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SEPTEMBER 2011 MONTHLY REPORT:
Phobophobic Capital Markets

Phobias are serious mental disturbances. Phobaphobe. fear of fear itself — literally cripplesfterers,
causing them to act in a completely irrational manift seems as if this disease has afflicted ahpiarkets.
Within hours, the slightest rumour drives markstgres, and bonds in one direction or the othet tlais in
dimensions that until recently took weeks of traginot hours! The markets are overreacting, bothindeards
and upwards, behaving as if on speed.

Regardless of how diversified a fund’s products rayit is virtually impossible in this environmentavoid
any losses whatsoever, and despite Herculean £ffwe in Portfolio Management were no exceptioreréh
are many reasons for this. But particularly wortifiynote is the highly speculative character of tierkets at
present, where leveraged products in particular,all types of derivatives, are disproportionatelyiing in
one direction or the other. Since Ethna Funds skedly uses exchange-traded derivatives as a hgdgod,
but only OTC derivatives are available for credibgucts, this means that one of the funds’ risk ponents
cannot be hedged to a satisfactory extent. Antienpast several weeks, this has led to unwanted ménds
in all three Ethna Funds. A majority of the lossesild be offset by nimble moves in currency marlkatid
non-credit-driven interest rate markets. Howevémngces in many cases credit markets are now pricing i
probability of bankruptcy in a manner that seemsrdflect an end-of-the-world scenario rather than a
slowdown in global growth, we are optimistic abthg future trends for our funds. In the most reddatket
Reports, we reported on how CDS markets are imgutiarious probabilities of default to very solid
companies, such as Allianz or ING. For this reasemwould like to refrain from elaborating on ttopic at
this juncture. But it should be pointed out thathia past month, CDS prices have continued to meseshing a
level of irrationality even higher than that searAugust. With ratification of the expanded EFSBgressing
as the month draws to a close, most recently biakthand Germany, we feel that this means at st
beginning of the end of irrationality. In these tparliaments, the most vocal critics, though peshagt the
most important ones, agreed to “hold their firetl@pproved the expansions. But it remains operuéstipn
whether this expansion represents the be-all addanin any event, it has at least somewhat cdlnhe
markets for the moment, although they continueganb‘risk-off” mode, as the Germans say. A newaqse

of the equities markets and, above all, the creditkets cannot be ruled out. It seems that Europeliticians
are competing for the prize of who can make thetmossensical, foolish comment at the worst coratder
time, judging by sound bites of the past severakse“And the Oscar for the biggest imbecile inifizd goes
to...” Since the crisis has unfortunately not yetemhdwve do not want to be too hasty in naming thenes.
The coming weeks will undoubtedly see still othendidates joining the fray, causing large shareepsivings

in this fragile market setting. In one directionvasll as in the other. We will be faced with voli&i until a
clear, credible position is enunciated for solvihg Euro crisis, such as in the manner of the icatibn by the
Swiss National Bank on September 6, where it gdne rmarkets credible assurances that a EUR/CHR
exchange rate of 1.20 was considered sufficiewmtly. IClear positions, credible tools — these do weosdor
markets on speed. Ever since the notification,Gh#- has remained above the minimum exchange rate an
shown markedly less volatility.

This could also work for Europe, although it iselik that any proposed solutions would inevitablytbe
complex to be communicated in a short press relddgeever, (almost) anything is better than thereir
“cacophony” of politicians and bureaucrats, whdant are the ones causing the markets to be silsieem
the observed price fluctuations in the first place.
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Figures 1 and 2 show price trends in the Dax Inaleck Bund Futures in the form of a so-called “higiw|
close” chart. We have chosen this form of depichenause the customary linear graphs do not filligtiate
price changes, since they are comprised mereljosing prices. What Figures 1 and 2 have in comiadhe
dramatic expansion of daily trading swings thartsthin mid-July. Daily movements of several humfdre
points in the Dax and several points in the Burath bof which would otherwise take weeks, have bexom
almost normal — phobophobia, fear of fear itselhatfer it is the head of the German Bundesbhankmes
politician — sound bites devoid of context that lareadcast over the ticker lead to panic reactmnmarkets.

In this environment, precise analysis and expetigee virtually no chance of cutting through thesep at
least in the short term. Panic purchases and aadepropelling the markets. There is really no ensight at
this point. The most we can hope for is a respite.

