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Market Review 
 

The major Asia ex Japan equity markets declined in August. The loss in US dollar terms was made worse by the 
dollar’s appreciation against Asian currencies.  The Philippines Composite Index was the best performer during 
the month although it could only eked out a gain of 0.3% in US$ terms.  The South Korean Kospi Index was the 
worst performer, declining 14.07% in US$ terms as the won depreciated 7.1%. 
 
The Dow Jones Industrial Index gained 1.45% in August, as bulls and bears played tug of war on the back of 
softening commodity prices, mixed corporate announcements and economic data.  Investor sentiment held up 
during the month, as softening commodity prices, especially crude oil, allowed the US Fed leeway not to raise 
rates at its August meeting.  However, the relief rally was capped when American International Group Inc, the 
world’s largest insurer, reported an unexpected loss of US$ 5.4 bn in Q2 08 and did not rule out further capital 
raising exercise.  Towards the end of the month, increased speculation that Lehman Brothers would be taken 
over, and revision of Q2 2008 GDP growth to 3.3% (annualized) qoq (versus initial estimate 1.9% qoq) sustained 
the Dow above July’s closing.  Economic data remains mixed although July durable goods order surprisingly 
advanced 1.3% compared to zero growth consensus.  Consumer spending growth decelerated to 0.2% in July as 
incomes declined 0.7%. 
 
In Japan, the Nikkei 225 lost 3.07% in US$ terms.  Japan’s Q2 2008 GDP shrank 2.4% (annualized) qoq, dealing 
a blow to corporate earnings outlook.  Meanwhile, factory output rose 0.9% and core CPI rose 1.5% in July, 
positively surprising consensus. 
 
We hold our view that sentiment in Asia ex Japan equity markets is likely to remain uncertain for the rest of the 
year on macroeconomic concerns.  Despite the retracement of crude oil prices, it may be premature to conclude a 
downtrend of crude oil prices.  In the near term, there may be nervy investor sentiment ahead of the Q3 2008 
corporate profit announcement season.  We are monitoring if the highly anticipated stimulus package in China 
would materialize, now that the Olympic Games are over.  We advocate increasing exposure cautiously with a 
longer term investment horizon, on tightened investment criteria. 
 
Malaysia’s uncertain political landscape will continue to weigh on the overall market sentiment, leading to 
heightened investors’ concern on policy direction.  This, together with continuing external headwinds from a 
slowing U.S. economy, is likely to keep the market volatile in the near term.  Given the series of negative news 
that have already been played out and priced in by the market thus far, we see selective accumulation 
opportunities emerging in certain stocks and sectors that offer an increasingly attractive risk-reward for anyone 
who is willing to take at least a 12-month view and beyond. We would look to re-position our portfolio to take 
advantage of the current share price weakness for the next market up-cycle by selectively buying into quality 
names that have become more attractively priced.  We remain focused on the positive industry dynamics in 
plantations and oil & gas, and companies that have capability for growth beyond Malaysia. 
 
Sentiment in the Singapore market remained weighed down by sub-prime worries and fears of economic 
downturn.  We remain cautiously optimistic on the market.  We are of the view that the market has yet to bottom 
but the magnitude of any downside should be more limited from now on.  Oil and gas and other commodities-
related stocks suffered heavy selling over the last two months but have since shown some signs of recovery.  We 
are still bullish on this sector on a medium-term horizon.  We also continue to like selected China-related stocks 
and will continue to pick stocks on a bottom-up basis when we see value.  At the same time, we will trim our 
position in some stocks where the risk-reward trade-off is not attractive. 
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The Thai market trades at 10x FY08 PE with over 4% dividend yield.  However, the ongoing political wrangles will 
cap any upside until a market friendly resolution can be found. 
 
Although consensus thinks that Indonesian inflation has peaked, investors are mostly cautious, as shown by the 
declining stock market turnover. We are still worried about inflation due to the upcoming Ramadan. Rising interest 
rate and potential downgrades, especially in mining sector, are some of the threats that could hit the stock market.  
We remain conservative until those uncertainties settled, and we prefer banking sector as our top pick. 
 
The Philippines market continued to outperform most of the regional markets.  In the short term, we think that the 
outperformance is unlikely to last and expect its performance to be in line with other regional markets over the next 
few months.  At current level, valuations remain attractive and we are still optimistic on the market on a longer–term 
horizon.  In terms of sectors, we still like banks and properties even after the slight recovery in the prices.  In 
addition, we also like certain companies which we deem attractive from a bottom-up perspective. 
 
The Korean equity market will remain under pressure in the short term as investors’ sentiment remains quite 
negative due to continued earnings downgrades.  Foreigners remained net sellers of equities and local investors 
have turned bearish.  The KOSPI is likely to trend lower in the near future with the 1400 as the next support level.  
Upside for the KOSPI is capped at 1650.   
 
China’s secular growth story remains intact and presents good long–term opportunities for investors who can tolerate 
the short–term market volatility.  We will continue to search for companies with strong balance sheets and good 
fundamentals. 
 
The Hong Kong market is not able to distance itself from the ramifications of over 50% retracement year-to-date in 
Shanghai’s A-share market.  The market will continue to be weighed down by its slowing economy, China’s macro 
policies and weakening global outlook.  In the meantime, we will continue to search for companies with strong 
balance sheets and good fundamentals. 
 
Taiwanese equity market valuation remains undemanding with attractive yields, but the market faces severe 
headwind of global economic slowdown.  The revelation of the latest scandal involving former President Chen further 
dampens investor sentiment.  We look for implementation of favourable policies for the domestic economy and 
economic integration with Mainland China as important catalysts. 
We are still wary of the macroeconomic environment in India, especially on fiscal deficit and inflation.  It may be 
difficult for companies to execute growth plans in such environment going forward.  We would look for selected long 
term investment opportunities (especially in hotel and banking sector) that meet our investment criteria.  We continue 
to be selective in participation in new equity issues. 
 
On the local bond market, the second month of decline in commodities prices portends a more decisive downtrend in 
the global inflation cycle; this, coupled with the rise in growth risks has given BNM more mileage to avoid raising the 
OPR, resulting in the more dovish 25-Aug-08 MPC statement. Even though high inflation may persist in 2H08 due to 
YoY base and second round effects, the forward scenario in 2009 looks more sanguine, and we are also better 
convinced that commodities prices will no longer surge as unstoppably as before. Consequently, there is now greater 
visibility for positive real yields in 2009 and that inflation has likely peaked in 3Q08.  Ringgit headwinds remain, given 
BNM’s interest rate policy inaction and expected terms of trade deterioration from lower commodities prices and 
slower exports.  A meaningful rally is unlikely given the lack of positive catalysts, but fair value MGS yields may 
adjust mildly downwards. Finally, MGS market support may be forthcoming from safe haven flows as credit market 
jitters remain, largely due to policy risks affecting the infrastructure and utilities sectors. Looking forward, we expect 
to see a greater performance divergence between the government and corporate bond markets. 
 


