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Monthly review and outlook

In the US, rising labor market risks continued to overshadow
concerns of persistent inflation that gripped markets earlier in

the year. Even after attributing part of the surprising jump in initial
jobless claims to external events (Hurricane Beryl and the annual
auto retooling shutdown), the unemployment rate for June also
edged upwards to 41%. Consumer Price Index (CPI) numbers too
came in weaker than consensus, reflecting moderating inflation.
Purchasing Manager's Index (PMI) data showed a mixed picture;
services PMI rose to a 28-month high of 56, while manufacturing
PMI fell to a 7-month low back into contractionary territory (49.5).
Global Domestic Product (GDP) numbers came in stronger than
expected, but suggested consumer spending was skewed
towards necessities, such as healthcare, housing and utilities, as
excess savings decline. By the end of the month, the economic
picture added credence to the viability of the Fed implementing its
first rate cuts in September.

The onset of the US election campaigns added to market
volatility. US benchmark interest rates declined on anticipation

of rate cuts for most of the first half of the month, before market
speculation of a potential Trumpbp presidency saw the Treasury
curve steepening, partially erasing its early month rally. Towards
the end of the month, the escalating Middle East conflict and a
dovish FOMC meeting added momentum to the rates rally - US
benchmark rates decreased 37 basis points (bps) on the month,
ending at 4.03%. In US Treasury curve 2s -10s, the bull steepener
saw front end rates in 2-year USTs lower by up to 47bps, reducing
the 2s -10s inversion to -23bps.

Asia credit remained resilient. Investment Grade (IG) USD Asian
bonds’ spreads ended at 134bps, 3bps wider than the previous
month. However, with the positive contribution from the interest
rate rally, monthly total returns stood at 1.30% in July. The JACI
composite clocked 1.32% in positive returns

At current levels of interest rates,
even with US economic data still
holding up well, a slowdown is still on
the cards. Barring a reacceleration

in inflation, the likelihood of rate

cuts would increase as the year
progresses.

US rates

Fundamentals remain sound in Asian
Investment Grade (IG) corporates,
but spreads have reached extremely

Asian IG tight levels.

Maintained an overweight bias for US rates in
the portfolio, with a tactical approach in light of
the recent volatility in rates.

Remained focused on high quality names that
are deemed more resilient should the market
enter a risk-off mode.

Weighed down by risk-off sentiments, Asia IG spreads widened
over the month. China’s third plenum yielded no policy surprises.
Besides reiterating its commitment to its 5% growth target,
regulators emphasized the need for high quality development as
a top priority in building a modern socialist country. In addition,
earnings announcements suggested a weaker economic
backdrop. Cinda Asset Management Company (AMC) announced
a profit alert with expectations of a 40-50% fall in net profit y/y.
AMCs spread widened up to 10bps with the weak earnings

and supply. Outside of China, challenges in electric vehicle (EV)
segments were highlighted by several auto makers, and battery
supplier LG Energy revised its annual revenue guidance to -20%
y/y from +5% y/y. LG Energy bonds saw spreads widening by
more than 10bps.

Indonesian quasi-sovereign bonds saw some spread widening
against a rally in rates, but total returns remained positive due to
the larger decline in interest rates. Marking a milestone since Sri
Lanka’s bond default, the sovereign reached an agreement with
creditors on the terms of its $12B sovereign bond restructuring.
This entailed a deal framework that linked its notes to the country’s
economic performance, as well as a governance-linked structure
for its plain vanilla instruments. With much of the positive news
already priced in, Sri Lankan international bonds shed a few points
due to the looming election uncertainty in September.

The primary market was quieter than the previous month. But
order books for new issues remained strong in spite of the softer
economic data coming out of China and the US.

The Fund increased its overweight in duration on the back of
aweakening US economy and the heightened likelihood of
aggressive rate cuts from the Fed later in the year. Besides

The Fund'’s overweight in US rates versus
the benchmark was positive for returns.

