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Market Review 
 

It was indeed a better than expected month for Malaysia as the KLCI gained 31 points or 3% to close at 1,075 
points. This was despite the market undergoing its first and real consolidation since its strong ascent started in 
early April. The Invest Malaysia conference on June 30 and July 1 also helped boost market sentiments and 
buying as it was reported repeatedly in the press that the Prime Minister would announce further liberalization 
policies. The broader market’s performance was slightly better than the KLCI as FBM Emas gained 3.2% to 7,207 
points. Smaller caps were mixed as FBM KL 2nd Board rose 3.9% to 4,755 points.  
 
The market consolidation that started in June is likely to continue into July, in our view, with further downside from 
current levels.  Despite the stabilisation of economic indicators and the success of China’s policy traction, Asian 
markets remain technically vulnerable during this period of consolidation, as mentioned previously.  Many regional 
markets have risen to their pre-Lehman September 2008 levels, indicating that markets are expecting a quick 
economic rebound, at least in Asia.  However, a recent speech on the Federal Reserve Board’s exit strategy from 
its quantitative easing approach has only served to once again highlight how long drawn this period of sub-trend 
global growth will likely be and also how difficult it will be to engineer a smooth policy exit.  We continue to hold 
the cautious view that was expressed in our previous monthly but would also reiterate that we do not expect Asian 
markets to hit new lows during this pullback.   
 
Despite the stabilisation of the regional economy, Asian markets remain technically vulnerable given their sharp 
run-ups in recent months.  This can be witnessed by the declining volume traded in equity markets.  Market 
trading volumes are now down at least 50% from their peak volume in early June.  Furthermore, the MXFEJ Index 
has rebounded to its September 2008 levels, with the significance being that these were pre-Lehman levels 
before the fear of a global economic meltdown drove equity prices much lower.  With markets now at their 
September 2008 levels, this indicates that the fear of a global economic depression has abated and Asian 
markets have priced in a recovery.  Whether this is indeed the case, remains to be seen. 
 
Yet, for equity markets to rebound to a higher level and to be sustained at those higher levels, investors must 
have the view that a sustained global economy recovery is just around the corner and the pockets of strength that 
we have witnessed is not just due to an inventory restocking cycle.  Hence, apart from monitoring the usual 
economic releases, signposts in the coming weeks and months that may provide investors with hints of a more 
sustained global economic recovery would include the following: (i)  further announcements, if any, pertaining to 
the timing and manner of an exit strategy for the Federal Reserve’s quantitative easing programme, or a 
continuation of policy actions that indicate a less aggressive quantitative easing programme is being put in place, 
and (ii)  the forecast of US corporate revenue growth (since reported earnings would be historical and should be 
weak) in the upcoming earnings season.    
 
Against this backdrop, we remain cognisant that a technical correction in Asian markets is in the making. India, 
Indonesia and Taiwan appear relatively more vulnerable to a correction as the euphoria of improving politics 
starts to wane. We would be less aggressive in seeking new exposure in these countries.  Hence, in Taiwan, we 
advocate cautiousness in increasing exposure while keeping an eye on valuations and fundamentals and would 
seek to take profit where the risk reward situation turn unfavourable.  In India, we are not chasing stocks, 
especially those that have outperformed.  Indonesia’s sharp run-up makes it an easy target for profit taking given 
that commodity prices and commodity-related shares should drop on concerns that the global economic recovery 
may be delayed.  While other Asian markets have not run-up as much, they have displayed a fairly tight 
correlation to one another during downturns and we would not be surprised to see them being dragged down 
should larger Asian markets sell off.  However, the silver lining should be that the correction may once again 
afford us the chance of entry at attractive prices. 
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