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Dear Investors, 

 

The September quarter was brutal as trade tensions from early July escalated.  We believe the US tantrum will worsen as its 

mid-term elections in early November approach.  Trade has been President Trump’s trump card, holding up his approval 

ratings.  

 

Asian markets appear to have factored in the worst, of a full-blown war affecting all exports from China into the US and 

causing severe disruptions to EU exports.  Even though US importers are able to seek product waiver, many of the goods 

produced out of China are in fact shipped to other destinations such as Mexico and Canada, for final assembly before landing 

on US shores. 

 

The focus will likely remain on an eventual outcome of the trade policies.  If the remaining US$267bn of Chinese goods into 

the US were to be included in the tariff war, most basic consumer items such as smartphones would not be spared.  That 

would have a far greater impact on US consumers.  On the other hand, if tariffs are kept at 10%, the impact on Asia and EM 

markets is likely to be marginal, as manufacturers and vendors may opt to share the burden.  At 25%, purchasers would be 

compelled to rescind contracts and source for alternatives. 

 

Even without the trade uncertainties, global production in the US, Asia and EM is already easing from high levels achieved in 

the last two years.  Only PMIs in the EU ticked up in July, to 55.1.  The US market carries a higher risk of correction, as wage 

growth and higher interest rates raise the cost of doing business and investment.  A possible cutback in consumption fuelled 

by inflation linked to the tariff war is another threat to profit growth.  The Dow Jones and S&P 500 are trading at high price to 

book values of 4.1x and 3.3x, respectively (Singapore’s is 1.1x). 

 

Generally, we do not believe that the trade war is an all-out negative for Asian economies.  US purchasing managers are 

likely to divert their manufacturing outsourcing to other Asian countries.  Vietnam, Indonesia, Thailand and Malaysia stand to 

benefit from their shift in procurement for lower-end consumer goods. 

 

That said, it might not happen for higher-end sectors such as auto parts and electronic devices.  These are industries with 

large manufacturing support chains. Stringent plant qualification by brand owners also means that production cannot be 

easily relocated.  On top of that, the US/Mexico settlement on the NAFTA agreement, albeit a diluted version, could ease 

some pressure for auto component makers, whose products are assembled in Mexico for the US market.  

 

Chinese farmers, faced with higher tariffs on imported US agricultural products, could switch to Brazil and Argentina for their 

supplies.  But to cope with its internal deficit, Argentina has raised its tax on soybean exports.  This is expected to push up 

the prices of soybean oil and meal, which could lead to higher CPO prices.  As Indonesia and Malaysia are the world’s two 

biggest CPO producers, they should benefit. Climbing oil prices are also helping CPO as a biofuel alternative.  

 

Our only concern is the rout on Asian currencies, partly caused by contagion from Turkey, Argentina and Venezuela.  

However, balance sheets in Asian countries are now stronger than during the Asian Financial Crisis.  Except for Indonesia, 

all maintain current-account surpluses and have manageable foreign debts.  The Philippine peso could be an exception, 

embattled by slowing foreign investments from China and damage wrought by Typhoon Mangkhut. 

 

Indonesia and Thailand have elections in 2019. Policies are likely to skew towards favouring the locals at the expense of 

foreign investors, going by past experience.  Indonesia has raised import tariffs for some goods to curb rupiah outflows.  It  

has also imposed domestic-market obligations to put a check on coal exports so as to cut back on crude oil imports which 

strain foreign reserves.  On top of that, infrastructure spending has been restrained to clip the rupiah’s wings.  Malaysia’s new 
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government is working hard to fix its fiscal deficit and debt problem.  Its coming budget in October would be anything but 

expansionary. 

 

Over in Singapore, the market is now trading at valuations similar to that at end 2015 (when oil price was diving below US$50 

per barrel), only slightly higher than South Korea in Asia in terms of P/B, PE and yields.  August’s CPI, at 1.9%, was 

understated by rebates dished out to HDB dwellers to cover hikes in water bills.  Actual inflation was likely to be nearer 2%.  

