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Feb 2010 : Focus on commodities amid volatility 

Investment Summary 

Global equity markets which were expected to have a good start to the year, 
have been spooked by talks that interest rate tightening cycle is going to start 
earlier than expected and worse still, worries of potential debt default in 
Greece.  Market sentiment has turned more cautious sooner than expected, 
but market fundamentals have not changed much – the global economy is 
improving as are corporate earnings. Furthermore, the move to start raising 
rates should be seen as part of a ‘normalisation’ process from excessively low 
levels and it serves as proof that global economies are on a stronger footing. 
Nonetheless, markets will continue to be concerned about rising financial 
distress in Europe, and these will give rise to increased volatility. 

Given expectations of heightened volatility, not only in equity markets, but also 
in currencies and bond yields, we continue to overweight commodities/ 
resources sector as a hedge to inflation as well as currencies fluctuations. Our 
recommended asset allocation remains unchanged from previously. (Please 
refer below for the various model portfolios).  

 

 

 

 

 

 

 

 

 

 

Model Portfolio For Long Only Absolute Return Investors (High-risk) 

Equities China   25% China Construction Bank, Hidili,  
     iShares A50 Tracker, Zijin Mining, 
     Petrochina 
       
   Singapore  20% UOB, Yanlord Land, Wilmar,  
      CapitaMall Asia 
         

 Malaysia   15% Alliance Financial Group, AMMB  
      Holdings, Sunrise 
       
   Indonesia  20% Indo Tambangraya, Ciputra Property, 
      Bumi Resources, Bakrie Plantations 
 
Fixed Income Maturity < 3 years 10% AA and A-rated PDS 
 
Foreign Currency   5% 
 
Cash    5% 
 
Total    100% 

 
 

MSCI World Index 

 
Source: Bloomberg 
 
 
MSCI Emerging Markets Index 

 
Source: Bloomberg 
 
Market performance 
 

YTD (%) PE(x) 
Asia   
Malaysia -0.2 15.3 
Singapore -5.1 14.5 
Hong Kong -5.8 13.3 
China -6.9 17.7 
Thailand -1.8 10.9 
Indonesia +0.6 13.2 
Philippines -0.3 12.8 
Japan -4.0 35.1 
Taiwan -9.2 14.7 
Korea -5.2 10.1 
India -5.9 20.0 
Australia -4.8 15.4 
Europe   
United Kingdom -1.1 11.8 
Germany -6.0 12.1 
France  -5.8 11.6 
United States   
Dow Jones -1.0 13.2 
S&P 500 -1.0 14.2 
Nasdaq -1.4 18.6 
   
* YTD – 31 December 2009 – 26 February 2010 
 
Bernard Ching 
hyching@ecmlibra.com 
(603) 2178 1204 
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Model Portfolio For Long Only Absolute Return Investors (Mid-risk) 

Equities China   20% China Construction Bank, China  
     Mobile, Hidili, Petrochina 
       
   Singapore  15% UOB, Suntec REIT, Wilmar  
         

 Malaysia   25% CIMB Group, Alliance Financial  
      Group, AMMB Holdings, Sunrise,  
      IOI Corp 
 
   Indonesia  15% Indo Tambangraya, Astra Agro  
      Lestari, Bumi Resources 
 
Fixed Income Maturity < 3 years 15% AA and A-rated PDS 
 
Foreign Currency   5% 
 
Cash    5% 
 
Total    100% 

 

Model Portfolio For Long Only Absolute Return Investors (Low-risk)  

Equities China   15% China Construction Bank, China  
     Mobile, Petrochina 
         
   Singapore  15% UOB, Suntec REIT, Wilmar 
         

 Malaysia   30% Maybank, CIMB Group, Maxis,  
      Sunrise, IOI Corp, Dialog Group 
    
Fixed Income Maturity < 3 years 30% AA and A-rated PDS 
 
Cash    10% 
 
Total    100% 
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Regional Markets 

Overweight 
Where Why What 

China Construction 
Bank  

·  Among China’s 3 largest banks, CCB does not need 
to raise equity funds given relatively high Capital 
Adequacy Ratio, unlike Bank of China 

·  Trading at cheaper valuations and higher ROE vs. 
ICBC 

 
China Mobile ·  A defensive big-cap for current volatile market 

conditions 
·  Still trading at notable discount to Asian wireless 

peers while giving good dividends 
·  Outlook remains promising, especially with its strong 

push into rural areas and solid 3G plans. 
 

