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Global Market Review                        March 2014 
 
Markets shrugged off geo-political risks and weak Chinese data. Markets recovered from worries relating 
to 3 aspects: Geo-politics (Crimea voted to join Russia, causing the West to impose fairly tepid sanctions 
against Russia), weak Chinese data (a February 2014 trade deficit of USD22 billion, lower Fixed Asset 
Investments, weaker retail sales and lower Industrial production) and uncertainty caused by Janet Yellen’s first 
post-FOMC (“Federal Open Market Committee”) conference (where her comment that rates could be hiked 6 
months after conclusion of tapering was taken as a hawkish statement). Thankfully, markets looked beyond 
these to close in a happy state. Equities rose from mid-month levels, as the Fragile-5 markets (India, Indonesia, 
Brazil, South Africa and Turkey) rallied more than 12% from lows. Emerging markets (“EM”) equities even 
registered their first monthly win over developed markets (“DM”) equities since October 2013. Quite a few EMs 
bounced off their 52-week lows (India, Russia, Brazil being the most notable, though India’s bounce had started 
in 2H13 itself). Peripheral European markets continued their strong run as well. Corporate credit spreads came 
in marginally. EM sovereign credit spreads, that had widened last year, came in smartly despite outflows from 
EM bond funds. DM 10-year sovereign bond yields hardened only marginally despite a seemingly negative 
reaction to the Federal Reserve (“Fed”) meeting, with the damage more at the shorter end (3-6 years). Most EM 
currencies bounced up against the USD. Commodities, however, bore a risk-off tone as lower copper, energy 
and precious metal prices nullified the jump in global agricultural prices. Overall, the return tables favored EM & 
US Equities (MSCI EM 3%, S&P 500 1%), Agricultural Commodities (GS Agri Index 8%), EM currencies (MSCI 
EM currency Index 1%) while Credits and Government bond moves were relatively muted. However, for the first 
quarter of 2014 (“1Q14”), Credits (both Investment Grade and High Yield) outperformed both Equities and 
Commodities. 
 
 
Chart 1: 1Q14 belonged to Fixed Income; EMs bounced up from 52-week lows  
 

 
 
Source: Bloomberg/Factset/Multi-Asset Advisors 
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Crimea voted to join Russia, as expected, in its referendum, in a victory for Putin’s opportunism and soaring 
domestic populism. The West responded with symbolic sanctions against certain Russian individuals. Things 
seem to have cooled off since then but should Russia try to play a hand in breaking Ukraine, more severe 
sanctions could become a reality, hurting global trade and Russian/European growth (given that Western 
Europe meets about 30% of its needs from Russian oil/gas). Putin will be very aware of this in planning his next 
move in the region.  
 
European Central Bank (“ECB”) is close to further monetary easing. While ECB speakers indicated that 
they aren’t yet concerned about a deflationary trend in the Eurozone (“EZ”), their concerns about a large output 
gap implied readiness for more action. The Bundesbank president seemed to okay quantitative easing (asset 
purchases), increasing the likelihood of additional stimulus soon. 
 
People’s Bank of China (“PBoC”) widened the USD-CNY daily trading band to +/- 2% from +/-1% of its 
daily fixing point, in a significant step towards making its currency more flexible. The step reflects PBoC’s 
assessment that the era of unidirectional CNY appreciation is finally over after 8 years of one-way movement 
since the de-facto de-peg in July 2005. Higher volatility could deter the speed of short-term carry flows into 
China (more than USD600 billion has flowed into China as short-term carry-trade influenced lending from 
international banks in the last 5 years according to the latest BIS data). PBoC also hinted at deposit rate 
liberalization in the next 1-2 years while the China Banking Regulatory Commission (“CBRC”) laid out plans to 
grant 5 new banking licenses, each co-sponsored by 2 private enterprises. 
 
China’s National People’s Congress (“NPC”): Premier Li Keqiang indicated a GDP growth target of about 
7.5%, hinting at a greater tolerance for lower growth. Delivering enough urban jobs (sufficient employment) 
probably becomes the key economic variable. He said risks relating to government debt are generally within 
control. Fighting air pollution through tough measures and regulation, and curbing housing speculation were the 
other areas stressed by him. However, given the recent weakness in economic activity, a fiscal stimulus 
involving advancement of planned govt. expenditures could be on its way. 
 
