in the

Brazilian market?

Investors have various options to choose from,
notably through the following asset classes:

* bonds: the euro-denominated bonds with
relatively short maturities (1 to 2 years) issued
by the Brazilian government offer attractive
interest rates compared with European govern-
ment bonds. Brazil has a BBB- Investment
Grade rating;

e equities: directly or through investment
funds.

It takes a significant amount of capital to build
an adequately diversified portfolio. Specialised
funds, like CAAM Funds Brazil (Crédit Agricole
Asset Management), offer an alternative.

The specific features of the Brazilian market
require professional investment skills. If you
choose our discretionary mandate, your port-
folio will be partly invested in Brazil. In our
present strategy, Brazilian government bonds
represent 5% of the total portfolio while
Brazilian equities represent 9 % of the equities
portion, in a balanced risk profile.
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Asset Allocation of Crédit Agricole Luxembourg as of 31/03/2009

Equities

In the United States, the recent macroeconomic
data (6.2 % contraction in GDP) has confirmed the
violence of the slowdown in the last quarter of 2008.
Obama'’s stimulus package has failed to convince
and the bank bailout plan has also disappointed. The
macroeconomic indicators in Europe are scarcely
better. Without the support provided by the economic
stimulus packages and with the risk of the implosion
of Eastern European countries, the Western banking
system continues to be very vulnerable.

At the beginning of the year, we maintained our
defensive stance with limited exposure to the equity
markets. We favoured assets in US dollars. The cur-
rency benefited from the turnaround in carry trades
and from deleveraging. In February, in response to
the spreading of the crisis, we reduced our direct
equity exposure to below the end-September levels.
We also significantly reduced our exposure to Japan.
Due to the strong appreciation of the Japanese yen,
the Japanese market recorded one of the “least bad”
performances (in euro) in 2008.

In terms of sector allocation, we continued to signifi-
cantly underweight the financial sector and reduced
our exposure to utilities, which have become more
sensitive to the economic conditions. In contrast,
we maintained our strong exposure to the telecom-
munications sector.

While we remain cautious with regard to developed
markets, we consider that Asia and Brazil currently
offer investment opportunities.

Bonds

We increased our investments in corporate bonds
during the quarter: yields are currently attractive
compared with cash and government bonds and in
view of the level of inflation. Investment in the primary
market (euro and dollars) continued at a brisk pace.
The portfolio’s quality was improved by selling lower
rated bonds. We also continued to overweight the
utilities, energy and telecommunications sectors at
the expense of financials.

With regard to government bonds, our investments
were maintained and are focused on France and
Germany. We thus avoided the rise in premiums of
other countries linked to their deteriorated finances
and rating downgrades. We took a position in euro-
denominated Brazilian government bonds. Unlike
European countries, Brazil is not affected by the
problems of the banks and their toxic assets.

We also invested in US inflation indexed bonds,
which had suffered significantly from fears of defla-
tion in 2008. In the first quarter of 2009, these secu-
rities benefited from the smaller-than-expected fall in
inflation and the stabilisation of oil prices.

Asset Allocation

Prudent Balanced Growth
Equities 8,7 % 26,3% 47,8%
Bonds 69,0 % 41,8% 22,0%
Structured Products 3,0% 3,1%
Alternative 5,5% 8,1% 5,5%
Monetary Funds
Gold 21% 3,4% 4,6%
Cash 1,7 % 17,3% 20,1%
Total 100,00 % 100,00 % 100,00 %

Bond Portfolio

Breakdown by product type

Equity Portfolio

Geographical breakdown

Cash/Alternative

33.1%

Asia ex-Japan

16.8%

Supranational
& GVT

Japan 221%
4.4%
High Yield Corporate
America 7% . 401 %
40.3% N -
Performance as of 31 March 2009
Performances YTD 2008 2007 2006 2005 2004 2003 2002 2001
euro 2009
Prudent 25 -0,81% -9,88% 2,40% 2,84% 828% 419% 580% -570% -1,58%
Balanced 50 -2,69% -2291% 2,98% 4,73% 12,96% 4,69% 7,57% -10,36% -3,67%
Growth 75 -4,30% -29,36% 3,32% 556% 16,80% 533% 10,94% -17,23% -7,65%
I Prudent 25
M Balanced 50
B Growth 75
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Performance as of 31 March 2009

PRUDENT 25 EUR - 0,25 3,71 na.
BALANCED 50 EUR - 1,36 13,45 na.
GROWTH 75 EUR - 228 19,61 na.
DYNAMIC 100 EUR - 3,75 26,96 na.
PRUDENT 25 EUR - -2,40 -4,54 na.
BALANCED 50 EUR = 3,57 4,16 na.
GROWTH 75 EUR = 5,60 23,77 na.
DYNAMIC 100 EUR - 8,47 35,28 na.
BALANCED 50 UsD - -3,56 -16,90 na.
GROWTH 75 UsD - -6.26 26,26 na.
DYNAMIC 100 UsD - 7.82 -32,85 na.