We therefore expect the S$ to strengthen as Singapore employs its exchange rate to manage inflation. 

 

SG SIBOR and SOR have been running up, while deposit rates stay flat.  Widening net interest margins are good for banks.  

Loan growth has risen above 5% yoy, driven mainly by loans to businesses.  Cooling measures on properties are a 

dampener, though the impact so far has been flat mortgage demand rather than lower.    

 

We are also becoming more upbeat about the construction and property sectors.  About one-third of home sellers from 

S$15bn of successful en-bloc transactions have received cash payments; they are looking out for properties to buy or rent.  

At the same time, cooling measures have deterred new en-bloc transactions, especially the larger sites.  This will limit growth 

in supply.  Developers which have previously secured land sites should gain.   

 

In real estate, commercial office space should enjoy the biggest boon from a dearth of new supply till 2020.  NPI yields in 

recent transactions hit a low of 1.7%, suggesting possible upward revisions in capital values for office space.  Business 

parks, whose rental rates typically track those of commercial office space, should also benefit.   

 

Singapore is building a reputation as a location for data centres.  Facebook has announced plans for a US$1.4bn data centre 

here in 2020.  Google is talking about setting up a third one here.  These should absorb industrial space available, leading to 

a possible rebound in industrial rentals and value. 

 

We are holding a defensive stance, keeping more investments onshore in yield stocks.  This also limits potential losses from 

regional currencies versus the S$. 

 

A key risk to our assumptions is an erosion in consumer confidence.  While our discussions with listed companies have not 

revealed any pull-back in customers’ orders, we are cognizant that continual lower trade and economic production could 

curtail consumption demand. 

 

Thank you for your support! 

 

 

Peggy Mak 

Head & Chief Investment Officer  

peggymakbm@phillip.com.sg 
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Important Information 

This newsletter is provided to you for general information only and does not constitute a recommendation or an offer or solicitation 

for any investment. The information contained in the newsletter has been obtained from public sources which Phillip Securities Pte. 

Ltd. (“PSPL”) has no reason to believe are unreliable and any analysis, forecasts, projections, expectations and opinions contained 

in this newsletter are based on such information and are expressions of belief of the individual author or the indicated source (as 

applicable) only. PSPL makes no representation or warranty, express or implied, that such information is accurate, complete, 

appropriate or verified or should be relied upon as such. Past performance of any investment product or company referred to in this 

newsletter is not indicative of future results.  

Any such information or opinion contained in this newsletter is subject to change, and PSPL shall not have any responsibility to 

maintain or update the information or opinions made available or to supply any corrections, updates or releases in connection 

therewith. In no event will PSPL or persons associated with or connected to PSPL, including but not limited to its officers, directors, 

employees or persons involved in the preparation or issuance of this newsletter, (i) be liable in any manner whatsoever for any 

consequences (including but not limited to any special, direct, indirect, incidental or consequential losses, loss of profits and 

damages) of any reliance or usage of this newsletter or (ii) accept any legal responsibility from any person who receives this 

newsletter, even if it has been advised of the possibility of such damages. Any opinions, forecasts, assumptions, estimates, 

valuations and prices contained in this material are as of the date indicated and are subject to change at any time without prior 

notice.  

This newsletter does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This newsletter 

should not be relied upon exclusively or as authoritative without further being subject to the recipient’s own independent verification 

and exercise of judgment.  

Recipients should be aware that many of the investment products which may be described in this newsletter involve significant risks 

and may not be suitable for all investors, and that any decision to enter into transactions involving such investment 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 investment product should not be considered to be 

a disclosure of all risks or a complete discussion of such risks. You should seek advice from a qualified financial advisor before 

relying on the information, analyses and opinions for any investment decisions. 

Our representatives appointed under the Financial Advisers Act (“FAA”) may be authorised to engage in non-FAA activities of 

marketing, client acquisition and client servicing of managed accounts services. Our representatives who are appointed under the 

Securities and Futures Act to conduct fund management activity (“FM Reps”), i.e. the Portfolio/Fund Managers, will be managing 

clients’ money and investments, in addition to marketing, client acquisition and client servicing of managed accounts services. 

