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We are still holding on to gold and mortgage backed
securities

Equities — Equities ended the month flat, as anticipated and according to our call last month. Moving
forward, we are still neutral on the asset class.

Commodities — Commodities ended the previous month lower, which was according to our expectations.
Moving forward, we are neutral on the market but still like gold

Fixed income — Unfortunately, high yields outperformed mortgage backed securities last month. But both
posted gains for the month. We still recommend investors hold onto their mortgage backed securities in the
short term

Equities - Correction is a probability not a possibility Report Highlights

Sentiments on global equities continue to be subjected to several factors: profit-
taking on the back of a strong 2009 since March, overbought market levels and
possible liquidity concerns due to thin trading ahead of thanks-giving holiday
season.

Chart 1: Equity Stock Market Index Returns in SGD terms
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On a whole, the market's 60 percent rally off its March lows, coupled with
gradually improving economic data has done enough to justify the ‘green
shoots’ talk. Nevertheless, the market remains undivided as to whether the bull
run will continue or a correction is due. Our take sticks with the general
consensus that the equities market may stay sideway for the time being.

Interestingly, from a technical point of view, we feel that a double top may be
forming on the S&P 500 daily chart and a breakout to the downside will likely
bring us to the 950 region again. However, as a word of cautious, until the
double top is formed, we remain neutral on the global equities market.

Chart 2: Daily Price Chart on S&P 500
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Since March, the VIX Index has been battered down due to a run-up in global
equities. This index has also been known as the ‘fear’ index, reflecting ongoing
market sentiments. We believe that any bounce in the VIX index in the near
term should be taken as a sign of rising speculative trading activities in the
options market as traders turn cautious. This may eventually translate into a 10-
20% correction on the equities market. The support level at 20.00 is critical for
the VIX and may be tested again in the near term. Refer to Chart 3 below.

Chart 3: The CBOE VIX Index
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Lastly, we wish to highlight on the foreign portfolio investment in some of the

Asian equities on a weekly, monthly and yearly basis. The table below

illustrates that Japan continues to be subjected to high levels of foreign Foreign Divestment remains
divestment (US$41.2 billion) as investors continue to favour market such as significant in Japan Equities
India and South Korea. We advise investors to remain bearish on Japanese

equities as its economy remains fundamentally weak. Refer to Table 1 for more

information.

Table 1: Foreign Portfolio Investment in Emerging Asia equities

WTD (Mil US$) MTD (Mil US$) YTD (Mil US$)
India 147.4 909.4 14966.0
Indonesia 74.3 48.9 837.1
Japan -109.3 -109.3 -41270.7
S. Korea 169.6 759.1 21552.5
Taiwan 1034.0 1772.0 13273.3
Thailand -2.8 -228.1 1438.8

Sotirce: Bloombhera. as of 18 November 2009
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Commo s — Gold Play

On the commodities front, after breaking out above the June and August highs,

the CRB Jefferies Index turned lower in late October, but in the first few days of Performance of commodities are
November had not deeply penetrated the congestion of the past six months. mixed as precious metals
Energies and grains — markets that had been notably weak in September — continue to outperform

helped lead the bullish charge in October, while precious metals continue their

previous upside momentum.

Chart 4: Monthly Return for the CRB Jefferies Index
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Chart 5: CRB Jefferies Index
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We remain neutral to slight bearish on energy commodities. Technically, crude
is overdue for a correction. Prices look overextended mostly due to outsized
bullishness on the global economy. Near term, crude prices will highly correlate
inversely with the dollar index. With reference to charts below, the likelihood of
a dollar bounce to the region of 77.74 is possible. As the dollar strengthens
temporarily, crude may briefly come off. Based on December crude futures, a
realistic downside target would be US$68/barrel.

Chart 6: Dollar Index (Trade-Weighted)
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Chart 7: WTI Crude Oil (December Contract) as of 18 November 2009
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As for precious metals, especially gold, will be the focus in the near term.

Market opinions are pointing towards a secular bull market on gold. Earlier in

November'09, the International Monetary Fund (IMF), sold gold to India’s = Fundamental factors on gold
central bank in a predetermined sale worth $6.7 billion—the biggest central = remain strongly positive.
bank purchase of gold bullion in 30 years. We highly believe that the emerging

market central banks will continue to accumulate gold bullion in order to

supplement their dollar-based reserves. According to Bloomberg, the BRICs

central banks are holding on to a massive US$2.1-trillion worth of foreign

reserve, much of which is denominated in American currency. Together with

tighter supplies as gold production stagnates, the big boys in the emerging

markets may continue their accumulation of gold reserve. Our recommendation

is to wait for a correction before resuming fresh purchases.
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Table 2: Gold Production (in tons)
2009F 2008 2007 2006 2005
Mine Production 2502 2414 2478 2485 2550 Inelasti Iv of qold
Off. Sector Sale 16 236 484 365 663 foﬂ‘;”esr’C 5;’,‘;’3 y 001%0 n.g;ay
Old Gold Scrap 1485 | 1209 | 958 1129 | 898 push up goid price.
Total Supply 4003 3859 3920 3979 4111

Source: Bloomberg, as of 18 November 2009

Most grains commodities pulled back in late October, but they nonetheless

remained near their highest levels since August. December Wheat reached

US$575.5/bu. on Nov. 17 surpassing the high on Oct. 23, with active underlying

trading volume. December Corn mirrored the move, settling at the US$400/bu.

