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We feel that the market has reached a point where by stocks
and commodities will moderate together, which usually
probably signals that the market is entering a period of very
slow growth. On the economic cycle, we would place the
current cycle in between stagflation and recession. In such a
time like this, we feel that investors may want to increase their
exposure to bonds, investment grade bonds.

Back in the early 2000s, the US economy entered into a
recession. In that period, we saw the equity index correct
together with the commodity index. Bond Yields also fell during
the period, which meant that bond prices actually increased.
(Figure 1) We feel that the economy might go through a similar
cycle, which puts bonds in an attractive light.

There is potential for further interest rate cuts. The
commodity boom and housing bubble has brought about much
turmoil in the financial markets lately. This has caused
dislocation in quality asset prices, while assets that were built
upon speculative investments suffered as investors were not
willing to bid for the asset due to poor underlying fundamentals.
The correction in asset prices in the economy has affected
growth in some areas, thereby leading to poorer investor
sentiment and lower consumption. We are starting to see a
stark slowdown in economic growth in developed and
developing nations. This will increase the incentive for interest
rate reductions by central banks.

Normalized Performance of Various Indexes
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Figure 1: Normalized Performance of MSCI World Index,
S&P Goldman Energy Index and US 2 Year Bond Yield
Index

Source: Bloomberg
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Inflation will become less of an issue moving forwa rd — The
built up of the commaodity bubble has deflated a bit and we feel
that there is still more room for more downside. While we agree
that supply of commodities remains tight and the possibility of
higher commodity prices is there, we feel that the tightening of
monetary policies by central banks will lead to tighter credit,
increased borrowing cost and already consumers are
downsizing on their energy consumption as governments in the
emerging markets are reducing their subsidies for energy. This
will lead to demand destruction and with the greater availability
of alternative energy sources in future, altogether lead to a case
for lower commodity prices in future.

Default Risk — This is the risk that the issuer would default on
its payment. While the probability of an investment grade bond
defaulting is very low, there is still likelihood that the issuer
would not be able to pay interest or the principal sum upon
maturity. The default risk for a developing nation sovereign
issue is larger as the probability of the local government not
able to command enough taxes or revenues to pay bond
holders is greater than those in developed countries.

Political Risk — In the current society where terrorism is not
becoming an uncommon topic, investors should not take
political risk too lightly. As we saw in the recent Georgian
Russian war, we saw a depreciation of Russian assets.
Investors have lost confidence and have withdrawn their
monies. This is a boon to bond holders too as the ability of a
government at war being able to pay on their liabilities
decreases.

Currency Risk — As the gains from bonds can be easily erased
by movements in the underlying currency, the ability of the fund
manager to hedge the portfolio’s currency exposure becomes
an important factor. Therefore, there is a risk that the currency
depreciation may outweigh the gain on the bond price, leading
to a net loss to the investor.



We are overweight on US bonds

The Fed has continued to emphasize downside risks to growth
and upside risks to inflation. This has come on a weak job
(Figure 2) and housing market (Figure 3). As seen in Figure 2,
the number of jobless claims has been creeping upward and is
close to the levels we saw in the last recession. The housing
inventory on the other hand, continues to remain at elevated
levels. This suggests that the housing market may linger at the
bottom for a while before we see a recovery in future.

In the futures market, the probability of the Fed holding interest
rates at 2% has increased to 84.6% from 66% in a matter of 12
days from the 1 Aug 2008. (Figure 4) This shows that the
market is expecting the Fed to keep interest rates on hold and a
more dovish tone is expected moving forward.

With a recovery in the US dollar and the fact that the market
expects the Fed to keep interest rates on hold for some time,
we do not expect a strong performance in US bonds as the
probability of a rate cut is limited. We are therefore overweight
on US Treasuries at this point
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Figure 3: US Existing Homes for Sale Inventory
Source: Bloomberg

Jutcomes of the Fed Rate for FOMC Date 9/16/08
8/1/08 8/13/08
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Figure 4: Fed Fund Futures Implied Probability for
FOMC September Meeting. Source: Bloomberg

Expected Outcomes of the Fed Rate for FOMC Date 10/29/08
8/1/08 8/13/08
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Figure 5: Fed Fund Futures Implied Probability for
FOMC October Meeting. Source: Bloomberg
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UK sovereigns are attractive

The yield curve for UK sovereigns has inverted. (Figure 6) This
has come on the back of a rally in bond issues and expected
weak economic growth to come.