PSPL is a member of the PhillipCapital Group of Companies. The PhillipCapital Group of Companies, their affiliates and/or their 

officers, directors and employees may own or have positions in any shares, units and other investments mentioned herein or any 

investment related thereto and may from time to time add to or dispose of any such investment. Any member of the PhillipCapital 

Group of Companies may have acted upon or used the information, analyses and opinions herein before they have been published.  

 

This newsletter has been provided to you for personal use only and shall not be reproduced, distributed or published by you in 

whole or in part, for any purpose. If you have received this document by mistake, please delete or destroy it, and notify the sender 

immediately. PSPL shall not be liable for any direct or consequential loss arising from any use of material contained in this 

newsletter.  

This newsletter is only for the purpose of distribution in Singapore. The information and material presented herein are not directed, 

intended for distribution to or use by, any person or entity in any jurisdiction or country where such distribution, availability or use 

would be contrary to the applicable law or regulation or which would subject PSPL to any registration or licensing or other 

requirement, or penalty for contravention of such requirements within such jurisdiction. 
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3Q2018 Performance 
 

Market Indices / Phillip SMART Portfolio 
Percentage Change*  
July – September 2018 

Phillip SMART - Income 1.01% 

Phillip SMART - Income & Growth 1.59% 

Phillip SMART - Growth 1.77% 
*Note: Returns in Singapore Dollar Terms. 

 

Despite intensifying US-China trade war and looming emerging market currency crisis, SMART Portfolio 

continues to post positive returns of between 1.01% and 1.77% in 3Q2018 over the preceding quarter.  Our 

portfolio diversification strategy has performed well amidst market volatility and uncertainty. 

 

Tactical Allocation in 4Q2018 
 

1) US 

 

Near-term US economic outlook remains supportive of corporate earnings growth. However, the valuation of 

Dow Jones and S&P 500 have become relatively expensive compared with regional indices. We are closely 

monitoring if there will be a shift of market sentiment that may lead to a correction. 

 

2) Emerging Market 

 

We are bracing ourselves against potential volatility ahead as emerging market struggles may continue. Weak 

fundamentals in selective countries such as Argentina, Turkey and Brazil may further drag the performance of 

emerging market ETF. We are continuously weighing emerging market risk to decide if Asian ETF or Asean 

ETF would serve as a better investment alternative. Asian countries may stand to benefit if global companies 

start to reshuffle their supply chain. 

 

3)  Singapore  

 

We started investing in STI ETF in 2Q2018 as part of our tactical asset allocation. We viewed that valuation in 

Singapore is relatively inexpensive and STI ETF offers attractive yield. Potential strengthening of the Singapore 

dollar might be a crucial catalyst going forward as STI tends to rise in prices on a stronger SGD backdrop. 

Singapore may also benefit from potential trade diversion due to trade war. 

 

4) Commodity  

 

We have switched from Gold ETF to a broad-based commodity ETF in 2Q2018. The broad-based commodity 

ETF performance has since benefited from rising oil prices given the imminent production loss in Iran and 

Venezuela. We view that OPEC may not be able to ramp up production to prevent a further rise in oil price. 

Meanwhile, we remain neutral on precious metals and industrial metals space. 

 

5) Fixed Income 

 

We view that global bond prices are still under pressure in an environment of rising interest rate and bond 

yields. Thus we prefer short-term, high-quality bonds. Currently our bond portfolio has a weighted average 

maturity of 1.95 years and weighted average yield to maturity of 4.3%. 

 

Thank you for your support. 
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About the Manager 
 

 

 
James Ooi 
Portfolio Manager 
jamesooicj@phillip.com.sg  
 

Mr Ooi has been with Phillip Securities since 2010.  Before joining Managed Account Department as a Portfolio 
Manager, he was a Customer Experience Specialist before becoming an equity dealer with our POEMS Dealing 
team, progressing to lead the dealing team at Phillip Investor Centre – Toa Payoh branch.  Prior to joining 
Phillip Securities, he was a Futures Dealer in an investment bank. 
 
