
The welter of bad economic and corporate news is still overwhelming. Last quarter’s 
initial corporate earnings are as bad as expected but mostly discounted. Share prices 
also seem to be discounting both additional corporate refinancing risk and a 
deterioration in asset values. Though the returns are more commensurate with the risks, 
on-going uncertainty stands in the way of any near term rally, we believe.  Attention is 
swinging towards the 2010 forecasts - confidence in these may be the catalyst.

United States
• The administration’s revamped bailout plan failed to inspire confidence falling painfully 

short on critical details; there was no firm plan on dealing with the banks’ toxic assets 
and solving the housing crisis.  A start, undoubtedly, but more is needed.

• With the economy in limbo, the focus is on corporate earnings. There is good news. 
Further reductions in both the 2009 and 2010 non-financial profits forecasts are taking 
place. Even in the consumer discretionary sector, forecasts are being slashed to match 
recent declared earnings levels, but this process still has some way to go.

• During the last four recessions, equities stopped falling some 3-4 months on average 
before each recession “officially” ended.  But, this timing is only determined with hind- 
sight. In the interim, deeply discounted high-yield bonds seem a good proxy for equities

Europe
• Equity markets have been trading in a relatively narrow range amid the barrage of grim 

economic and corporate news. But the more measured negative market reactions lately 
suggest a recognition of the extent of deep discounting that is already in place. 

• Many Eurozone markets continue to offer value; Russia and Turkey stand out. 
Nonetheless until a clearer picture emerges from the US, the high correlation between 
the two regions will continue to prove a sentiment spoiler.

• Eurozone continues to face stiff challenges.. The severe downturn and credit supply 
constraints led to Bank of England lowering rates to a record low of 1%. The ECB 
maintained rates at 2% but did not rule out possibility of further cuts in the near term.

Japan
• Japan’s economy is estimated to have shrunk by more than an annualised 10% last 

quarter following a severe collapse in exports and production. A spate of downward 
corporate earnings revisions have also spooked investors.

• Although market sentiment remains at rock-bottom, there are many healthy companies 
with high levels of cash on their balance sheets and strong ongoing cashflows.  These 
should be able to withstand the current slowing global growth environment.

• Yet investors should not ignore the dividend yield stocks. The average dividend yield 
on the Nikkei is 2.5%; a three month bank deposit earns at best 0.6%. Those 
companies with good dividend payout ratios well covered by cashflow should see 
increased investor interest.   

Bonds
• With the economic news still dismal, any improvements in corporate bond prices hinges 

on the gradual thawing of credit markets. The yield curve has steepened, swap spreads 
continued to normalize, and issuers have been able to tap the market in large volume.

• There is value to be found in corporate bonds as most appear to have more-than- 
adequately discounted a worst-case scenario. Moreover falling global inflation and 
declining interest rates is setting the stage for a comeback. 

• The US high yield new issue market has started to show some strength. Issuers are 
finding many willing buyers for higher quality credits. With strong demand for the better 
quality credits, there should be more of this issuance in the coming months.

Currency
• The European Central Bank is likely to cut interest rates at their next policy meeting in 

March as the outlook for the European economy continues to dim. Markets are already 
pricing in a 25 bps reduction, which continues to weigh on the Euro. 

• Record long positions in the yen against both dollar and pound, suggest that the yen 
carry trade has been abandoned (for now). This is not surprising given that rates in the 
US and UK rates are at record low levels.  

• Asian currencies remained weak against the USD, as exports continued to deteriorate; 
the region’s high export dependency has come under scrutiny in recent months.