Housing prices in the UK has softened. (Figure 7) Not only are
we seeing a bubble deflating in the US, house prices in the UK
are also correcting.

We feel that there is further downside to housing prices in the
UK as the job market is only starting to weaken. (Figure 8) This
translates to lower income for consumers and depressing real
estate investor sentiment. Tightened regulations will also lead
to lower mortgage borrowers and therefore lower housing
prices.

UK Bonds are attractive in our opinion as the downside risks in
the economy are greater than that of the US which means that
the central bank is likely to reduce interest rates. Moreover, the
GBP USD pair has been depreciating on weak economic
fundamentals.
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Figure 8: UK Month on Month Claimant Count,
Source: Bloomberg

Figure 9: UK Official Bank Rate. Source: Bloomberg
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We are overweight Singapore Bonds

According to the latest statement by MAS on monetary policy in
April 2008, “the Singapore economy is expected to grow at a
more moderated pace this year following several years of
robust expansion...Against this backdrop of continuing external
and domestic cost pressures, an upward shift of the policy band
at this point will help to moderate inflation going forward...There
will be no change to the slope or width of the policy band.”

We suspect that the MAS will likely allow the Singapore dollar

to trade range bound moving forward given the emphasis on

growth and inflationary issues. Figure 10: 3 month SIBOR SGD.
Source: Bloomberg

US interest rates, in our view is expected to be kept on hold
which means that there would be little movement for Singapore
bonds, but volatility in the equity market would likely cause the
short term yields to trade slightly lower. We are therefore
overweight on Singapore sovereign issues

We are neutral on European Bonds

We feel that the European zone, unlike the English economy
can still sustain further interest rate pauses before they start
cutting them. This is because we feel that the economy is
softening but not at the rate like the British counterparts. If we
look at Euro zone housing prices (Figure 11), we see that  Figure 11: Euro Zone Housing Prices Year on Year .
growth rates have yet to peak. This is because we are only  Source: Bloomberg

beginning to see that the employment situation is only
beginning to change (Figure 12), unlike the British economy
where by housing prices have already corrected and the job
market already depleting at an accelerated rate.

This means that the ECB still has room to keep interest rates
on hold. And therefore a smaller room for bond price
movements.

Figure 12: Euro Zone Unemployment Rate .
Source: Bloomberg
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Spanish Bonds are attractive

The Spanish housing market is correcting and the economy is
feeling in the heat. (Figure 13) The government had been trying
to arrest the problem. Spain’s Prime Minister, Jose Luis
Zapatero cancelled his holiday and called for an emergency
meeting on 13 August 2008 to prevent an economic slowdown.

Spain’s problems are among the steepest in Europe. Inflation in
July rose 5.3% year on year while GDP growth was only 0.1% Fig
in the second quarter this year, the lowest rate since 1993
when Spain emerged from the last recession.

Source: Bloomberg

As a result of the housing market debacle, several developers,
construction firms and estate agencies had gone bankrupt as a
result of it. Steep labor costs and inflation is also dragging the
service driven industries.
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In selecting the recommended fund, we first allocated points to
each sector based on our outlook for bonds in each sector,
which was highlighted in the previous section.

These points are allocated based on what we feel is the
attractiveness of the bond. For example, a “3” is most attractive,
while a “-1” is least attractive.

We then look at the fund manager allocations for each sector
and award points to the fund based on their allocation by taking
the product sum of the points and percentage allocation.

Based on this point selection method, the recommend funds
are the Fidelity Global Inflation Linked Bond Fund and the
Schroder ISF Global Inflation Linked Bond Fund. Investors who
think that the US dollar would continue its up trend can consider
the US dollar denominated fund while investors who think that
the Euro will appreciate can consider the Euro denominated
fund. The details are highlighted in the following tables.
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# Table 1: Total Expenditure on
healthcare as percentage of GDP

Equities rebounded for the month of August. However, it

remains volatile in the current environment. In view of the e Value (%)

volatility, we would suggest going into a sector which is | United States of 15.2

relatively stable and defensive. In our opinion, healthcare is | america

one such sector. United Kingdom 8.2
Japan 8.2

Healthcare embraces all goods and services designed to Singapore 35
promote health. The sector is diverse and it includes China 17
several sub-sectors such as pharmaceutical, medical India 5'0
technology, healthcare services, biotechnology and many ———c— 5= -

others. Source: World health organization

By far, U.S spends more on health care, as a proportion of
gross domestic product, than any other nation. This is
evident in table 1. As shown, approximately 15.2 percent of
the country’s GDP is spent on healthcare. Japan and the
United Kingdom are on par. Both spend about 8.2 percent
of their GDP. On the other hand, expenditure on
healthcare accounts for 4.7 percent of China’s GDP.

