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Appetite for risk fades

Corporate fundamentals have taken a backseat as global macro
themes continue to dominate financial markets. The euro sovereign
crisis and the discussions concerning lifting the US debt ceiling are
clearly feeding investors’ risk aversion. Recent macro data continue
to confirm a soft patch in the global economy. In Q2°11 US GDP
rose a mere 1.3% after a downwardly revised 0.4% in Q1'11, as
personal consumption almost came to a standstill. German business
confidence fell to a 9 month low. China’s economy advanced by
9.5% in Q2’11 after a 9.7% gain in the previous quarter; however,
the recent monetary tightening is expected to lead to a further
slowing in growth. Japan’s recovery is well on track.

The Euro sovereign concerns increased considerably, as Spanish and
Italian bonds came into the line of fire. The second Greek rescue
package, and the attempts by policy makers to fight contagion risks,
did not succeed in calming down the sovereign stress. The flight to
quality saw German & US bonds rally, while spreads of Euro zone
peripheral bonds widened. Spread products outperformed.

At the same time, global equities declined by 1.8% in USD terms.
Not surprisingly, the weakest equity markets were the Eurozone

and the US, while Japan, Pacific ex Japan and Emerging markets
outperformed. Looking at sectors the cyclical segment slightly
underperformed driven by Industrials (-4.4%). Earnings of this

sector disappointed the market. In addition and for obvious reasons,
Financials were weak declining almost 4%. The best sector was
Technology (+0.6%), where several bellwethers published better than
expected results. The energy sector (+0.3%) also performed well.
Global real estate increased 0.2%.

View: More cautious as downward risks
rise

As long as the high degree of uncertainty, relating to the European
debt crisis and the slowdown in global growth, persists, we will

not adopt any high-risk positions. We are positive on (AAA-rated)
government bonds, which are benefitting from their status as a safe
haven. In contrast, our (short-term) outlook for equities and real
estate equities is negative. We have also reduced our positive outlook
on commodities to neutral. Within fixed income, we continue to see
value in emerging market debt on the back of the search for yield,
healthy fundamentals and investor flows.
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Economy

Slower global growth than anticipated

Recent economic indicators are mixed, but undoubtedly
signify a cyclical pause in global economic growth. Supply
chain disruptions from Japan's earthquake and purchasing
power reduction from earlier commaodity price rises are key
contributors to this pause. These are transitory; hence a
“double-dip” in world growth is not anticipated. Global
business confidence still signals moderate growth rather than
contraction of the manufacturing and service sectors.

However, labour markets remain sluggish, spare capacity is
still evident across the major Western economies and general
confidence levels are undermined by sovereign debt concerns.
As a consequence economic growth in H2'11 may be slower
than anticipated, in particular regarding developed economies.
Fiscal tightening in Europe and the US is likely to temper
economic growth in 2012, unless corporates start increasing
their spending. Japan however is poised to surprise on the
upside, rebounding from its early 2011 malaise.

Economic data continue to point to downside risks
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US debt ceiling catastrophe prevented, but
growth risks remain

After a dramatic faceoff in the political arena in Washington,
US policy makers prevented the worst-possible outcome, a US
government default, of worryingly difficult debate on the pre-
conditions for another increase in the debt ceiling. The deal
that was reached between the White House and Congress

will increase the debt ceiling by USD 2.1 trillion and achieve

a similar saving over the next 10-year through spending cuts.
Importantly, this will allow the US Treasury department to fund
itself in global capital markets until early 2013, shortly after
the next Presidential elections.

Although some of the details of the spending cuts still need

to be determined by Congress (through suggestion done

by a bipartisan committee) before November 23, automatic
spending cut mechanisms have been put in place to guarantee
fiscal consolidation objectives are reached even if gridlock in
Congress prevents further compromise between Republicans
and Democrats.

Somewhat troubling, Congress will also be asked to vote on

a balanced budget amendment to the US Constitution. This
would force the US government to always close its budget
deficit within a limited amount of time (2-3 years). Given

the pro-cyclical nature of these mechanisms and the already
tightest stance in fiscal policy in decades in the 2012-13 period,
the (unlikely) approval of such a proposal would at minimum
increase the volatility of economic growth going forward

and most likely further increase downside risks to the growth
outlook as well.

