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Market Review 
 

The recent 40% rebound of the MSCI Far East ex-Japan (MXFEJ) Index from its February lows is likely to be 
followed by less spectacular and more modest gains going into May and June.  A consolidation with perhaps a 
10% - 15% downside in markets from their current levels is also a distinct possibility.  However, we do not expect 
Asian equity markets to break down to new lows in the coming quarters—fundamentals remain solid, liquidity is 
ample, sentiment is recovering and valuations are not excessive. 
 
In Asia, China remains the country to watch.  Investors’ fear of a huge demand shock has been replaced by the 
cheer of policy effectiveness, especially so in China.  Although China managed only a 6.1% 1Q 2009 GDP 
growth, this was the above the expectations of many private economists and forced many to upgrade their 
forecast closer to the official 8% target.  An observation of various economic releases also point to a continued 
strengthening of the Chinese economy.  Urban fixed asset investment, for example, continued to grow at 30.3% 
y/y in March (+26.5% y/y in Jan – Feb 09, +23.4% y/y in 4Q08) while real estate development investment rose 
7.3% y/y in March (+1% y/y in Jan–Feb 09).  Loans also recorded a strong growth of +29.8% y/y in March.  The 
prompt implementation of an expansive monetary policy and infrastructure projects should be beneficial for the 
real estate, construction and building material sectors.   
 
Governments in Asia have also aligned their response with that of developed countries by aggressively lowering 
interest rates and pump priming in a synchronised manner. By doing so, these actions are likely to not only arrest 
the trend of disinflation but instead fuel inflationary expectations in Asia, especially if these policy responses are 
sustained for an extended period.  Although asset prices like stocks and real estate have suffered sharp declines 
and external demand has been deteriorating, Asian economies have not been hit by the problems of excessive 
leverage and a dysfunctional financial system; hence, long term deflation is unlikely to be a serious threat, unlike 
in the U.S. and certain parts of Europe.  As it is, commodity prices like crude oil, palm oil and coal have started to 
stabilise and trend up.   
 
Valuations since the March rebound are still not excessive, in our view, indicating that the period of consolidation 
will perhaps be followed by another uptrend.  Although a forward 2009 PER of 16.3x for the MXFEJ may not 
appear attractive, we are cognisant that many rounds of earnings downgrades have been made since the 2008 
and that this period of negative earnings momentum—where earnings estimates have been consistently 
downgraded—may be coming to an end.  Whether this will be followed by a period of earnings upgrade remains 
to be seen.  In addition, the averages have been skewed upwards by Hong Kong and Taiwan.  Excluding both 
markets, others have forward 2009 PER valuations of around 13x and below.   
 
As for Malaysia, the month turned out to be a spectacular one as the market staged its strongest rebound since 
peaking in Jan 2008. In April 2009, the KLCI rose 13.5% outperforming the MXFEJ Index. The KLCI ended 118 
points higher to close at 991 points. The improvement in KLCI was mainly due to the reform measures rolled out 
by PM Najib Razak after taking over the leadership at the start of the month. The succession effect, indeed, 
turned out to be much stronger than expected as the government has moved quickly to liberalize the services and 
financial sectors. The market rally was broad-based and rotated between big cap blue chips and second liner 
bombed out stocks. The broader market’s performance was better than the KLCI as FBM Emas gained 14.8% to 
close at 6,542 points.  
 
As mentioned previously, the risks to our outlook of a rising uptrend 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.     
 
Going forward, our strategy is as follows.  First, although Asia as a whole remains attractive, we would seek 
investment opportunities in countries where markets have not rebounded so aggressively and where valuations 
are not excessive.  These would be in countries like China, Indonesia, Philippines, Singapore and Thailand.  
These countries are still trading at valuations near 13x and below.   
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Second, we also like sectors that would eventually benefit from the reflationary efforts of both domestic governments 
and also regional governments.  Sectors that we like include financials, commodities, plantation, infrastructure, real 
estate, construction and its related industries.  These sectors benefit the most from an easy interest rate environment 
as well as the fiscal stimulus programmes currently being employed.   
 
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. 
 


