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PACIFIC ASIAN INCOME FUND

FUND INFORMATION
As At 30 June 2019

Pacific Asian Income Fund

Pacific Mutual Fund Bhd (336059-U) 

Lion Capital Funds II – Lion-Bank of Singapore Asian  
Income Fund

Lion Global Investors Limited (198601745D)
(formerly known as Lion Capital Management Limited)

Bank of Singapore Limited (197700866R)

12 January 2017

The Fund will continue its operations until terminated as 
provided under Part 11 of the Deed.

Mixed assets – feeder fund (wholesale)

Growth and income□

Pacific Asian Income Fund aims to provide capital growth 
and income□ in the medium* to long term* by investing in the 
Target Fund – Lion Capital Funds II – Lion-Bank of Singapore 
Asian Income Fund. 

□  Income is in reference to the Fund’s distribution, which will be in the form of cash or units.

* Medium term is defined as a period of one to three years, and long term is a period of  
 more than three years.

Composite Benchmark:
50% JP Morgan Asia Credit Composite Total Return Index 
50% MSCI Far East ex Japan Index

Subject to the availability of income, distribution of income will 
be on a quarterly basis.

28.72 million units

Name Of Fund (Feeder) :

Manager Of Fund :

Name Of Target Fund :

Investment Manager : 
Of Target Fund 
 
Sub-Investment Manager : 
Of Target Fund 
 
Launch Date :

Category Of Fund :

Type Of Fund :

Investment Objective :

 

Performance Benchmark :

Distribution Policy :

Fund Size :
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Market And Fund Review
Review Of The Lion Capital Funds II – Lion-Bank Of Singapore Asian Income Fund (Target 
Fund Of Pacific Asian Income Fund)
January 2019
The Fund has about 52.3% in equities, 47.1% in bonds and approximately 2.6% in cash. 

Asian bond strategy:
A very dovish Federal Reserve, a more dovish European Central Bank and easing measure 
in China led to a very sharp rebound rally in the Asian Credit market in January. In particular, 
the People's Bank of China (PBOC) in a bid to encourage more bank lending and replenish 
bank capital implemented a program whereby buyers of newly issued Additional Tier 1 (AT1s) 
can swap those AT1s for PBOC bills to get liquidity. Credit spreads tightened dramatically 
while treasury yields decreased and the first month of 2019 showed a solid positive return, 
particularly for High yield. Indonesia, Sri Lanka and Pakistan out-performed as higher beta 
credits led the risk-on rally. 

January also saw a wave of new issuances with some at relatively attractive prices which 
subsequently traded very well in the secondary. As the rally has been fierce, it is likely that 
markets could consolidate around current levels in the short run but ultimately with further 
rate hikes put on the back burner, the grab for yield has gone into full swing.

Asian equity strategy:
We remain constructive on equities. Although we have seen a good return in January of 
2019, valuations still remain within reasonable levels and we expect most of the bad news to 
have already been priced in. Trade negotiations continue as we near the March 90 day truce 
between US and China. The expectation is to have some sort of resolutions but with ongoing 
talks to resolve the wide gulf of differences between the two countries. Earnings seasons 
have kicked off with most results meeting or beating expectations and this will led to more 
fundamental basis to remain invested. 

Macroeconomics wise, we have seen some revision on economic data signaling a slowdown 
in global economic activities. Germany, many years the bastion of European growth, had 
weaker than expected data, blaming Brexit and the slowdown in China. Italian and France’s 
political instability continues. China GDP is also expected to slow down, but this also leads 
to more stimulus with expectation of a slightly higher budget deficit for 2019. US on the other 
hand had some strong employment numbers. All this will lead to some volatility but in the 
end, given the expectations and lower valuations, continual expected growth, even though 
at a slower rate, adds credence to the equity as a choice asset class for now.

FUND PERFORMANCE
For The Financial Period From 1 January 2019 To 30 June 2019
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Fund outlook: 
Asian equities had a good run in the month of January with strong performances from almost 
all markets. After the selloff in the last quarter of 2018, equities recovered nicely giving 
the fund a good boost to performances. In particular, we saw the results of our strategy of 
investing into China. This is on the back of expected increased stimulus coming from the 
government. As mentioned in past reports, valuations were low and the reason to continuing 
deploying cash was very compelling. Cash now stands at 1% and positions were added 
across the region. Global equities also led with the US markets recovering from the huge 
drawdown in November and December. Asia Far East ex japan was up 8.42%, S&P index 
was up 8.01% and Europe, represented by the Stoxx 50 Index was up 5.56%. (Bloomberg, 
USD reference). 

