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Markets have recovered dramatically since their lowest
relief that the spectre of another Great Depression has
Here are some experrs who will speak at the lnvestFair
Sharelnvestor and lhe Eusrness Times.

point in March, thanks to the influx of liquidity and'retreated. 
But how sustainable is this rally?
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q: Where does Asia and Singaporc stand
in the current macsoeconomic clrcle md
how sstainable ae the market mlly and
fte green shooB ofeconomic recovery?

Kevh scuntn Asia is still not a major con-
sumptionregionin the globaleconomyal-
though it could grow in importance orer
Ore n€'c firD ]tea$. The current wealness
in global demandftom the US andEUwill
impact Asia and Singapore. Howsrer,.a
huge and globally coordinated
pumgpriming plan has stimulated maily
monomies md lifted them ofitheir low.
the key renains wlrcther thiq will stimu-
late end-demmd when,the pmp-pri-
ming ends. the pump-priming will start
tostrainnationdbu4getd€ficits if itissF
tained over a pmlonged period.

Terace worE: The good n€ws is that the
mrst is behind us (no bi8 surpris thqe).
The bad ner,rr is that thc markets already
got wind of it some fivb months back and
the best gaim may be behind rx for now.
Inded, there has been a rcive run-up
in global stock markets and EluatiotE re
no longer dleap for most ma*ets Singa-

Bore, for exarnple, is Fading at about l7x
P/E, sme tm standard dwiations abore
the mm ln Marctr rhis yed, itwas going

for a mere lOrP/E, and oftrcd a generous
yield of ornr 5 per cent In the longtem, I
an bullish on the market In the interim,
however, it is time to take a breather.

woqg sul Jau: On a global basis, maior
mnomis ae in rovery ph* mdAsia
is no different We have pass€d the tough
and given the sharp contractions of va-
riorr mnonis, it will not be srprising
to see a strong rebormd ingrowth in suhe
quent quarters. I€ading indicators like
puchasing mmagers indices (PMIS) are
indicative of recovery while most mea-
surs of economic conditions are general-

ty showing improvement. Coupled with
positive quarta-on-quarter Srowth in ma-
jor conomies like Germany and Japan

(andwe do epectthe US to deliveraposi-
tiw peilormmce in Q3), there is signm-
cantbasi.s for a positir€view on the global

erconomy.
Given rhe rapid reboud in equity rlar-

kets, the ralywil wdoubtedly sae conec-
tions as the market digests new data Not
altr data will be positive md the martet
will react amrdingly, but d|at wil be pan

and parcel of dimbing this wall of worry.
Howwer, the fact that there are still mp
tics mm that martets de not pricinS in
a retrnn to normal conditions and thus
there is a significant degree of mdervdlua-
tion in equity markets.

Asian market valuations remain r€aso-
nable while its growth potmtial remains
the highest compded to US, Eurcpe md

Iapan Even for the r€st ofthe wod4 we o(-
pect a steady climb out of recessioL We
do not sbscribe to thevimtlnttherewill
be a global depression similar to 1930s.
Most markets are still well off their
ail-time highs. Theri remains signifrcant
upside toAsim milkets-

Singapore is one of the markeB we are
most positiw on within Ash. It.htr arple
foreign rwwc, its compmia generally

have strongbalance sheeB, andbecause it
has diversified its emnomy, there are dif'
ferent avenues of growth which will all
help to sustain the economic recovery.

The two integmted resort (IR) projects,
plu manyotherpropcswill keep the on-
stnction sector busy over the n€xt fff

pars, and their complaionwil help to frr-
ther boost the Singapore economy. This,
plus the low base of the fourth quarter of
2008 and first quarter of2009 lead us to be-
lieve that Shgapore should mover more
snonglythm dereloped countis like the
US. We €rpect that 2009 €nd 2010 would
sqrpris€ on the upside

LorrCnc Tau The recent Q2 GDP data
hm largely betrr better than we originally
mticipated and supports ou view that
the US economy should see recovery in

Q4. While S&P mnorirists ery€ct data to
bounce mund the ruent subdued le-

vels, we do believe the worst is over for
Ada heort data is gaduallyimprwing al-
though still. sigrrifrmdy below yea-ago
levels. the main drivers to the upside
should cdme from the gradual recovery in
global demand md mntinued regional
government stimulu.s spending. We do €[-
poct a sluggish recoveryfor the US, howe-
ver, with GDP growth of amund l-1.4 per

cent nst year and this is likely to reiglt
onAsim growttl
q Vvhat arcas/rislG give you the greatst

concem in terrns ofthe economy and cor-
ponte emings?

Kevim The keyrisks now appear to be a rc-
vesal orchmgeingovement mam pol-
icy. For enmple, a chmge in the verY

loose bank credit policy in China r,ftich
generated dos€ to US$5-6 trillion in credit
in the fnt sir months of this year could

crate otherbubbles in the wonomy. The
kErseems to be what is thelerel of sustain-
able growth in erports in the second half
of 2009 after the inveritory r6tmhng of

Q2 2000 is orer. Weak Chdstmas demmd
Aomthe US andEU couldreviw rerench-
ment md coqnmte dostG.

