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The weakness of Southeast Asia stockmarkets continued in June, with the MSCI AC ASEAN index falling by 5.1% over the
month in Singapore dollar terms. Asia markets more generally have been weak, on the back of tighter US monetary policy,
a stronger US dollar and concerns over a trade war. Southeast Asia markets are often perceived as being at the higher end
of the risk spectrum, particularly with regards to US dollar strength, hence there has been a notable amount of selling by
foreign investors.
Year to date, Indonesia and the Philippines have lagged the most, reflecting weaker exchange rates and current account
deficits, making them far more exposed. The worst performer over the month was Thailand, which fell 8.6%. Malaysia fared
best, down less than 1%, following a big fall after the election in May. All the region’s currencies were down against the US
dollar over the month.
Currency weakness has begun to impact monetary policy, creating a situation we have been concerned could emerge for
some time. Bank Indonesia put up rates by 50 basis points at the end of the June, having already raised rates twice earlier
this year. In the Philippines, policy rates were increased by 25 basis points for the second time this year. The concern here
is that rates are going up to protect the exchange rates and reduce the capital outflow, at a time when domestic economies
may need support. This issue is particularly true currently in Indonesia, where signs of weakness still remain, particularly
in the consumer area. The Philippines has a far more inflationary environment to offset, with tax reforms and higher utility
rates all feeding through to raised inflation. In May, consumer prices rose by 4.6% year on year, with the Central Bank
warning of second-round impacts. It is worth noting that the Philippines is the one country where the yield gap with the US
has increased significantly.
The news from Thailand has actually been reasonable, considering the market performance over the month, with no change
in interest rates and the central bank revising up its GDP estimates. Clearly market participants are anticipating the next
country to suffer, and Thailand may be more vulnerable as the only Southeast Asia market still trading at a significant
premium to its five and 10-year average valuation.
In Malaysia, the new government has started to implement some of its election promises. The goods and services tax (GST)
has been removed, large infrastructure projects are being reviewed and the restarted investigation of the 1MDB scandal
has already resulted in announcements suggesting the fiscal situation in Malaysia is significantly worse than presented.
Overall, there is a great deal of uncertainty about the country at the moment and flow data shows foreign investors withdrew
a large amount of capital immediately post election.
As for Indonesia, apart from interest rate moves, there are two more areas worth watching over the coming month. The first
will be the results from regional elections, which have just taken place, and could provide a guide to the likely outcome and
risk around Presidential elections due in 2019. We have heard from several companies that investment is largely on hold
until those elections, so any omens could either help or hinder investment appetite. Secondly, we will begin t o see how
consumer-facing companies fared over the Lebaran holiday period. Consumption has been stubbornly weak in Indonesia,
but there is some expectation that this Lebaran will see an improvement.
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With effect from 1 August 2017, the sub-manager of Legg Mason Southeast Asia Special Situations Trust has been changed from
Havenport to Martin Currie Investment Management limited (Martin Currie). In addition, the fund name has been changed from Legg
Mason Southeast Asia Special Situations Trust to Legg Mason Martin Currie Southeast Asia Trust.
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Mason”) (Registration Number (UEN): 200007942R). This document is for information only and does not constitute an offer or
invitation to the public to purchase any shares in any fund in Singapore.
This document is for information only and is not intended to provide investment advice. All data, opinions, estimates and other
information are provided as of the date of this document and may be subject to change without notice. Where past performance is
quoted, such figures are not indicative of future performance. Investors intending to subscribe for any units or shares of a fund should
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at any time without notice.
Any views expressed are opinions of the respective investment affiliates/sub-manager as of the date of this document and are subject
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