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Market Review  

 
    Asian markets were driven lower by the tensions in the Middle East and the attendant spike in crude 

oil prices with Brent futures rising to an intra-month high of US$119.79 a barrel towards the end of 

February.  The timing of the rise in crude oil could not have come at a worse time as it followed earlier 

fears of food inflation.  Investors worried not only about the impact of high oil price on Asian 

economies but also about the possible contagion of social unrest to various parts of Asia.  North Asian 

markets were more badly hit in February, given their greater economic sensitivity to oil prices. 

 

Going forward, Asian markets are likely to remain choppy.  We believe that Asian markets will continue 

to be dictated by two main concerns:  (i) the volatility of oil prices; and (ii) the impact of rising inflation.  

The direction of oil price will continue to be at the mercy of volatile social and political developments in 

the Middle East, which may, or may not, be resolved soon.  Against this backdrop, Asian markets are at 

risk of another big move—either up or down—pending developments in the next few weeks.   

 

In the medium term, i.e., for the next few months and quarters, the risk for oil price is that Libyan oil 

production is shutdown and Saudi Arabia is unable to significantly make up for the shortfall.  This could 

then result in oil prices staying at elevated levels with Brent oil futures hovering between US$110 – 

US$120. Other wider economic ramifications include deterioration in current accounts and fiscal 

balances. Should oil prices drop below US$100 a barrel on resolution of the Middle East unrest, and 

markets in the region have a ―relief rally‖, we still foresee a situation where inflation returns as a 

concern.  Markets are once again likely to be concerned about sharper than expected rate hikes, potential 

capital controls, and administrative measures.  However, given that this is not a new concern, market 

participants are likely to re-assess how policy makers in each country have responded and what other 

policies need to be implemented.  Following this round of market decline, valuations will also be an 

important factor. 

 

    Against this backdrop, we remain selective.  We continue to like the China/Hong Kong, Korea and 

Taiwan markets, subject to oil prices pulling back.  Policy makers in China are ahead of other Asian 

countries in dealing with inflation and in raising interest rates (+75 bp since 2010) and the banking 

system’s RRR (+400 bp) while P/B and P/E valuations are marginally below its 10-year mean.  Both 

Korea and Taiwan have been implementing tightening measures since 2010, and are trading at relatively 

more attractive valuations than other Asian peers. Both also have the added advantage of being exposed 

to the US economy, which has shown signs of recovery.  Although the Indian market has fallen 14.2% 

year-to-date, we continue to remain cautious on India as inflation there remains stubbornly high and its 

twin current account and fiscal deficits are not expected to improve significantly over the year.  On the 

other countries, we would be more stock specific, focusing on stocks that offer value. 
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