Global Financial Conditions were stable in a month of marginal change. US Financial Conditions Index 
(“FCI”) was a tad easier, Europe a tad tighter while Japan and China were almost unchanged. The magnitude 
of change was small in all countries. Chinese FCI remained close to its tightest since December 2011 but 
incremental change for the last 2 months has been marginally positive, raising hopes that the cycle could be 
turning around. 
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Chart 2: Financial Conditions: Stable 
 

 
 
Source: Bloomberg/Factset/Multi-Asset Advisors; MAA FCI=MAA’s Financial Conditions Index  

 
 

Economic Growth: Global Manufacturing Activity held up well. US data recovered. Chinese production 
slowed but March’s official purchasing managers index (“PMI”) recovered to 50.3 from 50.2 even as HSBC’s 
private sector oriented PMI dropped from 48.5 to 48. Eurozone manufacturing PMI held steady at 53 and 
remained well entrenched in expansionary territory. Our Global Industrial Production Growth indicator rose just 
above trend, at 0.4% in January. Our March Leading Indicator (“LI”) also recovered, pointing to a likely return of 
Global Industrial Production back to its trend. 
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Chart 3: Global Manufacturing: Lower with more pain likely in the next few months  
 

 
Source: Bloomberg/Factset/Multi-Asset Advisors; GIP MOM=Month-on-month change in Global Industrial Production, MAA GIP-LI=MAA’s leading 
indicator for Global Industrial Production 
 
 
MAA’s Macro Economic Surprise Indices (“MAA ESIs”): Bad weather effects seemed to have worn off 
finally as US had its first non-negative month since December 2013. Consumption and Industrial ESIs were 
positive while Employment related and broader economic ESI were negative. Housing was in line. Europe had 
a strong month, helped by a very strong Monetary ESI. Japan’s ESI was negative a second successive month 
with weakness across the board (Trade, Monetary and Consumption). China’s ESI was deeply negative, as 
both Industrial and broader economic releases disappointed massively. 
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Chart 4: Economic Surprise Indices: Recovering US, strong Europe and weak China/Japan 
 

 
Source: Bloomberg/Factset/Multi-Asset Advisors; ESI=MAA’s Macro Economic Surprise Index 
 
MAA’s Risk Environment Index (“REI”) was in a mild risk-on mode, recovering +.04 after last month’s 
recovery of +0.05. The breadth was good, with the Commodity REI the only one to go down (-0.07). Equities 
(0.02), Currencies (0.20, adding up to 0.35 in the last 2 months), Credit (.05) and Fixed Income (.01) all pointed 
towards recovering risk appetite. 62% of the factors bore a risk-on tone vs. 72% the prior month and 28% two 
months back. Cyclical Equities didn’t underperform Defensives for the first time this year, though the magnitude 
of outperformance was ever so little. The Commodity REI was pulled down by weaker LME metal and oil prices, 
with copper’s -5% drop hurting the most. Currency REI was the strongest, led yet again by an outperformance 
of higher beta currencies like AUD, BRL, ZAR and RUB; and the Credit REI by marginally tighter high-yield 
(HY) and investment grade (IG) spreads. 
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Chart 5: MAA Risk Environment Index: Another marginally better month 
 

 

 
 
Source: Bloomberg/Factset/Multi-Asset Advisors; REI=MAA’s Risk Environment Index; EQ=Equity, Comm=Commodity, Curr=Currency, CR=Credit and 
FI=Fixed Income sub-components of REI 
 
Investor Fund Flows: The bias for DM risk assets was evident yet again as they recorded sizeable inflows into 
both fixed income and equities while EMs faced outflows (22 straight weeks from Equities and 26 straight 
weeks from Debt). Within DM Equities, US (USD16 billion) and Europe (USD3 billion) had strong inflows while 
Japan (-USD1 billion) had its first monthly outflow since end-December 2012. All EM Equity categories barring 
EMEA (unchanged) saw outflows, led by Asia (-USD6 billion) and Global EM (-USD4 billion). Bond funds 
recorded inflows of USD10 billion, led by Corporate IG (14 straight weeks of inflow), Corporate HY (7 straight 
weeks) and floating rate funds (92 straight weeks). MM funds lost -USD50 billion in a sharp reversal from 
previous month’s USD20 billion inflow. Commodity funds had a marginal inflow (USD1 billion), the first such 
month since December 2012. 
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Chart 6: Fund Flows: Outflow from EM funds continued  
 