Hidili ·  Recent fund-raising exercise via its convertible bonds 
will strengthen its balance sheet for further M&As 

·  Trading at cheaper valuation than coking coal peers  
 

iShares A50 
Tracker 
 

·  An exchange-traded fund which tracks the 
performance of the FTSE/Xinhua China A50 Index, 
hence providing exposure to big-cap China-listed A-
shares 

 
PetroChina ·  A strong recovery in E&P profit will push FY10 profit 

back to its historical high, while it is trading at 
undemanding valuation of 11x PER, with potential for 
earnings upgrade in natural gas segment  

 

China / Hong 
Kong 

1. Strong domestic 
demand 

2. Strong currency 

Zijin Mining ·  Given that gold price is expected to continue on 
uptrend, Zijin provides strong earnings potential with 
over 75% of its revenue contribution coming from 
gold segment, while it continues to increase its 
reserves 

 
Suntec REIT ·  Recent private placement has reduced its gearing 

slightly 
·  Its properties are well located, and likely to benefit 

from the opening of the Marina Bay Sands Integrated 
Resort 

·  Dividend yield attractive, above 6% 
 

CapitaMall Asia ·  Has an established track record operating retail 
properties in Asia 

·  Given its low net debt-to-equity ratio and large 
recurring income base, it has much capacity for 
further acquisitions to enhance earnings  

 
Wilmar  ·  Provides good exposure to soft commodities 

·  Outlook remains positive with increased contribution 
from rice and flour businesses, and higher CPO 
prices expected 

 
UOB ·  Our top Singapore bank pick as it has higher 

provision recovery prospects vs. peers given its 
prudent stance earlier, and stronger ROEs 

·  Lower credit costs, stronger loans growth and 
improving margins will drive its strong earnings 
growth for 2010 

 

Singapore 1. Will benefit from 
strong liquidity flows 

2. Limited currency 
risks 

Yanlord Land ·  Has continued to add landbank in Shanghai where its 
focus is 

·  Has a good branding and is able to command 
premium pricing 

·  Will ride on Shanghai’s upside potential 
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Where Why What 
  ·  Trading at cheaper valuation than other China 

developers, and at a discount to net asset value 
 

Malayan Banking ·  Will benefit from recoveries in domestic and regional 
economies 

·  Recently released its 2QFY10 results which 
registered strong growth all-round, and expected to 
continue in the coming quarter 

·  Still trading below long-term price-to-book average 
 

CIMB Group  ·  Near-term prospects driven by stronger non-interest 
income growth 

·  Regional exposure (Indonesia and eventually, China) 
to provide support to longer-term upside 

·  Forward P/E valuations inexpensive relative to peers 
 

Maxis ·  We favour the company for its market leadership due 
to its strong branding and extensive distribution 
network 

·  EBITDA margins of 50% ranks the highest amongst 
its peers and should hold steady going forward as the 
mobile market is mature and a price war is unlikely  

·  Strong free cash flow to ensure decent dividend 
yields going forward 

 
AMMB Holdings ·  Has been showing consistent operational earnings 

improvements in recent years and we continue to like 
its medium term growth prospects 

·  Forward valuations remain inexpensive relative to its 
mid-cap peers (P/E 13.2x, P/B 1.5x) and will benefit 
from strong upward market movements given its 
higher beta 

 
Alliance Financial 
Group 

·  Share price has taken a hit recently after revelations 
of senior management personnel taking leave of 
absences to facilitate internal investigations 

·  Sentiment aside, valuations remain attractive with 
forward 3-year compounded growth rate >20% and 
P/E and P/B of 12.3x and 1.4x respectively 

 
Sunrise ·  Currently trading at a sharp discount to its RNAV of 

RM3.58 
·  Forward P/E valuations undemanding for this award-

winning developer with prime land bank in the Klang 
Valley 

 
IOI Corp ·  Prime vehicle to ride the upswing in crude palm oil 

prices given its market leadership position as well as 
liquidity 

 

Malaysia 1. Political stability to 
provide growth 
impetus 

2. Limited currency 
risks 

 

Dialog ·  Has defensive earning profile with steady income 
stream from 30%-owned Kertih Terminals Sdn Bhd 

·  While valuations are slightly expensive relative to its 
peers, premium is justified given its prudent 
management and consistent earnings delivery 

 
Indo Tambangraya ·  Best earnings visibility in 2009 as 80% locked in 

sales 
·  Highest dividend yield @ 8% in 2010 and minimal 

capital expenditure in the next couple of years. 
 

