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The Sino-US trade tensions solutions with a personalised approach.
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Eastspring Singapore

Singapore) Founded in 1994, Eastspring is a global asset manager with Asia at its
core, offering innovative investment solutions to meet the financial
needs of clients. We managed a total of USD216 billion® across equity,
fixed income, multi asset, quantitative and alternative strategies on
behalf of institutional and individual investors globally.

With failing bond yields and
the risk of a trade war just
a tweet away, investors

will likely need to expand As the asset management business of Prudential plc, we benefit from

their repertoire of asset
classes to achieve the twin
goal of income and
stability.

the strength and stability of our A-rated 2 parent company.

As an active manager, we seek to use our global expertise and deep
Asian insights to capture investment opportunities in Asia and around
the world. We are passionate about what we do and commit to
delivering the highest quality investment outcomes to our clients.

More info: www.eastspring.com
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Written by: Mavis Tan, Manager, Partnership Management | PIAS

The Sino-US trade tensions continued to dominate the headlines in the last few
quarters. Despite heightened volatility, the MSCI World Index delivered an
outperformance of 15% year-to-date (Chart A), further cheered by optimisms from

the ongoing trade negotiations. While the global market is slowly digesting a The Sino-US trade
potential trade war ceasefire, Trump called for a delisting of Chinese companies on tensions continued to
the US stock exchanges in September, sending renewed jitters that trade disputes dominate the headlines

may be flowing over into the capital markets. The U.S. House also passed a bill to
support the pro-democracy protesters in Hong Kong, further teasing the already
fragile U.S.-China relations.

in the last few quarters.

The impact of the longstanding trade spat is beginning to show up in the health of
global manufacturing. Consecutive weak manufacturing data in several major
economies has been observed and the worst US purchasing manager’s index in a
decade signals a contraction in the manufacturing sector, fanning yet another round of recessionary fears (See Chart B).

Back in mid-August, the brief yield curve inversion spooked the global market. An inverted yield curve occurs when short-term
interest rates exceed long-term rates. While an inversion is widely regarded as a leading indicator of an upcoming recession,
it does not always lead to recessions. If history is any indication, in the past 7 recessions, the inversions preceded the eventual
downturn by an average of 22 months, according to Credit Suisse. The volatilities observed in August demonstrated a classic
case of a self-fulfilling prophecy.

MSCI World Index Performance, YTD (Chart A) US Manufacturing Slump (Chart B)
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Despite a historical unemployment rate low of 3.6% and the inflation target
in check, the Federal Reserve was still held at gunpoint by the market to
embark on a rate cut cycle in July and another subsequent cut in September.
Its European counterpart ECB also announced its first round of rate cut since
2011 and a renewed package of quantitative easing - with no deadline. These
gave rise to a distorted bond market - the current inventory of negative-
yielding bonds globally has swelled to more than $17 trillion.

Volatilities are here to stay, hinging on global trade sentiments and Brexit.
The market remains watchful on the developments of the trade negotiations
and how and when Boris Johnson will be leading his country out of the EU.
Despite the murkier outlook, we do not foresee a major downturn this year,
as recessionary risks may be buoyed by central banks across the US, Europe
and China, which are increasingly pressured to be more aggressive in easing.
However, we remain cautious as the global market may experience a further
slowdown in the wake of the prolonged trade tensions - unless there are
meaningful upside surprises to the dismal manufacturing data, sustained
global growth and promising resolutions to the trade rows.

It is our hope that this publication assists you, our clients, in your investment
process for the rest of 2019.

Voldtilities are here to stay,
hinging on global trade

sentiments and Brexit.
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YOUR PRIVACY
Your privacy is important to us. If you do not wish to receive information of this kind in the future, please contact your adviser.