An underweight in sovereigns in
Indonesia and the Philippines detracted
from returns. This was offset by the
overweight in Indonesian quasi-
sovereigns as well as positioning in high
quality credits.
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participating in new issues that offered attractive premiums, the
Fund sold Chinese credits where market pricing was fair, reducing
the Fund's credit exposure relative to the benchmark. A long
position in the Japanese Yen was added on expectations of a
hawkish stance from the BOJ.

On a net-of-fees basis (SGD terms), the First Sentier Asian Quality
Bond Fund returned 1.22% in July, outperforming its benchmark
by 0.09%.

The Fund’s overweight in duration was positive for performance
amid the volatility in Treasury yields over the month. Credit
positioning was positive for performance as high-quality credits
and an overweight in Indonesian quasi-sovereigns remained
resilient amid a small spread widening, with returns boosted by
the rally in rates. An underweight in sovereigns in Indonesia and
the Philippines detracted from returns. Exposure in local currency
bonds and currencies added to returns as the USD was weaker
over the month.

As history has it, the mechanics of monetary policy transmissions
can be opague and accompanied by varying degrees of time lags.
Last year, we underestimated the time it would take for Covid-era
financial stimulus to unwind and were arguably early in our views
of a slowdown in the US economy. This last mile of disinflation
has indeed been bumpy, but our bearish views of a weakening
US economy are of late finding resonance in the latest economic
data releases. While we may not see inflation fall below 2%, the
Fed has lowered the bar required to shifts gears to rate cuts,
particularly if other economic data do not throw hawkish surprises
to the downward economic momentum.

We maintain our long bias in US interest rate duration with a higher
conviction that we have seen the peak in US policy rates. With
uncertainties and cracks in economic indicators getting more
pronounced over the past year, there is a good possibility that the first
cuts could commence by September. Downside risks to our base
case include further increases in US treasury issuance, a US debt
crisis, and a re-acceleration in inflation, any of which could challenge
the team’s long US duration positioning. Should any of these
scenarios pan out, the sanguine outlook that markets have priced in
for credit spreads could also be at risk. That said, the building election
rhetoric and geopolitical events remain wildcards that would warrant a
dynamic approach to managing our duration exposures.

The European Central Bank (ECB)'s rate cut was largely within
expectations, and the European economy’s outlook is looking less
depressed despite subdued growth, with manufacturing coming

off its lows and inflation broadly trending lower from lower energy
prices. It remains to be seen if the ECB can afford to stagger its cuts
in policy rates should consumption falter and inflation remain sticky
in the services sector. Added complexities from the global trade war
and geopolitics may further hinder EU’s fiscal consolidation plans.

China’s policies have been highly accommodative and recent
policy measures aimed at destocking excessive property
inventory have seemed to gain positive traction. In undertaking
an ambitious growth target of 5% for 2024, allowing a continued
budget deficit of 3%, and issuing special treasury bonds, China
is sending a strong signal in committing to growth. However,
the multilayered problems causing China’'s slowdown means
that we don't expect a quick recovery. The property sector and
weak consumer sentiment will remain weak links that need to
be addressed. In other words, we still need actual consumer
confidence and pre-sales numbers in the property sector to
pick up on a sustained basis before market confidence can be
restored. Nevertheless, we are of the belief that the Chinese
economy will emerge much stronger from this consolidation
process and maintain a positive long-term outlook for

the economy.

Asian economies have been resilient thus far, but effects from
China’s slowdown are not negligible. The growth outlook in Asia
is showing signs of weakness especially for export-oriented
countries including Singapore, South Korea and Taiwan, caused
not only by China’s slowdown, but also reflective of the lackluster
demand from developed economies. We believe that this trend
is likely to stay. Within the Asian region, countries with a stronger
domestic story, such as India, are likely to fare better. Against this
weakening external backdrop, most Asian central banks have
paused rate hikes as inflation moderated and shifted attention to
supporting growth. We remain constructive on the region’s longer-
term growth prospects as Asian economies continue to move up
the value chain in the global economy.

