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Global Market Review February 2011 
 
January started off in a positive fashion with risk assets (emerging markets equities and bonds, commodities) 
led by commodities making impressive gains the first few days. The momentum fell in the second half of the 
month as concerns stemming from higher inflation and tighter monetary policies in emerging markets took 
center stage. China, India, Brazil and South Korea, the four biggest emerging markets, hiked interest rates and 
more hikes are a near certainty in the coming months. 
 
Geo-political unrest in Tunisia and Egypt with potentially damaging ramifications created exclamation marks in 
the minds of investors. As a result, some emerging equity markets were sold off (Egypt, India, Tunisia and 
Philippines were the worst performers) while others (Hong Kong, Taiwan and Korea) managed to hold steady. 
This extended further a period where developed markets (DMs) have outperformed emerging markets (EMs). 
Since October 2010, DMs outperformed EMs by 5.9%. 
 
Global equities had a dull month. The main theme was a reversal of last year’s momentum with developed 
markets outperforming emerging markets as expected. Within EMs, domestic consumer-driven markets like 
India (-11%), Indonesia (-7.9%) and Philippines (-7.2%) which did very well last year lagged the more global 
export-oriented markets like Taiwan (+2%) and Korea (+1%). Within DMs, the Russell 2000 underperformed 
both the S&P 500 & the Dow Jones indices as small cap companies gave back a part of their 2010 excess 
return. Europe witnessed similar outperformance by large cap companies in contrast to Japan and Asia ex-
Japan, where returns were not much different across large, mid and small cap companies. Value stocks 
outperformed growth stocks handsomely in Europe but were only slightly ahead in the United States. 
 
The United States led DMs, outperforming other DM countries comfortably. The S&P 500 Total Return Index 
outperformed MSCI Emerging Markets Index from end-Dec09 to end-Jan11, rising +18% relative to +16% for 
the latter. Reasons for the outperformance are primarily due to stronger economic numbers in the developed 
world recently, as well as a more accommodative monetary policy stance relative to the emerging world. While 
Citbank’s Global Economic Surprise Indices have trended upwards recently, developed market surprises have 
been well above emerging markets. In addition, stubbornly high inflation haven’t been as supportive in 
emerging markets, hurting EMs prospects for outperformance. The inflation scare in EMs has been so 
prominent that a deceleration in economic growth will almost be welcomed, helping to reduce expectations of 
drastic monetary tightening. 
 

• Political events continue to dominate market sentiment, shifting from the Koreas to North Africa. It 
started with Tunisia where its leader was deposed and forced to flee the country as people demanded a 
change in leadership. Egypt soon followed with the situation reaching a stalemate at the time of this 
writing. Both Tunisia and Egypt have somewhat similar socio-economic challenges: high inflation 
(driven by spiraling international prices of food) and high levels of unemployment. This has raised the 
levels of concern of a possible spread of similar protests to other Middle East countries which have 
similar domestic challenges. From a market standpoint, the Egyptian protests unraveled trades in risk 
assets and pushed the US Dollar and oil prices higher, which have dragged equity markets lower. Any 
disruptions to the operation of the Suez Canal (10% of world trade cargo and 5% of traded oil pass 
through it) could exacerbate the global inflation scare. A particularly worrisome outcome would be 
disruption of oil supplies from the Middle East to the rest of the world. 
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• The global food situation remains tight. Global estimates by the United States Department of 
Agriculture saw downward revisions to ending stocks (measured by the stock-to-use ratio) of 2010 for 
soybean, corn, feed grains, sugar, oilseeds and cotton compared to forecasts made a month ago. 
There were modest increases in the estimates for barley and rice inventories. Of the 13 agricultural 
products shown, nine saw their stock-to-use ratio fall over the past two years to an average of only 38 
days, taking them to multi-decade lows. Demand for many of the commodities covered well exceeds 
supply. The United Nations Food & Agriculture Organization warned that the world appears to be facing 
a similar supply shortage and spike in food prices that occurred in 2008. Perceived shortages in food 
are behind decisions by some countries to step up their food imports to build additional buffer stocks. 
Algeria, Saudi Arabia, Bangladesh and Indonesia are reported to have increased the sizes of recent 
import tenders. 

