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Market Review 
 

After a sharp 68% peak-to-trough decline, the recent rebound in the MSCI Far East ex-Japan (MSFEJ) Index is 
likely to be sustained for a number of weeks and perhaps months.  The recent rebound has not been V-shaped 
but has come after a 6-month period of consolidation—indicating that investors have had time to digest economic 
releases over the last few months and are deciding that the next leg for markets should be up and not down.  One 
feature of this economic downturn has been the rapid pace of the meltdown in the global economy and financial 
markets.  This steep decline implies that the downtrend cannot continue at this rapid pace of deceleration for an 
extended period and that the pace of contraction should ease over time.   
 
In this respect, Asia has taken the lead in showing signs of economic stabilisation, especially in China where 
macro economic data has surprised on the upside for the last few months.  Lending in China has picked up with 
the financial system extending RMB 1.6 tr in January, RMB 1.1 tr in February and March is expected to be above 
RMB1.5 tr.  Fiscal stimulus there is gaining traction and urban fixed asset investment (FAI) showed a growth of 
26.5% year-on-year in the January – February 2009 period.  China’s PMI index has also ticked up with March at 
52.4 points, up from 49.0 in February and 38.8 points at the November 2008 low. 
 
Part of this improvement can be attributed to the amount of fiscal stimulus put in place by Asian governments in 
order to buffer the drop in external demand.  China has announced the largest fiscal stimulus programme 
(US$585 bn) in the region amounting to 12% of its GDP.  While there will be some overlap with earlier announced 
projects, the incremental expenditure by China is significant.  Other countries that have announced fiscal stimulus 
packages include Singapore (8% of GDP), Korea (7% of GDP), Malaysia (9% of GDP) as well as Indonesia, 
Thailand and Vietnam.   
 
Various commodity prices have also stabilized in the last few months, in line with demand from China.  Oil prices, 
for example, have been hovering above $40 for the last few weeks.  Crude palm oil prices have also bottomed out 
at about RM1,380 before rebounding to RM2,300 per MT.  However, at this point in the demand cycle, we also do 
not expect a sustained rally in this asset class given the lack of strong demand. 
 
For the first time in five months, the KLCI failed to squeeze out gains and slipped. This was a surprise in view of 
the relatively acceptable political leadership line-up in Umno. The pre-Umno party election rally was also short-
lived and came on the back of the strong rebound on Wall Street and regional markets. The KLCI ended March 
2009,   18 points or 2% lower at 873 points. One of the main reasons for KLCI’s poor performance was the heavy 
sell down of Maybank and TM International due to large rights issues proposed by both companies. Maybank is 
looking to raise RM6 billion in funds through a 9-for-20 rights issue while TM International aims to raise RM5.25 
billion. Banking stocks also came under selling pressure with Maybank and Public Bank being among the hardest 
hit, plunging 11.9% and 10.6% respectively.  
 
The broader market slightly underperformed the KLCI as FBM Emas fell 2.5% to 5,701 points. Smaller caps  
performed poorly as FBM KL 2nd Board declined 2.7% to 3,872 points while FMB MDQ fell a sharper 5.3% to 
2,943 points. 
 
In our view, the sharp decline in equity markets already price in a fairly sharp economic deterioration going 
forward.  The 68% decline in the MSFEJ Index is comparable to that suffered during the Asian Currency Crisis 
where the drop was 67% peak-to-trough.  During the years 2000 – 01, the bursting of the Technology Bubble only 
witnessed a 57% decline in the MSFEJ Index.  In the U.S., which has been at the centre of this debt deleveraging 
cycle, the S&P500 is down only 58% peak-to-trough while the U.K.’s FTSE 100 is down only 49%.   
 
An observation of market bottoms during past recessions indicate that after a sharp equity market decline, 
economic releases have only to get less negative to signal that the economic contraction is bottoming.  And, more 
importantly, equity markets typically tend to rebound about six months before the bottom of the economic cycle.  
In many cases, awaiting confirmation of an economic recovery would be too late to catch the bottom. 
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It should be noted that Asia does not suffer from a problem of high indebtedness or a broken financial system but 
suffers more from a fall in demand from end users in developed countries caused by debt deflation.  In this regard, 
the vicious downward spiral cause by deleveraging and deflation are less of an issue in Asia.  Also, unlike the US 
where the banking system has seen a collapse in the money multiplier (despite ample liquidity injections into the 
banking system there), Asia’s banking system is functioning.  It also means that, while the downturn in Asia could be 
indeed be prolonged by the problems of developed economies, the economies in the region could stabilise much 
quicker. 
 
That said, given the uncertainties surrounding the timing of an economic recovery, any rally will be punctuated by 
periods of pullbacks.  The risks going forward are that economic signs in Asia show a continued downward spiral 
following this period of stabilization, policy failure in developed economies and the high correlation of Asian markets 
to a downturn in U.S. equity markets.     
 
In dealing with such turbulent markets, our approach is as follows.  First, at the broadest level, an active 
management (as opposed to a passive “hold” strategy) approach—that is, an approach which is a key part of our 
philosophy—should benefit clients.  This would call for more active tactical asset allocation decisions for the portfolio.  
The case of the Japanese equity market during the period 1992 – 2007 is instructive.  The Nikkei fluctuated, with a 
downward bias, between 7,700 and 23,000 points for 15 years.  During this period in Japan and depending on the 
point of entry, an investor employing a passive approach could well have achieved negative returns while an active 
tactical asset allocation approach by being contrarian would have been rewarded. 
 
Second, we would have a bias for countries or sectors where policies, fundamentals and trends are favourable for 
equities in these areas.  We are seeking opportunities in  countries or sectors that would benefit from reflationary 
policies via cheaper currencies, lowering of interest rates, and where economies or sectors are less affected by the 
global downturn or which benefit more from the current strength in Asia.  Sectors that would benefit would include 
certain classes of commodities like plantations, early cyclicals like Asian banks which would benefit from lower 
interest rates, and the infrastructure sector and the support industries that would benefit from the large fiscal stimulus 
programmes being instituted. 
 
Third, at the company level, we are seeking companies that will survive this period of economic downturn.  In this 
regard, balance sheet strength and management track record will be given greater emphasis.  This, of course, would 
ideally be complemented with low valuations—either price-to-earnings or price-to-book valuations—high dividend 
yields, and potential earnings growth. 