He has been a regular market commentator for various media programmes, including Channel NewsAsia’s Asia 
Business First, Channel 8’s Money Week and Morning Express, Capital 95.8FM and 938Live Morning news 
programmes where he talks about current market trends. 
 
He is a SGX Academy Professional Trainer and also conducts seminars on Financial Analysis and Technical 
Analysis. He holds a Bachelor of Business degree with double majors in Finance and Marketing from the 
University of Technology Sydney. 
 
MA Service Coverage: SMART Portfolio 
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Important Information 

 
This newsletter is provided to you for general information only and does not constitute a recommendation or an offer or 
solicitation for any investment. The information contained in the newsletter has been obtained from public sources which 
Phillip Securities Pte. Ltd. (“PSPL”) has no reason to believe are unreliable and any analysis, forecasts, projections, 
expectations and opinions contained in this newsletter are based on such information and are expressions of belief of the 
individual author or the indicated source (as applicable) only. PSPL makes no representation or warranty, express or 
implied, that such information is accurate, complete, appropriate or verified or should be relied upon as such. Past 
performance of any investment product or company referred to in this newsletter is not indicative of future results.  
 
Any such information or opinion contained in this newsletter is subject to change, and PSPL shall not have any responsibility 
to maintain or update the information or opinions made available or to supply any corrections, updates or releases in 
connection therewith. In no event will PSPL or persons associated with or connected to PSPL, including but not limited to its 
officers, directors, employees or persons involved in the preparation or issuance of this newsletter, (i) be liable in any 
manner whatsoever for any consequences (including but not limited to any special, direct, indirect, incidental or 
consequential losses, loss of profits and damages) of any reliance or usage of this newsletter or (ii) accept any legal 
responsibility from any person who receives this newsletter, even if it has been advised of the possibility of such damages. 
Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date 
indicated and are subject to change at any time without prior notice.  
 
This newsletter does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This 
newsletter should not be relied upon exclusively or as authoritative without further being subject to the recipient’s own 
independent verification and exercise of judgment.  
 
Recipients should be aware that many of the investment products which may be described in this newsletter involve 
significant risks and may not be suitable for all investors, and that any decision to enter into transactions involving such 
investment 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 
investment product should not be considered to be a disclosure of all risks or a complete discussion of such risks. You 
should seek advice from a qualified financial advisor before relying on the information, analyses and opinions for any 
investment decisions. 
 
Our representatives appointed under the Financial Advisers Act (“FAA”) may be authorised to engage in non-FAA activities 
of marketing, client acquisition and client servicing of managed accounts services. Our representatives who are appointed 
under the Securities and Futures Act to conduct fund management activity (“FM Reps”), i.e. the Portfolio/Fund Managers, 
will be managing clients’ money and investments, in addition to marketing, client acquisition and client servicing of managed 
accounts services. 
 
PSPL is a member of the PhillipCapital Group of Companies. The PhillipCapital Group of Companies, their affiliates and/or 
their officers, directors and employees may own or have positions in any shares, units and other investments mentioned 
herein or any investment related thereto and may from time to time add to or dispose of any such investment. Any member 
of the PhillipCapital Group of Companies may have acted upon or used the information, analyses and opinions herein 
before they have been published.  
 
This newsletter has been provided to you for personal use only and shall not be reproduced, distributed or published by you 
in whole or in part, for any purpose. If you have received this document by mistake, please delete or destroy it, and notify 
the sender immediately. PSPL shall not be liable for any direct or consequential loss arising from any use of material 
contained in this newsletter.  
 
This newsletter is only for the purpose of distribution in Singapore. The information and material presented herein are not 
directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where such distribution, 
availability or use would be contrary to the applicable law or regulation or which would subject PSPL to any registration or 
licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction. 
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