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State Street Global Advisors Singapore Limited (State Street) believes that so far, Standard & Poor’s
downgrade of the long term US debt has been greeted in a pragmatic way by investors, regulators,
clients, and central banks. Many analysts and investors have claimed to have expected it for some
time, and State Street’s investment concern is less the downgrade as a per se indicator, but rather
the diminishing set of choices available to boost US economic growth, and set federal finances onto a
non-inflationary path.

As the markets face volatility on a global basis, our investment team has been carefully scrutinizing
the risks and opportunities in financial markets. Let me summarize our current thinking:

US Growth

Revisions of prior economic growth, relatively weak current activity, and data supporting weakening
confidence point to slow future growth for the remainder of 2011. This maybe reinforced by business
and consumer nervousness that resulted from the political wrangling that took place over increasing
the debt ceiling limit. We anticipate an environment that points to a combination of weak near term
growth, but rising long-term inflationary expectations such that:

o Weak growth will take place over the remainder of 2011 (recent data suggest the chances of
the economy contracting have increased slightly);

e Outright deflation is not imminent;

e The stabilization of markets and pre-emption of credit contraction may require additional
guantitative easing.

Europe

Recent developments in Europe should not be overlooked by investors and policymakers. Compared
to the lack of effectiveness of US policymaking, Europe looks to be even more pedestrian in its ability
to keep up with, or get ahead of, current events. Markets have forced the European leaders and the
European Central Bank to take action by driving yields on Spanish and Italian bonds higher. We note
the following:

e Sovereign bond risk and bank capital risk have become entangled in such a way that
guestions about liquidity and the solvency under stress of many European banks, especially
in the periphery, have increased.

e To restore stability, a more substantial commitment to Italy and Spain has been sought by
fledgling markets. Recently, there have been moves toward a more radical policy, with
purchases of bonds in the secondary market driving Italian and Spanish yields lower. Should
this policy fail, the contagion risk across the banking system would be a more substantial risk
than either a period of weak US economic growth, or further downgrades of the US long term
debt by other rating agencies.

e The European Central Bank sees the funding strain on all European banks but the risk has
not yet been made clear enough to voters in parts of Europe who would resist support to
those nations that they judged to have failed to keep their house in order.



Asia Pacific

The recent volatility in the global markets caused by S&P’s downgrade of US long-term credit and the
European sovereign crisis have spread to Asia Pacific, stunting growth expectations in the region.
Many Asian economies were already expected to see a moderation of growth, prior to the US
downgrade announcement, on the back of policy tightening measures by the Asian central banks in
response to higher inflation and statistical basis effect from very strong growth in 2010. Going forward:

e Uncertainty on global growth outlook may lead to lower economic sentiment in Asia as
exports growth and domestic consumption slow further.

e However, overall Asian economic growth should still be moderately robust as Asian economic
fundamentals are still strong.

e The investment outlook on Asian markets remains relatively positive and expected fund flows
still favour Asian markets once the knee-jerk reaction of risk reduction subsides.

Conclusion

Whilst US economic growth remains a concern and the downgrade of long term US debt rating by
Standard and Poor’s is more than simply symbolic, our concern remains the resolution of the
European sovereign crisis and whether this can take place quickly enough to prevent a damaging
contagion through the financial system. The flight to safety - which inevitably if not ironically includes
US Treasury bonds - has thrown in some potentially attractive valuations. A greater degree of clarity
about the path to resolving these major risks is needed before deploying substantially more risk, but
we have identified this moment as one where risk aversion is creating opportunity.

Should there be any queries concerning the above, please call +65 6826 7500 or email
ssgaasia@ssga.com during office hours.
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Important Risk Information

Nothing in this document constitutes investment advice and should not be relied upon as such. This document
and the information contained herein may not be distributed and published in jurisdictions in which such
distribution and publication is not permitted. Investment involves risk. The value of funds may fall or rise and past
performances of the funds are not indicative of future performances. Distributions from the funds may be
contingent on dividends paid on underlying investments of the funds and are not guaranteed. Listing of the funds
on relevant stock exchanges does not guarantee a liquid market for the units and the funds may be delisted.
Investors should read the relevant funds' prospectuses for further details including the risk factors.

ETFs trade like stocks, are subject to investment risk, fluctuate in market value and may trade at prices above or
below the ETFs net asset value. Brokerage commissions and ETF expenses will reduce returns. Frequent
trading of ETFs could significantly increase commissions and other costs such that they may offset any savings
from low fees or costs. Diversification does not ensure a profit or guarantee against loss. Asset Allocation may
be used in an effort to manage risk and enhance returns. It does not, however, guarantee a profit or protect
against loss.

The views expressed in this material are the views of Rick Lacaille and Kheng-Siang Ng of State Street Global
Advisors through the period ended August 9, 2011 and are subject to change based on market and other
conditions. This document contains certain statements that may be deemed forward-looking statements. Please
note that any such statements are not guarantees of any future performance and actual results or developments
may differ materially from those projected.



“SPDR” is a trademark of Standard & Poor’s Financial Services LLC (“S&P”) and has been licensed for use by
State Street Corporation. STANDARD & POOR'’S and S&P are registered trademarks of Standard & Poor’s
Financial Services LLC. No financial product offered by State Street Corporation or its affiliates is sponsored,
endorsed, sold or promoted by S&P or its affiliates, and S&P and its affiliates make no representation, warranty
or condition regarding the advisability of buying, selling or holding units/shares in such products. Further
limitations and important information that could affect investors’ rights are described in the prospectus for the
applicable product.