 
 
Source: Bofa ML Global Strategy, 27 Mar’14 
 
Chart 7: Currencies 

% change 1 WEEK 1M 3M 6M 1 YR YTD 

Euro Spot (0.5) (0.2) 0.2  1.8  7.4  0.2  

Japanese Yen Spot (1.0) (1.4) 2.0  (4.8) (8.7) 2.0  

British Pound Spot 1.0  (0.5) 0.6  2.9  9.6  0.6  

China Renminbi Spot (0.4) (1.2) (2.6) (1.5) (0.1) (2.6) 

South Korean Won Spot 1.2  0.3  (1.4) 0.9  4.4  (1.4) 

Hong Kong Dollar Spot 0.0  0.0  (0.0) (0.0) 0.1  (0.0) 

Taiwan Dollar Spot 0.3  (0.5) (2.2) (2.8) (2.2) (2.2) 

Malaysian Ringgit Spot 1.1  0.4  0.3  (0.2) (5.2) 0.3  

Singapore Dollar Spot 1.1  0.8  0.4  (0.1) (1.4) 0.4  

Philippines Peso Spot 0.6  (0.4) (0.9) (3.0) (8.9) (0.9) 

Indonesian Rupiah Spot 0.2  2.2  7.1  0.4  (14.3) 7.1  

Thai Baht Spot 0.1  0.4  0.9  (3.6) (9.7) 0.9  

Brazilian Real Spot 2.2  3.2  4.0  (2.4) (11.0) 4.0  

Australian Dollar Spot 1.4  3.8  3.9  (0.6) (11.1) 3.9  

Indian Rupee Spot 1.5  3.1  3.2  4.6  (9.4) 3.2  

New Zealand Dollar Spot 1.4  3.3  5.5  4.4  3.5  5.5  
 
Source: Bloomberg 
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Dollar behavior was more dispersed than January 2014 (when $ strengthened across the board) and February 
2014 (when it weakened across the board). Despite negative headlines about EMs, caused by the Russia-
Crimea-Ukraine developments, currencies bore a “risk-on” tilt, especially in the EM world. For 1Q14, $ was 
almost unchanged against the DM block but showed mild gains against Asia and Latin America. The key 
highlight of the month came from PBoC, which widened the CNU/USD daily trading band to +/- 2% from +/-1% 
of its daily fixing point, in another step towards making its currency more flexible. The move reflects PBoC’s 
assessment that the era of unidirectional CNY appreciation is finally over after 8 years of one-way movement 
since the de-facto de-peg in July 2005. Higher volatility is likely to deter the speed of short-term carry flows into 
China, especially from offshore CNY centres like Hong Kong. The move seems to have caught the market 
unaware with CNY/USD recording its weakest quarter (-2.7%) since its de-peg in 2005. A combination of 
factors like the wider trading band, weaker domestic growth, a surprise Feb14 trade deficit (-$23 billion), and an 
increase in implied CNY/USD volatility played its hand in weakening the currency. 
 
Chart 8: CNY/USD Rolling 3m Change; Consistent Short EUR/USD positioning 
 

 
 
Source: Bloomberg/Factset/Multi-Asset Advisors (+ve number indicates USD appreciation in the CNY/USD chart) 
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Chart 9: Commodities 
 

% change 1 WEEK 1M 3M 6M 1 YR YTD 

Aluminium 3.1  1.8  (0.8) (3.3) (6.3) (0.8) 

Copper 2.7  (5.2) (9.7) (9.0) (11.9) (9.7) 

Lead (0.1) (3.1) (6.8) (2.3) (2.1) (6.8) 

Nickel (1.3) 8.0  14.4  13.9  (4.6) 14.4  

Zinc 2.0  (4.3) (3.5) 3.4  4.5  (3.5) 

Gold (1.9) (3.2) 6.5  (3.4) (19.6) 6.5  

Thermal Coal 0.2  (4.1) (13.7) (6.7) (16.8) (13.7) 

Iron Ore 5.0  (1.7) (13.7) (11.4) (14.7) (13.7) 

              

CPO (3.7) (3.7) 3.4  16.8  8.7  3.4  

Soybean 2.7  3.5  14.6  17.3  1.4  14.6  

Wheat (2.4) 15.8  13.9  1.1  (16.0) 13.9  

Corn 2.4  8.3  16.7  8.6  (22.5) 16.7  

Rice 0.5  (0.2) 1.7  (0.8) (1.7) 1.7  
 
Source: Bloomberg 
 

Commodity prices were flat (GSCI -0.1%), at an aggregate level but divergent within, as Agricultural prices 
continued their strong run while energy, precious metals and base metals closed with losses.  
 
