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Market Review

The Singapore bond market had a quiet year-end trading 
session in December, range trading in ultra-thin liquidity. For 
the month, the UOB Singapore Government Bond All Index 
(the Index) posted a paltry gain of 0.02%. For 2011 as a 
whole, Singapore government securities (SGS) benefitted 
from a flight to quality against a backdrop of heightened risk 
aversion, posting a gain of 6.78%, the strongest outturn 
since 2008.

Market sentiment continued to be driven by lingering 
concerns over developments in the Eurozone (EU) debt 
crisis. While execution risks remain, the European Summit in 
early December did make good progress in addressing the 
region’s stress points, by providing a liquidity backstop for 
banks and sovereigns. Critically, EU policy makers must build 
upon this foundation that has been laid down, through 
decisive actions by fiscal authorities toward reform and 
austerity. During the month, the UST continued to hold firm 
across the curve, with outperformance in the 10-year which 
closed 19 bps lower in yield. By contrast, with the exception 
of the 10-year which ended 5 bps lower in yield, the SGS 
finished the month mostly weaker, in tandem with a sluggish 
Singapore dollar (SGD) which lost 1.2% in December. The 
2-year underperformed to be 13 bps higher in yield, reflecting 
the ongoing normalization of short-term SGD interest rates. 
Consequently, the 2-year/10-year yield spread gapped wider 
to 18 bps.

Economic releases continued to point to a deceleration in 
real sector momentum. The advance estimate of Q4 GDP 
surprised on the downside to come in at 3.6% YoY (consensus 
4.3%), weighed down by manufacturing and construction. 
Adjusted for seasonal factors, GDP shrank 4.9% QoQ 
annualized in the final quarter. For the year as a whole, GDP 
growth averaged 4.8%, slightly undershooting the official 
growth projection of 5%. Inflation pressure remained a 
concern, with CPI inflation staying elevated at 5.7% YoY 
(consensus 5.3%) in November. Property measures aimed at 
cooling the housing market were announced in early 
December.   

Outlook

Singapore narrowly averted a technical recession in Q3, 
thanks to a surge in pharmaceuticals production, but posted 
QoQ contraction in Q2 and Q4. The government warned of 
a prolonged period of growth slowdown, as a small open 
economy is more vulnerable to the vagaries of global demand. 
The official projection puts 2012 GDP at 1-3%, which would 
the slowest since 2009. Nevertheless, the downside risk to 
growth is mitigated by significant room for fiscal expansion if 
needed, especially given the country’s solid fiscal finances. 
Meanwhile, inflation concern will likely limit the room for a 
significant loosening of the exchange rate. The Monetary 
Authority of Singapore will likely adhere to the current stance 
of a modest and gradual appreciation path for the SGD at the 
next policy announcement in early April.

On strategy, we view a neutral-to-slight overweight duration 
position as appropriate as we move into 2012. We expect 
broadening safe-haven demand for SGS, given that Singapore 
is one of a handful of sovereigns now rated triple-A by all 
three international rating agencies. We remain positioned 
for a curve flattener. There is limited long-end supply in the 
pipeline until end-Q1. We will seek to bolster carry through 
exposure in high-quality corporate and bank credits. 
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IMPORTANT INFORMATION

Source: Western Asset Management. This document is issued by Legg Mason Asset Management Hong Kong Limited in Hong Kong 
and Legg Mason Asset Management Singapore Pte. Limited in Singapore (“Legg Mason”). 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 Hong Kong or 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 refer to the Fund’s most 
current offering document. INVESTMENT INVOLVES RISKS. Please refer to the offering documents for further details, including the risk 
factors. Although information has been obtained from sources that Legg Mason believes to be reliable, no guarantee can be given as to its 
accuracy and such information may be incomplete or condensed and may be subject to change at any time without notice.

Any views expressed are opinions of the respective investment affiliates as of the date of this document and are subject to change 
based on market and other conditions without notice and may differ from other investment affiliates or of the firm as a whole. These 
opinions are not intended to be a forecast of future events, a guarantee of future results or investment advice. The mention of any 
individual securities/ funds should neither constitute nor be construed as a recommendation to purchase or sell securities, and the 
information provided regarding such individual securities/ funds is not a sufficient basis upon which to make an investment decision. 
Portfolio allocations, holdings and characteristics are subject to change at any time. Legg Mason, its affiliates, officers or directors, may 
have an interest in the acquisition or disposal of the securities mentioned herein. Distribution of this document may be restricted in 
jurisdictions, other than Hong Kong and Singapore. Any person coming into possession of this document should seek advice for details 
of, and observe such restrictions (if any).

Neither Legg Mason nor any officer or employee of Legg Mason accepts any liability whatsoever for any loss arising from any use of 
this document or its contents. The information in this document is confidential and proprietary and may not be used other than by the 
intended user. This document may not be reproduced, distributed or published without prior written permission from Legg Mason.

Hong Kong
This document has not been reviewed by the Securities and Futures Commission in Hong Kong.
Issuer: Legg Mason Asset Management Hong Kong Limited. 

Singapore
Legg Mason Asset Management Singapore Pte. Limited is the legal representative of Legg Mason, Inc. in Singapore. (Registration 
Number (UEN): 200007942R)
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