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Market Review 
  
All Asian markets fell during the month, dragged down by fiscal uncertainties in Europe, the decline in US markets 
and weakness in their respective local currencies against the US$.  Top losers in the region were Korea’s KOSPI 
which fell 13.1% while Taiwan declined 9.7%, in US$ terms.  The smaller ASEAN markets held up relatively 
better, with Thailand’s SET declining only 2.1% and the Philippines PCOMP weakening by 4.4%, in US$.  
 
During the month, the Dow Jones dropped by 7.9%, and the Nasdaq followed suit with a 8.3% decline.  The US 
dollar gained against Asian currencies with the Korean Won and the Indian Rupee weakening the most, down by 
7.8% and 4.3%, respectively.  The Nikkei also declined by 9.1% in US$ terms, despite a stronger Yen. 
 
Asian markets will likely be at the mercy of conflicting policy responses, upcoming policy flip-flops and potential 
policy missteps and risk facing further downside.  The continued problems in the Eurozone coupled with relatively 
resilient Asian equity markets lead us to believe that the recent choppiness seen in regional equity markets will 
extend for another few months. In the near term, broad policy decisions—intertwined across Europe, Asia and the 
US in response to the Eurozone’s fiscal difficulties and global growth—will once again become the primary driver 
of the market’s direction; improving corporate fundamentals will likely become secondary for now, in our view. 
 
Given the high savings rate and relatively strong public balances in this region, Asian policy makers have the 
fiscal means to respond to these negative external developments.  We expect to see a halt in monetary policy 
tightening in a number of countries in the region.  This has already happened in Malaysia, Australia, and Thailand 
where interest rate hikes have been paused.  Unfortunately, China’s tight monetary and fiscal policies appear to 
continue for now, as evidenced by the upward move in the Shanghai Interbank Offer Rate.  The 3-month SHIBOR 
has ticked up by about 30 basis points over the last 2 weeks, rising from 1.95% in mid May to 2.25% in early 
June.  In the past, the SHIBOR has moved ahead of official announcements by the authorities.  Hence, we do not 
associate these moves in the SHIBOR as evidence of banking stress in China. With the recent upward move in 
the SHIBOR, we believe that interest rates are set to rise near term for China.   
 
Apart from a halt in tighter monetary policies, Asian governments still have the means to pump prime the 
economy.  Should the need arise, we believe that Asian government could place a renewed emphasis on fiscal 
stimulus or expedite fiscal disbursements in order to balance the weakness in external markets.  
 
Given that we had earlier reduced our equity exposure, we can afford to be opportunistic during these times of 
volatility.  Whilst we remain cognizant that policy mistakes or flip-flops could cause markets could de-rate, 
stronger fiscal balances and resilient domestic conditions allow Asian policy makers more policy flexibility in 
dealing with the impending weakness of Asian exports.  These policy responses, when announced, could shore 
up sentiment, providing markets with the needed excuse for a technical bounce.  Moreover, since Asian markets 
have corrected, valuations have started to appear more appealing.  We seek to take advantage of the current 
weakness in markets to cherry pick on stocks that have fallen to attractive levels.  Country valuations which have 
fallen below their historical mean include Hong Kong/China, Singapore and Korea.  We will continue to seek for 
value stocks in sectors that include selective commodities for the play in China and India domestic consumption, 
consumer-related play, as well as infrastructure and building materials that benefit from the fiscal stimulus 
programmes of the various countries.   
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