
Recent rallies have prompted speculation that the worst is over. This might be true, but it 
is not synonymous with a recovery; the emerging data are not encouraging. With the US 
results season in full swing, investors will likely take their cue from these numbers. While 
falling inflation, subdued economic activity and low interest rates augur well for credit 
markets in the near-term, equities and bonds both offer good long-run value.  But more is 
needed, such as a rally in credits, before we see a sustained equity rally, we suspect.

United States
• US stocks have had a good run following the announcement of the banks “detox” 

package in March. Whether the March quarter earnings season will be the party spoiler 
remains to be seen. So far, the numbers, albeit weak, seem to have had little impact. 

• Economic data remains grim. In March, industrial output fell for the fifth consecutive 
month, by 1.5%, to the lowest level in a decade.  Retail sales fell unexpectedly after 
rising for 2 straight months. Annual inflation too fell for the first time in 54 years.

• Though data points to an economy that is yet to hit the bottom, market reaction 
appears to suggest otherwise. If history is a guide, during the last four US recessions, 
the equity market stopped falling some 3-4 months on average before each recession 
“officially” ended. It still seems a tad early, but this possibility should be on the radar.

Europe
• The rally in European stocks seems to have lost steam after statistics revealed a worse 

than expected 4Q2008 growth contraction of 1.6% (the most in 13 years) in Eurozone. 
UBS’ losses and Rio Tinto’s poor iron ore output levels have upped the fear factor. 

• Equities have rallied by around 20% from their early-March lows but this does not 
necessarily indicate that the worst is over as this week’s trading pattern clearly 
highlights. Volatility is very likely to continue in the face of continuing bad news. 

• With this in mind, it is easier to assert that equities offer good long-run value than trying 
to bottom pick. Valuations are providing a (very) large margin of safety. Markets with 
the greatest ‘margin of safety’ are core Europe, Russia and Turkey, in our opinion.

Japan
• Japanese stocks rallied on massive stimulus plan and positive US stock market 

sentiment but weak domestic economic data combined with a broad deterioration of 
company earnings in Japan will likely see more market volatility in the near term. 

• Valuation-oriented strategies have outperformed in recent months. Smaller companies 
have outperformed larger ones.

• With a historical high of more than 70% of Japanese companies now trading below 
book value, buying opportunities exist. Many companies have high levels of cash and 
strong ongoing cashflows, a positive factor in the current slow growth  environment.

Bonds
• Corporate bonds offer significant value, we think. Yet the spectre of rising bankruptcies 

in a deteriorating economy is a major obstacle. Still, there are many high-quality credits, 
which will unlikely default, offering some great opportunities, we think. 

• Asian corporate bonds stand out as being good value in selective markets. These 
bonds remain attractive on account of their higher yields and cheap entry levels, which 
partially reflects the fall in Asian currencies against the US dollar in recent months.

• The various economic and credit stimulants favour corporate credits over government 
bonds. Still, there is some steam left in the latter, we think. Gloomy economic and 
corporate data will likely continue to underpin these bonds. 

Currency
• The carry trade seems to be making a comeback along with the return of investors’ risk 

appetites. Safe haven currencies (USD, Yen) have seen some recent capital outflow. 
But it is early days yet, the risk of further shrinkage in global economies is ever present. 

• There have been very few positive economic data releases that can elicit strong shifts 
in trader sentiment on the Euro. The outlook is likely to be weak in the near term. 

• The US Federal Reserve’s quantitative easing in March weakened the US dollar. 
Unless risk aversion levels rise again, the issue of funding the $1,750bn Treasuries 
slated to be sold later this year will weigh on the currency, we believe.
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The article made reference to standard sources i.e. Bloomberg, Reuters’s website, Financial Times 
and our in-house country report as of Mar/Apr 09.



Australia
• Sentiment towards equities improved significantly during March with the local market finishing the month up. 

Banks, Resource and Industrial sectors outperformed while Healthcare, Telecom and Consumer Staple sectors 
lagged. Investors continued to digest company results with the focus now shifting to FY2010 earnings risks. 

• The economic data remained weak. Growth unexpectedly shrank in the fourth quarter ended December compared 
to previous quarter. The unemployment rate increased. Reserve Bank of Australia left interest rates unchanged. 
The Aussie dollar benefited from the global reduction in risk aversion.

• 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
• China equities rallied, outperforming the Asia ex Japan market. Financial and Consumer Discretionary sectors 

outperformed while Telecom and Consumer Staples sectors lagged. We continue to believe China is in a strong 
position as the government has room to stimulate investment and consumption demand domestically. 

• China’s manufacturing index reading and fixed investment has improved lately, indicating an expanding economy. 
On a negative note, seasonally adjusted exports in the first 2 months was lower than the monthly average in the 
fourth quarter of 2008. Industrial production growth was also weak. 

• Hong Kong's Hang Seng index rose with property sector outperforming. Fourth quarter 2008 growth was in 
negative territory. Exports dropped the most in 54 years in February. Despite the possibility of further earnings 
downgrades, valuations are attractive following recent sell-offs, hence we are turning less cautious on Hong Kong.

India
• MSCI India index rebounded in March. Latest March data showed India’s inflation rate slowed to 0.27%, giving the 

central bank more room to cut interest rates and prop up the economy. With the announcement that national 
elections will be held from mid April to May, any significant fiscal support is only expected after the new 
government takes over in June.

• The country’s current account deficit widened to an all time high in the October to December quarter while capital 
account slipped into a deficit for the first time since the second quarter of 1998.

• MSCI India is now trading at 12.0x Dec 09 and 10.6x Dec 10. Earnings are expected to grow by 0.3% for 
December 2009 and 13.4% for December 2010. India market’s ROE continues to be strong with projected return 
of equity (ROE) of MSCI India to be 14.6% for December 2009.

Korea
• The KOSPI index rallied in line with the global equities. Foreign investors turned into net buyers of the market 

during the month. Cyclical sectors such as Brokerage, Machinery, Construction and Information Technologies 
outperformed the market while defensive sectors underperformed.

• Currency market has also exhibited some stabilization with Korean won rising against the US dollar as a result of 
the global financial market stabilization. But macro-economic data released during the month remained poor.

• Korean market valuation has improved after the sharp correction; good values exist in large-cap blue chip 
companies, offering investment opportunities.

South East Asia
• South East Asian stock markets fared well in March as a slew of economic stimulus packages worldwide 

increased risk appetite. Optimism over the health of the global banking sector provided the main driving force 
behind the region’s advance. 

• Elsewhere, Indonesia and Malaysia have also lowered borrowing costs in an attempt to combat the global 
economic slump which has already pushed some countries such as Singapore into recession.

• With regard to valuation, Thailand is attractive relative to the region and we remain positive on Indonesia.
Meanwhile, our view on Singapore is neutral as valuations are undemanding.

Taiwan
• Taiwan equities marched upwards. The government approved a cut in corporate and personal income taxes. The 

authorities also plan to raise funds via four major government-controlled funds and local insurance companies to 
help finance its infrastructure projects. 

• The central bank kept its benchmark interest rate unchanged, its first pause after seven straight cuts as it believes 
there is sufficient liquidity.  We are underweight Taiwan even as valuations are in line with the region because we 
deem that earning risks are increasing.  
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