Figure 1: Performance of MSCI World
Healthcare Index
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Looking at MSCI World Healthcare index for the last ten »
years, performance has been relatively stable. The index -
has been trading within a range of 80 to 120 points. As of
14" Aug, the index was at 109.94 points. Current PE of
MSCI World Healthcare index is about 19.47X. The high ’
was recorded in December 1998 when the index was Frrerrrerrey T TIIIIEY
trading at a PE of 49.2X. It has fallen by approximately RLCE SRttt A Gt e Chaa o
60.43 percent. This is shown in figure 2.

Source: Bloomberg, Phillip Securities Research

Demand will always be there.
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Medical service is demanded regardless of the
conditions of the world economy -  There will always be
people who need medical treatment even when the
economy is down. Healthcare is a necessity good.
Therefore demand will always be there. This can be
illustrated with reference to Thailand. With reference to
figure 3, the blue bar indicates periods of recession.
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The blue line shows the amount of production in healthcare  Figure 2: PE values of MSCI World
from 1993 till date. For instance, during the Asian Financial Heglthcare index

Crisis in 1997, production in this sector did not decline. On the
contrary, it increased. Continuous production implies there is
demand for the good. OO e P AT

Rise in wages — Demand for healthcare moves in tandem with
wages. When one has a greater purchasing power, he would
demand for more and better quality healthcare. This is
illustrated in figure 4. The diagram depicts the relationship
between personal income and healthcare expenditure in the
United States. It shows that the two variables tend to move in S
tandem. With the growth of the emerging countries, citizens in S -
these areas will gradually become more affluent. Hence, the
demand for healthcare should increase.

8

[F=MXWOOHC index PE_RATIO

. . . Source: Bloomberg, Phillip Securities Research
Constant “investment” in health is necessary - Healthcare g P

is demanded so that individuals can achieve a larger stock of . L
“health capital”. This stock of *health capital” is important Eigure 3: Healthcare production in
because it yields higher level of satisfaction as one would be  Thailand

more productive and require fewer sick leaves. In addition,
health degrades over time and hence constant “investments”
and maintenance is necessary.

Resources are limited — Resources for healthcare range from
drugs to medical staff to healthcare facilities. Resources in all
aspects are limited. For instance, time is required to groom
medical doctors and nurses. In addition, due to difficulties in
obtaining a medical license, supply is all the more limited.

Conclusion — Demand for healthcare will always exist. This
sector has been resilient and did not go through a massive
decline during economic downturn. As mentioned earlier, there ~ Source: Bloomberg, Phillip Securities Research

were times where this sector actually moved in the opposite

direction to economic activities. Similarly, due to its defensive  Fiqure 4: Income and Healthcare
gature, one will not see massive upswings during economic Expenditure in United States
ooms.

Source: Bloomberg, Phillip Securities Research



Currently, our platform carries five funds which are invested in
the healthcare sector. They are namely, AB International
Health Care Portfolio A SGD, Fidelity Global Health Care
Fund Eur, FTIF Franklin Biotech Discovery (Acc),
LionGlobal Healthcare Investment and UOB United Glo  bal
Healthcare Fund.

Among the above funds, we prefer LionGlobal healthcare
investment as it outperforms its peers in the long run (1 year).
This is shown in table 2.

This fund is managed by an external fund manager Janus
Capital Group and is invested in the Janus Global Life Sciences
Fund. Selections within pharmaceutical and biotech, as well as
holdings within materials were the primary drivers of the fund’s
better performance.
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Table 2: Performance comparison

Fund

LionGlobal
Health
care
Investment

1
mth

6.84

3
mths

7.49

lyr

(0.76)

YTD

N.A

uoB
United
Global
Healthcare
Fund

9.98

8.60

(6.13)

(2.32)

AB Intl
Health
Care
Portfolio Cl
A SGD

9.09

7.11

(11.66)

(10.07)

Fidelity
Global
Health
Care Fd A
- Eur

9.85

6.52

N.A

N.A

FTIF
Franklin
Biotech
Discovery
A (Acc)

