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Fund Performance & Market Review 
 
Domestic Fixed Income 
Headline inflation rate grew at a faster pace of 1.3% 
yoy in January, compared with 1.1% in December.  
This was the second straight month of increase and at 
a faster pace, as the higher base effect wears off and 
food prices inch up.  
 
Following Bank Negara Malaysia’s hints to normalise 
interest rates last month, the market started to 
speculate the timing and quantum of rate hike in the 
coming MPC meets. 
 
MoM, the 5-year sovereign yield rose 7bps, while the 
10-year sovereign yield fell 1bp to close at 3.82% and 
4.26% respectively.  The 3-year sovereign yield, 
however, remained unchanged at 3.34%.   
 
Both the sovereign and corporate bond trading 
volumes thinned in February due to festive holidays 
and shorter trading days.  Interest in the corporate 
bond market remained focused on high-grade credit 
segments such as AAA and AA. 
 
India And China  
The MSCI India advanced 1.35% in February in US 
dollar terms, buoyed by the announcement of the 
FY2011 budget that balanced the government’s need 
for fiscal consolidation and economic growth.  It 
showed the government’s determination to unwind the 
massive accommodative stance as it aims to narrow 
deficit.  GDP growth slowed to 6% in the 3QFY10 (Oct-
Dec) from 7.9% yoy in the previous quarter. Industrial 
production grew a stronger-than-expected 16.8% in 
December ’09 from a year earlier, compared with a 
revised 11.8% yoy growth in November ‘09. Materials, 
IT and consumer discretionary outperformed on a 
relative basis, while energy, telecom and utilities 
underperformed.  
 
The MSCI China advanced 2.19% in US dollar terms 
with healthcare outperforming on a relative basis while 
the materials sector was the worst performer.  The 
People’s Bank of China tightened credit restrictions on 
commercial banks asking them to set aside more 
deposits as reserves for a second time in a month, 
increasing the requirement by 50bps effective 25 
February. However, China shares held up better-than-
expected on the back of the news.  Economic data for 
the month continued to show strong recovery in 
exports, gaining 21% yoy to US$109.5 billion.   
 

 1-month YTD Since 
inception 

Fund -0.64% -2.76% 40.61% 
Benchmark 0.60% -2.30% 52.88% 
Peers N/A N/A N/A 
 
 
 

Key Contributors To Performance 
 
Domestic Fixed Income 
The underperformance of the Fund was mitigated by 
the Fund’s holding in corporate bonds as sovereign 
bonds weaken on the mid-term tenors.   
 
IOF Dragon Peacock  
Overweight Focus Media was the leading contributor to 
performance in February.  Shares moved higher after 
the company announced that it would initiate a share 
buyback totalling about US$200m.  The company’s 
dominant position remains intact and the strong 
economy bodes well for advertising revenue as the 
company moves into second tier cities and takes 
advantage of cross-selling.   Overweight financials also 
helped performance.  Axis Bank moved higher on the 
back of strong core performance, growth in savings 
deposits and reasonable valuation.   China Pacific 
Insurance advanced on solid premium growth numbers, 
representing a solid start to the year which reinforced 
investor sentiment. China Pacific Insurance (CPI) is the 
third largest insurer in Mainland China and enjoys a 
more attractive valuation than its peers. 
 
 
Key Detractors From Performance 
 
IOF Dragon Peacock  
China Zhongwang, a manufacturer of aluminium 
extrusion products, was the leading detractor from 
performance.  The company announced the acquisition 
of Guoxin Aluminium, a state owned carbon alloy 
producer. The Fund Manager viewed this as a good 
use of China Zhongwhang’s cash as the deal will boost 
the annual capacity by about 20%.  Gome Electrical 
Appliances declined as a result of negative newsflow 
regarding a subsidiary, however, the Fund Manager 
remains fundamentally positive on the improvement of 
operations despite near-term pressure.  Gome expects 
to have positive net store openings during the year with 
most stores added in second- and third-tier cities.   
AAC Acoustic’s share price declined due to concerns 
regarding currency and labour shortage.  The falling 
Euro and potential of RMB appreciation may impact 
earnings, however, AAC’s solid execution capability 
could mitigate any impact. The company holds a solid 
industry position, growing addressable market and 
sustainable returns.     
 
 
Changes To The Portfolio 
 
Domestic Fixed Income 
The fixed income portfolio sold part of its holding in 
AAA3-rated and A1-rated corporate bonds.  The 
proceeds were rotated to add its position in AAA-rated 
corporate bond.   
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IOF Dragon Peacock Fund  
The Fund manager initiated a new position in Larsen & 
Toubro.  The Fund Manager expects the company to 
benefit from an increase in infrastructure spending 
given its extensive experience in building power plants 
and manufacturing related equipment. 
 
 
Strategy & Outlook 
 
India And China Outlook  
India’s FY 2011 Union Budget is generally positive as it 
has started the process of unwinding the massive 
accommodative stance.  The government has rightly 
come out with a budget focused on gradually reducing 
the deficit.  The overall revenue and expenditure 
growth numbers are good and in our view, financing 
the deficit will not be a big problem for FY11.  We 
expect higher earnings trajectory for 2010 to 2012.  
 
Inflation remains a key risk for China given the 
accelerating growth in money supply. Rates hikes are 
likely but unlikely to hamper the recovery process.  
Valuation is currently fair and the Fund Manager 
maintains a long-term positive view on China. 
 
Domestic Fixed Income Outlook 
On 4 March, BNM decided to hike the Overnight Policy 
Rate (OPR) by 25bps to 2.25% to normalise monetary 
conditions and prevent the risk of financial imbalances 

that could undermine the economic recovery process. 
BNM cites that at this new level of the OPR, the stance 
of monetary policy continues to remain accommodative 
and supportive of economic growth.  
 
Inflation is expected to rise but remain moderate in 
2010, and hence unlikely to pressure BNM to hike rates 
aggressively. As such, we expect future rate hikes to 
be gradual and not derail the domestic economic 
recovery. 
 
Supply and activity of corporate bonds is expected to 
improve in 2010 as Issuers are expected to take 
advantage of the low interest rate environment and 
improving risk appetite of investors, to lock in cheaper 
borrowing costs before further rate hikes.   
 
An environment of ample liquidity and low interest rates 
will continue to be supportive of the bond market. An 
economic recovery and improving financials will 
potentially shift risk appetites to lower investment- 
grade bonds.   
 
Overall For The Fund 
The Fund will continue to invest in the Underlying Fund 
(IOF Dragon Peacock Fund) and participate in selected 
quality bond issuances for yield pick-up, and trade on 
market volatility.  
 

 

 
Disclaimer: Neither the information nor any opinion expressed constitutes an offer, or an invitation to make an offer to buy or sell any securities. Investors 
are advised to read and understand the contents of the prospectus before investing. Among others, investors should consider the fees and charges 
involved. Investors should seek financial advice regarding the appropriateness of investing in any securities or investment strategies discussed or 
recommended herein and should understand that statement regarding future prospects may not be realized. Investors should note that income from 
securities, if any, may fluctuate and that each security’s price or value may fall or rise. Accordingly, investors may receive back less than originally invested. 
Past performance is not necessarily a guide to future performance. Information has been obtained from sources believed to be reliable but Prudential Fund 
Management Berhad does not warrant its completeness or accuracy. Opinions and estimates constitute our judgment as of the date of this material and are 
subject to change without notice. 
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