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Market Review 
  
Asian markets were generally stronger during the month, rebounding from the weakness in late January and early 
February.  Notably, Indonesia’s JCI as well as Thailand’s SET rose by 11.9% and 11.7%, in US$ terms, 
respectively.  Laggards were Red Chips and the Hang Seng Index which rose only 1.0% and 3.0%, respectively.  
 
Asian markets have been on a two month bounce with the MSCI Far East ex-Japan Index (MXFEJ) rising 6.9% in 
March.  We continue to hold to our view that two potential outcomes for Asian markets could emerge: (i) a 
“muddle-through” scenario where markets transition from a liquidity-fuelled rally to one supported by an earnings 
recovery; or (ii) a potentially large external macro shock arising from structural debt and manifesting itself either 
via an economic double dip outcome, stagflation (coming from a combination of rising commodity prices due to 
strong Asian demand but weak end-consumer demand from developed countries) or an unexpected currency 
crisis.   
 
For now, it appears that markets will muddle through and that the transition to an earning led recovery is in place.  
Economic indicators in Asia continue to be robust despite attempts to rein in inflation and loose monetary 
conditions.  February exports, for example, in Singapore were up 23.4% yoy and this strength was seen in most 
parts of Asia with exports also rising in China (+45.7%), Hong Kong (+28.5%), Thailand (+23.3%), Taiwan 
(+32.6%) and Korea (+31.0%).  Domestic demand saw some recovery in 2H09 and should normalise in 1H2010.   
         
Given the “normalisation” of economic conditions, more policy makers in Asia have responded by raising rates, 
partly driven by measures to pre-empt fiscal imbalances.  Malaysia raised rates by 25 bps in early March while 
Reserve Bank of India also raised rates by 25 bps.  China is expected to continue with its stance of raising its 
reserve requirement ratio in coming months.  These hikes, however, are not expected to derail the bounce in 
equity markets given the current low levels of interest rates. 
 
The robustness in Asia is consistent with a broadening out of the US economic recovery.  Both the US consumer 
and US corporations are showing signs of recovery.  The US Personal Consumption Expenditures (PCE), an 
important indication of consumer spending, continued to rise by 1.4% in February while the unemployment rate 
stabilised at 9.7%.  On the corporate front, February Industrial Production (IPI) continued to rise although at a 
moderate 0.1% (vs 0.9% in January), which was better than expectations. 
 
Market valuations are above their mean but not overly excessive yet.  On P/B measures, the MSCI Far East ex 
Japan is trading at 1.9x (vs the 8 year mean of 1.7x) while on a trailing PE basis, it is trading at 15.5x (vs the 8-
year mean of 13.5x).  Overall, large caps are more expensive but the mid caps still have value left.  If there are no 
external triggers to pull down the markets, stocks should selectively continue to perform. 
 
Currently, the most visible external risks to Asian equity markets come from the sovereign debt issues of Greece 
but the triggers are not evident yet.  It remains unclear yet how the Eurozone will find a more permanent solution 
to resolve Greece’s debt problems.  Political leaders remain divided as to how to resolve the issues facing Greece 
and how to prevent the contagion from spreading to Italy, Portugal and Spain.  The problems facing the 
Eurozone’s peripheral economies of Greece, Italy, Portugal and Spain should linger given that Germany cannot, 
for domestic political reasons, be seen to be overly generous in aiding these weaker economies. 
 
Given a potential scenario of the markets moving from a liquidity fuelled rally to one supported by earnings, stock 
picking and sector selection would be important, barring any major shocks.  Countries that continue to offer 
relative value from a top down perspective include Thailand and China’s H-shares. However, we will continue to 
seek for value stocks in sectors that include early cyclicals like commodities, technology and financials for the 
play in economic recovery, oil & gas for the exposure to rising spending in this sector, infrastructure and building 
materials that benefit from the fiscal stimulus programmes of the various countries.   
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