Meanwhile, a downgrade by rating agencies of the
creditworthiness of US government debt remains more likely
than not as the improvement to the long-run fiscal outlook
remains well below the ‘benchmark’ numbers of around USD
4 trillion that have been suggested by rating agencies recently.
Moreover, the current deal will not stabilise the debt-to-GDP
ratio over the next 10-years, so it can only be seen as a step

in the right direction, but is difficult to be interpreted as a
convincing resolution of long-term solvency challenges of the
US government.

Moreover, the negotiating process before the last-minute deal
exposed the polarised nature of US politics more clearly than
ever and very little progress was made by addressing the largest
long-run fiscal challenge for the US government, the sharp
acceleration in future healthcare outlays.

Also, the impending fiscal drag remains in tact (1.5%-points of
GDP expected in 2012) and could even worsen if once further
details of the fiscal consolidation package are agreed upon in
Congress. With the US economy already looking troublingly
fragile (the US manufacturing ISM plunged 4.4 points to just
50.9 in July), this tight fiscal stance keeps downside risks to the
cyclical outlook alive and kicking.

Chinese PMI: modest slowdown and declining
inflationary pressure

In China, the official manufacturing PMI for July fell less than
consensus was expecting. The index dropped to 50.7 from 50.9
a month earlier. Consensus was looking for a drop to 50.2.

The new orders component rose from 50.8 to 51.1. Also, new
export orders managed to stay above the 50 mark, despite the
deterioration in economic data in the US and Europe recently.
These results are still compatible with our soft landing scenario
for the Chinese economy.

Moreover, the continuous decline of the input price component,
this month to a level of 56, after it had fallen in the previous
four months, confirms the picture that inflationary pressures in
China are coming down. The recent hawkish language by the
Chinese authorities should be explained by the high headline
CPI rate, which is likely to start falling only in September.

The authorities are still trying to fight the sticky inflation
expectations, which have not yet reacted to the favourable
inflation momentum we have been seeing since March. Our
end-year inflation forecast remains 4.5%. \We expect GDP
growth to continue declining, from the 9.5% recorded in Q211
10 8.3% in H1 2012. For 2012 as a whole we have an average
GDP growth forecast of 8.5%.
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Asset Allocation

Flattening economic growth, less accommodative policy
settings, populist political overtones and sovereign stress
combine to keep risk at low to moderate levels.

Our qualitative asset allocation assessment is becoming more
cautious as regards risk, due mainly to increased conviction
about cyclical decline and the prospect that this may extend
through the balance of 2011. Reduced consumer and
corporate confidence, stemming from labour market weakness,
debt concerns and political populism are key near-term
headwinds.

Our quantitative assessment remains directionally constructive
towards fixed income and commodities, negative for equities
and neutral for real estate.

In view of the interplay between qualitative and quantitative
inputs, European sovereign stress, US economic slowdown and
a softening in the economic outlook in H2°2011, our tactical
positioning is neutral commodities, underweight equities and
real estate, and overweight fixed income (overweight AAA
Treasuries, underweight spread products).

The Eurozone sovereign crisis is worsening and systemic risk is
on the rise. Until recently this was not priced in by markets. This
is changing currently with investment flows heading towards
precious metals and gold in particular. Gold has proven to be a
good hedge in periods of severe stress. As a USD appreciation
and a rise in gold price may go hand in hand in such periods,
the hedge is particularly appealing for non-USD based investors.
We have a neutral allocation to commodities currently as well as
to the precious metals segment.

With short term momentum in global leading economic
indicators and in the developed markets in particular rolling
over, real estate as an asset class has lost some (short term)
support. This is however counterbalanced by the perspective of
lower long term yields in the developed world on the back of
these growth concerns.

Equity market support has been evident in robust corporate
earnings but this is beginning to wane generally, but particularly
in Europe. Corporates have been applying cash on their
balance sheet to pursue further buy-backs, M&A and capex,
however outlook statements and guidance has turned cautious
and a tapering of these supports is in prospect. Consensus
earnings expectations for 2012 are very high and are subject

to meaningful downwards adjustment in the months ahead.
Softness in leading indicators, broad-based downturn in forward
earnings momentum across the key global equity markets,
removal of policy accommodation and sovereign stress and debt
are strong headwinds.