There were four key reasons for the weaker equity market performance in 2018, 
1. US Interest Rate 
2. USD 
3. Trade tension 
4. China internal deleveraging

From the start in 2018, the expectations of rate increases started to expand and the following 
few rate increases affected almost all asset classes. Bonds were re priced lower with the 
yields going up. One of the results of the US federal fund rate increase was the strengthening 
of the USD. This coupled with the increased trade tension in 2018 had caused a selloff in 
Asian equities that led to Asia underperforming developed markets for the greater part of 
2018. Trade rhetoric reached a crescendo during the third quarter with the US threatening to 
imposing tariffs on the entire China exports. China was also deleveraging which was negative 
for onshore assets.

Turn the page to the last quarter and the beginning of 2019, all the four factors remain, but are 
now either stabilizing or reversing.

Federal Reserve chairman indicated a more dovish stance with inflation remaining benign 
for now, implying that there could be a possibility of no rate increases for this year. USD 
has also now reversed and has weakened against most currencies, especially against Asian 
currencies. Trade tension has eased with a 90 day truce and expectation of at least a partial 
agreement. China is now expected to have more market friendly policies as they embark on 
more stimulus.

Combining that with lower valuations, the impetus is to expect better performances from 
Asian assets.
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February 2019
The Fund has about 51.7% in equities, 45.9% in bonds and approximately 2.4% in cash. 

Asian bond strategy: 
With the Federal Reserve (Fed) essentially underwriting risk markets, the grab for yield is 
now in full swing. Risk assets were mostly bid in February and risk premiums seemed to 
have compressed very quickly in a short span of time. 

JACI generated a total return of 0.84% in February 2019. Spreads tightened while treasury 
yields increased. Investment Grade (IG) spreads tightened by 5 basis points (bps) while 
High Yield (HY) spreads tightened by 18bps. China outperformed while most of the other 
countries performed more or less in-line. February continued with January’s pace of new 
issuances and we traded some of these selectively. 

Although the rally has been fierce, in absolute yield term, we are still some way from the 
recent lows. On the macroeconomic front, economic data from the US is still showing a 
resilient picture while in this part of the world, fears of a hard landing in China is also being 
pacified by graduated and targeted easing measures. Baring a complete breakdown in 
the US-China trade talks, market technical would likely continue to be supportive of credit.  
The Fund will continue to stay involved with the new issue pipeline in order to participate in 
the rally.

Asian equity strategy: 
Given the strength of the year-to-date rally, we see good likelihood of a market consolidation 
in the near term. A negotiated settlement regarding trade tensions (a stance we positioned 
funds for in late ’2018 / early ’2019) looks increasingly priced in by markets, albeit the 
extent of the deal may still have potential to surprise investors. Valuations remain attractive 
– although not as compelling as at the turn of the year. What’s less positive was on the 
economic front. Macroeconomic data continues to turn lower – hence the Federal Reserves’ 
dovishness – although not the extent likely to cause recession in 2019. 

Against this backdrop, we stay constructive on risk assets in the near term; though we are 
cognizant that many positives have increasingly been priced in the market, such as the 
China National People's Congress (NPC) meeting which have been concluded in early 
March. The single strongest rerating catalyst – Sino-US trade deal – is still up in the air, 
though we maintain our belief that a deal will be reached. Indeed, recent indications suggest 
that some or all unwinding of US tariffs may be possible, which is far better than the general 
consensus market expectation of a stay in tariffs.
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Beyond the tariffs, we may also start to see signs of China’s economy bottoming in  
the next couple of months. We expect to see sequential improvement following the loosening 
in financial liquidity, while the various tax cuts and other fiscal stimulus will work their way 
into the economy and improve consumers’ sentiments. This will bode well for the rest  
of Asia, which are increasingly dependent on China consumer market for exports beyond 
the traditional semi-finished goods trade. This can help to maintain investment sentiment  
as well. 

The key near term risk is the exhausting of positives as investors seek more catalysts to 
stay invested as global economies beyond China start to slow. The increase political tension 
within US may also present risks to the market as there is increasingly probability of an 
impeachment attempt against Donald Trump, though we see this as a more likely risk in 
second half of 2019. Meanwhile, even as we are increasingly paying attention to signs of 
such, we continue to see market upside outweighing these risks in the near term. While 
Asia valuations have started to creep up with the performance of the markets, they remain 
undemanding, and will likely benefit from policy changes in at least the near term.

Fund outlook: 
Asian equity continued to build on its strength in the month of February, although at a  
slower rate.

