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MARKET OUTLOOK AND STRATEGY – February 2011 
 
Global Market Review 
 

• Unrest in the Middle East. February started off on a jittery note as the unrest in Egypt raised concerns 
that the protests might spread to neighbouring countries. In mid-February, markets started to recover 
slightly with the resignation of President Mubarak but it was short-lived. As Colonel Gaddafi, the Libyan 
leader, reacted with violence to quell protests in his own country, markets were sold off again and crude 
oil prices hit close to US$100 per barrel. Libya produces 1.6 millon barrels per day or 1.8% of global oil 
output. 
 
The UN Security Council has set up an arms embargo and frozen the assets of Gaddafi, his daughter 
and his four sons. The United States (US) government has previously frozen the assets of both the 
Libyan government and its sovereign wealth fund. 
 
Investors are watching nervously to see if the problems will spread to the Middle East’s largest oil 
producer – Saudi Arabia. To counter any potential unrest, the Saudi government proactively announced 
a massive spending program of US$36 billion. The situation in Bahrain is especially troubling where the 
King, a Sunni, presides over a Shiite majority. Oman, another major oil producer, is now facing 
protests. The escalation of protests in these oil-producing Gulf countries could cause oil prices to rise 
further, stoking inflation and increasing the risk of a double dip recession. Higher oil prices essentially 
act as a tax to growth. 
 

• Global economic backdrop continues to improve. Manufacturing activity in the US expanded at its 
fastest pace since May 2004 last month, even as factory operators faced a big jump in raw materials 
prices. The Institute for Supply Management's (ISM) Manufacturing Index improved to 61.4 (Mkt est: 
61.0) from 60.8 in January. The ISM Services Index, similarly, hit a high of 59.4. But even amidst 
strengthening economic growth, job creation as evidenced by growth of non-farm payrolls is somewhat 
muted. It remains a concern that the pace of growth is still too slow to significantly lower the 9% 
unemployment rate. 
 
On a positive note, unemployment rate in Germany fell to 7.3%, the lowest since 1999. In another sign 
that the region's economic recovery is broadening out, European Central Bank (ECB) data showed that 
bank lending expanded further in January, as the flow of loans to euro-zone businesses reached its 
highest level since January 2009. 
 

• Funds continue to switch out of Emerging Markets. During the month, developed markets (DMs) 
continued to outperform emerging markets (EMs), as was the case in January, encouraged by the 
improving DMs’ economic indicators. On the other hand in EMs, higher inflation and expectations of 
higher interest rates have not been supportive of markets. Philippines (-5.1%) and India (-3.1%) 
continued their declines while Korea and Taiwan, which outperformed in January, declined 
substantially--down 8.0% and 6.0% respectively. Within DMs, the US continued to outperform other DM 
countries, with the S&P 500, Nasdaq and Dow Jones up 4.0%, 3.5% and 3.4% respectively. 
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With net foreign selling of US$8.1bn in Emerging Asia ex-China in February and US$2.17bn in China 
(using EPFR data), over US$10bn in net foreign selling occurred in February. Among the major sell-
downs were India (US$1.0bn), South Korea (US$3.1bn), Taiwan (US$3.2bn) and Malaysia (US$ 
1.1bn). Only Thailand and Indonesia reported a slight net inflow of less than US$ 300mn, but this was 
likely due to the huge sell-down in January. But as a percentage of market capitalization, net foreign 
selling in Emerging Asia (ex-China, ex-Malaysia) was 0.2% of market capitalization in February. 
 

• Price setback in agricultural commodities. Futures prices of soybeans, soya oil, soya meal, palm oil 
and wheat plummeted in the 2nd half of February. Liquidation of long positions was the key feature as 
many investors decided to lock in profits and invest the proceeds in safer assets due to uncertainties 
surrounding the Middle East. A key factor to watch will be the development of palm oil production in 
Malaysia and Indonesia as well as the weather and the harvest in South America. 
 

• Volatility indicators were mixed during the month. VIX, the leading indicator of US equity market 
volatility, moved up reflecting concerns over the Middle East. It touched an intra-month high of 22 
before closing 1 point lower than the previous month end at 18. 
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Currencies. 
 

 
 

• Looking at currency markets for February, the US Dollar ended weaker against almost all currencies 
with the exception of the Taiwan Dollar (-2.4%) and South Korean Won (-0.3%). Among the major 
gainers were the British Pound (2.6%), Indonesian Rupiah (2.6%) and Australian Dollar (2.4%). The 
dollar fell against most other major currencies as traders pared down greenback positions in the wake 
of the continued Middle East tumult and unfavorable yield differentials. Another possible reason could 
be attributed to expectations that Eurozone interest rates are going to rise ahead of U.S. interest rates. 
 

• Crude oil remained the focus for commodities. The fear of supply disruptions sent prices higher, 
especially for Brent Crude that rallied 11% to US$118.8/barrel after touching an intra-month high of 
US$118 on February 24. Saudi Arabia had to express its intention and ability to step in with an increase 
in production to soothe market nerves. Nymex crudes, however, was more sedate, rising only 5.0% as 
seasonally-adjusted inventories remained high in the well- supplied US market. The US Department of 
Energy’s crude oil inventory data showed February inventories of 347mn barrels, the second highest for 
this time of the year in the last five years.  
 