Equity

In the equity portfolio, we prefer Japanese equities. Of all the
developed markets, Japan is the most defensive equity market
and offers attractive valuations, while the economy is supported
by continuing loose monetary and fiscal policy. Furthermore, it
is becoming increasingly clear that the Japanese economy has
entered a V-shaped recovery in the wake of March’s earthquake.

We also continue to like emerging markets (EM) where long-
term structural positives are still valid. They show not only
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consistently stronger and more stable economic growth, but
also have much lower debt ratios in both the public and private
sectors. Although earnings growth is comparable (17.4% EM
versus 16.4% global) we have more confidence in the EM data
given the economic momentum. We see the recent Chinese
growth slowdown as a healthy development as it reduces
inflationary pressures.

We have a neutral position on Asia ex Japan. Loose US
monetary policy combined with high Asian growth underpins
these markets. Australia is also driven by high commodity
prices. Valuation is slightly higher compared to other developed
markets. Hong Kong is still benefitting from high liquidity as
this market couples lower-for-longer (US)-like interest rates and
exchange rate with a higher (China)-linked economic growth.

Because of the sharp deterioration in the US growth outlook,
the EM domestic demand growth theme has moved to the
forefront again. In emerging Asia, we have a clear preference
for China, where we expect that the authorities are close to the
end of their policy tightening measures. The other market in
the region we like is India, where valuation levels have become
more attractive after several quarters of underperformance. In
India, inflation has started to come down, which takes away
much of the macro concerns. To protect ourselves against more
economic weakness in the US and shaky investor risk appetite,
we keep underweight positions in Korea and Taiwan.

Sector wise, we continue to like healthcare within the
defensive sectors and Technology & Energy within the cyclicals
sectors. We maintain our preference for high dividend in an
environment with low fixed income returns.

Fixed income

We anticipate that the greater part of the decline in 10-year
bond yields has already occurred. If markets continue to focus
on a scenario with weak economic growth, or if the European
debt crisis deteriorates further, then a further decline is possible.
The German 10-year bond yield is likely to move in a bandwidth
of about 2.25-2.75% for the next few months. US treasuries in
the 2.5-3% range and Japanese bond yields are likely to move
between 0.9% and 1.4%. We expect the ECB to raise its base
rate very gradually over the course of 2011 and 2012. Rate
hikes by the Fed are unlikely before the end of 2012.

Fixed income spreads remain constructively positioned towards
emerging markets assets, supported by momentum indicators
and investor flows. Prospects are more mixed in respect of
corporate and household exposures in credit space, and the
attractiveness of high yield and senior loans has fallen back
somewhat. Although fundamental trends continue to provide
medium term support, we are currently underweight in spread
products overall. Main factors behind this tactical position are
the uncertainty surrounding global growth and event risk in
Europe due to sovereign stress.

The outlook for Asian hard currency debt remains attractive on
the back of strong regional credit fundamentals and declining
default expectations. The impact on Asian issuers by events

in MENA and higher oil prices is manageable. Monetary

policy normalisation and inflation concerns continue to exert
downward price pressure on Asian local currency debt markets.
However the expected policy tightening is priced in by now,
and we expect inflation to peak in the region over the next
few months. Local currency bond returns will benefit from
controlled FX appreciation.
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Foreign Exchange

The US fiscal outlook is very troubling. Although the debt
ceiling issue has been resolved for now, more fiscal tightening
will be needed, which will have a negative impact on US
growth in the next few years. Also, the Fed will be one of

the more dovish central banks around the globe. In this
environment, further US dollar weakness can be expected,
especially against many emerging market currencies where
fundamentals are much sounder and central banks more
hawkish.

Regarding the Eurozone, we continue to worry about the lack
of a comprehensive long-term solution on the sovereign debt
issue, and see room for further EUR weakness versus a range
of currencies. Euro weakness versus the USD will be restrained
by the weak US fundamentals, but on balance we see EUR/
USD lower in the next several months.