8000

7600

- ¢ 'sgln i - ol )
’ i d / il o aft ¥
7200 e v o ap el

il
o T ‘.‘!l Y

6800 i ot '
I !

6400 I

6000 : !“ (;
5600 !! !I ﬁlii i
5200 : I;"I__ii!______li |

4800
12/2010 01/2011 02/2011 03/2011 04/2011 05/2011 06/2011 07/2011 08/2011 09/2011

Source: Bloomberg

Figure 1: Daily movements in the DAX Index
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Figure 2: Daily movement in Bund Futures

Even gold and silver, which had long been consitieefe havens by many investors expecting a metlidow
the Eurozone, declined dramatically just severgbsdayo. To us, these price movements are proofttisanot
so much long-term buyers of physical precious rsetdio are setting the prices but rather speculayipes,
whether oft-vilified hedge funds or even just ETHsany case, it was speculators more than investdo
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drove prices upwards and who are now driving thewrdvards as well. Although, as is well known, we in
Fund Management are not enamoured with precioualsnas an investment class, we are not feelindgetist
bit of schadenfreude or the like. The uncertaimtyag small investors that was triggered by thisgdollapse

is not beneficial for the capital markets.
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Figure 3: Daily movements in spot gold price, in USD
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Figure 4: Daily movements in spot silver price, in USD

Figure 5 likewise illustrates the deteriorationvalue that commodity currencies have been expédrigrgince
early August. The hardest hit is the South Africand, which together with the Brazilian real hast Imore
than 10% in value against the euro. High volumesadés in so-called emerging markets due to theeabo
described “risk-off” have consequently also leddexlining exchange rates — phobophobia. The fdabje
markets of news that might confirm this fear ilikto drive emerging markets, which thus far haeen
growing at a reasonable pace but now have scagitalalltimately into recession! This is tantambtm a
self-fulfilling prophecy.
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JPY USD GBP DKK TWD SGD SEK NOK CAD KRW AUD NzZD CHF MXN BRL ZAR

Source: Bloomberg, Ethenea

Figure 5: Percentage change in exchange rates vs. the euro from 1 August to 30 September 2011

The PMI indices, i.e. purchasing managers indibasge now begun declining in many countries (seere€ig
6), hinting at a light recession, even in Germafilghough in the past, the conclusions of this andilar
surveys always had predictive power, we are natoswinced of the interpretation this time aroundit®the
contrary, due to the current uncertainty in workpital markets, we believe that the surveys arelpve
pessimistic. After all, it is only human when, fexample, in response to a question about his estanfar
future economic trends under the pressure of alBdex in free fall, a manager at a large DAX compsays

that all is not as rosy as his order books wouleewise suggest to him. Here as well, there ighheat of a
self-initiated chain reaction.
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Figure 6: Trends in so-called purchasing managers indices in select countries

As it turns out, the real data tell a differentrgtdn Figure 7, for example, we have depicted ddrman
industrial production trends and orders received@grman industry. Even though from an international
comparative standpoint, Germany is doing bettem thany other countries, the overall picture thersimnilar.
Growth, including future growth in the industriaéctor, which, only through extreme shocks, couldsbe
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significantly reduced as to be likely to resultaiglobal recession.

of extreme swings and thus of shocks as well, nmggthiat we are only cautiously optimistic.
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Figure 7: Trends in industrial production and received order in Germany, in percent

Date Event
3-4 October Eurogroup/ECOFIN meeting in Luxembourg
6 October ECB meeting and press conference

date not set

Extraordinary Eurogroup meeting on the situation in Greece

14-15 October

Meeting of the G20 finance ministers in Paris

23 October EU summit of government leaders, Brussels
31 October End of term of ECB President Trichet; Mario Draghi becomes new ECB President
3 November ECB meeting and press conference

3-4 November

G20 summit in Cannes, France

7-8 November

Eurogroup/ECOFIN meeting in Brussels

29-30 November

Eurogroup/ECOFIN meeting in Brussels

8 December

ECB meeting and press conference

12 December

EU summit of government leaders, Brussels
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At the same time, however ,iweeih times

