MarketBullsandBears

Equity and Bond Markets

Outlook for 2002, Quarter 1

REGION/
SECTOR KEY REASONS FOR CURRENT MARKET OUTLOOK
EQUITIES
us A e US is expected to lead global economic recovery in 2002. However valuation of the US equity market is
rather high
e Uncertainty continues to surround the economy with concerns over corporate earnings and consumer confidence
e Consumer spending, while resilient, may succumb to rising unemployment, wage freezes and reduction in year-
end bonuses.
Europe A e There are concerns over prospects of economic recession and further corporate earning downgrades
¢ Already, Germany, the largest economy in Euroland, is showing signs of slowdown with falling industrial output
and unemployment at nearly 9% of the working population
® Lacklustre earnings outlook is a concern despite the more attractive valuation of European equities compared
to US equities
Japan A e The economy is seen mired in a protracted recession amid rising unemployment and falling prices
e The financial sector continues to be faced with enormous amount of bad debts and bankruptcies in Japan
are mounting with the latest casualty being Mycal, the nation fourth largest supermarket operator.
¢ Further credit ratings downgrades may be on the cards
* Policy paralysis appears to plague Premier Koizumi's government as promised reforms are delayed
Asia ex A * Market valuations appear undemanding with attractive ROEs
Japan * Asian countries like China and Korea present good opportunities and are supported by resilient domestic demand
e Excess liquidity due to global monetary policy easing should support a recovery of the Asian markets in 2002
Emerging A * Remaining neutral until there are clearer signs that the global economy is recovering.
Markets ¢ |n times of uncertainty, investor risk aversion towards emerging markets are likely to rise and the decline of two

key markets, Argentina and Turkey, adds to the loss of confidence across the sector
However, emerging markets are expected to withstand any fallout or contagion effect as restructuring efforts
since the Russian and Asian crises have made the developing economies more resilient

BONDS
us A * US bonds are expensive and yields are likely to rise as the economic cycle turns decisively
* The continued downtrend of interest rates is unlikely to persist as the global economy recovers
Europe A e European bonds are considered fair value at current yields
¢ With inflation staying low and slowing European economies, more rate cuts to be expected from the European
central banks.
Asia A  Flush liquidity in regional banking sector to support Asian bond bids.
* However, the continued downtrend of rates is unlikely to persist as the global economy recovers
* Japanese government bonds may be negatively affected by possible credit downgrading by international rating
agencies.
Emerging A * The focus should remain on Argentina debt restructuring

Markets * However, emerging markets are expected to withstand any fallout or contagion effect as restructuring efforts
since the Russian and Asian crises have made the developing economies more resilient
Note: Market outlook and portfolio weighting recommendations from a survey with various fund managers.
Disclaimer: This article may not be published, circulated, reproduced or distributed in whole or part to any other person without our written consent. This article should not be construed as an offer or solicitation for the subscription, purchase or sale
of the fund in question. Whilst we have taken all reasonable care to ensure that the information contained in this article is not untrue or misleading at the time of publication, we cannot guarantee its accuracy or completeness, and you should not act

on it without first independently verifying its contents and viewing the prospectus of the relevant fund. Any opinion or estimate contained in this article is subject to change without notice. Any advice herein is made on a general basis and does not
take into account the specific investment objective of the specific person or group of persons.
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Market Outlook

Year 2001 has been a roller-coaster year for the
global markets. With major economies trying to find
their footing, the question at the back of most
investors' minds is, "are we looking to a recovery
in the global economy and markets in year 2002?"

The good news is that there is now a growing feeling amongst
fund managers that a recovery will kick in.

This view is supported by CMG First State Investments who believes that the US
Federal Reserve's aggressive easing of monetary policy coupled with more fiscal
stimulus, re-financing activities and inventory rebuilding will help to fuel the economy
to a recovery towards the second half of 2002.

Key Sectors

Within global equity markets, Dr Shane Oliver, Head of Investment Strategy at AMP
Henderson Global Investors, favours Europe most (on the basis of attractive valuations
and improving liquidity) and Japan the least (where the risk to earnings is immense
given the downside risk to the Japanese economy). He is also of the view that
equity markets in non-Japan Asia are likely to outperform global equities generally
as Asian economies start to turn around.

CMG First State Investments is equally “Given the view that an

bul!lsh .on AS|a, in particular the Grgater China economic recovery is
region,in view of the strong domestic demand,

undemanding valuations and potentially good li ke/y next year, it 'Wi I
earnings growth. The fund management make sense to consider

group also favoured the healthcare and investment in equit/es. ”

technology sector. There is "more room for said Ng soo Nam, Associate
growth in the technology sector as excess Director of Schroder Investment
inventory in the sector is finally being utilised". Management.

UOB Asset Management is also looking to a recovery in world economies supported
by a pick up in demand for IT and telecommunications systems as the start of the
replacement cycle kicks in. Another area to consider in the recovery phase is the
high yield bond market.

"As Corporate and Emerging countries see recovery, their ability to service their debts
is perceived to improve, leading to improve credit ratings and appreciation of capital
values." Said Glenn Lee, Associate Director of UOB Asset Management.

As such, although visibility with regards to corporate earnings and economic conditions
is still unclear, the environment of low inflation, easing monetary policy and decreasing
inventory bodes well for the global economy as well as equity markets worldwide for
year 2002.

Stay focus in your long-term objectives and invest wisely!
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The advent of year 2002 will

most certainly be greeted with
equal measures of hope and trepidation by the
general public and market watchers alike. What
is the market ahead? Will there be a recovery? The
fact is that no one has definite answers to these
pivotal questions for sure.

We have spoken with several fund managers to
seek their views on the global outlook and where
they think the opportunities are for year 2002.
While current economic indicators have yet to show
a clear signal of where the global economy is
heading, many expect the US Federal Reserve's
aggressive easing of monetary policy coupled
with more fiscal stimulus, re-financing activities
and inventory building to fuel the economy
to a recovery.

The next few months are seen to be crucial as
any unexpected shocks to consumer or business
sentiment could derail the nascent recovery. The
good news is that the technology sector is expected
to bounce back and many of the fund managers
have also turned positive on Asia and our part of
the world.

As highlighted in our earlier issue, investors should
stay focused on their long-term objectives and
review their personal finances before making an
investment decision.Shouldn't one of your New
Year resolutions be to make full use of your
available CPF money? For those who have not
done so already, you could also open a UOB
Supplementary Retirement Scheme (SRS) account
to enjoy greater tax savings.

Seneca once said that, "If one does not know to
which port one is sailing, no wind is favorable."

Set definite goals and make the most of what
you have.

Best wishes for a Happy New Year.

Yours truly,

Kenneth Koh Chi Kian

Vice President

Head, Investment Services Division
Personal Financial Services Sector