Many of the factors that led the January rally carried over into February – namely, progress on 
trade talks between the US and China, fading fears of recession in 2019, dovish commentary 
emerging from the US Federal Reserve, and earnings season which continued to deliver 
earnings growth generally in line, or ahead of expectations.

In Asia, specifically, trade talks between China and US appears to be heading to some 
sort of resolution with both sides signaling positive outcomes form recent meetings. The 
tariff increase due in early March has been pushed back, pending the final outcome, with 
possibilities of even being removed. MSCI has also announced further inclusion of China 
onshore A share markets into their Indices in the near future, which drove interest from 
index managers to increase their weights. Chinese government, recognizing the slowdown 
in their economy has further announced measures to support domestic economy. Besides 
the continued reduction in bank’s Reserve Ratio Requirements, China will also be reducing 
its Value Added Tax by up to 3% for the manufacturing industry. We have also seen stealth 
policies in certain Chinese regions supporting the property markets.
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We have taken a risk-on position and have brought equities to an overweight position. 
Within the equities space, our significantly overweight position in China (>47% of equities 
portfolio), especially in sectors most sensitive to the China Mainland financial markets, such 
HK Exchange, stock brokerages, and life insurers, has helped to give a further boost to the 
Fund’s performance after January’s strong return. Some of the key positions we hold in 
the Fund, such as Ping An Insurance, Haitong International and Citic Securities returned 
between 8.9% and 26.6% for the month of February. Our policy sensitive sector exposure 
have a more mixed result this month after Jan’s strong performance, with infrastructure 
related positions (e.g. railway and port construction) doing very well, while property lagged. 

What worked less well for us this month was our significant position in Singapore REITs. 
This performance of this sector was a lot more muted in February after the superb return in 
January, with market having fully digested the dovish Fed stance. Many REITs are now in a 
historically high level, with yields compressed to a level that are increasingly less attractive. 
We may be inclined to trim some positions off this sector, though with no major interest rate 
risk in the near term, we will be measured in our pace, balancing the requirement between 
maintaining attractive portfolio yields and funding of new investment ideas. 

We have started to increase our covered call option writing towards the latter part of February 
as the market continues to march north. Option premiums are still attractive despite lower 
volatility, with annualized option premium yielding between 7% to 18% on the calls that we 
have written. We currently have close to 15% of the equities position written in call options. 
With our expectation of a continued robust showing in equities market towards end March, 
we will likely stay measured in buildup of the covered call coverage – unlikely to exceed 25% 
– so as to allow the best possible upside potential. We will evaluate the market condition 
in early April to appraise the need to step up call option writing significantly – usually most 
optimal in a sideways trading market.

Meanwhile, corporate bond market benefited from the increased risk appetite as tighter 
credit spreads offset a late rise in US treasury yields towards the end of February. On a 
year to date basis, Asian Market Investment Grade corporate bond spreads compressed by 
-26bps to 206bps, while Asian Market High Yield corporate bond spreads shrank -112bps to 
485bps. Meanwhile, the benchmark US 10 year treasury yields widened by 9bps towards the 
last week of February. A more relaxed Fed would be positive for emerging market assets, as 
trends of fund outflows reverse while government fiscal and monetary positions are no longer 
strained by the widening interest rate differentials. With a constructive view on emerging 
market assets coupled with our belief that US rates could soon peak, we will continue to 
move our Investment Grade bond holdings closer towards a neutral stance while maintaining 
an overweight position in High Yield bonds. We will also look to bring our duration closer 
longer than the current 3.0 years’ performances from Asian assets.



8

PACIFIC ASIAN INCOME FUND

March 2019
The Fund has about 50.9% in equities, 48.3% in bonds and approximately 0.7% in cash.

Asian bond strategy: 
US Federal Reserve (Fed) and European Central Bank (ECB) were dovish in their March 
meeting as the Fed changed their forecast to no hikes for 2019 (versus previously 2 hikes) 
while ECB pushed back their forward guidance on rate increases to end of 2019 (versus 
September 2019). The central banks also signaled the end of quantitative tightening with the 
Fed announcing that balance sheet shrinking will start to slow in May while ECB announced 
a new long term refinancing operation (LTRO) package to continue its cheap funding for 
European banks.

The decline in treasury yields was accompanied by credit spread compression as investors 
were emboldened to reach for yield. High yield outperformed with the frontier sovereign 
credit leading the gains.

The rally year-to-date has been very strong with the first quarter of 2019 showing one of the 
best performances in history. We anticipate that returns going forward will be determined 
more from carry rather than spread compression. The Fund will continue to participate in the 
new issue pipeline should good opportunities present themselves. Issuers are now looking 
to raise longer term money and with the Fed perceived as being on hold, we may look to 
lengthen duration in line with market activity.

