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Q2-10 Outlook: One Year On - Many Happy Returns?
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Happy birthday - many happy returns?

One year has passed since the “final capitulation” on global stock
markets in March 2009. Economies are continuing to recover — modestly
in the West but decidedly “V-shaped” in most parts of Asia ex-Japan.
Corporate earnings have also picked up. And funds continue to flee
safety for equities, corporate debt, commodities, and properties. But
there remains considerable scepticism about the asset market rallies of
the past 12 months, with many continuing to question the sustainability
of the rebounds.

Investors are likely to remain skeptical and concerns
are likely to persist over “exit” from monetary
stimulus.

It is not difficult to be bearish. The risks we had warned of at the start of
the year continue to “dog” the markets. Concerns over the timing and
speed of exit from monetary stimulus remain the biggest underlying
drag on asset markets. And this is a global concern, evident everywhere
from the US to India to China. But there are other issues.

Sovereign debt doubts will persist.

The sovereign debt stress that we warned of at the start of the year
surfaced as a major issue over the course of the quarter, with
refinancing of Greece’ s sovereign debt (and the risk of default) in focus
over the past three months. Although sovereign debt default was always
unlikely — and even more unlikely now - fears revolving around the
sovereign debt rating and credit default swap spreads of Portugal, Italy,
Ireland, Greece and Spain (so-called PIIGS) will likely resurface again
through the course of the year. More broadly, markets are likely to
remain concerned about the fiscal deficits in other parts of the world,
including the UK and the US.

Growth slowdown in the second half of the year.

In the United States, it is, again, not difficult to construct a bearish
argument on the economic front — government fiscal stimulus and the
inventory impact are likely to weaken in H2-10. Meanwhile, there is
understandable scepticism of the ability of private sector consumption
and capital expenditure to take up the slack in driving growth.

Not so good as to be bad?

It is sometimes said often that bull markets are born in despair and bear
markets are born in euphoria. In that regard, there is some almost
perverse comfort in the fact that the economic cycle in the G7 is hardly
robust. Certainly, they are still a long way from peaking — a long way
from the commencement of interest rate hiking cycles.

Probability of another positive year for US equities.
Typically, the greatest returns after a bear market are registered in the
first year of the recovery. We are just past that first anniversary of the
rebound. Typically, returns ease in the second year. But out of 11
recession-linked bear markets recorded in the US since the Great
Depression, the cyclical rebounds in only two instances were restricted
to the first year. Historically, this represents 82 per cent probability of
further gains in the second year of the rebound. So it would be a
relatively rare event for the US market not to have another positive close
this year. It has to be noted though that returns this past year have been
outstanding in historical terms. The S&P500 recorded its largest gains,
since the Great Depression, in the 12 months from its cyclical trough in
March last year. And given the size of the gains over the past 12 months,
investors should lower their returns expectations over the next 12
months.

But ultra-low interest rates continue to drive assets
away from “safety”.

Near-term, risk appetites remain buoyant. Asset markets have been
resilient in the face considerable negative newsflow surrounding Euro area
sovereign debt in Q1-10. Assets continued to leave US money market
funds. Indeed, ultra-low interest rates — near zero in many parts of the
world - continue to be a major driver of funds into risky assets. The assets
sitting in US money market funds and bank deposits as a ratio of the
S&P500 market capitalization is still quite some way for normalizing to the
levels before the collapse of Lehman Brothers. Meanwhile, the net inflows
into US mutual funds are still some way from the previous cyclical peak
which coincided with a termination of the rally in 2007.

Government bonds - the risk of risk aversion.
Government bond yields appear well past their cyclical lows all around the
world. The feared revisit of those lows on another round of risk aversion at
this stage appears unlikely. Policy rates around the world have bottomed
and have started to move up in Asia ex-Japan and in some developed
economies such as Australia and Norway. The risk is now for yields to
move even higher in coming months. We would continue to recommend
investors underweight government bonds.

But this will be a volatile ride.

We are upgrading equities from 3-month “neutral” to “overweight”. But
equities volatility is probably underpriced at the moment. Over the
coming month, we expect volatility to remain muted and this is bullish for
stocks. But the risk is complacency. We fully recognise that in this
environment markets can move to overbought very quickly. And we will
review our weightings within a month.

Commodities - resumption of USD weakness and
stronger end-demand should nudge prices higher.
Over the quarter, the broad commodities complex generally traded
sideways and more recently, lagged gains in equities. The strength of the
USD was likely to have been a constraint on prices. A weaker USD from
Q2-10 onwards is likely to see a narrowing of the recent divergence
between commodities and equities — in favour of commodities. Stronger
demand in Asia will also support prices.

Opportunities within hedge funds.

Broad market gains over the next 12 months are almost certain to be much
lower than those registered over the past year. Riding the “beta” wave is
almost certain to be less rewarding. While the broad hedge fund space
generally tracks equities — with a 0.98 correlation between the HFRX
Global Hedge Fund Index and the MSCI World Index since 2003 (and 0.93
over the past six months) — there are specific strategies which could offer
“alpha” over the course of the coming year particularly if equities volatility
rises significantly. But it has to be clearly said that there are huge sector
differences within the hedge fund industry, in terms of strategies/styles,
management skills, and risk management systems. With the greatest gains
already pocketed, stock picking is going to be more important in
generating returns over the next 12 months of the equities rebound.
Indeed, long-short strategies, effectively executed, could generate better
returns than simply riding market “beta”. Similarly, given the dramatic
tightening of credit spreads over the past year, the higher risk profile
investor may want to look to hedge funds with expertise in distressed
corporate debt and event-driven credit strategies. Again, it has to be
stressed that these are higher risk investments than plain vanilla equities
or corporate bonds. And that much depends on the skills and risk
management systems of the individual fund managers.
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Q2-10 Tactical Asset Allocation