On the corporate emings front, the
better-thm-opected Q2 2m9 eamings
.eme on the back of falls in rewnue - the
dcline in revenue is @nsistent with rea-
ker global demand while higher prolits
carne from cost-cuttingwhich is a one-off
iten My seN is that there will be fi.uther
consolidation of indrstries bffiuse very
loose interest rate policies of the last two
decadc have led to misallocation of re-
souB, as the cost of capital m too low.
So with the world's overcapacity problerns
-we are likelyto see the surviYal ofthe fiF
test ild attrition of peripheral players.
This, in time, wi[ lead to a recorery in de-
mand for the oristing sEonger pla)€rs.

Tc?srce: South-east Asia has been losing
out to Chim in foreign direct investments
orer the past 15 years. I see two challenges
for the region. First, how effectively will
w b€ able to compete againstChina? I be-
lieve that we my see some interest renm
to AIe region in the coming yem for geo-
political reasons. US firms may not want
to put all their eggs in the Chinese baskel
South-eastAsia with its established infra-
struc'tue and educated worKorce, is a
good altemtive.
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TVe are likely to see the survival
of the fittest and attrition of
peripheral players. This in time
will lead to a recovery in demand
for the existing stronger players.'
Kwin Sculllr, u*utivc chd.Im nd foundq of tlRA
c:pftal

'Equity will still provide the best
upsidd. But I would advise
investors to wait till the market
comects before entering in a
meaningfrrl way.'
Tffie wd|g, sdrrviefGadeftt ild cchc.d of
erch of DtlG & F.rtn6 lt€urki6

'The crisis is a reminder that
investors should always examine
their risk appetites and investment
horizons on an on-going basis.'
Wont Sui,Jil, frmd$psmrrt tssd mna8w

'The main drivers to the upside should come from
the gradual recovery in global demand and
continued regional government stimulus spending.'
lff.iE T$, St ndard & Poo/s Equity Rffih dMc of re*eh (nsia)

Second, will we be able to diversifu ow
economies, and be less reliant on opons?
Singapore, in particula, is very suscepti-
ble to the booms md but of global tmde.
The dependence on mmufacturing will
continue to be reduced over time. Manu-
facturing is very labou intensive, unlike
the new industries that Singapore is buil-
ding up, such s phmaceuticals. When
there ae retrenchments in mmufactu-
rin6 other key sectors may not be able to
abmrb the sheer numbes.

On the Singapore corporate eamings
ftont, it is less of a concem for the listed
compmies, particularly the lage caps, a
inost have diversified their earnings re-
gionally or wen globally. Take SingTel for
mple. A dmde ago, practically all its
revenue was derived ftom Singapore.
Now, it is barely a third. It has buili up a
spmwling telco empire, from Ashalia to
tndia, with orer 262 million mobile rus-
tomers - 58 times Singapore's population!

Sui Jar!; A major risk is m early withdraw-
al ofliquidityin the system ifthe US Feder-
al Rserye md other centra-l banks mise in-
terest rates prematurely. Interest rates
have to stay low as sentiment recovers for
busin6ses to start spending again, md to
prop up a weak housing sector in the US.

what happens in the US will mdoub-
tedly impact Asian monomies. The mas-
sive momts of liquidity puped into the
financial system so far has not had m im-

pactoncorc inflation numbers, which sug-
gests litde pressue on central banks to
nise rates in the neil tm.

Another major risk globally md to Asia,
in particula, is if m mmt bubble forms in
commodities and pushes prices, inclu-
ding oil, too high too fasL This would cut
ofrthe oxygen that Asim economies need

iust as they are recovering. It is still very
early days yet in the economic recolery
though. I would worry if oil prices push
north of US$100 per bffiel, but re ile still
quite far from that.
Lorrrines Since this hc ben a global re-
cession made worst by the US and UK fi-
nmcial crisis that started in September
l6t yed, we still see risks coming ftom
continued defaults md fi.rther job mts.
US debt default rates and the unemploy-
ment will probabty peak only next year in
line with prot recessiom. Comercial real
6tate loffi tre a key concem for the US
given that seven million jobs have been
flt in the US, which mems reduced need
for offtce space. Given the relatively
short-tem mt1tre of most of this debt, refi-
nmcing needs wiU be substmdal over the
next 12 months. Exposue to this debt is
mainly with the smaller banks in the US,
m we may not w the global contagion as
we saw with the failure of l,ehman Bro-
thers, but insumce compmies do have
eposue to such debt.

We also see the risk of rising energy
and commodity prices. Should energy

md comodity coss rire, and inflation
creep up, regional central banks rnay feel
the need to tighten policy sooner than
expcted md while the economic reco-
very is still nebdous. Rising costs may al-
s crcate margin prcsum for compmies
at a time when demmd is still wealc In
the ongoing Q2 results sqrson, we note
that most ompmim are reporting better
mings s margins epmded due mainly
to reduced costs. Topline growth has
lagged Cost-otting is urlikety to be sm-
tainable md the mtrket hs built in as-
sumptions for revenue to rise next year
and costs to remain benign. Any disap-
poinunent on this end could send ma-
kets lor4er.