 
• Developed markets growth remained robust. The United States GDP in the fourth quarter of 2010 grew 

2.8% year-on-year (3.2% quarter-on-quarter annualized) despite a significant inventory drag. 
Germany’s 2010 GDP grew at the fastest pace in two decades. Industrial outlook remained robust, 
evidenced by strong January PMI (Purchasing Managers’ Index) numbers. The United States PMI 
came in stronger at 60.8 and the Eurozone PMI remained strong at 57.3. Employment conditions 
remain challenging in the United States (Non-Farm Payrolls are recovering but at a modest pace) but 
have recovered smartly in Australia, Germany, Canada, Brazil and China. There is little doubt that the 
US and European economies need to expand consistently at a faster pace to bring unemployment 
rates down to pre-crisis levels. 

 
• Fund flows turned away from Emerging Markets, for a change. Investors poured money consistently 

into EMs equities in the second half of 2010. Net EMs equity inflows were US$95 bn in 2010 on top of 
US$83 bn in 2009. This year started positively as well with inflows in the first two weeks. They turned 
negative soon after with EMs mutual funds losing US$3 bn (primarily ETFs) in the third week of 
January. Foreign investors pulled out from India (US$1.2 bn), Indonesia (US$440 mn) & Thailand 
(US$930 mn), reflecting concerns over domestic consumption-driven economies in Asia. 

 
• Recipients of equity inflows were Taiwan (US$3.4 bn) and Korea (US$580 mn), who benefitted from 

intra-regional shifts as they are more tied to western growth. Developed market equities recorded 
strong inflows of US$21 bn in January with US$16 bn pouring into US equities alone. Bond Funds 
recorded relatively small inflows of US$4.7 bn during the period. 
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The picture was mixed in the Currency markets. The US Dollar ended 1.6% weaker against developed market 
currencies, led by 2.3% and 2.6% drops against the Euro and British Pound respectively, which nullified gains 
against the Australian Dollar (+2.5%) and Japanese Yen (+1.1%). It ended 0.6% stronger against the Asian 
basket as it gained against Asian currencies affected by expectations of aggressive monetary tightening due to 
higher inflation. In Latin America, more steps were taken by the Brazilian Central Bank to prevent further 
currency appreciation which helped to weaken BRL/USD by -0.3%. Brazil announced measures to curb short 
selling of USD by imposing harsh reserve requirements on short dollar positions in the futures market for 
Brazilian banks. Last year Brazilian regulations were targeted at controlling the spot foreign exchange markets 
through imposition of tax on foreign exchange inflows (2% on equity inflows and 6% on fixed income inflows). 
Aggressive intervention by Chile (it has set a target of 17% of its GDP to build FX reserves this year) pushed 
US$ higher by 3.3% against the Chilean Peso while Mexican Peso rallied +1.8% against the greenback. China 
kept accumulating reserves (its FX reserves rose to US$2.84 trillion as of Dec 2010 from US$2.4 trillion at the 
start of the year to manage the pace of Yuan appreciation. 
 
Commodity big movers were crude oil, gold and agricultural commodities. Strong demand for crude in Asia 
and emerging markets was reflected in outperformance of these grades relative to Nymex crude benchmark. 
Brent and Asian grades of crude rallied 7% to 11% during the month. On the other hand, persistent over-supply 
in US spot markets relative to available storage capped Nymex’s gain to just +1%. Gold retreated a fair bit as 
the panic trade that had supported the yellow metal over the last 2 years faded a bit. For a change, Gold ETFs 
experienced outflows, reducing the amount of gold held by ETF managers. Silver fell too as investment demand 
for precious metals ebbed. International agricultural commodity prices (explained in the first section) are riding 
extremely favorable conditions of lower stock-usage ratios, strong consumption demand from emerging 
markets, uncertain weather patterns and positive fund flow effects. 
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Base metals ended mixed on LME with Tin (+12%) and Nickel (+11%) outperforming Copper (+1%), Aluminum 
(+2%) and Lead (-2%). In Shanghai, Nickel (+11%) and Tin (+10%) outperformed as well while precious metals 
were in line with drops on LME. Global steel prices were boosted by higher raw material prices (iron-ore and 
coking coal), and aided in no small part by continued iron-ore export ban from the southern province of 
Karnataka in India and devastating floods in the Queensland region of Australia which severely curtailed coking 
coal exports. The era of miners earning super-normal profits is set to continue for the foreseeable future. 
 
