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EQUITY MARKET REVIEW & OUTLOOK – SEPTEMBER 2008

MMOONNTTHHLLYY  KKLLCCII  CCHHAARRTT  ––  SSEEPPTTEEMMBBEERR  22000088

KKEEYY  IINNDDIICCEESS  PPEERRFFOORRMMAANNCCEE

Index Performance

 31/12/07  30/09/08 M-O-M YTD

Malaysia

  - KL CI 1,445.03 1,018.68 -7.4% -29.50%

  - KL Construction 313.04 180.88 -8.1% -42.22%

  - KL Finance 10,905.30 8,252.38 -7.0% -24.33%

  - KL Plantation 8,089.30 4,853.55 -16.0% -40.00%

  - KL Property 1,035.66 620.56 -6.7% -40.08%

  - FBM Emas 9,810.83 6,755.91 -8.0% -31.14%

  - FBM Second Board 6,732.35 4,978.83 -4.6% -26.05%

Malaysia (KLCI) 1,445.03 1,018.68 -7.4% -29.50%

Singapore (ST Index) 3,482.30 2,358.91 -13.9% -32.26%

Hong Kong (HS Index) 27,812.65 18,016.21 -15.3% -35.22%

China (SSE) 5,261.56 2,293.78 -4.3% -56.40%

S. Korea (SC) 1,897.13 1,448.06 -1.8% -23.67%

Japan (Nikkie225) 15,307.78 11,259.86 -13.9% -26.44%

US (DJIA) 13,264.82 10,850.66 -6.0% -18.20%

  EEQQUUIITTYY  MMAARRKKEETT  RREEVVIIEEWW

Global equities suffered one of the worst month since the 1997 Asian Financial crisis. The US financial market stormed
the world with one after another banks crackdown, with the latest addition of Lehman Brothers’ bankruptcy and bailout
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of AIG. The US market plunged 778 points in its worst ever daily loss following the rejection of the US$700bn financial
rescue plan at the end of Sept. Similar disasters were across the world as major indices came crashing.  The Kuala
Lumpur Composite Index (KLCI) extended its losing streak for the 5th  consecutive month. Once again, the bellwether
closed marginally above the crucial 1,000-point psychological support level despite touching an intra-day low of 963
points during the month.  The KLCI shed 7.4% to close at 1,018.68 points in September. The broader market, FBM Emas
index slipped 8.0%, underperforming the KLCI.

In September, commodity prices plummeted further from the losses in August. Crude oil prices dipped below US$100
during the month continued its downward trend but managed to recoup slightly to settle at US$99.97/tonne. Similarly,
CPO prices slid further and settled marginally above the RM2,000 threshold at RM2,065 at end-September.

On political scene, Malaysia’s main ruling party postponed its election until March next year while Prime Minister
Abdullah Badawi has agreed to step down before the planned 2010. The climax on domestic political scene during the
month was definitely the ISA detention of an opposition politician, a prominent blogger and a journalist.

Local corporate developments witnessed the scrapping of the windfall profit levy and suspension of power purchase
agreement negotiations with IPPs pending a comprehensive study. In September, several privatisation plans were
announced, namely VADS, Metrod, M3nergy, ASB Cap, TH Group  and IJM taking its’ 63.4% own subsidiary,
Industrial Concrete Products private.  After a long debate over the controversial purchase of Bank Internasional Indonesia
(BII), Maybank finally agreed to the acquisition of a 55.6% stake in the former at a reduced price of RM4.26bn, a
discount of RM758.9m from the initial price tagged.

EECCOONNOOMMIICC  RREEVVIIEEWW

The US real GDP growth for 2Q08 was weaker than initially estimated. It expanded by an annualised rate of 2.8%,
compared with +3.3% initially estimated and +0.9% in the 1Q. Consumer spending and export growth was weaker than
initially estimated.

The ISM PMI index for the manufacturing sector fell to 49.9 in August, from 50.0 in July after holding up in the previous
two consecutive months on account of a moderation in production and suppliers’ delivery. However, the PMI index for
non-manufacturing activity rebounded to 50.6 in August, from 49.5 in July after two consecutive months of decline.
Despite the improvement, export orders, backlog of orders and employment fell deeper during the month.

August unemployment rate surged to 6.1% of total labour force, hitting the highest level in 5 years. Similarly, non-farm
payrolls fell by 84,000 in August compared with a decline of 60,000 jobs in July. This was the eighth straight month of
decline in jobs. As it stands, the retrenchment in both services and manufacturing industries continued to deteriorate.

Retail sales fell by 0.7% m-o-m in August, the first decline in six months, on the account of drop in sales of electronic
products, building materials, clothing and general merchandise.

On the housing side, existing and new home sales fell by 2.2% and 11.5% m-o-m respectively in August, after a positive
increase in July. Despite that, both sales figures fell by a smaller magnitude, indicating that it may be bottoming out. As it
stands, the supply of existing and new home sales remained high, averaging 10 months of stocks in August. Similarly, the
S&P/Case-Shiller housing index tumbled to a record of 16.3% y-o-y in July. Although the decline is at a slower rate,
signs of bottoming are still ambivalent.

On a brighter note, the August PPI fell by 0.9% m-o-m in August, compared with +1.2% in July. This was attributed to a
decline in energy prices, while food prices remained stable. Y-o-y, the producer price index moderated to 9.6% from
+9.8% in July. Evidently, August CPI also eased from a 17-year high to 5.4% y-o-y in August, alleviating inflationary
pressures.