Money Market and Short Term Funds

Lion Intergestion - Monétaire Euro -P- EUR 1271,95 0,67 3,76 2,63
International Multi-Manager Court Terme Dynamique EUR 983,83 -2,17 -7,33 -121,00
Asset Allocation Funds

LIS Income - SRI EUR 1188,55 0,84 2,79 1,55
LIS Prudent - SRl EUR 1128,03 -0,17 -1,23 0,98
LIS Balanced - SRl EUR 934,44 -3,02 -12,36 -1,21
LIS Growth - SRI EUR 760,73 -5,90 -22,16 -3,05
LIS Dynamic - SRl EUR 544,50 -9,17 -30,70 -5,32
International Multi-Manager 50 EUR 1070,08 -1,80 -19,63 -1,12
International Multi-Manager 75 EUR 944,01 -4,73 -30,25 -3,43
International Multi-Manager 100 876,57 -4,34

FUNDS SELECTED LIST

Money Markets

EUR CAAM Funds Euro Reserve
USD CAAM Interinvest Short Term USD
Fixed Income

CAAM Obligations Internationales .a.
GLOBAL CAAM Funds Global Bond USD 18,41 0,87 6,01 3,52
CAAM Obligations 1-3 Euro EUR 22 638,09 2,69 6,47 3,26
EUROPE CAAM Crédit 1-3 Euro EUR 22 678,03 -1,10 -1,27 1,12
CAAM Oblig Etat Euro EUR 4912,27 1,40 8,28 4,03
Fidelity Funds European High Yield EUR 200,41 5,35 -30,35 -8,93
EMERGING DEBT JPMF Emerging Markets Bond Fund UsD 26,45 3,43 -27,11 1,65
CONVERTIBLES Morian Stanlei Global Convertible Bond Fund EUR 11,45 2,15 -11,99 4,82
GLOBAL Fidelity Funds World EUR 6,426 -8,40 -38,39 -4.90
ING (L) Invest Global High Dividend EUR 162,95 -12,67 -35,87 -5,51
JPMF Europe Small Cap Fund EUR 6,8 -7,15 -49,52 n.a.
EUROPE Oyster European Opportunities EUR 177,67 -10,76 -39,93 -0,54
ING (L) Invest Europe High Dividend EUR 188,27 -12,82 -37,67 n.a.
USA ING (L) Invest US High Dividend USD 189,38 -9,71 -34,57 n.a.
SGAM US Equities Relative Value USD 13,68 -11,94 -46,49 -8,88
ASIA PACIFIC X JAPAN Aberdeen Global Asia Pacific USD 31,05 -4,31 -43,22 3,28
Comgest Magellan EUR 928,16 3,25 -32,84 7,67
JPMF Eastern Europe Equity Fund EUR 7,71 3,51 -64,16 n.a.
EMERGING MARKETS CAAM Funds Latin America Equities USD 302,82 1,42 -50,80 16,71
Fidelity ASEAN Fund USD 8,07 -7,00 -48,12 n.a.
JAPAN Axa Rosenberg Japan Equit; JPY 522,43 -11,20 -27,95 -6,35
AGRICULTURE Parvest Agriculture EUR 79,32 -9,82 -34,72 n.a.
WATER SAM Sustainable Water Fund EUR 93,21 -7,91 -34,91 -1,92
NATURAL RESSOURCES JPMF Global Natural Resources Fund EUR 10,13 22,57 -52,69 n.a.
INFRASTRUCTURE Clariden Leu Infrastructure Fund H Eur EUR 59,19 -16,82 -48,31 n.a.
REAL ESTATE Morgan Stanley Asian Property UsD 9,04 -11,20 -45,80 -0,88
BIOTECH Pictet Fund Biotech HP Eur hedged EUR 271,35 -4,42 -15,21 n.a.
MARKET INDICES
EONIA EUR 125,44 0,24 2,32 2,09
EFFAS Euro Govt All EUR 160,15 0,88 7,78 4,27
MSCI World CR UsD 61,93 -8,39 -33,14 -6,79
Dow Jones Industrial Average USD 7 507,52 -13,30 -37,95 -5,98
Nikkei 225 CR JPY 8 351,93 -5,73 -24,04 -5,35
Dow Jones Euro Stoxx 50 EUR 2 040,82 -15,35 -42,91 -5,77
MSCI EM (Emerging Markets) CR USD 569,97 0,52 -48,40 3,41

Capitalisation shares. Sources: Lipper Hindsight, CAL, Bloomberg.