Asia Market Review 
 

Asian economic growth continues to chug along, with 
China’s fourth quarter 2010 GDP growing a stronger than 
expected 9.8% year-on-year (yoy). Its full year GDP came 
in at 10.3% yoy. Korea’s GDP grew 4.8% yoy, Taiwan was 
up 6.5% yoy, and Singapore grew 12.5% yoy. China’s 
moderating PMI at 52.9 dipped from 53.9, which was 
partly due to a mild slowdown in economic activity and the 
early arrival of the Chinese New Year. Japan’s PMI re-
entered an expansionary phase, recording an 
expansionary reading of 51.4. However the decent growth 
numbers were largely ignored on the back of higher 
inflationary concerns. Focus shifted to policy maker 
responses to increasing core inflation. India was a 
casualty, as the market sold off over 11% due to a 
combination of high inflation and corruption scandals 

which rocked the country. In contrast China proved to be an anchor in this environment, with clear and gradual 
policy moves aimed at controlling loan growth, asset prices and sustaining economic growth. North Asian 
markets posted positive gains for the month, starting the year on a bright note. 
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ASEAN Market Review 
 
Within ASEAN, the same global inflationary concerns deflated Indonesia, the best performing market the last 
two years. The perceived lack of clarity in the Indonesian Central Bank statement last month raised concerns 
that the government was not serious in addressing steadily increasing inflation. This unnerved the bond and 
equity markets, inducing profit taking which resulted in a spike of 110bps in bond markets and a 7.9% drop in 
the stock market. Thailand and Philippines also corrected 6.6% and 7.6% respectively, as global investors took 
profit in the top 3 performing markets in Asia (Indonesia, Thailand and Philippines). In contrast to North Asia, 
ASEAN markets generally ended lower with the exception of Malaysia which eked out a 0.1% gain in January. 
The numbers looked worse as MSCI indices in USD posted declines of almost 10% for Indonesia, 10.5% in 
Philippines and 8.9% in Thailand. Singapore lost 0.2% while Malaysia gained 0.8%, reinforcing the view that 
Malaysia is a defensive low-beta market. 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
We have based this document on information obtained from sources we believe to be reliable, but we do not make any representation or 
warranty nor accept any responsibility or liability as to its accuracy, completeness or correctness. Expressions of opinion contained herein 
are those of CIMB-Principal Asset Management Berhad only and are subject to change without notice. 
 
This document should not be construed as an offer or a solicitation of an offer to purchase or subscribe or sell CIMB-Principal Asset 
Management’s investment products. 

Disclaimer 



 
 

MARKET REVIEW, OUTLOOK & STRATEGY 
(EQUITY) 
 

CIMB-Principal Asset Management Berhad ● +60 (3) 2084 2200 ● research@cimb-principal.com.my 

Malaysia Market Review 
 

 
 
Malaysia was the best performing ASEAN market in this tumultuous period and was seen as a safe haven of 
sorts. The FBM KLCI posted 0.1% gain in RM terms and +0.8% in USD terms. Within Bursa, the mid-cap 
segment got off to a roaring start, up 3% in January, followed closely by the Small Cap Index which rose 2.9%. 
However, the ACE market continues to limp, and declined 2% in January. The market broadened out to second 
liners, and property and construction sector was in favor during the month. This followed high expectations set 
out by the Government in the Economic Transformation Program and Government Transformation Program 
which should make Malaysia more competitive. 
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Global Investment Outlook 
 
We believe 2011 will provide solid yet unspectacular returns for equity investors. The main support factors 
include reasonable valuations, strong profitability of the corporate sector, lack of solid investment alternatives 
on the fixed income side (low sovereign yields and tightened credit spreads), and a favorable outlook on global 
and emerging market growth. 
 
The risks to this outlook arise from: 

(a) higher inflation, especially in the strong consumption-driven economies of Asia that could ultimately 
push nominal rates too high and eat into real demand (almost all leading emerging market central 
banks are in an interest rate hiking mode), 

(b) higher bond yields (we’re not there yet but if inflation expectations rise too dramatically, a yield 
spike cannot be ruled out), 

(c) concerns about the economic health of peripheral European economies. European policy makers 
are meeting this month to finalize the long-term plan for troubled European nations to replace the 
current ad-hoc mechanisms and developments. 

(d) evolving conditions in Africa and the Middle East where prolonged political disturbances in one 
region could cascade over to others, impacting sentiment as well as the flow of global trade. 