Finally, the Japanese yen has been quite strong versus the
US dollar recently (or: US dollar has been weak versus the
yen). Early August the BoJ intervened to weaken the yen.
For more sustained weakness of the JPY versus the USD, a
clear improvement in US economic data will be needed. The
uncertainty about such an economic recovery has increased,
and a sideways USD/JPY is expected for the next several
months.

Global Markets Performance

Equity: Selected Indices 1M 3M YTD 1Y

MSCI AC World NR USD -1.63 -5.26 2.98 18.39
MSCI AC Asia Ex Japan NR USD 1.14 -2.53 2.33 20.17
DJ Industrial Average TR USD -2.05 -4.60 6.36 19.09
S&P 500 Composite -2.05 -4.85 3.64 19.18
NASDAQ Composite PR USD -0.62 -4.08 3.90 22.25
FTSE 100 TR GBP -2.13 -3.45 0.52 14.17
FSE DAX TR EUR -2.95 -4.73 3.54 16.44
S&P/ASX All Ordinaries TR -3.40 -7.48 -5.33 3.96
Nikkei 500 PR JPY -1.21 -0.75 -3.46 2.48
Hang Seng HSI PR HKD 0.19 -5.40 -2.58 6.71

KSE KOSPI Korea PR KRW 1.55 -2.70 4.01 21.25
TSEC 50 -0.88 -6.63 -4.95 11.12
FTSE ST All Share PR SGD 1.74 -0.72 -2.21 5.15
Shanghai SE Composite PR CNY -2.18 -7.21 -3.79 2.44
Shenzhen SE Composite PR CNY 1.97 -1.83 -8.69 9.60
BarCap Global Aggregate TR USD 2.06 2.06 6.53 9.09
JPM EMBI Global TR USD 1.95 4.60 7.13 9.41

HSBC Asian USD Bond TR 1.88 3.21 5.10 6.70

Source: Morningstar Direct as of 31 July 2011, measured in the base currencies

ING IM 2011 Market outlook

Bond yields (10y)

Countries

us 3.6% 3.7%
Eurozone 3.6% 3.8%
Japan 1.3% 1.3%
UK 3.9% 4.0%

Corporate bond (IG) yields

Countries

us 4.1% 4.1%
Eurozone 3.9% 4.0%
Japan 0.9% 1.0%
UK 5.7% 5.8%
Countries

S&P 500 1380 1400
Euro stoxx 600 307 310
TOPIX 1025 1050
FTSE 100 6450 6600
MSCI EM Free 1250 1300
Currencies

EUR/USD 1.30 1.25
USD/JPY 90 95
GBP/USD 1.57 1.56
EUR/JPY 17 119
EUR/GBP 0.83 0.80

Source: forecasts from ING IM.
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ING IM Global Economic Outlook

2010 2011 2012 2010 2011 2012 2010 2011 2012

World 5.0 4.2 43 3.0 3.2 3.0
Developed 2.6 2.3 2.5 1.4 1.7 15 0.45 0.74 1.31
us 2.9 3.1 3.2 1.6 1.7 1.5 0.13 0.13 0.75
Euro 1.7 1.8 2.0 1.6 2.1 2.0 1.00 1.75 2.50
Japan 4.0 1.5 2.0 -1.0 -0.2 -0.1 0.10 0.10 0.10
UK 1.8 1.8 2.1 33 3.5 2.0 0.50 1.00 1.50

Emerging 8.1 6.7 6.5 5.1 5.1 5.0

China 10.1 9.0 9.0 2.9 4.1 4.0

Unemployment rate

Budget balance

Current account

2010 2011 2012 2010 2011 2012 2010 2011 2012
Developed 9.0 8.6 8.1 -8.0 -7.4 -5.8 -1.3 -1.3 -1.4
us 9.7 9.0 8.5 -8.9 -9.0 -7.0 -3.5 -3.9 -39
Euro 10.0 9.7 9.4 -6.4 -4.8 -3.7 0.0 0.1 -0.2
Japan 5.1 4.7 4.3 -8.0 -7.9 -6.1 3.5 3.6 3.5
UK 7.8 7.8 7.5 -10.1 -8.6 -7.6 -2.0 -1.7 -1.2
Emerging
China 6.1 6.5 6.4 -2.2 -1.7 -1.6 6.1 4.3 3.9

Source: Forecasts from ING IM, historical data from IMF (GDP, inflation) and Economist Intelligence Unit (rest data)

Disclaimer

This document, including any statements, information, data and
content contained therein and any materials, information, images,
links, sounds, graphics or video provided in conjunction with this
document (collectively “Materials”) are confidential and is being
furnished by ING Investment Management Asia Pacific (Hong Kong)
Limited and/or its affiliates (together, “we"”, “us” or “our"”) for
your general informational purposes only. Under no circumstances
should the Materials, in whole or in part, be copied, reproduced,
redistributed or shown to any person.