region and above the SMA 20 support. January Soybeans rallied above

US$1000/bu fairly early in October before consolidating between roughly

US$975.0/bu. and US$1010/bu.. Near term view on grains commodities

remains neutral as prices looks to be in a consolidating phase. Below are the 7
attached price charts of the mentioned three agricultural commodities.
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Chart 9: Wheat December Futures Price
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Chart 10: Corn December Futures Price
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Chart 11: Soybean December Futures Price
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Fixed Income - Hold onto mortgage backed securities

Last month, high yield bonds have outperformed mortgage backed securities,
which was unexpected. We were surprised by how much the spreads have
narrowed for the junk bonds even though we felt that the opportunities in the
sector were limited. The fact that junk bonds have outperformed showed that
the systemic risk in the inter-banking system has largely disappeared. Chart 12
shows the spread between 3 month LIBOR and the 3 month. The graph shows
that the spreads have returned to normal but the spread is trading at a
somewhat elevated level before the crisis began. As of 13 November 2009, the
spreads traded at about 133 basis points while the spreads were around 100
basis points before the banking failures in 2007.

Chart 12: The 3 month LIBOR-OIS spread curve
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We had asked investors to buy mortgage backed securities last month and
would like to keep the call this month. The last time we asked investors to buy
mortgage backed securities was in January. At that time, the market was very
stressed and the spreads were very wide. Since then, mortgage backed
securities have continued their path higher.

Please refer to our focus of the month report dated November to find out the
reasons why we still favor US mortgage backed securities

10
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Mortgage Backed
Securities

We are still keeping our call on US mortgage backed securities
as we think that this asset class can still be supported although
the picture at the moment for the overall fixed income market
would be neutral in the short term.

The Fed’s intention is to keep the mortgage

market afloat

In early November, President Obama signed legislation
extending the first time home buyers tax credit through April,
while the Federal Reserve’s Program to purchase housing debt
is valid through March. From these two recent initiatives, we
know that the US will run the extra mile to keep the housing
market afloat. In fact, if you take a look at the Fed’s balance
sheet (Figure 1), we see that the Fed has constantly been
purchasing mortgage backed securities. (Just observe the pink
line that has been steadily increasing) Given the fact that the
US government is willing to help support the market, we think
that investors can consider looking at mortgage backed
securities.

The Long End has started to move again

If we look at the US Sovereign yield curve recently from 4
months ago, we see that the curve has moved lower and it is a
parallel shift. Take note that this has happened even though the
Fed has not touch monetary policy and it also happened in the
midst of a stock market rally. (See Figure 3) The long end of the
yield curve has also started to drift lower possibly because of
risk aversion. Even the rates have started to come down lower
at the short end of the curve, which indicates that the market is
quite nervous in the short term. This would indicate that
government issued paper like mortgage backed securities
would look more attractive relative to junk bonds.

The rate of prepayment could stabilize

Another factor that affects the mortgage backed security price
is the prepayment of mortgages. To analyze this, we would
have to look at the general economic conditions and how they
affect the US consumer’s ability to prepay on their mortgage
loan.
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Figure 4 shows the amount of refinancing activity as a
percentage of total mortgage applications. The figure shows

that people are still facing headwinds as they try to refinance Vi R s 573 Index GP
their loans. Figure 5 shows the affordability of new home T e [ -
owners. We can see that the affordability is high relative to the il i :

past 20 years, which shows that there is actually money to be
paid for mortgages. As long as refinancing activity is high and
people can afford to buy homes, the prepayment ability should
stabilize which is a positive factor for mortgage backed
securities

This point is reinforced by Figure 6. Figure 6 shows that dealers
expect prepayments to stabilize on a new 30 year mortgage.
The prepayment forecast has stabilized given the scenario for
rates to be cut by 300 basis points.

Recommended Fund

Figure 4: Refinancing as a percentage of total mortgage
applications

Source: Bloomberg

We like the Franklin Templeton US Government Bond Fund, HOMEAFFR  NY 30SEPO9 00:00 105,30
. . . ' . Hide - Line Chal
which invests in US mortgage backed securities. The fund is L KR o o s

mainly for conservative investors who want to participate in the e
US mortgage market. Here is the past performance of the fund
as displayed in the below table.

Franklin Templeton US Government Bond Fund Performance (as of 18
November 2009)

1 mth 3 mth |YTD |1 Year |3 Year |5 Year
IAbsolute Return 0.98 217 |6.04 |7.177 |NA N.A
Maximum Drawdown -2.26 2 E S
Volatility 3.05 Figure 5: New home buyers home affordability
Semi variance 3.01 Source: Bloomberg
Sortino Ratio 2.43
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Current security is not MBS. NEW FNMA 7.0 assumed
Historical Prepayment Forecasts
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Figure 6: US Dealers forecast on a typical 30 year
Fannie Mortgage Loan

Source: Bloomberg
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DISCLAIMER

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

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 action 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 subject to investment risks, including
the possible loss of the principal 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.

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 investment product described in this material is suitable or
appropriate for the recipient. Recipients should be aware that the investment products described in this publication may 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.

Whilst we have taken all reasonable care to ensure that the information contained in this publication is accurate, we do 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, 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.
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