 
On the debate between developed and emerging markets, we believe that structural strengths still favor 
emerging markets even though tactical indicators suggest challenges in the near term. Emerging markets are in 
tightening mode and until they have tightened enough for markets to feel comfortable that inflation is under 
control, it will be hard for them to outperform markets like the US, which is benefitting from strong growth and 
extremely accommodative monetary and fiscal policies. Perhaps sometime in the second quarter of 2011, the 
monetary tightening in EMs will have run its course, creating a better investment environment for emerging 
market investors. 
 
Earnings and Valuations. The reported numbers have been consistently better than expectations over the 
course of the last 12 months. In the current earnings season (fourth quarter of 2010) for S&P500 stocks, 156 
out of the 214 companies reported so far had positive earnings-per-share (EPS) surprises, with 58 negative 
EPS surprises—a very strong beat ratio of 2.7. Importantly, the surprise ratio was positive across all sectors. 
Companies recorded an equally impressive beat ratio of 2.5 on revenue numbers as well. EPS estimates for 
“Last 12-months EPS” were revised up for MSCI All Countries World Index in January as earnings delivery was 
better than expected. In contrast they were stagnant for MSCI Emerging Markets Index (earnings delivery was 
on expected lines). This earnings surprise factor has contributed to the superior returns delivered by developed 
markets in recent months. 
 
Valuations are still very reasonable as Price/”Last 12-month EPS” estimates with MSCI All Countries World 
Index at a 13% premium to MSCI Emerging Markets Index (16.1 vs 14.2). On 12-month forward EPS estimates, 
the two markets trade at 12.4x and 11.2x respectively, indicating a similar valuation premium for the All 
Countries World Index over the Emerging Markets Index. 
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Asia Investment Outlook 
 
We believe North Asia may be in favour, especially Korea and Taiwan, riding on the back of a US economic 
recovery. The consumer spending data should augur well for electronics and electrical manufacturers. 
However, this is not equally felt. Original equipment manufacturers (OEMs) will continue to be held hostage to 
end clients. Component suppliers have felt the squeeze due to the appreciating US dollar, and it will be difficult 
to raise prices. Therefore though we see a profusion of touch screen RAM hungry devices which uses high 
NAND Flash (iPad-like devices), component manufacturers may see margin squeeze. 
 
We believe the Chinese will need to roll out further efforts to control asset inflation. A significant portion of 
property transactions in China are done using cash, not mortgages. Reducing the loan-to-value ratio would 
have less effect in China than in the more mortgage-driven markets of Hong Kong and the rest of Asia. We feel 
more measures will be rolled out to address this imbalance. This may take the form of capital gains taxes. 
 
In responding to rising inflation, policy makers face a dilemma. Higher food inflation has eroded disposable 
income, which will be crimped further if interest rates are raised. As mentioned last year, food demand is 
inelastic to interest rates. Moreover, raising rates will attract more hot money flows again, just when the flows 
are taking a breather. 
 
ASEAN Investment Outlook 
 
ASEAN markets should trend more in line, after the correction in the TIP markets (Thailand, Indonesia and 
Philippines). We believe the current sell-down is a correction, as most monies leaving Asian emerging markets 
are mostly equity based flows. Investments in government bonds in most of these markets are still relatively 
stable. The inflation outlook in these ASEAN countries is more severe compared to Singapore as the food 
component of the CPI baskets is larger. 
 
Politics will be more prominent as Thailand gears up for an election which will hopefully see Prime Minister 
Abhisit Vejjajiva’s government remaining in power. The elections were delayed due to a constitutional hearing 
on the Democracy Party which Prime Minister Abhisit comes from. The Philippines and Indonesia have elected 
their presidents last year with clear mandates; hence, they should be in a better position to focus on domestic 
and economic issues. The current Thai-Cambodian flare-up hopefully is more saber-rattling than a serious 
intent to escalate tensions. 
 
Malaysia Investment Outlook 
 
We believe Malaysia will do well on a relative basis in this current volatile environment as the country is a low-
beta defensive market. This means it is a less volatile market compared to some other markets in the region. 
With the promise of the Economic Transformation Program and Government Transformation Program, the 
market should experience a bout of healthy speculation. In addition, as Malaysian policy makers were early in 
raising interest rates and its nature was not inflation-targeting, the pressure is off them to ratchet rates up 
higher. 
 
As a result we are maintaining our portfolio exposures across all markets, and are paying careful attention to 
potential volatility which can erode gains that have been made. 
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