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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. 
 
Domestic Equities  
February was another volatile month for the local 
equities as market was concerned about the debt 
positions of several European countries and the 
monetary tightening measures announced by China to 
raise Reserve Requirement Ratio as well as Fed 
discount rate hike in US.  Locally, market sentiment 
improved on the back of better-than-expected 4Q09 
GDP and corporate results.    
 
The FBM KLCI ended the month on a positive note to 
close at 1,270.78 points or 0.92% higher, while the 
FBM100 Index gained 0.95% during the month.   The 
broader market’s performance was slightly worse off 
than the FBM KLCI as FBM Emas gained only 0.9% to 
end at 8560pts.  Smaller caps lagged as seen by the 
FBM Small cap which only rose 0.4% to 10,637pts.  
The FBM ACE, however, declined 0.8% to 4,345.  The 
average value traded on Bursa eased 27% mom to 
RM1.245bn (Jan RM1.7bn) per day due to the higher 
occurrence of public holidays in February.   
 
In February, the best performing sectors were 
Plantation (+2.09%), Industrial Production (+1.23%), 
and Consumer (+0.74%).  The worst performing 
sectors were Technology (-1.97%) and Property (-
0.68%). 
 
Asian Properties  
Australian REITs were flat in February despite the 
Central Bank’s decision to keep rates unchanged at 
3.75%, a surprise move after three increases.   
 
In Japan, the TSE REIT Index was incrementally 
higher by 0.3% although Tokyo’s office vacancy rate 
increased to 8.25% in the previous month.  Singapore 

REITs advanced by 0.6% as the city-state continues to 
enjoy increasing business confidence and tourism.   
 
Meanwhile, Hong Kong gained 5.2% in February for its 
12th consecutive mom gains. Shares of property 
companies moved higher as the announcement of the 
government’s 2010-2011 budget removed overhangs 
on potential risks of severe tightening measures. 
 
Asia Pacific ex-Japan Equity  
Most Asian markets outside of Japan rose in February 
recovering some of the ground lost the previous month. 
Better-than-expected economic data and favourable 
corporate earnings results bolstered share prices. The 
market’s gains, however, were capped by investors’ 
concerns over sovereign risk issues in Europe, 
particularly Greece’s fiscal problem, and the possibility 
of it spreading to other highly indebted Eurozone 
countries  
 
Malaysia, Taiwan and Thailand emerged from 
recession in 4Q09, while Hong Kong and Indonesia’s 
GDP growth came in stronger-than-expected. 
Singapore raised its growth estimate for 2010 as the 
global recovery gained traction. The strength of the 
rebound in Asia Pacific has seen central banks and 
governments in the region leading the way to take pre-
emptive steps to address rising inflation. China 
announced a further tightening of bank reserve ratios in 
February earlier-than-expected and subsequently the 
Singapore government unveiled cooling measures to 
curb a potential property bubble.   
 
Markets also fell in reaction to the unexpected increase 
in the discount rate by the US Federal Reserve Board 
to 0.75% from 0.50% but frayed nerves were calmed 
when Fed officials stressed the move did not represent 
a tightening of U.S monetary policy and that the more 
important funds rate would remain low for a prolonged 
period.  
  
The MSCI Asia Pacific ex-Japan Index advanced 
1.32% in February in US dollar terms following a 6.3% 
drop in January, the steepest decline in a year. The 
index’s advance matched that of the MSCI World Index. 
The Philippine market posted the biggest mom rise, 
followed by Thailand and Hong Kong. The Taiwanese 
market led losers during the month followed closely by 
Indonesia. 
 

 1-month YTD Since 
inception 

Fund 0.11% -0.78% -4.24% 
Benchmark 0.56% -0.60% 0.13% 
Peers N/A N/A N/A 
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Key Contributors To Performance 
 
Domestic Fixed Income 
The underperformance of the Fund was mitigated by 
the Fund’s exposure in corporate bonds as sovereign 
bonds weaken on the mid-term tenors.   
 
Domestic Equities 
The Fund’s position in Tanjong and Digi helped the 
Fund’s performance as prices of these defensive 
stocks rebounded during the month.   
 