Asian equity strategy: 
While our significant overweight in China, especially in policy and market sensitive sectors 
such as properties and life insurers have helped in the Fund performance, our sizeable 
exposure to REITs has also helped to provide a steady performance in the month of March 
2019. Much of the market interest in REITs came from falling interest rate expectation and 
the flat/inverted yield curve, though we are now taking the view that the rerating of REITs 
has been a little excessive. As mentioned in the previous update, with yields of some REITs 
being compressed to an unattractive level, we will be progressive trimming exposure to this 
sector in the near term.

The year to date broad based rally has seen equity valuations shift from being “cheap” to 
more “fairly valued”. Compared to the start of this year, we are now relatively less bullish, 
as some of the catalysts that we anticipated earlier have materialized and risk-reward has 
shifted. We believe that the rerating of Asian equities is incomplete, with Sino-US trade deal 
and indication of China’s economic bottoming as the strongest remaining catalysts. It hence 
makes sense to stay invested.
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As more positive news is coming out from China, this market is likely to remain as the 
single biggest country exposure in the portfolio. We are however likely to continue to step 
up covered call exposure on Chinese equities over the next couple of months in order to 
harvest its attractive option premium. The option premium will also help to mitigate market 
drawdown, though we believe such correction will be limited as long as the Chinese 
government continues to stay supportive in its policies. The key risk is ironically a strong 
and above-expectation rebound in economic activities, which we do not foresee in the very 
near term. 

We are also recycling some capital from the top slicing of REIT positions into other sectors 
which are offering relatively better risk-reward opportunities. One of such sectors would be 
property sector in Singapore, which may benefit from a surprise reversal in capitalisation 
rates as well as mergers and acquisitions activities. 

The next couple of months are likely to be exciting with many key milestone events unfolding. 
We will stay vigilant and make the relevant adjustments when necessary to help defend and 
grow the assets of Fund.

Fund outlook: 
Relative to first 2 months of the year, Asia market put up a more muted 0.89% performance 
in the month of March. One of the most important news in the month was the abrupt policy 
shift from the Federal Reserve to hold interest rates for ‘some time’. This resulted in a plunge 
in 10 year treasury yields and the market turning more anxious of a likelihood of recession 
risk in the near future. The concern was compounded by Germany’s lackluster Purchasing 
Managers' Index (PMI), which some investors saw as a confirmation of a likely global 
economic slowdown. 

However it was not all negative, as the holding back of interest rate decision suggests 
that market liquidity situation is likely to be friendlier than earlier thought. A pause or even 
reversal in US interest rate environment may put a lid on the strength of USD, which was 
one of the key dampeners for Asian financial assets in 2018. We also saw some encouraging 
developments in Sino-US trade negotiation towards the end of the month, which helped to 
negate some negative sentiments. The result of this was a reversal of early losses, with Asia 
market returning a slide positive by the end of the month.
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It would be interesting to relate back many of these developments to the same monthly 
piece that we wrote at the beginning of the year. In that update, we highlighted that we 
were constructive of the market despite the prevailing widespread pessimism then, as the 3 
key elements leading to the market sell down in in 2018 - US interest rate, USD and trade 
frictions – are likely to turn around in 2019. 

This is now happening, and the result is a tremendous recovery in Asia assets, with 
Asia posting one of its strongest performances in this quarter. The question however, is 
whether has this been fully factored in, and if there are other catalysts that could drive the  
market further. 

We believe that the market has priced in significant level of positives, especially on central 
banks’ dovishness. With significant distortion from the liquidity created from Federal 
Reserve’s Image result for quantitative easing (QE) measures since the Lehman Crisis, we 
have reservation towards the information value of the inversion in US Treasury yield curve. 
However it is indicating that the market now has very little expectation of interest rate risk for 
the rest of this year. Increasingly, not only is the market not expecting any interest rate hike 
for the rest of the year, it is on the contrary expecting an interest rate cut by the end of 2019, 
as indicated by the Fed Fund probability chart. 

On the other hand, we do not think that the positive impact of the potential Sino-US trade 
deal has been fully factored in the market. While we believe that the market is increasingly 
gravitating towards our long-held belief that there would be a trade deal, expectation of the 
extent of this deal is highly diverse, given much iteration involved. At this juncture, we believe 
that a partial or complete removal of the tariffs that US had imposed earlier is likely to excite 
the market. Indication of full resolution of some of US key demands, such as protection of 
intellectual properties and further opening up of the Chinese market is also likely to excite 
the market and provide some optimism towards a longer term resolution. 

