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MONTHLY REVIEW: THE FEBRUARY BEAR

February 2016

Global markets digested a global sell-off in banks, a weakening economic picture of China, European deflation fears
and worries over Brexit. Metals and Oil had a better month as commodities bounced back from oversold levels.

EQUITY: Global equity markets continued to be weak
over February as negative sentiment reflected the tepid
start to the year dominated by poor global growth and
geopolitical issues. However, sentiment improved as the
month progressed but equities in general finished the
month lower with the exception of Latin American
equities which rallied on the back of a possible truce
between oil producers and recovering Mining and Metals
names. Against this backdrop, Emerging Markets
outperformed Developed Markets, led primarily by Peru,
Indonesia and Brazil. The US declined the least within
Developed Markets while weakness in banking stocks
and the rise of the Yen hit Japanese equity hard as it
recorded a relatively large monthly decline. .

Fig.1. Equity Indices Performance in USD (%)
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FIXED INCOME: Volatility in commodity prices and the
slower growth of China’s economy saw tightening in
credit conditions. BoJ’s surprise move to push interest
rates to negative territory saw credit markets
underperforming government issues. Despite Brazil's
downgrade to Ba2 by Moody’s, a weaker US dollar and a
modest recovery in oil prices helped emerging markets
outperform. High-yield corporates enjoyed a recovery led
by USD-denominated issuers. Higher commodity prices
as well as inflows into the asset class combined with
limited supply led to improved technicals, which
supported prices in the secondary market. The J.P.
Morgan Asia Credit Index gained ground over the month
driven by a bull-flattening yield curve as investors
reduced expectations of a March Fed rate hike. The
HSBC Asia Local Bond Index also saw positive
performance across all markets, driven by strong
domestic demand versus waning external interest.

Fig. 2. Bond Indices Performance in USD (%)
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Source: Eastspring Investments. Chart data from Thomson Reuters DataStream as at 29 February 2016. For representative

indices and acronym details please refer to notes in the appendix.
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COMMODITIES: Gold performed the best amongst the
commodities as investors flocked to the yellow metal with
increasing volatility in global markets. Zinc prices
continued to be driven by sentiment and momentum in
the short term but on a longer-term basis it is also being
driven by the expectation that production will be cut and
benefit from China's stimulus programme. Crude oil was
also a big winner over February as Saudi Arabia,
Russian, Qatar and Venezuela agreed to freeze
production, albeit at January 2016 levels. The US Energy
Information Administration also continued to warn of
increasing supply and waning demand. Some market
skeptics have even attributed the bounce in Crude oil to
traders covering their short trades.

Fig. 3. Commodities Performance in USD (%)
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CURRENCIES: There was no surprise as the Japanese
Yen continued its rise as investors shrugged off weak
economic data and negative interest rates and poured
into the safe haven currency amid increased market
uncertainty. The Indonesian Rupiah has also risen
largely due to expectations of an outperformance in the
domestic economy ahead as well as on expectations that
the Fed could pause amid concerns about global growth
and financial market volatility, which would lessen fears
of capital outflows. The British Pound fell against most
major currencies on 'Brexit' fears. The Korean Won also
depreciated during February as it reflected rising global
risk aversion, a slowdown in China and a bleaker
domestic economic outlook. Rising tensions with North
Korea in recent weeks further reduced the attractiveness
of Korean assets.

Fig.4. Currencies Performance versus USD (%)
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Source: Eastspring Investments. Chart data from Thomson Reuters DataStream as at 29 February 2016. For representative

indices and acronym details please refer to notes in the appendix.
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ECONOMICS:

In the U.S., the employment report for January came in with fewer new jobs than expected (151,000, when 190,000
were expected), as the previous month was revised downward. The unemployment rate, however, improved, declining
to 4.9% from 5.0%, which was the lowest level in eight years. Additionally, the average work week hours increased (to
34.6 from 34.5), with average hourly wages increasing (up 0.5%; up 2.5% YOY). The January CPl came in at 1.4%
year-over-year, and the Core CPI ex-food and energy came in up 2.2%, closer to the Fed's desired inflation rate. The
February Consumer Confidence report came in at 92.2, when a level of 97.2 was expected, and January was revised
downward to 97.8 from the originally reported 98.1. The January Durable Orders report posted 1.8% year-over-year,
and the ex-transportation component came in at -0.6% for the one-year period. The January Trade report showed that
exports declined 2.9% and imports declined 1.5%. Housing continued on a positive path as the December S&P/Case-
Shiller Home Price Index came in up 5.7% for 2015, with January Existing Home Sales up 11.0% YOY and the
December FHFA Home Prices up 5.7% YOY. January housing starts, however, came in down 3.8%, as permits
declined 0.2% and Pending Home Sales posted a 2.5% decline. The second report on fourth quarter 2015 GDP came
in stronger than expected, at 1.0%, when a lower 0.4% gain was expected.

Eurozone fourth quarter 2015 GDP came in at 0.3%, as consumer prices declined 0.2% in February, with core prices up
0.7%. The ECB said it was ready to discuss an increase in stimulus at its policy meeting scheduled for March 10, 2016.
The Euro area Markit manufacturing PMI came in at 51 in February. Consumer confidence was at -8.8 for February.
The core CPI figure for February came in at 0.7% compared to 1%oya in January.

