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Market Review 
 

Asia ex Japan equity markets declined sharply in September, hammered by the US financial market crisis.  The 
Philippines Composite Index emerged as the best performer for the second consecutive month, despite losing 
6.7% in US$ terms.  The Hang Seng China Enterprises Index was the worst performer, declining 21.9% in US$ 
terms.  The South Korean won and Indian rupee fell strongly against the US dollar during the month, losing 9.8% 
and 6.4% respectively. 
 
The Dow Jones Industrial Index lost 6% in September.  The United States government took control of mortgage 
finance companies Fannie Mae and Freddie Mac in a move to help the distressed US housing market and 
economy on Sunday 7th September.  Officials were concerned about mounting losses at the two companies, 
which own or guarantee almost half of the country's US$ 12 tn in outstanding home mortgage debt.  Things got 
worse in the following week as the on–going global credit crisis claimed another 3 high profile names.  158–year–
old investment bank, Lehman Brothers, filed for Chapter 11 protection in the biggest bankruptcy filing ever.  Merrill 
Lynch, US’ largest investment bank, went into the fold of Bank of America in a share swap worth US$ 50 bn.  AIG 
received an US$ 85 bn loan from the US Federal Reserve, in return for an 80% stake in the firm.  Goldman Sachs 
and Morgan Stanley received approvals to convert to bank holding companies.  Goldman Sachs managed to 
raise US$ 5 bn from Warren Buffet, while Morgan Stanley had to sell up to 25% of its equity to Mitsubishi UFJ 
Financial Group.  The pins continued to fall as Washington Mutual was taken over by JP Morgan for US$ 1.9 bn 
and Wachovia was being preyed. 
 
Banks in Europe suffered ripple effects as well, with Fortis being the latest recipient of a 11.2 bn euros bailout by 
the Benelux government. 
 
In the midst of crisis, key central banks pledged coordinated actions and all injected further liquidities into the 
market to relieve the continued elevated pressures in U.S. dollar short–term funding markets.  US Treasury 
Secretary Henry Paulson proposed a US$ 700 bn rescue package, which the US House of Representatives 
rejected, triggering a 777 points plunge in the Dow.  A revised version of the rescue package will be presented on 
3rd October. 
 
In Japan, the Nikkei 225 lost 11.7% in US$ terms.  Mr Taro Aso was elected Japan's prime minister by the lower 
house to succeed Mr Yasuo Fukuda.  Japan’s August industrial production fell at the fastest pace (-6.9% yoy) in 
at least 5 years.  Jobless rate climbed to a 2–year high of 4.2%, while household spending declined 4%, the most 
since September 2006. 
 
In the near term, investors’ focus will be on the passage and details of the US rescue package. Further out in the 
horizon, the global economic slowdown will take centre stage.  The threat of inflation will subside with global 
economic slowdown.  Sentiment in Asia ex Japan equity markets is likely to remain uncertain for the rest of the 
year on macroeconomic concerns.  However, with the substantial falls in equity prices over the last month, we 
think value for longer term investment may have emerged.  Our strategy would be to accumulate stocks which 
have become increasingly attractive based on our tightened investment criteria, when the equity market stabilizes, 
and switch out of stocks which would remain derated.  We look to increase overall portfolio exposure only to 
companies with clear earnings growth visibility or when the macroeconomic picture stabilizes. 
 
Developments in the US will continue to dictate the direction of global markets.  In Malaysia, uncertain political 
landscape, heightened investors’ concern on policy direction and continuing external headwinds from a slowing 
U.S. economy are likely to weigh down market sentiment.  However, the relatively resilient performance of the 
Malaysian market vis-à-vis its regional peers, seems to suggest that most of the negative news have already 
been played out and priced in.  While near term catalysts are lacking, 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 to grow beyond Malaysia.                                         (continue next page) 
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Sentiment in the Singapore market remained weighed down by worries on the credit crunch and fears of economic 
downturn.  Though we are optimistic that the US bailout plan will help to stabilize the US financial sector, we are now 
more cautious on the Singapore market on concerns of deterioration in the US economy.  Oil and gas and other 
commodities-related stocks continued to be under selling pressure after an initial rally following news of Federal 
Reserve granting a lifeline to AIG.  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. 
 
In Thailand, ongoing political wrangling will continue to undermine confidence in the economy and delay a return of 
foreign investment and capital.  Trading at 8x 2009 earnings, the market is attractive but the near term outlook 
remains cloudy given a rapidly deteriorating global economy and domestic troubles. 
 
Falling commodity prices are affecting Indonesia’s exports. While we continue to keep an eye on the country’s 
current account balance, we recognize that Indonesia remains fundamentally strong. Due to the unprecedented 
global economic crisis, we remain conservative and prefer sectors that are leaning toward internal consumption, 
such as the banking and consumer sectors. 
 
The Philippines market continued to outperform most of the regional markets.  In the short-term, we think that the 
outperformance is unlikely to last.  Over the next few months, we expect its performance to be in line with other 
regional markets.  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 the global credit crisis, bleak economic outlook and continued earnings downgrades.  Foreigners 
remained net sellers 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 will be weighed down by fears about the stability of the US financial market, looming global 
recession, slowing exports, falling Hong Kong property prices and China’s macro policies. In the midst of a cloudy 
near term outlook, we will search for companies with strong balance sheets and good fundamentals. 
 
The shocks in the global financial system and global economic slowdown have overridden any positives in the 
Taiwanese equity market.  We think that there could be potential value emerging for longer term investments given 
the substantial falls in equity prices year–to–date.  We look for implementation of favourable policies for the domestic 
economy and economic integration with Mainland China as important catalysts. 
 
The ongoing financial crisis has compounded difficulties in India’s macroeconomic situation, especially its deficit 
position.  Ambitious growth plans may be difficult to execute in light of global headwinds, increasing the likelihood of 
disappointments from corporates.  We look for selected long term investment opportunities that meet our investment 
criteria. 
 
On the local bond market, mixed yield performances in the local front during the month, as the 3-yr and 5-yr 
benchmark yields climbed 3bps and 12bps MoM respectively to 3.95% and 4.08%, while the 10-yr benchmark yield 
dropped 6bps MoM to 4.66% (as of 29-Sep-08). Increase in the shorter-tenured benchmark yields were contributed 
by the surge in yields during the 1st week of the month, driven by speculation of Malaysia’s rating downgrade after 
deficit to-GDP ratio was indicated to climb to 4.8% in 2008 (2007: 3.2%), on top of the announcement of high supply 
pipeline of government bonds of about RM60bn in each of 2008 and 2009. Related to this was ringgit weakness 
which drove underperformance in the shorter-end MGS. However, reaffirmation of Malaysia’s sovereign rating, 
bargain hunting and lower crude oil price in the remainder of Sep-08 erased most of the initial yield spikes. 
Meanwhile, 2 bond auctions held during the month received better-than-expected demand. RM2.0bn of the MGS 
9/28 sold on 12-Sep-08 attracted bids-to-offers ratio of 1.94x, at an average yield of 5.248%. RM3.0bn reopening of 
the MGS 9/11, drew an impressive 2.2x bids-to-offers ratio, on an average yield of 3.983%. 
 