Figure 8: Important dates in Europe through the end of 2011

Since the situation in Greece is far from resolMédrope continues to remain the focus of the marKet

particular, the various meeting scheduled up to éhd of the

year (see Figure 8) practically inilte

considered remarks by publicity-seeking Euro elitesich then once again feed market fears. Capitakets

will remain extremely volatile until the end of thear and likely beyond then, meaning that the Fund

Management will be busy making the assets entrusted in the three funds even more “storm proof”.
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Currency
TWE €/$ €/CHF €L €/JPY €/AUD €/NOK €/CAD €TRY

Last 93.13 1.3449 1.21606 0.85954 103.75 1.38315 7.8504 1.39853 2.4953
-1M -2.7% -6.7% 4.9% -2.9% -5.9% 2.8% 1.8% -0.7% 1.1%
-1Y -3.2% -1.3% -9.0% -0.7% -8.7% -1.9% -2.0% -0.2% 26.5%

Germany Gvmt ITRAXX 5y

2y 5y 10y 10/2y Europe Xover SenFin SubFin

Last 0.55 117 1.887 134 190 649 260 497
-1M -17 -14 -33 -16 37 67 29 72
-1y -28 -31 -39 -11 79 237 121 289

Yield pick-up to German 10y Gvmt

USA UK Japan France Austria Holland Italy Spain Portugal Greece Ireland
Last 3 54 -86 72 79 40 302 325 905 2080 515
-1M 0 38 -119 70 64 40 230 283 816 1559 641
-1y 23 67 -134 38 53 23 112 185 403 817 430
Equities

DAX Dow EuroStx CAC40 FTSE Nikkei
Last 5502.02 10913.38 2179.66 2981.96 5128.48 8700.29
-1M -4.9% -6.0% -5.3% -8.4% -4.9% -2.8%
-1y -11.7% 1.2% -20.7% -19.7% -7.6% -7.1%

Figure 9: Trends in various market data versus prior month and prior year

In the following, we are pleased to address sewgraktions posed during our most recent telecomferen
September 20 and answer these to the best of mwlédge. Because we would like to keep the Monthly
Report to its customary size, we will not be aloledver each individual question. Instead, we atitémpt to
give answers that are generally applicable to dpics of the questions. For the most part, we taready
answered the reasonable questions about the Jastiry development of the value of the Ethna Funds
during the last two months. Although the funds diot maintain investments in the crisis-ridden GIIPS
countries (Greece, Ireland, Italy, Portugal, Spaiun)y performance has suffered through aggravatidhe so-
called “euro debt crisis” as a result of the desdirin prices for the fixed-income securities of ksaand
insurance companies which are indeed investedeifPthGS. Since all interest premiums in this segnhene
expanded significantly (see Figure 9), it made eal difference whether senior or subordinate bomeie
held. Even industrial bonds have been forced t@®@gtccomparable price declines. Only securities sagh
bonds of the Federal Republic of Germany, the EesopUnion, or the European Investment Bank, which
beyond all doubt had no credit risk, performed wethin Europe. Since we do not underestimate édumaisk
(vields of less than 2% with a current inflatiorieraf more than 2.5% do not appear reasonableeinotig
term), we constantly strive through diversificatione. investments in many different securitiesd an
particularly those with credit risk, to keep yigiccome somewhat independent of duration. In thenewéa
systemic collapse, such as the one that has beamgfas since 1 August 2011, the usual assumpidns
diversification simply do not function optimallyjnse correlations (i.e. the imputed prices changés
individual investment classes) behave markedlyediffitly than during “normal” market times.
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Put plainly, if everything is going south, it ultiately does not matter what you are holding. Thecityp of the
market to differentiate between a “good loan” anth@ so good loan” is severely limited. We thinle \are
holding “good loans”, even if these bonds are milyeexperiencing pressure. Since the interest prers in
the capital markets for many of our bonds are ailyenuch higher than at the height of the Lehmasis; we
also continue to believe that these will hold thilue, with a very high catch-up potential.

In particular, we feel that subordinate or hybrwhds will hold their value, particularly in thisigis. In fact,
supervisory authorities could hardly be any lesingi at the moment to make concessions to bankk an
insurance companies with respect to their capétdia (see Basel 3 and Solvency 2)! Just recethtéyBIS in
Basel refused to yield to pressure from bankingoselobbyists to suspend the 2.5% capital consemat
buffer. And as we have already discussed extensiielmany documents, the implementation of this
requirement will have positive effects for insurareompanies and banks with respect to existingrelitate
securities. This fact must be viewed independeotithe current turmoil in the capital market. Indén,
banks and insurance companies are cloaking theasséfvan aura of strength, since in the currenttalap
market environment, they continue to exercise thejr options for subordinate bonds when these beatue.