DISCLAIMER

The views expressed in this article reflect the views of the Professional Investment Advisory Services Pte Ltd (“PIAS”). The information
provided herein is intended for general circulation and are not intended for distribution to, or use by, any person or entity in any
jurisdiction or country where such distribution or use will be contrary to local law or regulation. This article may not be copied, either in
whole or in part, or distributed to any other person without our specific prior consent. PIAS and its affiliates, directors, associates,
connected parties, employees and/or Representatives may own or have an interest in the securities covered in this material. PIAS does
not make any representation or warranty (express or implied) as to its accuracy, completeness, timeliness or correctness for any
particular purpose.

The content in this presentation may consist of the past performances of markets, sectors and funds. These are provided for reference
only and do not have regard to the specific investment objectives, financial situation or the particular needs of any recipient. Henceforth,
the contents shall not be construed as an offer or solicitation to buy, sell or subscribe for any investment or life insurance product or the
giving of advice thereof. Accordingly, no warranty whatsoever is given and no liability whatsoever will be accepted by PIAS for any loss
arising whether directly or indirectly as a result from you acting based on this information.

All investments, past performance of the mentioned collective investment schemes and life insurance policies and any projection of the
economies, stock markets, bond markets and the economic trends of the markets are not necessarily indicative of the future
performance. All investments, collective investment schemes and life insurance policies are subject to investment risks, including the
possible loss of the principal amount invested. Opinions and estimates are subject to change without notice. You are advised to read
very carefully the applicable prospectus, product highlight sheet and/ or profile statement of the collective investment schemes, as well
as the applicable product summary, benefit illustration and product highlight sheet in respect of the life policies. To the maximum extent
permitted by law, PIAS accepts no liability for any losses or damages (including direct, special, indirect, consequential, incidental or loss
of profits) if any kind arising from or in connection with any reliance and/or use of the information (including any error, omission or
misstatement, negligent or otherwise) or further communication, even if PIAS has been advised of the possibility thereof.

Please seek advice from a Financial Adviser Representative or consult a professional regarding the suitability of the investment product,
taking into account your specific investment objectives, financial situation or particular needs, before making a commitment to purchase
the investment product. In the event that you choose not to seek advice from a Financial Adviser Representative or a professional, you
should consider whether the product in question is suitable for you.

This newsletter may contain product advertisements which have not been reviewed by the Monetary Authority of Singapore.

Co. Reg. No. 2001063467 | Financial Advisory Licence No. FAOO0008-4

PIAS

PROFESSIONAL INVESTMENT ADVISORY SERVICES

Head Office
6 Shenton Way, OUE Downtown 2,
#09-08, Singapore 068809

+65 6372 5700

+65 6372 5950
enquiry@pias.asia
WWW.proinvest.com.sg
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Written by: Colin Graham, Chief Investment Officer, Multi Asset Solutions | Eastspring Investments

Looking for Income and Stability? Why Investors Need
to Expand Their Tool Kit

There are multiple sources of income, so investors need not limit themselves to
just one or two. A combined approach can be a more optimal way to help
mitigate the various challenges within different income producing asset classes.

While a steady income sounds appealing,
having a stable portfolio is just as
important with memories of the market’s

large swings in May still fresh in investors’”  Bonds have traditionally been a source of income and stability. As bond yields
minds. However, with falling bond yields  have fallen lower and even reached negative levels in some countries, investors
and the risk of a trade war just a tweet  have gravitated towards higher yielding bonds including high yield bonds and
away, investors will likely need to expand  emerging market debt (EMD). These bonds however come with higher volatility
their repertoire of asset classes to achieve ~ compared to investment grade bonds.
the twin goal of income and stability.

The market value of bonds trading at negative yields reached a new record of
USD13.7tnl. At the same time, the average yield of the global bond market has fallen from 2.51% in November last year to
around 1.64%2. With global central banks poised to loosen monetary policy further to counter the slowing global economy
and address weak inflation, rates look likely to remain low for longer.

Against this backdrop, it is no surprise that Asian and US high yields have been popular with investors. The Asian high yield bond
market has grown six-fold since 2005, providing investors with greater choice. As of end June, the average yield on Asian high
yields is around 7.4%, higher than US and European high yields. See Fig. 1. Credit fundamentals have also been supportive - the
average annual default rate for Asian high yield corporates of 2.3% is also significantly lower than other high yield markets3.