This document is not a prospectus and does not constitute an offer to sell or buy any security, including shares of the funds featured. Shares of these funds are offered on the basis of their respective prospectuses only. The past
performance of investments is not necessarily a guide to future returns. Changes in rates of exchange and other factors may cause the value of an investment to go up or down. Additional risk factors are described in the fund
prospectuses. The Alternative Investment Funds are invested in “non-traditional” investment funds, whose managers have the flexibility to hold short positions, to invest in non-transferable securities or to use substantial leverage in
addition to holding traditional long side investments. Alternative investment funds may also hold illiquid securities which result in difficulties establishing a fund’s net asset value.
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oatrmonial

International succession: avoiding the pitfalls

In terms of wealth management,
most businessmen are faced with
numerous issues when it comes
to organising the transmission of
their assets, whether professional
or private.

The issues can result from various sources: their
business or lifestyle has led them to reside in
various different countries; they have invested in
various parts of the world ; they have accumulated
significant assets in different countries.

The conventional issues arising on organising the
transmission of wealth (adequate sharing of assets
between heirs, choosing between transmission
during lifetime or on death, capacity of existing
wealth to maintain the family lifestyle over the long
term, etc.), already difficult in themselves, become
even more complex when the private and profes-
sional assets are international.

When the assets
are international, an
in-depth preliminary analysis
is a key advantage

Even if we limit the analysis to the European Union’s
27 Member States, the free circulation of people,
goods and capital has resulted in the emergence
of increasingly international asset bases. National
laws, both civil and fiscal, constitute pitfalls for
the transmission of wealth, composed of assets
located in different EU countries, to beneficiaries
scattered throughout the European Union.

In the absence of harmonisation, the aim is to avoid
—if they cannot be settled — conflict between legis-
lations. Conflicts can arise as much at the level of
civil law (marital contracts, designation of heirs,
reserved portion of inheritance, etc.) as at the level
of tax law (possible double taxation of inheritance,
linked to the respective places of residence of the
deceased (de cujus) and of the beneficiaries, or to
the situation of the assets transmitted).
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Paradoxically, the multiplicity of legislations ena-
bles the more knowledgeable to prepare and
organise the transmission of their assets, and to
improve the conditions in which the beneficiaries
can avail of the assets transmitted.

In the case of international assets, an in-depth,
preliminary analysis is a key advantage.

In contrast, the lack of such analysis is a genuine
handicap.



In terms of civil law: a marriage contract, per-
fectly well adapted at the time of the marriage, will
need to be changed in the event of a change of
tax residence, due to the constraints inherent in
the new country of tax residence.

On the other hand, a carefully planned change of
residence can have a positive impact.

For example, if Mr W, of Italian nationality and
resident in Italy, becomes a resident of the United
Kingdom, he will no longer have to leave half his
wealth to his son with whom he has had no contact
for many years.

In the same way, putting in place a company struc-
ture can avoid the complexity and multiple civil
laws that apply to the transmission of European
property assets.

Traditionally, the civil law governing the transmis-
sion of property is the law of the country in which
the property is located. If the transmission is not
organised in advance, there will be as many suc-
cession procedures as there are countries in which
property is located.

The variety of legislations
enables the more knowledgeable
to prepare and organise
transmission of their wealth

On the other hand, if it is a company that owns
different properties, only the civil law of the share-
holder’s country of residence is applicable to the
transmission.

In terms of tax law: a residence taken during a
professional career in a country can prove disas-
trous for the transmission of wealth.

For instance, if Mr X, a Spanish manager expa-
triated to Belgium, dies, his heirs may be liable
for inheritance tax in both Belgium and Spain.
These two Member States apply different taxation
criteria (residence of the deceased in the case of
Belgium, residence of the heirs in the case of
Spain) and there is no international treaty to avoid
double taxation.

In contrast, residence in Belgium will enable Mr Y,
originally resident in France, to transmit his pro-
perty assets to his children, who live in the United
Kingdom, with little or no tax expense. Belgian tax
law contains several provisions enabling a person
to donate his assets to a third party (with or
without reservations on beneficial ownership, with
or without a life annuity, etc.), whether or not there
are family ties between the two parties, at a tax
expense of between 0% and 7 %, regardless of
the value of the donated assets.