Indonesia 1. Strong domestic 
demand 

2. Political stability 
 

Ciputra Property ·  We are overweight on the Indonesian property sector 
·  We believe a revision of foreign-ownership rules is 

looming, going by the heavy news flow from the 
Ministry of Housing, Parliament and property 
developers, which could potentially increase the 
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Where Why What 
overall demand for condominiums, spur economic 
growth and attract more foreign funds into Indonesia 

·  Valuation is inexpensive, at 9x forward PE with 
potential earnings upgrade 

 
Bumi Resources ·  Its present share-price weakness provides an 

opportunity to enter 
·  Post its China Investment Corp (CIC) deal, it has 

potential to become a bigger and better diversified 
mining company 

·  With positive outlook on coal prices this year, it is 
likely to see a re-rating 

 

  

Bakrie Plantations ·  Currently trades at 9x P/E 2010 and less than 1x P/B 
which is below market average for the plantation 
sector 

·  With higher CPO price forecasts for 2010, Bakrie 
Plantation is a trading buy for a possible re-rating 

 
 

 

Foreign Exchange Markets 

 Recent Developments Outlook  
USD 1. January industrial output +0.9% vs 

consensus 0.7% 
 
2. January housing starts 591k vs 580k 

(consensus). 
 
3. January CPI +0.2% y-o-y vs. 

consensus +0.3%, last +0.1% 
 
4. January retail sales +0.5%  vs 

consensus +0.3% 
 
5. FED raised discount rate by 0.25% to 

0.75% 
 

Negative 
 
·  We remain USD negative as the jobless rate will remain 

close to 10% for some time and concerns about the 
sustainability of US fiscal policy.  

·  While FED has started to exit its quantitative easing by 
normalising money market rates by hiking 0.25% in the 
discount rate, it is in no hurry to shift interest rate policy 
towards a less accommodative stance. 

 

EUR 1. Eurozone Q4 GDP at +0.1% q-o-q,      
-2.1% y-o-y  

 
2. January German industrial production 

-2.6% vs consensus +0.6% m-o-m 
 
3. Eurozone January PMI services 52.5 

vs 52.3 (consensus) 
 
4. ECB keeps re-financing rate at 1.0% 
 
 

Neutral  
 
·  Fundamental backdrop for Euro Zone has soured with 

growing concerns over Greece’s public finances and the 
fears that its troubles will trigger a domino effect, toppling 
other weak members of the Euro Zone such as Portugal, 
Spain, Italy and Ireland 

 
 

GBP 1. January retail sales -1.2% m-o-m vs -
+0.5% last month  

 
2. December industrial production 

+0.5% m-o-m vs +0.2%  
 
3. January PMI 56.7 vs 53.9 consensus 
 
4. BoE keeps policy rate at 0.5% 
 

Positive  
 
·  GBP will remain supported as market is expecting BoE to 

end its quantitative easing soon 
·  Economics data in coming quarters are expected to show 

mild growth, which will further support the GBP 
 

JPY 1. Decemeber CPI -1.3% vs consensus 
-1.7% 

 
2. December jobless rate 5.1% vs 5.3% 

consensus 

Neutral 
 
·  Japan’s deflation in consumer prices is likely to trigger 

aggressive quantitative easing by BoJ  
·  Influence from the new finance minister Kan to reverse the 
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 Recent Developments Outlook  
 
3. Q4 GDP +0.2% q-o-q vs 1.0% 

consensus 
 
4. BoJ keeps key rate steady at 0.1% 
 

strong yen policy will further undermine its strength 
 

AUD 1. January jobless rate was 5.3%, better 
than expected, vs consensus 5.6% 

 
2. December retail sales -0.7% vs 

+0.2% consensus 
 
3. RBA hikes 0.25% cash rate to 3.25% 
 

Positive 
 
·  AUD to further strengthen this year as recovery in the global 

economy kicks in 
·  With higher commodity prices, along with the RBA raising 

interest rates, the AUD will be well supported 
 

MYR 1. December trade balance RM12.1bn 
vs RM9.35bn consensus 

 
2. December industrial production -8.9% 

y-o-y vs -1.3% previous month   
 
3. BNM keeps OPR at 2.0% 
 

Positive 
 
·  MYR will move in line with the regional basket to strengthen 

against USD as global export markets continue to improve 
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Figure 1 : EUR/USD rate movement 