In just the last 12 months, more than €30 billiorsubordinate bonds have become due. Nonethdiesgtes

of many subordinate securities have essentiallppkd by 50% during the past two months. Securigigsed

by Allianz, for example, whose first due date isethyears away, can be purchased with a yield afyn&1%!
Similar examples abound.

All the same, we are not expanding our positiorthis market segment at this time. Although we 4dilé s
convinced — and at this level, more convinced,aathan less — that this class will maintain itéuea we
continue to expect volatile times. As a result, wave taken steps, and are continuing to do soedace
positions that are not essential for us in ordeadbieve our volatility objectives once again. Widispect to
equities, we will also essentially continue to ntaiim a wait-and-see position, since the volatiliy see here is
more relevant for day traders than for investors.afresult, we have also reduced to nearly zeredhéies
ratio in Ethna-GLOBAL Defensiv, whereas about 4%sti on the books in Ethna-AKTIV E. The average
credit ratings were improved for all three fundsoimer to get through the crisis in better shapgpadired
market liquidity in many classes caused us to fqmarsicularly on highly liquid bonds in order to bble to
react quickly in the event of an emerging solutiothe crisis. Ethna-AKTIV E has an average yiei&.60%,
with a duration of 5.68 and an average rating betwd&+” and “A”. Ethna-GLOBAL Defensiv has a yieluf
5.25%, with a duration of 5.27 and a rating betw&eh-" and “A+”". Ethna-GLOBAL Dynamic has a yieldfo
6.63%, with a duration of 6.4 and a rating betw&gnand “A-".
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Figure 10: Portfolio Composition of Ethna-AKTIV E by
Issuer Rating

Figure 11: Portfolio Composition of Ethna-AKTIV E by
Issuer Origin
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Figure 12: Portfolio Composition of Ethna-GLOBAL
Defensiv by Issuer Rating

Figure 13: Portfolio Composition of Ethna-GLOBAL
Defensiv by Issuer Origin
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Figure 14: Portfolio Composition of Ethna-GLOBAL
Dynamisch by Issuer Rating

Figure 15: Portfolio Composition of Ethna-GLOBAL
Dynamisch by Issuer Origin
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Figure 16: Portfolio Composition of Ethna-AKTIV E by Issuer Sector
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Figure 17: Portfolio Composition of Ethna-GLOBAL Defensiv by Issuer Sector
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Figure 18: Portfolio Composition of Ethna-GLOBAL Dynamisch by Issuer Sector
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Figure 19: Portfolio Composition of Ethna-AKTIV E by Figure 20: Portfolio Composition of Ethna-GLOBAL
Currency Defensiv by Currency
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Figure 21: Portfolio Composition of Ethna-GLOBAL
Dynamisch by Currency

If you have any questions or suggestions, you anerthan welcome to contact us.

Kind regards,

Guido BarthelsAuthor) Luca Pesarini

Note:

Like any investment in securities and similar assigivestment in a mutual fund entails a risk afltng and currency losses. This risk extends tothees of fund units and to yields,
both of which fluctuate and cannot be guaranteée. dosts incurred by the investment fund affeatadhvestment performance. The legally mandatedpectus is controlling with
respect to the acquisition of fund units. All infuation provided here is intended solely as a prodaescription and constitutes neither investmericadnor an offer to enter into a
contract for advice or information or to buy orlselcurities. The content has been carefully rebeal and compiled. However, no guarantee is gigen aorrectness, completeness, or
accuracy. Munsbach, Luxembourg, 30 September 2011.

10

FUND
AWARD
2010
€uro

Interessenverbund

IVIFS oot

ETHENEA Morningstar
e Rating: %X % k%

ETHENEA Independent Investors S.A. - 9a, rue Gabipppmann -5365 Munsbach - Luxembourg - Phone £3%2921 10 - Fax +352 276 921 99
R.C.S. Luxembourg B 155427 - info@ethnafunds.cemw.ethnafunds.com - www.ethenea.com