Planning a change of residence on retirement can
be useful: Mr W, a Danish resident, wishes to move
to the south of France to benefit from the softer
climate. If he were to die, the tax bill could be high,
as the maximum rate of inheritance tax for trans-
mission between parents and their children is 40 %.
If he is properly advised, Mr W can subscribe a life
insurance policy, before taking up residence in
France, which will enable him to transmit a sub-
stantial portion of his wealth exempt from any inhe-
ritance tax.

These examples illustrate only a minute part of
the many family or wealth situations containing
an unusual element. Moreover, these situations
are not without economic, civil, legal or tax risk
for the persons concerned.

If these family and wealth situations are foreseen
and analysed with the help of legal and tax experts,
they can provide genuine opportunities to organise
an efficient transmission, perfectly adapted to the
needs of the businessman and his family.

de cujus:
Abbreviation of the Latin expression
“de cujus successione agitur”

(literally “he whose succession it is”).

The deceased or the “bequeathor”
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A change in private
and public behaviour?

The present economic crisis has raised growing
concerns among investors and consumers.
The crisis has clearly resulted in increased
demand for transparency, both in financial
investments and daily consumption. This could
lead to changes in behaviour, both at private
and public levels.

After many years of growth, the collapse of the
financial system has shaken investors’ confidence.
Financial companies’ excessive commitments, the
massive use of leverage and the excessive sophis-
tication of certain products have created a distance
between investors and their financial partners.
The demand is now for simple financial pro-
ducts.

Transparency is therefore a requirement. To res-
pond to this requirement, Crédit Agricole Asset
Management (CAAM) has made Responsible
Investment a strategic focus of its development.
Responsible Investment implies the transpa-
rency and traceability of investment processes
and rigorous selection of economic agents.
Analysis and research are now centralised within
IDEAM, the subsidiary dedicated to Responsible
Investment, whose role has thus been strengthe-
ned. Moreover, CAAM'’s fixed income and equities
teams have started working closely with IDEAM’s
staff. Environmental, social and governance crite-

NEWS

Historically low inflation

ria are now more fully integrated into the conven-
tional investment approach.

The soaring oil prices of recent months and the
scope of the crisis have triggered new consu-
mer behaviour. Spending on food has decreased
and ‘low-cost’ products are gaining in popularity.
Adopted without encountering resistance,
these new consumer habits could prove
lasting.

There is a visible return towards tradition, regional
and bio products, in line with increased aware-
ness of sustainable development issues. Expensive
energy has triggered heightened awareness of
ecological issues, new demands in terms of trans-
port, the development of e-business and the popu-
larity of ‘green’ houses. The automotive sector is in
particular difficulty and could be forced to review
its production models both in terms of prices and
of offer (more small models, focus on electric or
hybrid cars). The present economic situation could
accelerate some major infrastructure projects. The
public transport network is likely to become more
dense, with greater use of rail transport.

As corollary to high transport costs, e-business
could grow. US President Barack Obama has pro-
posed a plan for investment in broadband Internet.
Against this backdrop, governments will be obliged
to play a central role, notably in the areas of trans-

In March, inflation in the euro zone reached 0.6 %, the lowest level since 1996. This strong fall is mainly
due to the decline of oil prices and its consequences on the prices of gas and electricity. If we do not
take into account the energy prices, inflation however remains above the level of 1% meaning that the
risk of deflation is avoided for the time being. Also following the decline of oil prices, the consumer price
index in the United States dropped below the level of 0% for the first time since 1955 (-0.4 % over the

last twelve months).

port, electricity and telecommunications. The United
States has shown itself to be ahead of Europe in
its desire to make a lasting change in its economic
model.

The G20 summit has strengthened the financial
resources and extended the powers of the four
existing international institutions.

International organisations move back to the
centre of the stage.

These bodies constitute the four pillars of global
recovery plans: the International Monetary Fund
(IMF), the World Bank, the Financial Stability Forum
and the World Trade Organization. Within these
bodies, emerging countries will now have a role
adapted to their economic weight. This is a major
return to the international scene for the IMF. With a
budget now three times larger, the IMF will be able
to assist countries in difficulty more actively and
supervise global macroeconomic imbalances more
closely. Also, the members of the G20, meeting
in London on 2 April 2009, confirmed their deter-
mination to regulate the financial markets more
tightly : stricter control of speculative funds, res-
ponsibility of banks in securitisation transactions,
new method for calculating premiums, etc.

The time is right for overhauling existing systems
and setting the first bases for economic recovery.
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