The Materials do not constitute a distribution, an offer, an invitation,
recommendation or solicitation to sell or buy any securities in any
jurisdiction in which any such activity is not authorised to be made

to any person. We do not provide any legal or tax advice and none

of the Materials constitute or should be construed as providing any
investment, legal or tax advice. We are not acting as your financial
adviser or in a fiduciary capacity in respect of any securities transaction
unless otherwise expressly agreed by us in writing. The Materials are
not intended for use by persons in jurisdictions which prohibit or
restrict the distribution of the Materials.

We or our directors or employees do not make any express or
implied representations or warranties as to the accuracy, timeliness
or completeness of the Materials and nothing shall be relied upon
as a promise or representation by us. The Materials have not been
reviewed by any regulatory authority in any jurisdiction. We or our
directors or employees will not be liable or responsible to you or any
other parties for any and all liabilities arising directly or indirectly
from any reliance on the Materials. This document and information
should not be construed as any investment, legal or tax advice.

Certain of the statements contained in the Materials are statements
of future expectations and other forward-looking statements.

These expectations are based on our management’s current views,
assumptions or opinions and involve known and unknown risks and
uncertainties. Views, opinions and estimates may change without
notice and are based on a number of assumptions which may or may
not eventuate or prove to be accurate. Actual results, performance
or events may differ materially from those in such statements due to,
among other things, (i) general economic conditions; (ii) performance
of financial markets, including emerging markets; (iii) interest rate
levels; (iv) currency exchange rates; (v) general competitive factors;
(vi) changes in laws and regulations; and (vii) changes in the policies
of governments and/or regulatory authorities. We assume no
obligation to update any information, including but not limited to
forward-looking information, contained in the Materials.

Past performance of any security is not a reliable indicator of
future performance. The price of any security may go up or down.
Investment involves risk including a possible loss to the principal
amount invested. For details of any security mentioned in the
Materials, please refer to the offering documents of such security.

All figures, graphs or tables or statistics referred to in the Materials
are for illustration purpose only.

By accepting delivery of this document, you irrevocably understand,
acknowledge, agree and accept the foregoing disclosures.

Investor Hotline: (852) 3762 8888
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BENE (%

2010 2011 2012 2010 2011 2012

32 5.0 4.2 4.3 3.0 3.2 3.0
BEEMS 2.6 2.3 2.5 1.4 17 1.5 0.45 0.74 1.31
e 2.9 3.1 3.2 1.6 1.7 1.5 0.13 0.13 0.75
BTTE 17 1.8 2.0 1.6 21 2.0 1.00 1.75 2.50
ZFiN 4.0 15 2.0 -1.0 0.2 -0.1 0.10 0.10 0.10
EE 1.8 1.8 2.1 3.3 35 2.0 0.50 1.00 1.50

ETIS 8.1 6.7 6.5 5.1 5.1 5.0

R E 10.1 9.0 9.0 2.9 41 4.0

BEBfEE A
2010 2011 2012 2010 2011 2012
BERMS 9.0 8.6 8.1 -8.0 7.4 5.8 -1.3 -1.3 -1.4
xH 97 9.0 8.5 -8.9 9.0 7.0 -35 3.9 -3.9
BT 10.0 9.7 9.4 6.4 4.8 3.7 0.0 0.1 0.2
BA 5.1 47 4.3 8.0 7.9 6.1 35 3.6 35
HRE 7.8 7.8 7.5 -10.1 -8.6 7.6 2.0 1.7 1.2
N5
HE 6.1 6.5 6.4 22 1.7 1.6 6.1 43 3.9
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