The Bank of Japan’s (BoJ) exit from its negative interest rate policy
(NIRP) and yield-curve control (YCC) policy has not come easy
after 7 years in a negative interest rate environment. We expect
monetary conditions to remain very accommodative in Japan as
the Bod monitors the long anticipated virtuous cycle — for higher
wages to translate into higher spending, for the economy’s ability
to sustain inflation at its 2% target. In the meantime, the course of
the dollar’s strength remains largely driven by the Fed's monetary
policy. When the first rate cuts are implemented, Asian local
currency bonds may perform well, and this will likely lead to further
dollar weakness versus Asian currencies, further boosting Asian
local bond returns.

While Asian Credit fundamentals have remained stable,
demand-supply technicals has been, and will still be, the bigger
driver of credit performance in the near term. In line with broad
expectations, the scarcity in bond supply has also rendered new
issuance premium to be increasingly small. At this juncture, we
remain constructive in Asian IG credit as high all-in yields well
above 5% does makes this asset class attractive from an income
carry perspective. That said, with spread levels at record tights,

a risk-off scenario could occur very swiftly at current valuation
levels. Our bias is for higher quality names and to ensure sufficient
diversification in portfolios as the market rides this rally in credit
spreads. We prefer issuers with the liquidity and resilience to
withstand a hard global landing, should such a scenario emerge.
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Important information

This material is prepared by First Sentier Investors (Singapore) (“FSI”) (Co. Reg No. 196900420D.) whose views and opinions expressed
or implied in the material are subject to change without notice. To the extent permitted by law, FSI accepts no liability whatsoever for
any loss, whether direct or indirect, arising from any use of or reliance on this material. This material is published for general information
and general circulation only and does not have any regard to the specific investment objectives, financial situation and particular needs
of any specific person who may receive this material. Investors may wish to seek advice from a financial adviser and should read the
Prospectus, available from First Sentier Investors (Singapore) or any of our Distributors before deciding to subscribe for the Fund. In the
event that the investor chooses not to seek advice from a financial adviser, he should consider carefully whether the Fund in question
is suitable for him. Past performance of the Fund or the Manager, and any economic and market trends or forecast, are not indicative of
the future or likely performance of the Fund or the Manager. The value of units in the Fund, and any income accruing to the units from the
Fund, may fall as well as rise. Investors should note that their investment is exposed to fluctuations in exchange rates if the base currency
of the Fund and/or underlying investment is different from the currency of your investment. Units are not available to US persons.

Applications for units of the Fund must be made on the application forms accompanying the prospectus. Investments in unit trusts
are not obligations of, deposits in, or guaranteed or insured by First Sentier Investors (Singapore), and are subject to risks, including the
possible loss of the principal amount invested.

Reference to specific securities (if any) is included for the purpose of illustration only and should not be construed as a recommendation
to buy or sell the same. All securities mentioned herein may or may not form part of the holdings of FSI's portfolios at a certain point in
time, and the holdings may change over time.

In the event of discrepancies between the marketing materials and the Prospectus, the Prospectus shall prevail.

In Singapore, this material is issued by First Sentier Investors (Singapore) whose company registration number is 196900420D. This
advertisement or material has not been reviewed by the Monetary Authority of Singapore. First Sentier Investors (registration number
53236800B), FSSA Investment Managers (registration number 53314080C), Stewart Investors (registration number 53310114W),
RQI Investors (registration number 53472532E) and Igneo Infrastructure Partners (registration number 53447928J) are the business
divisions of First Sentier Investors (Singapore).

First Sentier Investors (Singapore) is part of the investment management business of First Sentier Investors, which is ultimately owned
by Mitsubishi UFRJ Financial Group, Inc. (‘MUFG"), a global financial group. First Sentier Investors includes a number of entities in
different jurisdictions.

MUFG and its subsidiaries are not responsible for any statement or information contained in this material. Neither MUFG nor any of
its subsidiaries guarantee the performance of any investment or entity referred to in this material or the repayment of capital. Any
investments referred to are not deposits or other liabilities of MUFG or its subsidiaries, and are subject to investment risk, including loss
of income and capital invested.