 
Source: Bloomberg 
 
 

Figure 2 : GBP/USD rate movement 

 
Source: Bloomberg 
 
 

EUR/USD 
 
Buy 1.3500; stop @ 1.3400 
Take profit @ 1.3800 

GBP/USD 
 
Buy 1.5450; stop @ 1.5350 
Take profit @ 1.5800 
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Figure 3: USD/JPY rate movement 

 
Source: Bloomberg 
 
 

Figure 4: AUD/USD rate movement 

 
Source: Bloomberg 
 
 

USD/JPY 
 
Buy 91.00; stop @ 90.00 
Take profit @ 94.00 

AUD/USD 
 
Buy 0.8800; stop @ 0.8700 
Take profit @ 0.9150 
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Figure 5: USD/MYR rate movement 

 
Source: Bloomberg 

 

Interest rates (Malaysia only) 
 
Review: Money market and the short-dated yields have risen after BNM hinted that they will normalize 

rates soon. The 3y and 5y has risen between 5-10 bps while 10y maintained flat. 
 
 
Outlook: Expect the risk free yield curve to hold steady for the next 2 quarter on the back of a tame 

inflation numbers. 
 
 
Strategy: Stay long on the medium-term dated bonds (between 3 to 5 years) for yield pick-up as the risk of 

inflation is subdue. Increase risk tolerance by taking position in the AA and A-plus segment for 
yield pick-up, and stay in below 5-years maturity bucket. This is to take advantage of a possible 
credit upgrade early next year. 

 

 

 
 
 
 

USD/MYR 
 
Sell 3.4500 stop @ 3.4700 
Take profit @ 3.3800  
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Key to stock recommendations:  Key to sector recommendations: 

Buy = Share price is expected to appreciate by >10% over the next 12 months Overweight = Industry expected to outperform the market over the next 12 months 

Hold = Share price is expected to move by less than +/-10% over the next 12 months Neutral =  Industry expected to perform in-line with the market over the next 12 months 

Sell =  Share price is expected to decline by >10% over the next 12 months Underweight =  Industry expected to underperform the market over the next 12 months 

 

This report is for information purposes only and general in nature. The information contained in this report is based on data and obtained from sources believed to be reliable. However, the 
data and/or sources have not been independently verified and as such, no representation, express or implied, is made with respect to the accuracy, completeness or reliability of the 
information or opinions in this report. Accordingly, neither we nor any of our related companies and associates nor persons related to us accept any liability whatsoever for any direct, indirect 
or consequential losses (including loss of profits) or damages that may arise from the use of or reliance on the information or opinions in this publication. Any information, opinions or 
recommendations contained herein are subject to change at any time without prior notice. 

It is not possible to have regard to the specific investment objectives, the financial situation and the particular needs of each person who may receive or read this report. As such, investors 
should seek financial, legal and other advice regarding the appropriateness of investing in any securities or the investment strategies discussed or recommended in this report. 

Under no circumstances should this report be considered as an offer to sell or a solicitation of an offer to buy any securities referred to herein. This company and its related companies, their 
associates, directors, connected parties and/or employees may, from time to time, own, have positions or be materially interested in any securities mentioned herein or any securities related 
thereto, and may further deal with such securities and provide advisory, investment or other services for any company or entity mentioned in this report.  In reviewing this report, investors 
should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflict of interests. 

�
� � ��� � � �� 	
 �� �� � � 	
� ��� � � �� � � ��� � � � � � �� ���� � �� � � � � � ! �"  �  � " � #� � ��

�
Published by: 

ECM Libra Capital Sdn Bhd (579116-A) 
 

8A Floor, Wisma Genting 
Jalan Sultan Ismail 
50250 Kuala Lumpur 
Tel: (603) 2178 1888 
Fax: (603) 2161 8818 

 