Following the fallout of GSEs, Lehman and AIG, central banks around the world concerted to intensify cash injection
into financial market to abate tightening liquidity during the end of September. Banks are hoarding cash and are still
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reluctant to lend to each other despite the low interest rates. The slashing of rates has failed to stabilise the market and the
Fed maintained the rates at 2.00% for the third straight time.

In an unprecedented move, the Treasury and Fed proposed a US$700bn Troubled Asset Relief Programme (TARP) to
free up illiquid assets held by financial institutions resembling the Resolution Trust Corporation (RTC) setup during the
S&L crisis. However, with election hovering, TARP was shot down by congress which was perceived as a waste of
taxpayers’ money. But, the Treasury and Fed revised package was subsequently approved by the Congress.

Back to the local scene, 2Q08 current account recorded a substantial surplus of RM37.0bn from RM23.8bn during 1Q
due to higher exports of manufactured goods and commodity products. On the other hand, the financial account notched
an outflow of RM12.3bn, a reversal from an inflow of RM25.7bn during 1Q, which was caused by an outflow of foreign
portfolio funds, given that the ringgit has depreciated against the US$. Consequently, 2Q BOP recorded a smaller surplus
of RM26.2bn compared with a surplus of RM48.9bn in the 1Q, which brings the overall 1H BOP surplus balance of
RM75.2bn, compared with RM49.4bn in the corresponding period of 2007.

July saw export growth accelerated further to 25.4% y-o-y, from +18.6% in June. This was attributed to a rebound in the
exports of electronic & electrical (E&E) and non-E&E manufactured products aided by the pickup in demand from
China, Japan and ASEAN. As exports outpaced imports, trade surplus widened to RM14.5bn from RM12.9bn in June
and rose to RM82.0bn for the first seven months of 2008.

However, July’s IPI moderated to 1.8% y-o-y from +2.2% in June which was the third straight month of slowing down
led by a sharp contraction in manufacturing. Likewise, electricity output eased to 1.3% y-o-y from +3.5% in June due to
tariff hike. However, mining output turned around to grow by 3.1% after two months of contraction due to increase in
crude oil production.

Inflation rate held up at a 26-year high of 8.5% y-o-y in August, the same rate of increase as in July. Nevertheless,
inflation rate increased at a slower pace of +0.2%m-o-m compared with +1.1% in July. This was due to slower increases
in food & alcoholic beverage prices.

EEQQUUIITTYY  MMAARRKKEETT  OOUUTTLLOOOOKK  &&  IINNVVEESSTTMMEENNTT  SSTTRRAATTEEGGYY

From a macro perspective, the US economic data is displaying signs of an inevitable slowdown. The depressed housing
market issue has now led to a liquidity crunch globally. Confidence has severely dented following the collapse of
Lehman and bailout of AIG. The fear of more failures of banks and other financial institutions has severely affected
investors’ confidence.  Even financial institutions are hoarding cash and refuse to lend to each other.

As the subsequent approval of the revised TARP proposal of US$700bn bail out scheme did not seem to be sufficient to
prevent cascading erosion of confidence, Fed and other major central banks will need to prescribe more power medicine
to reduce the financial fever before the crisis deepens further causing the rescue to be more costly. The Fed and several
foreign central banks have begun to cut interest rates concurrently to save the global economy.

With falling crude oil prices, global inflationary pressure is gradually trending lower.  In addition, given the intertwined
relationship among currencies, commodities, fixed income and equities markets, an appreciating US$ supports the case
for an extended pullback in commodity prices, which potentially diverting fund flows to US$-denominated financial
assets and hence exodus of hedge funds from Asia Pacific markets.

In view of the vague visibility and increased volatility in global markets, capital preservation will be the core objective
for the immediate future. In line with this, the funds shall maintain a cautious and defensive strategy.
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FIXED INCOME REVIEW & OUTLOOK – SEPTEMBER 2008

FFIIXXEEDD  IINNCCOOMMEE  RREEVVIIEEWW

For the month of September, the RAM Quantshop All MGS Index returned 0.56%, the same return as for August 08.
The short, medium and long MGS Indices returned 0.40%, 0.30% and 0.97% respectively during the month.

Local bonds rallied despite 27-year high August CPI of 8.5% due to the decreased likelihood of rate hike by BNM,
falling crude oil prices and the slower global economic growth outlook arising from US financial crisis.

At month-end, MGS yield curve bull-flattened with long-end yields dropping especially for the 10yr MGS.  Similarly,
IRS versus MGS spreads compressed to less than 10 bps.

Sentiment on the PDS market improved as government withdrew windfall tax on IPPs and on slower PDS supply for the
rest of the year.  However focus is still on high grade corporate bonds.

FFIIXXEEDD  IINNCCOOMMEE  OOUUTTLLOOOOKK  &&  SSTTRRAATTEEGGYY

In US, further deterioration in the credit market and its drag on housing spending and the broader economy forced Fed to
cut rates by 0.5% to 1.5% before its next meeting on 29 October 08. Market is expecting another cut of 0.25% in the
coming meeting.

In support of Fed effort and to make the monetary policy more effective, several central banks also cut interest rates at
the same time. Hopefully this unprecedented concerted effort can slow down the plummeting markets.  Not only is the
equity markets are falling, commodities and currencies also came under massive selling pressure.

On the domestic front, Malaysia is unlikely to ease monetary policy but global rate cuts will have positive impact on
local bond market sentiment in terms of interest rate cycle outlook.


