
Sovereign default risk fallout, disappointing economic data and fears of an early removal 
of the stimulus measures, have created doubts about the strength of the developed 
economy recovery. A “V” shaped rebound is unlikely in our view given the balance sheet 
repairs that are needed. Asia, while fundamentally stronger, may not be immune from any 
market fallout should disappointment set in. Investors are looking for top line growth in 
the first quarter earnings; anything less would likely disappoint.

United States
• Near-term growth expectations have ratcheted up following the fourth quarter’s robust 

5.7% GDP growth. Although the rapid rebound in industrial production is leading the 
recovery, overall growth is expected to be anemic lest consumer demand recovers.

• A surprise 25 basis points hike in the US discount rate raised expectations of an 
earlier-than-expected monetary tightening. The Federal Reserve, however, quickly 
reassured markets that fed funds rate will remain low for sometime.

• The majority of companies posted fourth quarter results that exceeded consensus 
earnings estimates primarily due to cost-cutting efforts. Markets, however, will be 
looking for top line growth in 2010; anything less would be disappointing.

Europe
• Recent growth forecasts showed little improvement from the last December’s update, 

suggesting that Europe's economic recovery looks far from firmly set. 2010 growth was 
seen in a range of 0.4 to 1.2% from between 0.1 to 1.5% forecast made in December. 

• The European Central Bank left rates on hold at 1% in a continued attempt to stimulate 
growth. A rapid unwinding of the extraordinary crisis-induced measures too appears 
unlikely given the tensions surrounding Greece and other euro members.

• High unemployment and weak recovery prospects prompted households to scale back 
spending. February’s consumer prices grew by an estimated 0.9% from a year earlier 
after increasing 1% in January. 

Japan
• Recent economic data has mostly been positive. The fourth quarter GDP came in 

better than expected at an annualised 4.6% on the back of strong external demand, a 
revival in capital expenditure growth and personal consumption. 

• Equities have fluctuated on increasing concerns about Japan's fiscal deficit and the 
strong yen impact on exporters. Encouraging news however came in the form of a 
relatively high number of upward company earnings revisions.

• The Japanese equity market remains amongst the cheapest equity markets globally 
and offers attractive opportunities to accumulate positions in companies that are priced 
at a significant discount to their long term trends.

Bonds
• US corporate spreads will continue to tighten in the near term due to favorable fiscal 

and monetary policy. Financials have the most room for further spread compression, 
benefiting from improving balance sheet strength and equity capitalization.

• Within Europe, value can still be found in selective investment grade bond issues, as 
spreads continue to tighten. Demand for this asset class will remain strong, at least 
until we see a significant change in interest rates.

• Asian bond markets continue to be driven by rate hike expectations. Asian central 
banks are likely to raise rates in 2010, but rates are expected to remain lower than they 
were pre-crisis especially given the moderate inflation levels. 

Currency
• Despite the large US deficit, the US dollar remains attractive as prospects for recovery 

appear better in the United States than in Europe and UK. Eurozone sovereign risk 
issues have also boosted the dollar’s attractiveness of late.

• Further yen appreciation may be limited if the Bank of Japan succumbs to government 
pressure and eases monetary policy to help pull the country out of deflation.

• Expectation of the Chinese Yuan revaluation has enabled Asian currencies to remain 
stable in spite of a stronger US Dollar. We remain positive on the Korean Won, 
Indonesian Rupiah and Malaysian Ringgit.
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The article made reference to standard sources i.e. Bloomberg, Reuters’s website, Financial Times 
and our in-house country reports as of February/March 2010.



Greater China
• China shares advanced in February. Among the sectors, healthcare emerged as the best performing 

last month while the materials was the worst. The country made a second tightening move in the fiscal 
policy. We remain positive on the long-term outlook of China stocks. 

• The People’s Bank of China announced a quicker-than-expected measure to rein in money supply on 
February 12 for a second time after the last announcement on January 18. The central bank tightened 
credit restrictions on commercial banks asking them to set aside more deposits as reserves. 

• The MSCI Hong Kong index gained in February buoyed by better-than-expected corporate earnings and 
a stronger-than-expected GDP growth. Industrials, financials and telecoms emerged as the best 
performing sectors while energy was the worst.

• Taiwan’s shares declined in February for a second consecutive month. Economic data was positive as 
Taiwan’s economy exited its deepest recession on record in the quarter ended December. We have a 
neutral view on the Taiwan market in the near term.

India
• India’s stock market rebounded in February following a decline in January, buoyed by the 

announcement of the fiscal year 2011 budget that balanced the government’s need for fiscal 
consolidation and economic growth. 

• India’s expansion slowed in the fourth quarter, reflecting a poor monsoon rainfall that hurt farm output. 
Other macro indicators, however, showed strength.  Industrial production grew stronger-than-expected 
in December from a year earlier. 

• The government’s stimulus package seems to have achieved its purpose and may be withdrawn soon. 
This suggests the confidence of the government in the resilience demonstrated by the economy 
throughout the downturn. But the country’s inflation has been on the rise lately.

Indonesia
• The Jakarta composite index dropped in February. Sector-wise, consumer and trade & services sectors 

outperformed, while infrastructure, utilities and finance stocks lagged the index.

• The country’s economy grew by a stronger-than-expected 5.4% year-on-year in the fourth quarter 2009 
and 4.5% year-on-year in 2009. Inflation remained benign in February.  Bank Indonesia maintained its 
policy rate at 6.5% at its seventh policy meeting.

• We remain positive on Indonesia in view of the structural improvements and declining cost of capital. 
Indonesia is one of the fastest growing economies in Asia. The economy is resilient relative to other 
Asian countries due to low reliance on exports and the US.

Korea
• The Korean stock market tumbled in February as concerns in the region over the impact of Greece’s 

fiscal problems and the further tightening of China’s fiscal policy dented sentiment.

• On a positive note, exports continued to show strong year-on-year growth due to the base effect and 
sequential recovery in the exports market. South Korea’s central bank kept its benchmark interest rate 
unchanged on February 11 at a record low of 2%.

• External demand for Korean goods has improved and the weak Korean won has boosted 
competitiveness of major exporters. In terms of valuation, the Korean market remains relatively 
attractive compared with the rest of the Asian market.

South East Asia
• Most South East Asian markets rose in February recovering some of the ground lost in the previous 

month thanks to a better-than-expected economic data and favourable corporate earnings results. 

• On the macroeconomic front, Malaysia and Thailand emerged out of recession in the fourth quarter 
2009. Elsewhere, Singapore raised its growth estimate for this year as the global recovery gains 
traction.

• In terms of valuation, Philippines equities are in line with historical average and attractive relative to its 
Asian peers. Thailand’s valuation remains attractive relative to other emerging markets but Singapore is 
no longer attractive, in our opinion.  
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