In a turnaround for February, both silver and gold bounced back strongly with a gain of 18.5% and 5.8% 
respectively but gold is still down 0.8% for 2011. Tin continued its upward trend with a 6.3% gain in 
February, bringing year-to-date gain to 19%, which makes it the best performing metal for 2011.  
 
Base metals were mostly up in the month of February with nickel (8.9%), zinc (7.1%), aluminium (5.2%) 
and lead (5.1%) among the major gainers. Global iron ore and steel prices however declined slightly 
mainly due to Chinese New Year celebrations in China which resulted in closure of factories and 
operations across the country. 
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Asian Market Review. 
 
Asian Equity Markets – Country Returns 
 

 
 

• MSCI APxJ underperformed MSCI World by 4% in February as the unrest in the Middle East and 
North Africa resulted in heightened risk aversion and an oil price rally which increased inflation 
concerns in EM. For the first time since early December 2008, emerging market funds had four weeks 
of net redemptions; Year to date redemptions are now US$14billion versus subscription of US$84billion 
in 2010. 
 

• ASEAN markets faired better than North Asian markets. Taiwan and Korea were both negative for 
the month with Taiwan being the worse performing market (-8.8%) while Indonesia was the best 
performing market (+6.0%) followed by Thailand (+5.6%).  
 
Inflation remains a core concern for Asian markets even as the oil price has increased substantially in 
February. Malaysia, due to it being a net exporter of oil and having subsidies in place, is relatively more 
insulated against inflation arising from rising oil prices. 
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As at end-February 2011 
  

• In China, Premier Wen Jiabao said the government will aim for a lower average GDP growth of 
7% from 2011 to 2015, underscoring the government's intention to focus less on rapid growth and more 
on raising the quality of life. The target serves more as a signal that China wants to restructure its 
economy, but it doesn't necessarily mean China intends to see slower economic growth in the coming 
five years. North Asian markets were mainly in the red due to the persistence of high inflation and 
foreign funds switching from EMs to DMs. 

 
 
ASEAN Market Review 
 

• ASEAN markets fell together with its counterparts in Asia Pacific ex-Japan on foreign selling. The 
markets that bore the brunt of the sell–down were Singapore (-5.3%) and Philippines (-3.0%) but both 
Thailand (2.5%) and Indonesia (1.8%) rebounded. Foreign investors sold in favor of DMs even as anti-
Mubarak protests gained momentum. Selling was also sparked by 0.26% hike in interest rates to 6.06% 
by the People’s Bank of China. 
 
There was a brief rebound in the middle of February encouraged by the rise of the Dow and the better 
economic numbers coming out of the US. Unfortunately, the rally was cut short as escalating tensions 
in the Middle East and higher oil prices raised fears of slower economic growth. Regional markets took 
another hit as Moody downgraded Japan’s credit rating. This led investors to continue their profit taking 
activities. Throughout February, regional markets saw investors move into more safe-haven assets like 
gold and Swiss francs. 
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Malaysia Market Review 
 
FTSE Bursa & KLSE Indices 
 

 
As at end-February 2011. 
 

• February was a tough month for Malaysia as it suffered from the double whammy of a reversal in 
funds flow from EMs back to DMs and concerns over the Middle East, which continued to drive up oil 
prices. The spike in oil prices has fuelled concerns about inflation and the possibility of a double-dip 
arising from its negative impact on global economic growth. Also, the 4th Quarter results season in 
February appears to have followed similar patterns of the past 3-4 quarters, where more companies 
disappointed than surprised on the upside. For the month, the FTSE Bursa Malaysia KLCI (FBM KLCI) 
fell 29pts or 1.9% to close at 1,491 points. The broader market performance, as measured by the FBM 
EMAS Index, was weaker than the FBM KLCI, and declined by 2.4% to 10,216 points. Small caps also 
underperformed the FBM KLCI as seen by the FBM Small Cap Index, which declined 4.4% to 12,413 
points and the FBM ACE which was down 4.1% to 4,118points. Average value traded on Bursa 
Malaysia in February eased 15% month-on-month to RM2.26bn per day. 
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Global Investment Outlook 
 
Markets are being driven by fear, inflation fueled by higher oil prices and food costs, possible disruption in oil 
supplies and a risk trade-off model. We see oil prices and futures driven mainly by speculators who have 
bought a net long position (using Nymex futures as a proxy) based on the fears described above. The current 
net long position is higher than when oil prices were at USD140+/barrel in 2007. Conversely, producers (again, 
using Nymex futures as a proxy) are selling forward their production as fast as they can. Their net short position 
is again at a higher cumulative position than when oil prices were at USD140+ in 2007.  
 