Furthermore, the Federal Reserve’s rate cut in July gives Asian central banks flexibility to reduce rates, which is potentially
supportive of the bond market. That said, given the more challenging growth conditions in Asia and globally, our Singapore
fixed income team has turned more selective. While still finding opportunities within Asian high yields, they are also paring
exposures in bonds with higher liquidity risks or which may face higher spillover risks arising from the US-China trade conflict.

Fig. 1: Asian high yields still offering highest yields*
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Over in the US, US high yields’ returns in the first half of 2019 (10% in USD terms) have been the strongest since 2016. Two-
thirds of the returns came from price gains, a feat that looks unlikely to be repeated in the second half of the year.
Nevertheless, the average yield on US high yields is still attractive around 6%, although it is down from 8% at the start of the
year. Meanwhile, given above average valuations and slowing US corporate profits, investors need to consider credit quality
and liquidity factors more carefully when accessing the US high yield space®.

Look Beyond High Yields

In looking for income from bonds, investors may not want to ignore EMD. After all, EMD represents a near USD20 trillion
universe, or about half of the non-US debt market. With increasingly diverse issuers currently offering average yields of 5-
6%°, EMD potentially offers investors another attractive source of income. That said, in-depth bottom-up research would be
needed to navigate the vast and diverse universe. Returns from EMD also tend to be more volatile over shorter (1-year)
holding periods. Bonds, however, are not the only assets that offer income. Dividends (from stocks) have also historically
been a reliable source of income. In Asia, dividends make up more than 40% of total returns from stocks in the last ten years.
This is higher than the share in the US (25%) and Japan (28%). Only Europe is superior, with dividends contributing to 47% of
total returns over the same period’

And there is room for more dividends in Asia with companies currently paying out 36% of their earnings in dividends, below
the 47% average of developed markets8. There has also been increasing diversification - Asian dividend payers are no longer
restricted to utility or telecom companies. Our Singapore equity income team are currently finding opportunities in the
financials, information technology and real estate sectors.

Beyond just income, dividend paying Asian stocks also offer potential capital gains. An index of high dividend yielding Asian
stocks have historically outperformed its broader benchmark over the last 10 years. See Fig. 2. Interestingly, research by
MSCI showed that high dividend yielding stocks in the emerging markets outperform their developed market peers as
investors regard stable income to be a safe harbour against local economic and currency risks. That said, stock-level research
with a focus on cash flow and dividend sustainability would be required to identify true winners.

Fig. 2. High dividend paying Asian stocks can also offer
capital gains’
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The Whole is Greater Than The

Sum of Its Parts

A combined approach provides flexibility to shift exposures between the differentincome producing asset classes in response
to the changing economic and market environment. The various income producing assets have different correlations to US
Treasuries (See Fig. 3) and at the same time, US/Asian High Yields appear to fare better in a risk-on environment. As such,
lower yielding but less volatile Treasuries and investment grade bonds can play an important role in helping to stabilize a
portfolio of income producing assets, especially during periods of high market volatility.

Fig. 3. Correlation to US Treasuries'