What could potentially surprise the market further are signs of economic stabilization in 
China. In the last weekend of March, China PMI surprised on the upside with a stronger than 
expected reading of 50.5. With strong governmental support in both fiscal and monetary 
policies, coupled with early signs of credit expansion, we expect Chinese economy to bottom 
within the next 2 quarters. The common concern however is whether this would lead to the 
Chinese government withdrawing its stimulus quickly. We do not think so. We believe any 
withdrawal is more likely when the economic revival is firmly entrenched in the final quarter 
of the year, and will be gradual, given its fragile and complex relationship with the US. What 
this means is that Chinese policies are likely to stay supportive in the near to medium term. 
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While policies are supportive, we note that the strong market has lifted the valuation of 
Asian markets slightly above long-term average. Earnings growth and sustainability will be 
increasingly more important as we progress beyond policy supports.

We have been fully engaged in equities, and will likely to stay engaged in the near term given 
the supportive macro environment. As mentioned in the previous update, we may turn more 
cautious when there is more indication that we are near to the resolution of the Sino-US 
trade deal, especially if this result in market euphoria.

Meanwhile, we have been measured in the building up of the covered call component, 
progressive adding exposure as the market grinds higher. Total call option written is now 
approximately USD48million, or close to 14% of the equities portfolio, similar to that of the 
previous month, though this includes some new options written after some has expired 
during the month. We believe that this gradual approach helps to achieve the best balance 
between capturing further market capital upside, while generating additional income for the 
Fund. Option premium remain very attractive. Over the last 3 months, we have been able to 
carve out annualized option premium of 7% to 18%, which is highly supportive in achieving 
the yield that we are targeting.

April 2019
The Fund has about 48.5% in equities, 48.0% in bonds and approximately 3.5% in cash.

Asian bond strategy: 
Credit spreads continued to tighten in April as treasury yields rose. Returns in April were 
more muted after a torrid first quarter. Major central banks around the world continued their 
dovish guidance in April with the exception of China where the authorities seemed to be 
signaling a slight shift in their policy to a more neutral stance from an easing bias previously. 
That took the wind out of China related assets albeit marginally as economic data showed 
signs of improvement around the world.

Indonesian credits were well bid going into the Indonesian elections but there was some 
profit-taking after the election. The rest of the markets traded without much conviction.

The Fund will continue to deploy cash from maturing bonds into the new issue market. 
Duration may lengthen somewhat given that corporates are looking for longer term funding 
and we expect US base rates to stay range-bound. Return going forward will likely accrue 
from carry.
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Asian equity strategy: 
Macroeconomic data does in general support a thesis that conditions are starting to stabilise. 
A trade war agreement is increasingly being priced in by markets, to the extent that valuations 
are no longer as attractive as at the start of the year. We still do not see recession fears as 
imminent enough to warrant turning bearish at this point in the cycle. Accordingly, we remain 
engaged in equities, albeit, with an increasingly cautious tilt given the year-to-date rally. 
China’s surgical stimulus has helped, it did not need a general wide spread stimuli that could 
lead to excesses in the future or increased debt. We should remain engaged selectively in 
equities with the current tilt toward companies with good quality earnings offering dividends 
as a cushion to potentially more expected volatility.

Fund outlook: 
Equity markets continued to grind higher in April with the US (+3.8%) and Europe (+3.1%) 
leading the way. Asian (+1.5%) and Japanese (+1.3%) were also higher for the month (all 
returns in USD terms). Factors driving equity remain broadly similar from prior months, 
namely; stabilising macroeconomic data, solid corporate earnings, reasonable valuations 
and a growing likelihood of a Sino-US trade deal (which is increasingly being priced in by 
markets). Equity markets in Asia have done well for the first 4 months of the year. 

Asian markets, likewise, continues to remain strong for the month, with corporate results 
mostly better than expected. China’s manufacturing Purchasing Managers Index came in 
slightly lower at 50.1 in April vs 50.5 for the previous month. Although this is lower, it is still 
positive and bodes well with our view that markets are still viable for now. We have to remain 
vigilant for any signs of increased volatility; this is especially so given the strong performance 
in the first 4 months of the year. Valuations are not expensive but no longer as compelling 
as at the start of the year.

