
20 April 2009

Strictly for Prudential internal circulation only

Asset Class
Fixed Income

G7 Sovereigns High Investment 
Grade High Yield Asian Local Bonds

Valuations Expensive Very Cheap Extremely cheap Selectively attractive

Comments

Flight to safety has 
increased the demand and 
made them less attractive in 
most instances.

Prices generally are near 
historical highs.  While PAM 
does not believe that inflation 
is a problem, inflation fears 
could undermine prices.

Risk aversion and flight to 
safety pushed corporate prices 
down discounting default rates 
that seem unlikely to occur. 

The investment cycle seems to 
be moving into that sector 
which favours corporates; as 
investors start to feel that the 
worst is over, they tend to take 
on more risk.

Risk aversion and flight to 
safety pushed prices to very 
attractive levels.

As investor risk appetit e
returns, high yield corporate 
bonds are acting as a proxy for 
equities (as seen in the March 
rally).

Asian Bonds have rallied over the past 
few months as declining oil prices, sharp 
drop in economic activity and aggressive 
central bank easing acted to push yield 
levels down. Selectively, yields in 
Indonesia and South Korea are still at 
attractive levels given that inflationary 
concerns took precedence in the first 
half of 2008. Moreover,  with Asian 
currencies having fallen sharply  versus 
the US$ over the past year on the back 
of the general investor risk aversion, 
entry levels to the Asian Bond markets 
are now considered attractive. 

Investment 
potential?

The investment cycle seems 
to be moving away from 
"safety", but investors may 
still find sovereigns attractive 
given the still uncertain 
prospects for sustained 
economic recovery. 

Given current pricing, we 
believe that corporate bonds 
will have to rally first in order 
for any equity rally to be 
sustained.  In today's 
environment, corporate bonds 
head the attractive list, in our 
view, and seem more 
attractive than US equities.

They could make a good "Half- 
way" house for investors who 
believe that it is still too early 
to buy equities but who want a 
higher yield return.

Asian local bonds are attractive on 
account of higher yields in selective 
countries and cheap entry levels as 
Asian currencies fell in recent months. 
Certain currencies like Korean Won is 
considered cheap on a PPP-valuation 
basis. 



Asset Class
Equity

Asian Equity Europe Equity US Equity

Valuations

Short-term: up with events. 

On any other view: mostly good 
value.

Probably some of the cheapest 
markets globally, but that could be 
for a reason.

Cheaper than they were and near 
record lows - if the profits 
forecasts are not cut again.

Comments

Asia underperformed in Q4 last year, but 
outperformed in February's selling when 
growth fears intensified; this could signal 
renewed confidence.

The wheels of global industry slowly seem 
to being "greased" again - the slow return of 
the carry-trade is one sign of this.  While not 
out of the woods, the view that Armageddon 
is not imminent  This is good for Asian 
equities.

The European markets were badly impacted by 
the fallout from the banking crisis and 
economic growth.  Russia and Turkey, seem 
very cheap as does the UK despite its 
problems.

But the housing and banking issues have yet to 
run their full course in most instances.  Export 
growth fears are also still rampant.

For US equities to rally on a sustained 
basis, we suspect:
- the housing and employment markets will 

have to stabilize,
- there will need to be a comprehensive 

solution to the banking crisis, and,
- final consumer demand will need to 

strengthen. 

Until these conditions are met, US equity 
rallies will likely peter out, we believe.

Investment 
potential?

Asian equities seem mostly cheap on 
anything other than a short-term view. 
There could be further bouts of selling and a 
sustained rally seems unlikely until bonds 
price out their cheapness.

Undoubtedly cheap, but until the structural 
issues are resolved, equities will unlikely rally 
on a sustained basis across-the-board.

There are sufficient reasons to re-enter the 
US equity market for risk-takers, but US 
bonds seem the more attractive choice at 
this stage.
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Disclaimer

This newsletter is solely for information and private circulation to any potential clients of Prudential Asset Management (Singapore) Limited, (“PAMS”) (Company Reg No. 
199407631H) and may not be published, circulated, reproduced or distributed in whole or part to any other person without the prior written consent of PAMS. This newsletter is 

not an offer or solicitation by anyone in any jurisdiction or to any person to whom or to which it is unlawful to make such an offer or solicitation. Whilst we have taken all 

reasonable care to ensure that the information contained in this newsletter is not untrue or misleading at the time of publication, we cannot guarantee its accuracy or 

completeness. You should not act on it without first independently verifying its contents. Any opinion or estimate contained in this newsletter is subject to change without 

notice. We have not given any consideration to and we have not made any investigation of the investment objective, financial situation or particular needs of the recipient or 

any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever is accepted for any loss arising whether directly or indirectly as a result of 

the recipient or any class of persons acting on such information or opinion estimate. PAMS and its related and affiliated corporations together with their respective directors 

and officers may have or may take positions in the securities mentioned in this newsletter and may also perform or seek to perform broking and other investment services for 

the corporations whose securities are mentioned in this newsletter as well as other parties. A prospectus in relation to the Funds is available and may be obtained through 

PAMS or any of its appointed distributors.  All applications for shares in the Funds must be made on the application forms accompanying the prospectus.  Potential investors 

should read the prospectus before deciding whether to subscribe for or purchase shares in the Funds. An investment in shares of the Funds is subject to investment risks, 

including the possible loss of the principal amount invested. Past performance is not necessarily indicative of the future or likely performance of the Funds and PAMS.  The 

value of the shares in the Funds and any income accruing to the shares, if any, may fall or rise.  The predictions,  projections, or forecast on the economy, securities markets 

or the economic trends of the markets do not necessarily indicate the future or likely performance of the Funds and/or PAMS.  The information contained herein does not have 

any regard to the specific investment objective(s), financial situation or the particular needs of any person.  Potential investors may wish to seek advice from a financial adviser 

before purchasing shares in the Funds.  In the event that potential investors choose not to seek advice from a financial adviser, they should consider whether the Funds are 

suitable for them.

PAMS is an indirect subsidiary of Prudential plc of the United Kingdom. PAMS and Prudential plc are not affiliated in any manner with Prudential Financial, Inc., a company 

whose principle place of business is in the United States of America. Prudential plc and its related and affiliated corporations are a leading international financial services 

group providing retail financial products and fund management services. Established in London in 1848, Prudential, through its businesses in the UK, US and Asia, provides 

retail financial services products and services to its customers, insurance policy holders and unit holders worldwide with over £249 billion in funds under management as at 31 

December 2008. 