Energy: The GS Energy Index dropped -2% (flat 1Q14). Brent and WTI crude futures averaged USD108/bbl 
and USD101/bbl. The drop in crude prices was likely due to easing tensions in Ukraine towards the month-end 
and a further rise in US supplies. US crude inventories clawed back towards the upper end of its 5-year 
seasonal range even as its Gasoline and Distillate inventories slipped below their 5-year range. Retail Gasoline 
prices rose 4%, though on a seasonally adjusted basis, they stayed soft. For 1Q14, they were up 7% as 
compared to gains of 11%, 20, 18% & 7% during the first quarter (“Q1”) of the previous 4 years. 
 
Precious metals: Gold/Silver seemed to have lost momentum after a strong start to the year. The GS Precious 
Metals Index dropped -3% but is up 6% for 1Q14. Gold held by ETFs edged up to 56.8m oz. from a Feb 14 low 
of 55.9m oz. but remained 33% below the peak of 84.6m oz. reached in Dec 12. 
 
Industrial metals dropped. Softer Chinese PMIs and Industrial Production, unwinding of copper-funding 
trades, a build-up in Chinese inventories and a large drop in speculative net longs caused Copper to drop -5%, 
pulling the GS Industrial Metals Index to a loss of -2% (-5% 1Q14). Nickel advanced 8% as the Indonesia 
export ban continued to curb supplies. Chinese Iron ore inventories rose further. Imported iron ore prices into 
China dropped -1% to 117 USD/MT (-13% 1Q14). 
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Agricultural commodity prices shot up. The GS Agri Index gained 8% (16% 1Q14). Brazil’s worst drought in 
decades and uncertain weather in US implied lower outputs. Problems in Ukraine supported wheat prices, as it 
is a large exporter. Corn was supported by USDA surveys of the lowest farmer plantings in the last 4 years. 
Speculative longs remained high. 
 
Chart 10: US Retail Gasoline Price; Speculative Net Longs 
 

 
Source: Bloomberg/Factset/Multi-Asset Advisors 
 
Global Investment Outlook 
 
The global economic outlook remains positive. We hold to our view of a synchronized global recovery in 2014.  
There is no sign of an impending recession, even though the current expansion has lasted 56 months (vs. 
median expansion period of 42 months in the post-WWII period). The reason for that is that both output 
recovery and inflation have been lower than previous recoveries, allowing supportive monetary policy. US 
growth should pick up this year with tailwinds from low energy prices, continued housing recovery and pent-up 
consumer demand.  While Europe continues its laborious recovery, Japan could contract by 3-4% quarter-on-
quarter (“q-o-q”)  annualized in 2Q14 as the consumption tax hike from 5% to 8% takes effect.   
 
Highlights from the latest economic numbers show the US economy was dogged by its most severe weather 
episode in two decades and the macro surprise index stayed in negative territory during Jan-Feb.  However, it 
showed signs of recovery in March.  The Global Industrial Production Growth indicator also regained some lost 
momentum in March, pointing to a better month.  While the Chinese economy is slowing, as it should, a fiscal 
stimulus by way of advancement of budgeted government spending could be under way to provide short-term 
momentum. 
 
We expect monetary policy to remain accommodative in the DM world despite the volatility caused by the last 
Fed meeting.  DM Central Banks (FED, ECB, BOE, RBA) are using forward guidance tools (now mainly 
qualitative) to indicate such a stance.  Additionally, both BoJ and ECB could shortly announce additional easing 
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measures.  In China, we expect policy stance to retain its tightening bias to keep property prices and shadow-
banking growth in check.  Elsewhere and encouragingly in EMs, India, Brazil and Indonesia have made the 
right moves in the last 12 months, implying that they may already have travelled a substantial distance in their 
current tightening cycles. 
 
We do not expect global financial conditions to be as loose as they were in 2013 but aren’t expecting a 
meaningful tightening to the detriment of growth either.  The key risk to this call is if the US Fed decides to taper 
more aggressively because it changes its perception of underlying inflation or if growth spirals higher (neither of 
which is our base case) or if an EM market gets into funding difficulties, creating an adverse contagion. 
 