11.45

22.24

N.A

N.A

Figures are in percentage
Data are correct as of 20" Aug 2008.
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Appendix
Fund Sector Allocation/ Top Holdings Performance
YTD 1 Year

LionGlobal N.A (2.23)
Healthcare
investment

Janus Global Life Sciences Fund 97.8%

Cash and cash equivalent 2.2%

Correct as of July 2008
UOB United Global (2.54) (3.35)
Healthcare Fund

Major Pharmaceuticals 29.84%

Biotechnology 25.19%

Health Services 20.64%

Medical Products 13.66%

Cash 10.67%

Correct as of 30 June 2008
Fidelity Global N.A N.A
Health Care Eur
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Healthcare 91.10%
Materials 1.50%
Industrials 1.40%
Consumer Staples 1.20%
Other 0.80%

Cash 4.00%

As of 31 March 2008

AB International (11.32) (9.09)
Health Care Portfolio
A SGD
Drugs 40%
Medical Products 24%
Biotechnology 21%
Medical Services 15%
Correct as of 31 May 2008
FTIF Franklin N.A N.A

Biotech Discovery

Pharmaceuticals, Biotechnology & Life
Sciences 86.40%
Cash 13.60%

Correct as of 30 June 2008

Healthcare funds comparison
Source: Various Fund House Fact sheet
For more details, please refer to individual factsheet



PHILLIP SECURITIES PTE LTD

UTALK SEPT 2008

New funds available on POEMS

a. ABN Amro Energy Fund (SGD & EUR) (coming soon)

b. Man Essential Ltd AUD (Hedge Fund)
c. Henderson Horizon Fund - Global Financials Fund EUR/SGD

d. PRU Monthly Income Plan Class M

Fund promotion in September



September Seminars
"% &% ()

It has been a volatile ride for the equity markets this quarter. Investors should fasten their seat belts, stay calm and
look out for our investment ideas for the month of September.

Let our analyst share with you on healthcare and bond funds, which are defensive and stable sector that you can
potentially consider to be part of your investment portfolio.

In addition, we have specially invited our fund partners to provide more insights on market updates and golden tips,
to help you make informed decisions for your investments amidst the market volatility.

If you are new to unit trust investment, join us in our Introduction to Unit Trust seminars. We will explain what unit
trust investment is, and guide you through our online trading platform, POEMS, to show you how you could
purchase your funds in a hassle-free way.

Details of the seminars are as follow:

Date Time Venue Topic
Raffles City Global Financial Outlook by
10 Sept 12.30pm — 1.30pm Tower 6" Floor Henderson
Raffles City
12 Sept 12.30pm — 1.30pm Tower 6" Floor Introduction to Unit Trust
Raffles City 8 Pearls of Investment
15 Sept 12.30pm — 1.30pm Tower 6" Floor wisdom by Aberdeen
Raffles City Analyst Updates:

16 Sept 12.30pm — 1.30pm Tower 6" Floor Healthcare and Bond funds

Raffles City
17 Sept 12.30pm — 1.30pm Tower 6" Floor Introduction to Unit Trust
Raffles City Analyst Updates:

22 Sept 7.00pm — 8.30pm Tower 6" Floor Healthcare and Bonds funds

To register, kindly email your particulars to utseminars@phillip.com.sg.

The seats will be automatically confirmed, unless otherwise mentioned.



DISCLAIMER

This publication is solely for general information and should not be construed as an offer or solicitation for the subscription, purchase or sale of
the securities, and specifically funds, mentioned herein. It does not have any regard to your specific investment objectives, financial situation
and any of your particular needs. Accordingly, no warranty whatsoever is given and no liability whatsoever is accepted for any loss arising
whether directly or indirectly as a result of any person or group of persons acting on such information and advice. Unit Trusts distributed by
Phillip Securities Pte Ltd are not obligations of, deposits in, or guaranteed by, Phillip Securities Pte Ltd or any of its affiliates. No actions should
be taken without first viewing the details in a fund’s prospectus. A copy of the prospectus can be obtained from Phillip Securities Pte Ltd or
online at www.eunittrust.com.sg. Past performance is not necessarily indicative of future returns. Investments in unit trusts are subjected to
investment risks, including the possible loss of the principle amount invested. Investors should note that the value of the units and income from
the fund may rise as well as decline. Investors should also note that there are limitations whenever performance is stated or comparison is made
to another unit trust or index for any specific period as no funds or indices are directly comparable.