Cash Neutral Underweight Neutral Underweight
Equities Neutral Overweight Neutral Overweight
Norh America Neutral Overweight Neutral Neutral
Europe Neutral Underweight Neutral Neutral
Japan Neutral Neutral Neutral Underweight
Emerging Markets Neutral Neutral Neutral Overweight
Asia ex-Japan Neutral Overweight Neutral Overweight
Bonds Underweight Underweight Underweight Underweight
Global Underweight Underweight Underweight Underweight
Emerging Neutral Neutral Neutral Neutral
Asia Neutral Neutral Neutral Neutral
Alternatives Overweight Overweight Overweight Overweight
Hedge funds Neutral Overweight Neutral Overweight
Commodities Overweight Overweight Overweight Overweight
Property Neutral Underweight Neutral Underweight

THIS COMMUNICATION AND ITS CONTENTS ARE INTENDED SOLELY FOR THE ADDRESSEES’ REFERENCE. THIS COMMUNICATION SHOULD NOT BE
DISTRIBUTED, DIRECTLY OR INDIRECTLY, IN ANY JURISDICTION IN WHICH THE DISTRIBUTION WOULD BE PROHIBITED.

This communication is issued by Standard Chartered Bank, a firm authorized and regulated by the United Kingdom’ s Financial Services Authority ( “SCB” ). While all reasonable care has been
taken in preparing it, no responsibility or liability of any kind is accepted for errors of fact or for any opinion expressed herein or with respect to the accuracy or completeness of the information
herein unless such error of fact or opinion was as a result of SCB’ s gross negligence. It is for information purposes only. It does not constitute any offer, recommendation or solicitation to any
person to enter into any transaction or adopt any hedging, trading or investment strategy, purchase or sell any securities, enter into any regulated investment agreement or collective investment
scheme. All rates and figures appearing are for illustrative purposes. It does not constitute any prediction of likely future movements in rates or prices or any representation that any such future
movements will not exceed those shown in any illustration. Any prediction, projection or forecast contained herein as to likely future movements in rates or prices or likely future events or
occurrences constitutes an opinion only and is not necessarily indicative of actual future movements in rates or prices or actual future events or occurrences (as the case may be). Past performance
is not necessarily indicative of future performance; the value, price or income from investments may fall as well as rise and may even become valueless. Please be reminded that structured products
have complex features and are not low risk products. There is an inherent risk that losses may be incurred rather than profits made as a result of trading structured products. Unless otherwise
specifically stated, all statements herein (including any views, opinions or forecasts) are solely those of SCB as at the date of this communication and are subject to change without notice. The
contents of this communication are general evaluations only and are not made with regard to the specific investment objectives, financial situation or the particular needs of any particular person.
Any investments discussed may not be suitable for all investors. Further, this communication has not been prepared to be suitable for any particular person or class of persons. No
recommendations, and no representation or warranty (express or implied) of any nature, are made to any particular person or class of persons. You should make your own independent evaluation
of any transaction and of the relevance and adequacy of the information herein and make such other investigations as you deem necessary to determine whether to participate in any transaction.
You should make your own independent judgment with respect to any matter contained herein. You should consult your own financial adviser. This shall not, however, restrict or exclude or limit any
duty or liability to a person under any applicable laws or regulations of any jurisdiction which may not lawfully be disclaimed. SCB, and/or any of its connected companies, employees or clients,
may have a position or act as market maker in any of the instruments or currencies mentioned herein. SCB, and/or any of its connected companies may act as adviser, placement agent, underwriter
or lender to the issuer of any of the instruments mentioned herein. SCB, and/or any of its connected companies may have received or may expect to receive remuneration for investment banking
services from companies mentioned herein. If there is any inconsistency or conflict between the English and the local language version, the English version shall prevail unless otherwise required
by local regulation.

Standard Chartered may not have the necessary licenses to provide services, offer products or distribute research in all countries or such provision of services, offering of products or distribution
of research may be subject to the regulatory requirements of each jurisdiction and you should check with your relationship manager or usual contact. You are advised to exercise your own
independent judgment (with the advice of your professional advisers as necessary) with respect to the risks and consequences of any matter contained herein. We expressly disclaim any liability
and responsibility for any losses arising from any uses to which this communications is put and for any errors or omissions in this communications.

This communication is not for distribution in the United States of America ( “US” ) or to any US person nor in any jurisdiction in which its distribution would be prohibited.

Do not invest in investment products unless you fully understand and are willing to assume the risks associated with them.

Notice on Personal Data (Privacy) Ordinance

According to the Personal Data (Privacy) Ordinance, you may, at any time and without charge, choose not to be included in any of our future promotional mailings. To arrange for the exclusion,

please contact your relationship manager. For further enquiry on the Ordinance, you may write to our Data Protection Officer, Standard Chartered Bank (Hong Kong) Limited, GPO Box 21, Hong
Kong.

Malaysia: In Malaysia, this communication is distributed by Standard Chartered Bank Malaysia Berhad. Nothing contained in this communication represents that a structured product is or will be
offered by any of the parties named herein.
WARNING:

THE RETURNS ON YOUR STRUCTURED PRODUCT INVESTMENT WILL BE AFFECTED BY THE PERFORMANCE OF THE UNDERLYING ASSET/ REFERENCE, AND THE RECOVERY OF YOUR
PRINCIPAL INVESTMENT MAY BE JEAPORDISED IF YOU MAKE AN EARLY REDEMPTION.






