
Rapid global government responses should be sufficient to avoid a depression (the real 
fear undermining sentiment, we think). While potential returns seem in line with the risks 
(the US is a major exception), it is difficult to spot an upturn; US equities will unlikely 
begin a sustained rally until extremely high corporate bond yields ease. The fear is that 
US equities could tumble again on profits downgrades, dragging others down. 
Valuations look tempting. Patience is a virtue.
United States
• Economic conditions continue to deteriorate. US employers cut a staggering 533,000 

jobs in November, the most in 34 years, pushing the unemployment rate to 6.7%. 
Worse still, the sharp declines in the ISM index figures suggest that the US economy 
appears to be even weaker than first thought. A prolonged recession looms ahead.

• With credit still scarce, and business and consumer confidence being replaced by 
overwhelming pessimism, profits are likely to be very weak next year. This will continue 
to worry investors and lead to higher volatility and price falls in the US.

• On today’s profit forecasts, US valuations are well below 1990/91 levels but US 
equities may not yet be cheap enough given the risks of recession. But a final round of 
profits downgrades could signal a bottom to the fall.  

Europe
• Aggressive rate cuts by the ECB and various stimulus measures indicate the extent of 

the deteriorating economic climate. Pressure is on policy makers to take further action.
• Economic data continue to point to a more pronounced downturn in the UK economy 

than in the Euro Area. The Bank of England is now fully behind the notion that deflation 
rather than inflation is the enemy.  It seems increasingly likely that the UK will embark 
upon a zero interest rate policy in the first half of 2009.  

• In spite of the pessimistic outlook for growth and profits next year, many equity markets 
now provide unprecedented compensation for risk as valuations are at ‘extremes’ in 
some markets (e.g. the UK). Put another way, the likelihood of further substantial 
downside is low. UK and German equities are among our top global picks.

Japan
• Japanese equities ended lower in November for the sixth consecutive month in volatile 

trading. Equity prices fluctuated on economic data announcements that bore out 
current recessionary trends, especially in the US. 

• With the domestic economy rapidly slipping into recession, the authorities have 
unveiled an emergency package, pledging spending and tax cuts, promised credit for 
companies as well as raising the limit for public fund injections into financial institutions.

• As more than 60% of listed companies are trading below book, valuation signals are 
strong. We like companies valued at a sharp discount to their long-term trends with a 
bias for selected technology stocks and domestically focused names such as banks.

Bonds
• Amidst a stream of poor economic news and receding global inflationary pressures, the 

likelihood of more global interest rate cuts remains high. Government bonds have 
continued to outperform equity markets as risk-averse investors seek safety.

• Corporate credit spreads are pushing wider – to the extent that default rates as high as 
40% (for sub-investment grade debt) are apparently now priced-in even though the  
world has never been anywhere close to a 40% default rate. It appears that bonds 
have been even more aggressive in discounting a depression than equities. 

• In the high yield area, valuations have corrected considerably and at current prices, 
significant downside protection exists. But the continued de-leveraging trend among 
investors is likely to keep spreads wider over the near-term.

Currency
• The dollar’s strength appears to be waning, driven by bearish US economic news. 

Various liquidity measures announced recently also seem to signal a potential easing 
of the de-leveraging process that has so far been underpinning the dollar.

• The yen's surge to a 13-year high against USD has compounded woes for Japan's 
manufacturers who are already reeling from a collapse in export markets. All eyes are 
on Bank of Japan’s next move - is it currency intervention or zero interest rate policy? 

• Within Asian currencies, we maintain overweights in Indonesia Rupiah, Malaysia 
Ringgit and Philippine Peso as these are  less susceptible to a slowdown in exports.
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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 Nov/Dec 08.



Australia
• Australian equities nose-dived, hitting new lows with a 6.9% loss. REIT, Telecoms and Utility sectors outperformed 

while Technology, Bank and Industrial sectors sluggish. 

• The Reserve Bank of Australia surprised the market by cutting its benchmark interest rate for the third consecutive 
month as renewed global turmoil posed increased risk to growth. On the macro front, house prices declined for 
the quarter ended September while employment growth remained steady.

• The trade-off between risks to corporate earnings versus increasingly reasonable valuation remains the key issue 
for this year.  Given that domestic recession risk seems high, the portfolio is positioned fairly defensively.  

China / Hong Kong
• China’s index rallied, the first time in 4 months and outperformed Asia ex-Japan. Utilities and Materials gained 

while Consumer Discretionary and Consumer Staples underperformed. We think it is good time to invest in China 
stocks as the country remains one of the strongest on a relative basis amid the world economic downturn.

• China unveiled a Renminbi 4 trillion billion package aimed at stimulating its declining economy over the next 2 
years via infrastructure and social welfare projects. China cut interest rates for the fourth time since mid- 
September, underpinning the authorities’ concerns over economic slowdown and unemployment. 

• Hong Kong stock market declined, led by the property sector. Despite the possibility of further earnings 
downgrades, valuations are attractive following recent sell-offs. Hence we are turning less cautious on the market.

India
• Stock market in India followed the downward trend in the global markets. India halted trading of stock, bond, 

currency and money markets on Nov 26 after its business capital, Mumbai, was hit by a series of coordinated 
terrorist attacks on several targets. 

• While the attack has exposed India’s shortcomings in dealing with such situations, this will unlikely undermine the 
economy.  The quarter GDP ended September grew at a healthy level at 7.6% from a year earlier. 

• MSCI India is now trading at 9.6X Dec 08 and 8.7X Dec 09. Earnings are expected to grow by 5.5% for December 
2008 and 10.7% for December 2009. India market’s ROE continues to be strong with projected return of equity 
(ROE) of MSCI India to be 17.2% for December 2008. 

Korea
• Korean equities fell. Shipbuilding, Technologies and Construction sectors underperformed while Insurance, 

Utilities and Telecom did well. Bank of Korea lowered its benchmark interest rate for the third time in four weeks, 
the lowest since 2006 to prevent the economy from sinking further.

• The country posted a record current account surplus in October which may help to ease pressure on the Won.  
The Won has tumbled near to a decade low as foreign investors dump Korean stocks and bonds amid the global 
economic and financial crisis. 

• The IBES consensus forecasts for 2008 EPS growth has fallen below 10% from mid-teen level a couple of months 
ago. 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
• Most stock markets continued to decline in November in volatile trade, buffeted by a continuous stream of news 

confirming a worldwide recession and further fallout from the global financial crisis. Investor sentiment was barely 
lifted by the fiscal stimulus packages and rate cuts undertaken by many regional governments.

• In Thailand, the recent occupation of the two major airports in Bangkok by anti-government protesters had 
shattered business confidence and economic growth. Accordingly, credit rating agencies, Standard & Poor’s and 
Fitch downgraded its sovereign outlook to negative from stable. 

• With regard to valuation, Thailand still remains by far the most attractive. Political risk remains a structural issue in 
Thailand but it appears to be fully discounted in current prices.

Taiwan
• Stocks market extended their retreat. The central bank has made three interest rate cuts in response to rising 

instability in the global financial markets and against the backdrop of slowest inflation rate in 14-months. 

• Moving forward, Taiwan plans to spend NT400 billion over the next 4 years to spur economic growth.  Our view on 
Taiwan is neutral given that valuations are no longer cheap relative to the region post the earnings downgrades.
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