Headline inflation readings remain reasonably soft though the jump in agricultural prices has caused lead 
inflation indicators to spike up in both February and March.  A key risk to the current benign inflation 
environment is adverse geopolitical developments i.e. if social unrest in Venezuela or the Ukrainian conflict 
causes oil or agricultural prices to spike up further.  In our base case, we expect inflation to tick-up on better 
growth but not enough to cause monetary policies to be tightened.   
 
Sales growth expectation remains muted, implying dependence on margin expansion in most markets to realize 
expected earnings delivery.  1Q14 results that start reporting in USA next week will be keenly watched for 
indications on margin/revenue trends.  On earnings per share (“EPS”)  growth, Japan remains well ahead.  
Others are in a cluster.  China’s been revised down to a more reasonable 7% number.  While FY14 EPS was 
cut again, the momentum slowed.   
 
Other considerations:  
Euro Area policy makers are progressing with the new banking supervision system i.e. SSM (Single 
Supervisory Mechanism). The Asset Quality Review and Stress tests are due by Nov14, which will be watched 
keenly to fully comprehend the new regulatory landscape in the Eurozone. They will also indicate the amount of 
capital that Eurozone financial institutions need to raise and the tolerance in the Eurozone for bank failures. 
 
While risks on Syria and Iran have subsided in recent months, the latest developments in Ukraine-Russia call 
for caution.  An escalation of tensions here can lead to more significant trade sanctions that will hurt global 
growth and sentiment.  
 
 In Asia-Pacific, developments in the Sino-Japanese relations remain on a “watch”, though our base case isn’t 
for a confrontation. North Korea remains a problem child, though.   
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Chart 11: Asia Pacific ex-Japan Market Review             Mar 2014 
 

% change 1 WEEK 1M 3M 6M 1 YR YTD 

S&P/ASX 200 INDEX 0.9  (0.2) 0.8  3.4  8.6  0.8  

NIKKEI 225 2.4  (0.1) (9.0) 2.6  19.6  (9.0) 

HANG SENG INDEX 1.4  (3.0) (5.0) (3.1) (0.7) (5.0) 

KOSPI INDEX 2.1  0.3  (1.3) (0.6) (1.0) (1.3) 

CSI 300 INDEX (1.4) (1.5) (7.9) (10.9) (14.0) (7.9) 

Straits Times Index STI 2.5  2.5  0.7  0.7  (3.6) 0.7  

STOCK EXCH OF THAI INDEX 2.0  3.8  6.0  (0.5) (11.8) 6.0  

JAKARTA COMPOSITE INDEX 1.0  3.2  11.6  10.5  (3.5) 11.6  

PSEi - PHILIPPINE SE IDX 0.4  0.1  9.1  3.8  (6.1) 9.1  

S&P BSE SENSEX INDEX 1.5  6.0  5.7  15.5  18.8  5.7  

TAIWAN TAIEX INDEX 2.8  2.4  2.8  8.3  11.8  2.8  

FTSE Bursa Malaysia KLCI 0.8  0.7  (1.0) 4.6  10.6  (1.0) 

              

% change             

MSCI AC ASIA x JAPAN 2.8  0.9  (1.1) 2.2  0.3  (1.1) 

MSCI AC ASIA PAC EX JAPN 2.8  1.6  0.4  2.4  (0.6) 0.4  

MSCI Australia USD 2.6  3.5  4.6  2.8  (3.2) 4.6  

MSCI China USD 2.1  (1.7) (5.9) (2.3) (1.0) (5.9) 

MSCI Hong Kong USD 1.3  (2.5) (3.8) (1.0) 0.8  (3.8) 

MSCI India USD 3.9  8.6  7.8  18.8  5.0  7.8  

MSCI Emerging Markets Indonesia 1.1  5.3  21.0  14.9  (19.8) 21.0  

MSCI Japan USD 2.7  (2.0) (6.3) (4.3) 5.7  (6.3) 

MSCI Emerging Markets Korea US 4.1  0.1  (3.0) 0.9  4.3  (3.0) 

MSCI Malaysia USD 2.1  1.1  (1.0) 3.7  4.5  (1.0) 

