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*The fund distributed dividends of $5.31 / share in January 2003 and $10.3 / share in January 2004

Fund Objective
To provide high total returns through investments primarily in US Dollar
denominated debt securities issued by Arab governments.
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The Fund Manager's Overall Outlook & Strategy

The Arab Income Fund's NAV rose to 105.53 up 0.36 % for the month of
January. Emerging markets, which began the month with very strong gains,
reversed course mid month and ended with modest gains.

January has set up one of the more interesting bets of the year: Whether or not
the Federal Reserve will raise interest rates during this election year. Market
expectations currently imply a fed hike of 50 bps by June this year. Our view is
quite contrarian. Although higher long term rates are a vey real risk, we maintain
that the Fed will not raise rates prior to November elections. Even with
strengthening US macro data and apparently benign inflation, the fact remains
that this increased economic activity has not led to significant improvements in the
labor market while structural risks keep increasing with both budget and trade
deficits. The Fed will have no choice but to keep the costs of servicing America's
extremely levered economy as low as possible, especially as calls to contain the
budget deficit increase later in the year.

Looking at our own back yard, we see very visible increases in corporate issuance.
The majority of issues, even if slightly expensive, will perform reasonably well and
we plan to take advantage of the opportunities they present. Emirates Bank
International, Mashregbank, Tabreed, Ras Laffan and Jordan Phosphate have all
announced new issues.

On the economic front, Bahrain said it is very close to signing of a free trade
agreement with the US, significantly improving trade prospects in the Kingdom.
Egypt announced that its economy grew 4.2% in its first fiscal quarter, exceeding
expectaions. Algeria registered a USD 10.3 billion trade surplus in 2003 with
imports rising 8.3% and exports 26.6%. Libyan prime minister Shokri Ghanem
said attracting foreign and domestic investment is the country's main priority as it
emerges from international isolation and decades of economic mismanagement.
He announced plans to privatise more than 350 companies. Lebanon meanwhile
abandoned any immediate plans to privatise its mobile phone sector after a long
awaited auction and tender failed.
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