REITs (IOF Asian Properties Securities)  
Hong Kong’s real estate stocks moved higher in 
February and were the leading overweight contributors 
to performance on a country basis.  Regal REIT has 
benefited from a strong recovery in Hong Kong tourism 
and has consistently improved its assets.  Regal’s 
properties offer a diverse range of accommodations 
and facilities catering to various market segments.  
Link REIT, which enjoys significant exposure to Hong 
Kong retail and carparks, also outperformed in 
February.  Steady economic recovery which has been 
helped along by increasing tourism and the resilient 
Hong Kong shopper contributed to move shares higher 
by more than 50% over the last year. Overweight 
property developer Henderson Land advanced on the 
back of its recent success in converting its vast Hong 
Kong agricultural landbank and large low-cost 
landbank in China which will likely help to accelerate 
growth going forward.   
 
Asia Pacific ex-Japan (PRUasia pacific equity fund) 
An overweight in the Australia and New Zealand 
Banking Group was a big contributor to performance. 
The stock price benefited from conjecture that ANZ 
wants to buy a wealth management business and also 
from a good results report for the first four months of 
the fiscal year. Hyundai Mipo Dockyard, a shipbuilder, 
rallied strongly and generated a handsome return for 
the Fund.  The Fund benefited by holding no stake in 
Samsung Electronics, which declined and 
underperformed the region.   
 
Key Detractors From Performance 
 
Domestic Equities 
The Fund’s holding in Public bank and Genting 
dragged the Fund’s performance.   
 
Public bank adjusted for stock dividend and cash 
dividend early February, concerns on future dividend 
payout was a drag on the stock.   
 
Genting corrected sharply in the month given early 
concerns that the Singapore casino's opening would 
be delayed. 
 
REITs (IOF Asian Property Securities) 
Singapore REITs underperformed on a relative basis in 
February. The real estate sector as a whole was 

pressured by the government’s calibrated measures to 
pre-empt a property bubble in the residential sector by 
introducing a seller’s stamp duty of 3% on all 
residential properties sold within one year from the date 
of purchase and by lowering the loan-to-value limit to 
80% from 90%.  Capitaland declined following the 
announcement but the group is well positioned to 
service mid- to long-term demand and its growth 
drivers are intact.  Ascott Residence Trust fell after 
announcing plans to acquire five hotels in Australia.  
However, the assets were acquired on fairly attractive 
terms and the REIT remains a compelling recovery 
story on the back of increasing business confidence 
and a revival of corporate travel.  Cambridge Industrial 
Trust finished lower in February following a rally of over 
75% last year.  The company has relatively high 
leverage but benefits from assets that are fully let with 
rental upside within five year contracts.   
 
Asia Pacific ex-Japan (PRUasia pacific equity fund) 
The Fund’s overweight in the Macquarie Group hurt 
performance; the stock underperformed the region on 
management 2010 guidance that provided no “positive 
surprises”.  There was little information on the earnings 
outlook beyond 2010 but the Fund Manager remains 
positive on the bank’s growth drivers going forward. 
The Fund was hurt by not owning yield dilutive BHP 
Billiton because the stock outperformed the broader 
index. The Fund’s overweight in Taiwan Semiconductor 
Manufacturing Co. also detracted from performance as 
the stock underperformed amid a general sell-off of 
semiconductor stocks in February. 
 
 
Changes To The Portfolio 
 
Domestic Fixed Income 
The Fund Manager added a P1-rated commercial 
paper.   
 
Domestic Equities  
There were no significant changes to the domestic 
equities portfolio.   
 
IOF Asian Property Securities 
The Fund Manager exited Starhill REIT in February, 
taking advantage of strong recovery in markets to exit 
and decrease some of the less liquid REIT positions.     
 
PRUasia pacific equity fund  
Among its larger transactions the Fund sold down and 
closed position in Commonwealth Bank of Australia 
and trimmed QBE Insurance. New positions were 
established in China Zhongwang Holdings, Far Eastern 
New Century, GS Holdings, Hindustan Unilever and 
Yuanta Financial Holdings. 
 