MSCI Emerging Markets Philippi 1.4  (0.6) 9.1  3.5  (11.4) 9.1  

MSCI Singapore USD 3.3  2.6  (1.1) (0.8) (5.5) (1.1) 

MSCI Emerging Markets Taiwan U 3.5  2.8  1.1  5.5  8.0  1.1  

MSCI Emerging Markets Thailand 2.5  4.4  6.5  (4.7) (19.1) 6.5  
Source: Bloomberg 
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Asian equities gained 1.6% in March, outperforming MSCI AC World by 1.4%. The outperformance was driven 
by improving trade balance and FX reserves in Indonesia and stabilizing economic fundamentals in India.  The 
best performing country sectors were India Energy, India Financials and Australia Financials while China IT, HK 
Consumer Discretionary and India IT were the worst performing sectors.   
 
In the first half of March, equities were dragged down by weak China economic data and geopolitical risk 
around Crimea. China’s retail sales, industrial production, fixed investment, and loan growth were weaker than 
forecast.  

 
Asia Pacific ex-Japan Investment Outlook 

Monetary policy normalization is now back in focus in the US. In phase 2 of US policy normalization, the Fed 
may start raising interest rate in 2015. Although bond yields may be capped by subdued inflation expectations, 
additional monetary tightening is likely to constrain global growth and performance of risky assets. Under these 
circumstances, liquidity conditions in Asian countries will be further burdened with shrinking excess global 
liquidity and an improving global economy. 

Where China is concerned, it is reforms with growth, not reforms vs. growth. The China government favors 
economic stability like Japan in the 1990s. As such, it will maintain GDP growth at around current levels to 
provide sufficient job opportunities.  Labour supply still exceeds job available by 10%.  The government should 
succeed at the economy remains a “command” economy. 

Asian Equity Markets registered a flat and very mixed Q1 this year. Indonesia (+21%), Philippines +8%) and 
India (+7%) posted strong gains while China (-7%), Hong Kong (-4%) and Korea (-4%) fell. 

We have turned cautious on the outlook for Asian Equities, as fund flows remain mixed, earnings revision still 
negative and valuation is fair. Prospect of US interest rate hikes would weigh on sentiment further. Asian 
equities are likely to have flat to negative return for this quarter. Election plays like Indonesia and India may 
start to consolidate their gains. Other Asian and ASEAN countries continue to experience slowing growth and 
tight policy stance.  

Given the sluggish growth and stable interest rate environment, our portfolios are generally defensively 
positioned.  Crowded trades in momentum stocks add another cause for concern. 

We still expect growth stocks to perform well in Asia, as companies that are able to beat earnings expectations 
will remain scarce as Asia growth slows. We are re-examining our Asian reform plays as reform progress is 
slow - with limited impact on resource allocation and return on capital. We continue to avoid cyclical stocks with 
structural and cyclical challenges. Demand growth is likely to remain muted. 
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ASEAN Market Review                             Mar 2014 
 
Top performing ASEAN markets in March were Indonesia (+3.2%), Thailand (+3.8%) and Singapore (+2.5%) 
while Philippines (+0.1%) and Malaysia (+0.7%) were the laggards.  
 
Singapore 
 
The Singapore FTSE Straits Times Index (“STI”) was up 2.5% in March to close at 3,189. Consumer staples 
was the best performing sector.    
 
February Industrial Production (“IP”) rose 6.2% month-on-month (“m-o-m”) in February, almost reversing the 
7.8% decline seen in January. Consumer price index (“CPI”) rose 0.1% m-o-m, seasonally-adjusted in 
February, leaving it at 0.4% on-year-average (“o-y-a”). The main reason for the low CPI inflation print this month 
is the cost of certificate of entitlement (“COE”).    
 
February non-oil domestic exports (“NODX”) rose 3.2% m-o-m seasonally adjusted in USD terms, leaving them 
at 6.8% o-y-a. Electronics and other non-pharmaceutical exports rose in February, up 5.0% m-o-m. Contrary to 
this, pharmaceutical exports fell 11.1%. Singapore’s manufacturing PMI rose 0.4 pts to 50.9 in February. 
 
Thailand 
 
The Stock Exchange of Thailand (“SET”) gained +3.8% in Mar 14. For the first time since the political 
demonstrations, net foreign flow turned positive. Year-to-date (“YTD”), SET has gained 6% with local money 
providing big support. The combination of slow credit growth, low domestic deposit rates, and decent dividend 
yields for the market has encouraged the inflow of local money. The YTD foreign net flow is negative USD629 
million.  
 