Q: If ]nu were advising a retirement port-
folio for a middle-aged individual, age
about 45, what ass€t allocation would you
advmte in the light of the challenga ais-
ing ftom the aisis md from a long-tem
penpctire, mdwhy?

Teffie: At 45, m individual is still rela-
tively young and can afford to take risk
He or she m choos to invest 45 per cent
in "sfe" equities (including blue chips
and Reits), 20 per cent in riskier equities
(fundamentally somd small/mid caps),
20 per cent in bonds, md 15 per c€nt in
cash. the risky component should be re-
duced with time.

Sui Jau: The disis is a minds that incs-
tors should ahrays eramine thea risk ap-
petites and invesfirent horizons on an
on-going basis. Invstors often find them-
selves orerly erposed to risky assets when
martets ar€ saring and near a top, while
being uderinvested when milkets ile
low. The strong market rally since stocks
bottomed in early Much also suggests
that market timing is often futile; many in-
vestors tookprcfits early on, only to w eq-
uity ma*ets continue their relentlm a-
cent.

Our hypothetical middle-aged indivi-
dual shonld be looking at a balanced ap-
proach with diversified holdings in both
equity md bonds. The fired inmme por-
tion will be a drag on returns, but *ilI
sre to minimise downside risk and pon-
folio volatility. Such m asset allocation
would nomrally have 50 per cent inveted
in equities through equity funds and
50 per ent invmted in bond firnds.

Investing through funds gives m ad-
ded layer of safety as funds tend to be di-
versified r well, holding dozem if not
more thm one hudred mrities. So, in-
dividual company risk is reduced.

Lmaine We foqrs on equities and hence
ile not pordolio milugers but we rtrom-
mend that investors stay invested in
aoud @ per cent equities, 25 per cent
bonds md 15 IEr cent c6h. Of the equi
ties portion, only up to l5 per cent should
be in equitia domiciled outside the inves-
tor's home coutry. Given that mukets
are still well below their prior peaks, we
w being @ per cent in equitis to b€ rea-
sonable at this juctue of the economic
cycle.

Q: Where do you see the greatst opportu-
niti6 in the nee tem md why?

Kevin; I opect finmcia.l markets to be

more volatile as the huge mounts of li-
quidity punped into the system by cen-
tral banks mdgovemments is creatingali-
quidity bubble and possibly inflationary
oressue if short-term interest rates re-
main irea rero lwels. I think equitis look
athactive but it's not time yet to pay a li-
quidity premim So I would be looking at
value growth plays with strong balance
sheets, tmding below book yalue md on
single-digit PEP6 for sto€ks. I would also
lmk at non-deposit leld plays. I like bank
preference shae which an still generate
running yields of about 5 per ent.

Cuencim look to be volatile, especial-
ly the dir*tion of the US dolla, bonds al-
so look vulnemble bmause I expect cen-
tnl banls to start raising interest rates
sometime ady next year.

T€rence Equitywi[ stil provide the best
upside. But I would advise investors to
mit till the market corrects before ente-
ring in a memin8fi,il way. I am also a great
proponent of the "Remaking Singapore"
story and there will likety b€ good oppor-
runitie in the prcperty front. But I am not
talking about the shoe-box-sired 300 sq ft
mm-narket dselopments.,

The recent run in the mas market htr
been overdone. In fact, some higher end
apartrnents (in the core entral region, or
CCR) ue *lling at negligible premiums to
the mass martet, which gm agains(logic.
While I belierc mass pric6 re not smtain-
able, inffiton with mh may comider a
bigger uit in the CCR, as it should be
back in vogue in the next two to tfuee
yffi when spats rehlm in a bigmy.
Sui Jau: We believe that there are
near-tem opportunities in global finan-
cials, which will react positiwly to better
housing data- US finmcials ue erpected
to benefit ftom a stabilising US housing
maket, giren the huge momts of mort-
gage-related debt on their books. Credit
trd defaults also appear to be stabilisin&
whichzuggests that the concems overcon-
smer defaults may not be I sryere. Asia
financials were sold down as the entire fi-
nmcial sector bme the ara to avoid in
the wake of the Iehman Brothers crmh.

Hower, these ale generally well capi-
talised and do not have the kind of
sub-prime-related loan problems that the
US md Euopembar*s ae faced with.In
general though, the whole finmce sector
remains a key part ofthe global economy,
md it will rcowr m the global rconomy
recovers. The current price-to-book valua-
tions for the financial sector remains
cheap at clos to one time price-to-bmk.
And we etpect emings for the overall fi-
nmcial sector to suprise on the upside
over the next 6-12 months. This is helped
by the especially low interest enviroment
globalyright now givingthe banls a high-
er profit margin.

Lorraire: We fcus mainly on equities -

so our neil-tem recommendation is to
pick up stmks in cyclical sectors such as
energy, materials, banks md real estate
on corrections but to temper this with
holding sone shaa in defensive laggads
(in Singapore, this would be some con-
sumer staples md telecommunication
stocks).