In China, the official January Manufacturing Purchasing Managers Index (PMI) declined to 49.4 from December’s
49.7—its sixth consecutive reading below 50 (contraction), as the government set an official growth rate range for 2016
of 6.5% to 7.0%. CPI inflation accelerated in January: CPI inflation went up in January, and PPl inflation also turned less
negative compared with last December. The adverse weather condition and Chinese New Year holiday effect pushed
up food prices (especially the price of fresh vegetables and fruits), which contributed to the increase in overall CPIl. Non-
food inflation also accelerated from December both sequentially and in YoY terms. Core CPI (excluding food and
energy) was up 1.5% YoY (vs. December: 1.5% YoY), which implies sequential inflation of 1.6% MoM annualized (vs.
1.5% mom annualized in December).

CENTRAL BANKS:

Sweden’s Rikbank reduced its negative interest rates again, lowering them to -0.50% from -0.35% as it battles to revive
inflation and keep the Krona from appreciating.

Bank Indonesia (BI) cut the benchmark policy rate, overnight deposit rate (FASBI) and lending rate by 25bps to 7.00%,
5.00% and 7.50%, respectively. Along with the rate cuts, Bl also lowered the reserve-requirement ratio by 100bps to
6.50%, a more aggressive cut than the decision that took place last November.

PBoC announced a 50 bps cut in the reserve ratio requirement, releasing CNY 690bn of liquidity. The cut came into
effect on March 1, 2016. This is the fourth cut since April 2015.

Abe Adviser, Honda, says the BOJ may consider further QE amid market turmoil. He also says the government should
delay a sales-tax increase and consider another fiscal stimulus package.

Fed Chairman Yellen testified before Congress, saying the Fed is concerned over international growth (China) and oil
(lower inflation), and it is monitoring central bank actions (stimulus, negative rates).

At the time of writing (11 March 2016), The ECB reduced the eurozone’s main interest rate from 0.05% to zero, also cut
its two other interest rates, expanded its quantitative easing (QE) programme and announced new ultra-cheap, four-
year loans to banks, allowing them to borrow from the ECB at negative interest rates.

Source: Eastspring Investments as at 29 February 2016. For representative indices and acronym details please refer to notes
in the appendix.
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Fig.6. Key Regional Price-to-book Valuations (x)
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Fig.7. Key Bond Yields (%)
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Source: Eastspring Investments. Chart data from Thomson Reuters DataStream as at 29 February 2016. For representative
indices and acronym details please refer to notes in the appendix.
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Fig.8. Selected Economic Data
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DISCLAIMER
This document is produced by Eastspring Investments (Singapore) Limited and issued in:

¢ Singapore and Australia (for wholesale clients only) by Eastspring Investments (Singapore) Limited (UEN:
19940763 1H), which is incorporated in Singapore, is exempt from the requirement to hold an Australian financial
services licence and is licensed and regulated by the Monetary Authority of Singapore under Singapore laws
which differ from Australian laws.

¢ Hong Kong by Eastspring Investments (Hong Kong) Limited and has not been reviewed by the Securities and
Futures Commission of Hong Kong.

¢ United States of America (for institutional clients only) by Eastspring Investments (Singapore) Limited (UEN:
19940763 1H), which is incorporated in Singapore and is registered with the U.S Securities and Exchange
Commission as a registered investment adviser.

e European Economic Area (for professional clients only) and Switzerland (for qualified investors only)
by Eastspring Investments (Luxembourg) S.A., 26, Boulevard Royal, 2449 Luxembourg, Grand-Duchy of Luxem-
bourg, registered with the Registre de Commerce et des Sociétés (Luxembourg), Register No B 173737.

¢ United Kingdom (for professional clients only) by Eastspring Investments (Luxembourg) S.A. - UK Branch,
125 Old Broad Street, London EC2N 1AR.

e Chile (for institutional clients only) by Eastspring Investments (Singapore) Limited (UEN: 19940763 1H), which
is incorporated in Singapore and is licensed and regulated by the Monetary Authority of Singapore under
Singapore laws which differ from Chilean laws.

The afore-mentioned entities are hereinafter collectively referred to as Eastspring Investments.

This document is solely for information purposes and does not have any regard to the specific investment objective,
financial situation and/or particular needs of any specific persons who may receive this document. This document is
not intended as an offer, a solicitation of offer or a recommendation, to deal in shares of securities or any financial
instruments. It may not be published, circulated, reproduced or distributed without the prior written consent of
Eastspring Investments.

Investment involves risk. Past performance and the predictions, projections, or forecasts on the economy, securities
markets or the economic trends of the markets are not necessarily indicative of the future or likely performance of
Eastspring Investments or any of the funds managed by Eastspring Investments.

Information herein is believed to be reliable at time of publication. Where lawfully permitted, Eastspring Investments
does not warrant its completeness or accuracy and is not responsible for error of facts or opinion nor shall be liable
for damages arising out of any person’s reliance upon this information. Any opinion or estimate contained in this
document may subject to change without notice.

Eastspring Investments (excluding JV companies) companies are ultimately wholly-owned / indirect subsidiaries /
associate of Prudential plc of the United Kingdom. Eastspring Investments companies (including JV's) 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.

Eastspring Investments (Hong Kong) Limited
13/F, One International Finance Centre,

1 Harbour View Street, Cental, Hong Kong.
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