Private investment continued to weaken across the board. Private consumption remained weak, though this 
was more mixed with some stabilization seen for passenger car sales. The current account was in large surplus 
of USD5.1 billion on the back of falling imports and strength in the invisibles component.  
 
The key developments on the political front include: 1) Disqualification of the Bangkok governor election a year 
ago. 2) The Constitutional Court ruled the infrastructure bill as unconstitutional. 3) The Constitutional Court 
annulled the February 2 general election.  
 
Philippines 
 
The Philippines Stock Exchange Index (“PSEi”) ended the month flat to close at 6,428.71. MSCI Philippines 
reversed its two consecutive months of outperformance after it lost 1.35%, lagging MSCI APxJ by 1.12% and 
MSCI EM by 2.43%.  
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Key economic and political events: 1) The Central Bank kept policy and Special Deposit Account (“SDA”) rates 
steady, but raised banks’ reserve requirements by 1%. The Reserve Requirement Ratio (“RRR”) now stands at 
19% for universal and commercial banks. 2) Inflation eased to 4.1% o-y-a in February from the 2-year high 
4.2% in January, due to slower increases in alcoholic drinks, tobacco, and transport prices. 3) Overseas Filipino 
worker (“OFW”) remittances grew 5.9% y-o-y to USD1.8 billion in Jan. 4) Trade deficit widened to USD1.4 
billion in Jan. 5) Bid submission deadline for the Php34.5 billion Cavite-Laguna Expressway (“CaLa-Ex”) project 
was delayed by a month at bidders’ request.  
 
Indonesia 
 
The Jakarta Composite Index (“JCI”) gained 3.2% in March to close at 4,768, aided by receding political risk. 
The Rupiah appreciated 2.1% to close at 11,361/USD. Foreign portfolio investors were net buyers to the tune of 
USD0.7 billion. Indonesia outperformed the regional benchmarks by 14% during the quarter, led by Industrials 
and Consumer Discretionary.  
 
Key economic events include: 1) The Indonesian Democratic Party of Struggle (“PDIP”) named Jakarta 
Governor Joko Widodo as its presidential candidate. The announcement came ahead of the April 9th 
parliamentary election. 2) Director of Debt Management Office estimates government bond will yield 8-9% after 
tapering is completed. 3) Investment Coordinating Board expects more South Korean investment, and in 
sectors outside existing portfolios. 4) CPI inflation was 7.32% year-on-year (“y-o-y”) in March. Core inflation was 
4.61% y-o-y. 5) The trade balance printed a USD785 million surplus in February. 6) BI maintained policy rate at 
7.50%, unchanged since Nov 13. 7) Money supply was flat m-o-m, but expanded 10.9% y-o-y in February. 
 
ASEAN Investment Outlook 

 
 ASEAN markets continued to grind higher in March, led by Indonesia (+3.2%), Thailand (+3.8%), Singapore 
(+2.5%), Malaysia (+0.7%) and Philippines (+0.1%). On a YTD basis, Indonesia is the best performing in 
ASEAN, +11.6% in local currency terms and +19.6% in USD terms, fuelled largely by optimism that Jokowi will 
be nominated as a leading Presidential candidate. 
 
Although the longer term prospects of ASEAN remain positive, the near term outlook may be capped as the 
market consolidates its recent gains. Valuations are not compelling. Key drivers in our view will be positive 
earnings momentum as the global recovery backdrop remains benign. We believe the worst of the downgrades 
may be behind us. 
 
With the latest round of Indonesian macro data supportive and Jokowi set to run for president in July, focus will 
be on parliamentary elections and vice-presidential hopefuls. Thailand’s political stalemate continues to see 
growth forecasts revised downwards. We keep our focus on investments in well-managed companies which 
have the ability to demonstrate sustainable long-term business models and strong cashflow management in a 
slower growth environment. 
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Malaysia Market Review                Mar 2014 
 

% change 1 WEEK 1M 3M 6M 1 YR YTD 

FTSE BURSA MAL TOP 100 0.9  0.8  (1.0) 3.6  10.7  (1.0) 

FTSE Bursa Mal Mid 70 IX 1.3  1.1  (1.3) 0.2  10.8  (1.3) 