us Asian Asian Asian Global us
High Yield High Yielding High Yield Investment Emerging Investment
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Negatively correlated to US Treasuries Positively correlated to US Treasuries
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Sources: 1Bloomberg. As of 26 July 2019. 2Bloomberg. 13 August 2019. 3Source: JP Morgan, 20 February 2019; excluding 100% quasi-sovereigns.
4Bloomberg. Eastspring Investments. BofAML, Citigroup, Markit iBoxx as at 28 June 2019. Asian HY Corps as represented by BofA Merrill Lynch
Asian Dollar High Yield Corp Index. Asian IG Corp as represented by BofA Merrill Lynch Asian Dollar Investment Grade Corp Index. US IG Corp and
US HY Corp as represented by BofA Merrill Lynch US Corp and High Yield Indices respectively, Asian Local Bonds as represented by the Markit iBoxx
Asian Local Bond Index, Asian USD Bonds as represented by BofA Merrill Lynch Asian Dollar Index, Developed Govt bonds represented by Citigroup
World Government Bond index. EUR HY Corp and EUR IG Corp represented by BofA Merrill Lynch Euro High Yield and Euro Corporate Indices
respectively. EM USD Sovereign as represented by JP Morgan EMBI Global Diversified External Debt Index. HY= High Yield, IG = Investment Grade.
Average vyield for corporate bonds are based on yield to worst. SPPM Quarterly Insights. 2Q 2019. 6End June 2019. 7Bloomberg. In local currency
terms for Europe and Japan. June 2009 to June 2019. 8Bloomberg. 2018 figures. SMSCI. End June 2019. 19Bloomberg, Eastspring Investments, 28
June 2019, based on monthly returns; *The above is not drawn to scale; US Treasuries as measured by ICE BofAML US Treasury Index, Asian High
Yield and Asian Investment Grade Bonds as measured by JPM JACI Corp non investment grade and JPM JACI Index respectively. Asian High
Dividend Yielding Equities as measured by MSCI AC Asia High Dividend Yield Index. Global Emerging Market Debt as measured by JPM EMBI Global
Diversified Index. US Investment Grade Bonds as measured by the ICE BofaML US Corporate Index. Please note that there are limitations to the use
of such indices as proxies for the past performance in the respective asset classes/sector.
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Disclaimer

The name of the fund “Eastspring Investments Funds - Monthly
Income Plan” should not be taken as implying that monthly or
regular distributions in respect of units will be made.

This document is solely for information and may not be published,
circulated, reproduced or distributed in whole or part to any other
person without the prior written consent of Eastspring Investments
(Singapore) Limited (“Eastspring Singapore”) (Company Reg No.
199407631H). This document is not an offer, solicitation of an offer,
or a recommendation to transact in the investment units in the
Fund(s). The information contained herein does not have any
regards to the specific investment objectives, financial situation or
particular needs of any person. A prospectus in relation to the
Fund(s) is available and a copy of the prospectus may be obtained
from Eastspring Singapore and its distribution partners. Investors
should read the prospectus and seek professional advice before
making any investment decision. In the event that investor chooses
not to seek advice, he should consider carefully whether the Fund in
question is suitable for him. The value of units in the Fund(s) and the
income accruing to the units, if any, may fall or rise. Past
performance of the Fund(s)/manager is not necessarily indicative of
the future performance. Any prediction, projection or forecast on
the economy, securities markets or the economic trends of the
markets targeted by the Fund(s) is not necessarily indicative of the
future performance of the Fund(s). An investment in the Fund(s) is
subject to investment risks, including the possible loss of the
principal amount invested. Whilst Eastspring Singapore has taken all
reasonable care to ensure that the information contained in this
document is not untrue or misleading at the time of publication,
Eastspring Singapore cannot guarantee its accuracy or
completeness. Any opinion or estimate contained in this document
is subject to change without notice. The Fund(s)/ underlying Fund(s)
may use derivative instruments for efficient portfolio management
and hedging purposes.

Distributions are not guaranteed and may fluctuate. Past
distributions are not necessarily indicative of future trends, which
may be lower. Distribution payouts and its frequency are
determined by the Manager, Eastspring Singapore, and can be made
out of

(a) income; or (b) net capital gains; or (c) capital of the Fund or a
combination of (a) and/or

(b) and/or (c). The payment of distributions should not be confused
with the Fund’s performance, rate of return or yield. Any payment
of distributions by the Fund may result in an immediate decrease in
the net asset value per unit.

The preceding paragraph is only applicable if the Fund intends to
pay dividends / distributions.

This advertisement has not been reviewed by the Monetary
Authority of Singapore. Eastspring Singapore is an ultimately wholly-
owned subsidiary of Prudential plc of the United Kingdom.
Eastspring Singapore and Prudential plc are not affiliated in any
manner with Prudential Financial, Inc., a company whose principal
place of business is in the United States of America.