Given the dovish expectation in the US Federal Reserve Fund rates, there was little impetus 
to raise rates in Asia, leaving regional central banks with the possibility of even reducing 
rates. Trade related issues will remain as one of the biggest swing factor the world will be 
watching, given the significant effect on global trade and flows. The low volatility we are 
seeing could come to an end if the tension between the two nations escalates. China does 
possess sufficient remaining armory of fiscal and monetary policies which it could use if so 
needed. Overall we feel there should be some sort of agreement eventually.

Some of the notable events that have happened were elections in both Thailand and 
Indonesia. Thailand’s election in late march, being one of the most watched, after being 
under military rule since 2014. The final results are expected to be known soon. In similar 
fashion, Indonesia had their general election with the incumbent expected to remain having 
garner the majority of votes, while the opposition is calling for an investigation to data 
irregularity during vote counting. Markets were relatively well behaved during these election 
times, giving investors more confidence in the political regime in the region.
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Meanwhile, we have been maintaining call option coverage at approximately 15% of the 
equities portfolio over the last month; this was done by replenishing some of the expired 
options. We have not scaled up the option coverage significantly as the increasing market 
optimism appears to be paying very low consideration for potential risks. The coming month 
is likely to be challenging as we are nearing a deal between US and China; this is also likely 
going to be the most risky stage with most sides poised to posture ahead. At this juncture, 
we prefer to leave the shares unencumbered and stay tactically nimble.

May 2019
The Fund has about 51.4% in equities and 48.6% in bonds.

Asian bond strategy: 
May 2019 was a volatile month for risk assets as US-China trade talks turned increasingly 
belligerent. The bigger surprise was the threat of tariffs on Mexico if it does not stop the flow 
of immigrants. The linking of non-trade issues to tariffs despite already having negotiated a 
deal with Mexico suggests that the US administration may treat everyone and every issue as 
fair game whilst playing to the electoral gallery. The flight to safety was swift and this sparked 
a sharp rally in US 10year treasury. Credit spread widened slightly but this was cushioned 
by the drop in base rate and Asian Credit, particularly Investment Grade, had a very  
positive month.

Asian equity strategy: 
While escalating Trade War tensions undermine global growth expectations, there is a  
few reasons why we stay broadly engaged in equities at around neutral levels. Firstly, 
valuations are reasonable. Secondly, while any trade agreement with China looks increasingly 
unlikely ahead of the June G20 meeting, some form of negotiated settlement does form a 
reasonable base case over a longer time frame. Thirdly, a US recession looks like a low 
(albeit increasing) probability event over the next 12 months, and finally a more dovish US 
Federal Reserve has signaled a vow to fuel growth if required with Chairman Powell saying it 
would “act as appropriate to sustain the expansion” amid the economic impact of escalating 
trade wars – indeed Fed fund futures are now pricing in a high probability of US rate cuts by 
the end of 2019.

Fund outlook: 
Equity markets sold off in May 2019, largely on the back of escalation in Trade War tensions, 
with President Trump the main aggressor. Mexico was the latest country in Trump’s trade 
cross-hairs (in an attempt to curb illegal immigrants crossing the US / Mexico border). Asian 
markets sold off most aggressively (-8.5%) for the month, with other regions also down US 
(-6.3%), Europe (-5.2%) and Japan (-6.4%) (All Bloomberg sourced: in USD terms). 
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Whilst trade tensions are undermining sentiment, there are positives within the US. Namely, 
labour and wage data remain strong – at 3.6%, US unemployment is the lowest in 49 years, 
while US consumer sentiment is at a 15-year high.

Underperforming sectors in the US for the month were Macroeconomic / growth sensitive 
Energy & Materials as well as Information Technology (due to both Trade War and regulatory 
headwinds). Interest rate sensitive / defensive sectors (Real Estate, Utilities, and Health 
Care) were the best performing sectors, as the 10-year Treasury Yield fell from 2.84% to 
2.48% over the month – a fall which casts question marks over future growth rates. 

Mixed data points continue to emerge from the Eurozone. Eurozone investor sentiment rose, 
as recession fears faded, despite the European Commission cutting 2019 growth forecasts 
to 1.2% (mainly driven by Germany which was revised from 1.1% to 0.5%) – a combination 
of as slowing global economy, unresolved trade disputes and “exceptional weakness” in 
manufacturing. With that said, Europe may outperform expectations, with cyclicals pricing in 
near zero-gross domestic product growth, and European earnings revisions outperforming 
global equities on the whole. 

In China, the manufacturing purchasing manager index (PMI) fell from 50.1 in April to 49.4 in 
May – marking the briefest period of PMI expansion since 2008. The fear of China slowing 
down even more has become apparent with expected negative effects from the tariff increase 
and potentially further tariffs for the remaining of China’s exports to the USA. There is some 
glimmer of hope with some emerging countries that may actually benefit from trade tensions. 
The smaller economies of Vietnam, Thailand and the not so small Indonesia may benefit as 
exporters move their manufacturing outside of China.