FTSE Bursa Mal Small Cap 0.5  3.6  9.1  12.2  41.2  9.1  

FTSE Bursa Malaysia ACE (1.3) 3.4  17.4  20.3  66.2  17.4  

              

FTSE BURSA MALAYSIA EMAS 0.9  1.0  (0.4) 4.1  12.1  (0.4) 

FTSE MALAYSIA EMASSHARI 1.1  1.9  0.7  6.3  15.8  0.7  

              

              

% change 1 WEEK 1M 3M 6M 1 YR YTD 

FTSE Bursa Malaysia KLCI 0.8  0.7  (1.0) 4.6  10.6  (1.0) 

Bursa Malaysia Construct 1.3  4.5  3.4  2.4  17.1  3.4  

Bursa Malaysia IndusProd 1.4  1.9  2.1  5.9  18.8  2.1  

Bursa Malaysia Mining 3.3  4.2  5.9  (3.8) 11.6  5.9  

Bursa Malaysia Plantatio 0.6  2.3  0.2  8.2  13.4  0.2  

Bursa Malaysia Property 1.0  3.9  5.4  2.3  14.9  5.4  

Bursa Malaysia Consumer 0.4  0.4  (2.0) 0.7  4.9  (2.0) 

Bursa Malaysia Finance 0.6  0.1  (1.9) 1.2  6.0  (1.9) 

Bursa Malaysia Trad/Svc 0.8  0.8  (0.0) 5.9  15.8  (0.0) 

Bursa Malaysia Technolog 0.1  2.5  7.5  14.5  38.5  7.5  
Source: Bloomberg 
 
It was a slightly volatile month in March with initial weakness early in the month giving way to window dressing 
towards the end. Market sentiment was affected by concerns over the Russian-Ukraine military tension and 
weak economic data from China. The KLCI ended the month 0.7% higher at 1,849 pts. Small caps continued to 
outperform in spite of February’s strong outperformance.  
 
January industrial production (“IP”) growth slipped to +3.6% y-o-y from +5.3% in Dec 13, partly distorted by the 
Chinese New Year festive celebrations. Headline inflation moved higher to 3.5% y-o-y in Feb from +3.4% in 
Jan, driven by higher prices paid for a range of goods and services, including housing, utilities and other fuels, 
transportation, and restaurants and hotels.  
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Malaysia Investment Outlook 
 
The FBM KLCI increased by 0.74% in February while the FBM Small Cap Index jumped 3.64%. That basically 
sums up the price action for the month. 
 
Fed Chairperson, Janet Yellen has taken pains to reassure markets that interest rates will remain low even as 
QE is being withdrawn.  Not surprisingly, the S&P500 Index is at a new record high.  There is no change to our 
macro view: 1) The scenario underlying this global economic recovery is one of deflation.  2) Inflation will be 
benign, with the exception of Malaysia – due to removal of subsidies and the GST in 2015.  3) Central banks 
will be cautious.  Even with the removal of QE, interest rates will rise only gradually and level off at below 
historical levels. 4) The synchronized global recovery we expected in 2014 is panning out.  5) But returns going 
forward will not match that of the last 10-years.   
 
For 2013, the Malaysian banking system loan growth was 10.6% while deposit growth was 8.5%.  It caused the 
loan to deposit ratio to rise from 82.1% (Dec 2012) to 84.6% (Dec 2013).  In February 2013, loan growth 
rebounded to 9.5% from -0.1% the previous month. But it continues to exceed deposit growth of 7.0% for the 
same month.  Expectations are for the loan to deposit ratio, currently at 85.5%, to rise further leading to higher 
cost of funds.  
 
With the recovery of the KLCI to 1847.76 on March 31, the 2014 PER is back to 16.1x and 2015 PER is at 
14.7x.  The corresponding EPS growth is at 5.1% and 10.0% respectively but the 3-month change remains 
negative.  We maintain our yearend target for the KLCI at 1920 based on PER of 15x based on 2015 earnings. 
 
Target equity allocation remains at 90.0 – 95.0% while the beta band is raised from 0.90 - 0.95 to 0.95 -1.00 to 
accommodate higher weightings, mainly in the Oil & Gas sector. Apart from Oil & Gas, we remain overweighted 
in Telecommunications and Utilities.  The Banks and Plantation sectors remain underweight.         
 
  
 