The Fund Manager trimmed the Fund’s position in 
Australia but remained overweight given the market’s 
relative liquidity. As a result, Commonwealth Bank of 
Australia was sold off but the Australia and New 
Zealand Banking Group remained the top pick in the 
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sector. QBE Insurance was trimmed but remained an 
overweight.    
 
China Zhongwang makes aluminium products. The 
Fund Manager estimates that the stock’s 3.2% forward 
yield represents a 20% premium to the region. GS 
Holdings is a Korean oil refiner that pays about 3% in a 
generally low-yield market. The Fund Manager expects 
operating earnings to turn around in the first quarter 
thanks to an improving Singapore complex refining 
margin. 
 
Hindustan Unilever is an Indian consumer products 
company that the Fund bought after the stock had 
declined nearly 10%.  The Fund Manager estimates 
that this low-beta stock yields 3.4%-3.8%. Yuanta 
Financial is a Taiwan-based financial services 
company that was bought on improving valuation after 
the stock had declined 12% over three months.  The 
Fund Manager estimates that the stock offers a 
forward yield of 4.4%.    
 
 
Strategy & Outlook 
 
Domestic Fixed Income 
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.   
 
Domestic Equities  
The outlook for 2010 continues to look challenging with 
central banks and governments likely to unwind the 
loose monetary and fiscal policies in place for most of 
2009.  The risk of asset bubbles and their costly 
aftermath will ensure more obvious tightening 
measures to be implemented globally by mid-2010.  
This became a partial reality with China’s government 
implementing measures to cool the Chinese economy 
with certain monetary restrictions.  In Malaysia, BNM 

hinted that they too are not adverse to “normalizing” 
interest rates if need be.   
 
Although February’s corporate results reporting season 
ended generally inline, but perhaps with less positive 
surprise than previous quarter, March should bring with 
it fairly positive newsflow, leading up to the Invest 
Malaysia to be held on 30th March 2010.  Invest 
Malaysia is generally one of the platforms for the 
government to announce financial liberalization policies. 
 
REITs (IOF Asian Property Securities) 
Earnings season in Australia is in full swing and recent 
positive results from Stockland and Mirvac bode well 
for the domestic REIT sector. Westfield Group, with 
extensive overseas exposure, provided weak FY2010 
dividend guidance and was a spoiler, dampening 
sentiment and prompting downgrades.   
 
In Singapore, the majority of earnings were in line with 
expectations and the earnings upgrade cycle may be 
topping off.   
 
Hong Kong’s jobless rate remained at an 11-month low 
of 4.9% for the three months ended January 31. Strong 
employment and increasing tourism are likely to help 
the retail and hospitality REITs as well as the real 
estate developers.   
 
The Japan market may see consolidation as top tier 
REITs that enjoy strong relationships with sponsors 
and banks may be able to take advantage of 
acquisition prospects going forward.     
 
Asia Pacific ex-Japan (PRUasia pacific equity fund) 
Consensus economic growth estimates as well as 
earnings forecasts for Asia have risen in recent months. 
Earnings growth in 2010 is now expected to be 23%.  
At current levels, the market believes the valuation of 
Asian equities is fair. The 12-month forward price-to-
earnings multiple is 12.7 and the price-to-book multiple 
is 1.9, based on consensus estimates.  Dividend yield 
is 2.6%.   
 
Following last year’s strong stock market performance 
Asian equities are experiencing a more volatile year in 
2010 amid mixed macroeconomic signals globally.  The 
Fund Manager believes ex-Japan Asian economic 
growth will exceed that of the world’s developed 
markets by about 3% p.a. in the coming few years, led 
by China, India and Indonesia, and that the medium-
term positive outlook for the region’s economies and 
markets remains intact. Asia’s fundamentals generally 
remain better than those of several developed markets.  
 
In view of the recent volatility seen in Asian equity 
markets, high-yield strategies are likely to be in favour 
during market sell-off periods when defensive 
strategies outperform. The Fund Manager’s focus 
remains  on  maintaining  a  balanced  portfolio  and  
delivering  a  yield  premium  to  the average regional 
yield.  
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Overall the Fund 
The Fund will continue to invest in the local equity, 
underlying funds (PRUasia pacific equity fund and IOF 
Asian Property Securities) and participate in selective 
quality 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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