For the Pacific Asian Income Fund, slight tactical shift in asset allocation helped to buffer the 
steep sell off in Asia. During the month, fixed income floated to about 51% and equities down 
slightly to 49%. Some rotation away from China, which bore the brunt of the equity sell down. 
We had quite a few written call options that up to April were expiring in the money. For the 
month of May, we saw the reverse where written call options were expiring out of the money, 
thereby retaining the underlying shares. As at the end of May, we had 11 outstanding written 
call options spread across to the end of July. We have not written any new calls, as we want 
to be able to sell the holdings if need be.

One of the upside of increased volatility is the increased premium paid for written calls. With 
that in mind, we should see more call options being written soon, especially once we see 
less negative news.
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June 2019
The Fund has about 50.0% in equities, 48.5% in bonds and approximately 1.5% in cash. 

Asian bond strategy: 
June 2019 would mark the month when central bankers in the developed markets such 
as the US Fed and the European Central Bank (ECB) pivot to an easing stance with more 
discussion about potential rate cuts as insurance against further decline in growth due to 
trade uncertainties. The US 10-year Treasury yield breached the 2% level during the month 
and credit spread tightened in. The Asian credit markets resumed its rally after correcting 
somewhat in May 2019. The new issue pipeline remains strong and well supported 
by demand but valuations are looking a little stretch again. We will continue to focus on 
maintaining good carry.

Asian equity strategy: 
Asian equities continued to improve in the month of June 2019 adding some good 
performances to the Asian Income Fund which benefited from the price action. While trade 
tensions undermined sentiment in the middle part of the second quarter, the market started 
to rally in advance of the G20 summit in Osaka at the end of June 2019 – an event that saw 
Presidents ‘Trump and Xi’ agree to restart trade negotiations with the final round of US tariffs 
put on hold indefinitely. This reassured markets, with the S&P 500 hitting record highs in the 
immediate aftermath of the summit. 

Despite trade war concerns ameliorating (for now), macroeconomic data is starting to 
moderate from previously high levels. This has caused Federal Reserve Chairman Jay 
Powell to signal to markets that the central bank may cut interest rates if required, despite 
what he described as “solid fundamentals” supporting continued growth. Powell suggested 
that an ounce of prevention is worth more than a pound of cure. Low ongoing inflation 
globally makes insurance cuts a valid lever for Powell to use if required, which would be 
supportive to equities, at least in the near term. In the US, Institute for Supply Management 
(ISM) manufacturing data fell to 51.7 in June 2019. The lowest level in over 2.5 years, 
although still in expansion territory – unlike most other key global regions. Financials and 
Information Technology were the strongest sectors in the quarter, whilst Energy (-5%) was 
the only sector not in positive territory – given global growth concerns as well as supply / 
demand imbalances.

In Asia, China's manufacturing sector fell in June 2019, with the Caixin-Market manufacturing 
purchasing manager‘s index falling to a 5-month low of 49.4 in June 2019 (form 50.2) in May 
2019 – falling below the 50 point level that separates expansion from contraction. Despite 
this, Asian equities rallied strongly into the quarter end – a function of cheap valuations 
relative to the rest of the world, and the anticipation of the trade war truce which was 
delivered at the G20 meeting. Easing Dollar strength and potential of policy support have 
helped drive equities.
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For the Fund, the number of call options written continues to drop. Currently there are seven 
call options written and this is done in design. During markets that are performing well, we 
do not want to lose the upside capital appreciations. One positive during volatile months is 
the premium received increases to compensate for it. We will continue to look for levels to 
write more calls.

Fund outlook: 
Whilst cognizant of slowing manufacturing data globally, wages, services, and consumption 
are holding up well. With an easing of trade war concerns, and US recession not being our 
base case on a 12-month view, we feel it is premature to call time on the bull market at this 
juncture. The potential for lower US rates signaled by Jay Powell, helps protect the downside 
in equities in the near term, whilst strong employment and wage data, supports our view that 
US recession is unlikely on a 12-month view. 

The US-China trade truce, lower rates, easing dollar strength, form a more supportive 
growth environment for Asian equities, Further, Chinese policy makers still have the will and 
the tools to support economic growth via policy measures if required. Potential beneficiaries 
of this environment include in China include companies exposed to domestic consumption, 
infrastructure and construction. 