February 2009

All Charts Source: Bloomberg, 6 February 2009

JPY/USD

80

90

100

110

120

130

3/03 3/04 3/05 3/06 3/07 3/08

USD/EUR

0.95

1.14

1.33

1.51

1.70

3/03 3/04 3/05 3/06 3/07 3/08

Citigroup World Govt Bond

425

454

483

512

541

570

3/03 3/04 3/05 3/06 3/07 3/08

JP Morgan Asian Credit Index

90

97

104

111

118

125

10/05 4/06 10/06 4/07 10/07 4/08 10/08

Japan: Topix

600

950

1,300

1,650

2,000

3/03 3/04 3/05 3/06 3/07 3/08

Japan: Topix Small

600

1,000

1,400

1,800

2,200

3/03 3/04 3/05 3/06 3/07 3/08

UK: FTSE 100

3,000

4,125

5,250

6,375

7,500

3/03 3/04 3/05 3/06 3/07 3/08

MSCI Europe

180

276

372

468

564

660

3/03 3/04 3/05 3/06 3/07 3/08

US: Dow Jones Industrial

7,000

9,250

11,500

13,750

16,000

3/03 3/04 3/05 3/06 3/07 3/08

US: NASDAQ Composite

1,000

1,550

2,100

2,650

3,200

3/03 3/04 3/05 3/06 3/07 3/08

The article made reference to standard sources i.e. Bloomberg, Reuters’s website , Financial Times 
and our in-house country report as of Jan/Feb 09.



Australia
• Australian equities were volatile, re-testing the November lows before staging a modest rally. Yet it finished the 

month down. Healthcare, Telecom and Staple outperformed while the Industrials, Banks and REIT sectors lagged. 

• December building approvals fell significantly while the employment data saw a large decline in full-time jobs. The 
market is forecasting a further interest rate cut in early February.

• The trade-off between ongoing weak macro news flow versus increasingly reasonable valuation remains the key 
issue for 2009. The timing and magnitude of fiscal stimulus offset to slowing consumption growth and business 
investment remains a key uncertainty. Our fairly defensive position has delivered some out performance.

China / Hong Kong
• MSCI China index declined in January, underperforming the Asia ex Japan market after strong gains in the past 

two months. Consumer Staples sector gained while the Financials sector lost.  We continue to believe China is in 
strong position as the government has room to stimulate investment and consumption demand domestically. 

• China’s GDP rose 6.8% in 4Q08, bringing the full year’s growth rate down to 9.0%. Industrial production rose in 
December, better than the increase in November. Loan growth picked up in December and some are expecting an 
even larger loan growth in January.

• Hang Seng Index down with Telecoms sector outperformed while Financials sector lagged. Hong Kong’s headline 
CPI growth came in lower than expected for December thanks to easing food and housing prices. Unemployment 
rate rose in December. Trade activities remain weak with both total exports and imports down.

• Despite the possibility of further earnings downgrades, valuations are attractive following recent sell-offs, hence 
we are turning less cautious on the market.

India
• In January, the Satyam Computer Services’ accounting scandal, possibly the country’s biggest corporate fraud 

pressured the broader market.  Energy, IT and Consumer Discretionary sectors outperformed while Telecom, 
Healthcare, Financials and Industrials sectors underperformed. 

• India’s central bank lowered its growth forecast and signaled further interest rates cuts to encourage lending and 
spur economic expansion.

• MSCI India is now trading at 10.0x Dec 09 and 9.0x Dec 10. Earnings are expected to grow by 3.5% for December 
2009 and 11.3% for December 2010. India market’s ROE continues to be strong with projected return of equity 
(ROE) of MSCI India to be 15.1% for December 2009. 

Korea
• Korean equities had its second monthly gain. The Korean won retreated at the end of the December 2008 as 

government intervention in the market receded. 

• Fourth quarter 2008 GDP fell much weaker than the market expectations. Industrial production was down in 
December. Employment data also worsened sharply. Corporate earnings release for quarter ended December 08 
has been full of negative surprises.

• Valuations of the Korean market have improved after the sharp correction but value divergence still exists 
between large-cap blue chip and some mid-cap companies, offering investment opportunities.

South East Asia
• South East Asian stocks posted small losses after gains in the previous month amid worrisome global economic 

news. Moreover, investors’ confidence continues to wane amid grim earnings. 

• Many central banks including those in Indonesia, Malaysia, Thailand and the Philippines aggressively cut policy 
rates in January, reducing borrowing costs to unfreeze credit markets.

• With regard to valuation, Thailand still remains by far the most attractive and we are turning more positive on 
Indonesia. Meanwhile, our view on Singapore is neutral given that valuations are in line with the region.

Taiwan
• The Taiex stock index slipped as Taiwan’s export orders and factory production dropped big-time in December. 

Separately, the jobless rate rose in December, the highest since 2003. On the monetary front, the central bank 
has lowered borrowing costs six times since early October. 

• Taiwan has repealed the gambling ban after more than 15 years, paying the way for developers to open casinos 
and boost the flagging economy. Our view on Taiwan is neutral given that valuations are in line with the region but 
see near term volatility given the extraordinarily weak demand for its exports recently.
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