Whilst we have taken all reasonable care to ensure that the information contained in this publication is accurate, it does not guarantee the
accuracy or completeness of this publication. Any advice contained in this publication is made only on a general basis and is subject to change
without notice. We have not given any consideration to and have not made any investigation of the investment objectives, financial situation or
particular needs of any specific person or group of persons as we are not in possession of any such information. You may wish to seek advice
from a financial adviser before making a commitment to purchase the investment products mentioned. In the event you choose not to seek
advice from a financial adviser, you should consider whether the investment product is suitable for you. Any unit trusts mentioned in this
publication is not intended for U.S. citizens.

DISCLOSURE OF INTEREST

Statement pursuant to section 36 of the Financial Advisers Act. Phillip Securities Pte Ltd and its directors and employees may have interest in
the securities recommended herein from time to time, and its associates and connected persons may also have positions from time to time.
Opinions and views expressed in this report are subject to change without notice.

PhillipCapital is a group of companies who together offer a full range of quality and innovative financial services to retail, corporate and
institutional customers. Member companies in Singapore include Phillip Securities Pte Ltd, Phillip Securities Research Pte Ltd, Phillip Financial
Pte Ltd, Phillip Futures Pte Ltd, Phillip Trading Pte Ltd, Phillip Capital Management (S) Ltd, CyberQuote Pte Ltd, International Factors
(Singapore) Ltd and ECICS Ltd.

Information on any and all independent PhillipCapital members and the respective financial services they offer can be obtained through the
following website — www.phillip.com.sg. Members can otherwise be identified by their authorised use of PhillipCapital brand name along with
their own name in their documentation and literature.



General Disclaimer

Phillip Capital is a group of companies who together offer a full range of quality and innovative financial services to retail, corporate and
institutional customers. Member companies in Singapore include Phillip Securities Pte Ltd, Phillip Securities Research Pte Ltd, Phillip Financial
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agree to be bound by the terms and limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities Research shall not
be liable for any direct or consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources which Phillip Securities Research has no reason to believe
are unreliable and any analysis, forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are
based on such information and are expressions of belief only. Phillip Securities Research has not verified this information and no representation
or warranty, express or implied, is made that such information or Research is accurate, complete or verified or should be relied upon as such.
Any such information or Research contained in this publication is subject to change, and Phillip Securities Research shall not have any
responsibility to maintain the information or Research made available or to supply any corrections, updates or releases in connection therewith.
In no event will Phillip Securities Research be liable for any special, indirect, incidental or consequential damages which may be incurred from
the use of the information or Research made available, even if it has been advised of the possibility of such damages.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to
change at any time without prior notice.

Non-applicability of Section 27 of the Financial Ad  visers Act (Cap. 110) of Singapore and the MAS Noti  ce on Recommendations on
Investment Products

Section 27 of the Financial Advisers Act (Cap. 110) of Singapore and the MAS Notice on Recommendations on Investment Products (FAA-NO1)
do not apply in respect of this publication.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or
particular needs of any particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or
reading this material should seek advice from a financial adviser regarding the suitability of such products, taking into account the specific
investment objectives, financial situation or particular needs of that person, before making a commitment to invest in any of such products.

This publication should not be relied upon as authoritative without further being subject to the recipient’s own independent verification and
exercise of judgment. The fact that this publication has been made available constitutes neither a recommendation to enter into a particular
transaction nor a representation that any product described in this material is suitable or appropriate for the recipient. Recipients should be
aware that many of the products which may be described in this publication involve significant risks and may not be suitable for all investors, and
that any decision to enter into transactions involving such products should not be made unless all such risks are understood and an independent
determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any
product should not be considered to be a disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities
mentioned in this research should take into account existing public information, including any registered prospectus in respect of such security.

Disclosure of Interest

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, may provide an array of financial services to
a large number of corporations in Singapore and worldwide, including but not limited to commercial / investment banking activities (including
sponsorship, financial advisory or underwriting activities), corporate banking or securities trading activities. Phillip Securities Research, or
persons associated with or connected to Phillip Securities Research, may have participated in or invested in financing transactions with the
issuer(s) of the securities mentioned in this publication, and may have performed services for or solicited business from such issuers.
Additionally, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, may have provided significant
advice or investment services to such companies and investments or related investments as may be mentioned in this publication.
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