Despite our call to remain fully invested in equities, we do also retain cash in portfolios – and 
therefore have capacity to deploy into compelling opportunities as they present. As ever, we 
retain quality and dividend biases in equity holdings which should help portfolios weather 
any coming volatility.
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Collective Investment Scheme:
Lion Capital Funds II — Lion-Bank of Singapore
    Asian Income Fund USD Class C

Cash And Liquid Assets

  98.72%

   1.28%
100.00%

Fund Returns

Asset Allocation

Pacific Asian Income Fund Benchmark
Total Returns

Income Distribution

Gross distribution per unit

Net distribution per unit

NAV per unit
(as at 28 June 2019)

Pacific Asian Income Fund
0.70 sen (31.1.2019: 0.70 sen

           30.4.2019: - sen)

0.70 sen (31.1.2019: 0.70 sen
           30.4.2019: - sen)

RM0.9744

As At
30 June 2019

Source: Lipper, Bloomberg

1.1.2019 to 31.3.2019

1.4.2019 to 30.6.2019

1 Year's Period
(1.7.2018 to 30.6.2019)

Financial Year-To-Date
(1.1.2019 to 30.6.2019)

Since Launch 
(12.1.2017 to 30.6.2019)

6.75%

2.13%

6.18%

9.02%

4.34%

7.09%

2.38%

6.90%

9.63%

11.68%



18

PACIFIC ASIAN INCOME FUND

        
27,623,254 

80 
 55,860 

 347,564 
 28,026,758 

  36,459 
 8,530 

 44,989 

 27,981,769 

29,524,252 
 (1,542,483) 
 27,981,769 

 28,026,758 

 28,720,247 

RM0.9743 

UNAUDITED STATEMENT OF FINANCIAL POSITION
As At 30 June 2019   

Assets     
Investments
Interest receivable
Other receivables
Cash and cash equivalents
Total Assets

Liabilities
Amount due to Manager
Other payables
Total Liabilities

Net Asset Value Of The Fund

Equity
Unitholders' capital
Accumulated losses
Net Asset Value Attributable To Unitholders

Total Equity And Liabilities

Number Of Units In Circulation (Units)

Net Asset Value Per Unit

2019 
RM 
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Investment Income 
Gross dividends from financial assets at fair value
    through profit or loss 
Interest income 
Net loss on investments
- Financial assets at fair value through profit or loss
-  Foreign exchange
Net unrealised loss on changes in value of
    financial assets at fair value through profit or loss  
        
 
Expenses
Audit fee
Tax agent's fee
Manager's fee
Trustee's fee
Administration expenses    

Net Income Before Taxation
Taxation
Net Income After Taxation
    
Total Comprehensive Income

Total Comprehensive Income 
    Is Made Up As Follows:
Realised loss
Unrealised income

UNAUDITED STATEMENT OF COMPREHENSIVE INCOME
For The Financial Period From 1 January 2019 To 30 June 2019

          

  904,538 
 

13,669 

(288,802)
 (971,745)
3,761,667 

3,419,327 

 3,819 
 1,240 

 141,372 
 6,791 
 8,120 

 161,342 

3,257,985
 - 

3,257,985

   3,257,985

 
  (503,682)
3,761,667 

  3,257,985

1.1.2019
to

30.6.2019
RM



20

PACIFIC ASIAN INCOME FUND

This page has been left blank intentionally.





        
       
       
       

Growing Together 

PACIFIC MUTUAL FUND BHD (336059-U)

A member of the OCBC Group

1001, Level 10, Uptown 1, No. 1 Jalan SS21/58, Damansara Uptown, 47400 Petaling Jaya, Selangor 
Tel: 03-7712 3000  Fax: 03-7712 3001  
E-mail: customercare@pacificmutual.com.my  Website: www.pacificmutual.com.my

INSTITUTIONAL UNIT TRUST ADVISER
OCBC Bank (Malaysia) Berhad (295400-W) Tel: 1300 88 7000

Our IUTA may not carry the complete set of our Funds. Investments made via our IUTA may be subject to different terms and conditions.

INVESTORS ARE ADVISED TO PROVIDE UPDATED PERSONAL DETAILS TO PACIFIC MUTUAL
ON A TIMELY BASIS. YOU MAY UPDATE YOUR DETAILS VIA OUR E-SERVICE AT 
www.pacificmutual.com.my OR CALL 03-7712 3197 | E-MAIL customercare@pacificmutual.com.my

To reach out for excellence,
to persevere, to mutually trust
and support.  

That’s the essence of
growing together with
Pacific Mutual
for a brighter future. 