If you recall, the high 2007 oil prices were driven more by lack of refining capacity than by production supply. 
Now there is no such shortage. However the fear is that a disruption in supply could result if the unrest spreads 
to an OPEC nation. As a result, oil prices could rise even higher in the short term.  
 
With markets torn between better economic fundamentals and earnings on one side and risks of higher oil 
prices on the other, markets have been volatile. We believe that fundamentals will win out so long as the 
problems in the Middle East do not spread to Saudi Arabia. 
 
The risks we highlighted in our outlook piece last month still persist:  
 

(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. 

 
It is not a surprise then that we expect a volatile ride for 2011. 
 
Earnings and Valuations In spite of trading at near recent highs, the Dow is at price-earnings ratio(PER) of 
12.6x and estimated earnings-per-share (EPS) growth of 12% for 2012. Valuations remain compelling. The 
recent results season was stellar. As at 23 February 2011, 417 out of 500 companies have reported earnings. 
Of those, 71% exceeded expectations. The largest upside was the Materials sector, which as a whole, beat 
expectations by 12%. The ratio of companies that beat expectations to those that missed was 3.5:1. 
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Asia ex-Japan Investment Outlook 
 

 
 

 
After the recent sell down, Asia Pacific ex-Japan (APxJ) markets are no longer trading at a huge premium to the 
US. At PER of 12.5x, APxJ markets are in fact slightly lower than the Dow’s 12.6x for 2011. For 2012, APxJ 
markets are lower at PER of 10.9 compared to the Dow’s 11.2 as a result of higher earnings growth. This 
should make APxJ a more compelling investment destination. 
 
Perhaps because valuations are now more reasonable, APxJ markets are showing signs of stabilising. Even if 
China has not completed its tightening, markets may be taking the view that most of it is done. 
 
We continue to favour growth stocks. Inflation pressures have risen which may result in margin compression. 
Hence, we are cautious over companies that do not have pricing power. Interest rates are slowly rising in the 
region but we do not expect higher interest rates to derail the consumption theme that is present in the region. 
 
With markets willing to look ahead of the peak of the tightening cycle in China, we are positive on the banking 
and automobile industries in China. While the Indian market appears to be recovering after the recent huge sell-
down, there is still a need to raise the interest rate, despite a moderation in food inflation as it is still high. 
Earnings growth in India remains the highest in the region at 22.2% for this year before moderating to 18.4% for 
2012. There is downside risk to Indian EPS growth. 
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ASEAN Investment Outlook 
 
We believe ASEAN markets are attractive, now that PER valuations have de-rated with the recent sell-down by 
foreign funds. Malaysia and Philippines are just below the 5-year average while Indonesia, Thailand and 
Singapore are just above the average. Like the APxJ markets, ASEAN markets were held hostage by the 
continued fight against inflation in China and by events in the Middle East. However, ASEAN markets may now 
be sensing that the tightening cycle may be close to its end. Inflation, although rising, is still manageable. In 
addition domestic consumption, a recurring theme for these markets, is not expected to be severely impacted 
by rising interest rates. 
 
Among the ASEAN markets, we like Thailand on the back of strong 4th quarter 2010 results and expect the 
market to rally ahead of the upcoming election where we expect the present government to win. The Philippines 
Stock Exchange Index (PSEI) is the worst performing market, down 11% year-to-date. Given the stellar 
earnings growth last year, the high base is leading to a more subdued growth outlook for a number of firms, 
especially the banks. The Philippine Central Bank, which behind the curve in tightening monetary policy, is 
likely to raise raises interest rate sometime in the 2nd quarter of 2011. Once that occurs, the overhang could be 
removed and this may be a buying opportunity. We continue to like Indonesia given its longer-term growth 
story. After growing by a record 14.5% in 2010, Singapore’s GDP growth is expected to slow to around 5% in 
2011. Singapore has one of the most open economies in the world with a trade to GDP ratio of 3.0x, which 
makes it very vulnerable to high oil prices.  
 
As such, we believe risk premiums for Singapore will rise along with escalating tensions in the Middle East. 
Apart from the offshore and marine (O&M) sector and some stocks in the hospitality sector, the market lacks 
catalysts to drive it further. 
 
 
Malaysia Investment Outlook 
 
We remain optimistic on the market in spite of the recent sell-down. Much of it has been flow driven. We have 
fine-tuned our portfolios positions to reflect lower volatility as a result of a slight reduction in equity allocation 
and investment into defensive stocks. The market EPS growth of 16.5% for 2011 looks achievable on the back 
of the government’s Economic Transformation Program, which will boost investments and support economic 
growth at around 6.0%. The development of Greater Kuala Lumpur and the Klang Valley will have spin-offs that 
will benefit the construction, building materials and banking sectors. Although exports growth is moribund, the 
domestic consumption theme is still robust. Higher commodity prices should also be positive for Malaysia as the 
country is an oil producer. With crude palm oil prices hovering above RM3500, the plantation sector is another 
beneficiary. 
 
As result we are maintaining our portfolio exposures across all markets, and are paying careful attention to 
volatility which can erode gains that have been made. 
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