
Growth remains on a path to recovery, but could peak out soon… 

While the pace of economic recovery in developed markets remain constant, the rate 
of improvement in leading indicators could start to peak as one-off factors such as 
inventory rebuilding ends. As such, given record unemployment, subdued 
consumption (see chart) and high government indebtedness, especially in developed 
markets, the headwinds to a sustainable economic recovery remain.   Furthermore, 
there is ongoing uncertainty about potential changes to the regulatory framework for 
the banking sector.  An example of this in January was the announcement in the US of 
the “Volcker” plan.

In January, the MSCI World index declined 4.2% on concerns that tougher 
regulations for US banks could impair growth. Greece’s debt situation sparked 
concerns over the ability of other countries to meet their repayment obligations. 
Concerns over early tightening of monetary conditions in emerging markets also 
added to the bearish mood during January. 
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Inflation and interest rate hikes not immediate concerns…

Despite concerns that a strengthening economic recovery may fuel price increases, 
inflation should remain at manageable levels, especially in the developed markets 
given excess capacity and elevated levels of unemployment. As such, interest rates 
should remain low in general. 

Emerging market equities displayed some turbulence during the month, owing to 
investor’s concerns that central banks may accelerate the pace of monetary tightening. 
Although the year-on-year growth rate of China’s annual inflation jumped to 1.9% 
from 0.6% in November – above analysts’ expectations – this increase is from a low 
base at the start of 2009.  Following record stimulus pump-priming, governments in 
emerging markets are likely to continue to fine-tune measures to prevent excess 
liquidity and to keep inflation in check. While the region’s economies continued to 
show further strong evidence of recovery during January we remain mindful that if the 
pace of monetary tightening increases aggressively then this could have a negative 
impact on markets.

Source: DataStream, 29 January 2010



Maintain preference for defensive sectors

For the most part, equity valuation arguments explain our preference for defensive 
sectors, such as healthcare and telecommunication services over financials and cyclicals.  
The financial sector may experience particular volatility, especially given the counter 
intuitive mix of uncertainty surrounding the changing regulatory environment contrasted 
by the market’s overly optimistic earnings outlook for banks.  

Trimmed exposure to Latin America

We continue to see potential in Latin America, although the valuation discount to 
emerging Asia has narrowed somewhat and the pace of inflows may be less strong. As 
such, following a strong run, we have trimmed exposure to Latin America into strength. 
That said, we maintain our positive stance on Latin America as fundamentals remain 
supportive. 

Remain positive on corporate bonds

We have held a positive view on corporate bonds for some time, both on investment 
grade and high-yield debt. The strong performance from these asset classes over the 
course of 2009 has left valuation levels less appealing than earlier in the year. But we 
believe the current yield spread levels are still attractive relative to history and relative to 
the very low levels of yields offered by government bonds. 

Long-term concerns on the GBP persist, but concerns over Greece cloud short-term 
outlook for EUR

We continue to have some conviction on longer term strengthening of the EUR against 
the GBP because of the greater deterioration in the UK’s public sector finances compared 
to those of the major eurozone countries. However, in the short term we have dropped 
our moderately negative position of the GBP versus the EUR as Greece’s fiscal 
difficulties create uncertainty for the EUR. 

Markets US

Blurred Economic Outlook And Risk 
Of Negative Earnings Surprises Call 
For Caution

 The sustainability of an economic 
rebound is unsure. Improvements were 
seen in many areas, but unemployment 
is still high and consumption remains 
subdued. The risks for US corporations 
to deliver top-line growth are generally 
skewed to the downside, particularly 
given the very optimistic estimates for 
2010 earnings. Therefore, we 
recommend maintaining a moderately 
cautious view on equities for the US 
and elsewhere relative to cash.

Europe

Valuations May Reflect Overly 
Optimistic Growth Expectations With 
Risk Of Further Price Correction

 We expect economic growth to remain 
below trend for the UK and the 
Eurozone, as headwinds remain, such 
as high unemployment and weak 
consumption. Current prices may 
reflect an overly optimistic level of 
future earnings growth for 2010. As 
such, the elevated risk of further price 
correction makes European equities 
appear less attractive than other 
developed markets. Balancing out the 
support from low interest rates and 
earnings risks, we recommend a 
moderately cautious position on 
equities versus cash.



Japan

Weak Spending And High 
Unemployment Continue To Weigh 
On Outlook for Demand

 While there is evidence of a recovery in 
manufacturing and industrial activity in 
Japan, similar improvements have yet 
to materialise in the domestic economy. 
Consumer spending remains weak and 
unemployment is still above the 5% 
mark, which is weighing on 
consumption and prices. Therefore, we 
have a moderately cautious view on the 
asset class, and maintain our 
underweight position versus cash, 
while we expect Japan to perform in 
line with other developed markets

Emerging Markets 

Trimmed Our Overweight Exposure 
To Latin America On Valuations, And 
Added Position In Turkish Market

 While we maintain our preference for 
Latin American equities over Emerging 
Asia, we acknowledge that the 
valuation gap is not as wide as it was. 
Therefore, we have decided to take 
some profits. In addition, we 
recommend a moderately overweight 
position in Turkish equities, which 
compares favourably on valuation 
grounds relative to other emerging 
markets, as well as having an 
encouraging outlook for the 
maintenance of earnings growth

Asia ex Japan

Positive Newsflow Appears To Be Priced In With Risk For Earnings To 
Disappoint Disappoint 

 The outlook for the Asia-ex Japan economy remains positive. That said, there is 
growing concern of earlier monetary tightening. Valuations have returned to levels 
consistent with the first quarter of 2007 but share prices largely reflect the positive 
news. We believe that company earnings vulnerable to disappointments given overly 
optimistic EPS forecasts. We therefore maintain a moderately underweight allocation to 
Asia ex-Japan equities versus cash given the risks for earnings growth to disappoint



GCC

 The Sukuk market is likely to show steady growth in 2010 according to Standard & Poor's, but 
while the prospects for the global sukuk market remain strong, the prospects are weaker for 
Dubai-based issuers and potentially other countries in the Gulf. The agency said that the lower 
prospects for Dubai and other Gulf nations was due to a decreased risk appetite, meaning that 
issuers were likely to ask for a higher return to reflect the perceived elevated risk.

 Following an improvement of the GCC Investor Confidence Index at the end of 2009, it 
decreased slightly by 2.4 points in January 2010. December's report reflected the impact of 
the decision to repay the Nakheel Sukuk on time, resulting in a jump in the Index. However, 
the UAE Index has subsequently lost 12.8 points as investors have become increasingly 
uncertain towards the economic outlook on the UAE economy. 

 The President of the Saudi-based Islamic Development Bank (also known as IDB) announced 
that they plan to issue sukuk, worth a total of $5 billion over this year and the four following 

Sukuk Islamic finance is poised to develop further in Western markets while Southeast Asian countries 
will likely fuel the Islamic finance advance in Asia during the coming year.

Despite a dramatic decline in volumes last year, the long-term perspectives for global sukuk 
issuance are still good. Several factors support sustainable growth of this market, including 
increasing popularity of Shariah compliant products and government openness to Islamic finance, 
massive investment and financing needs in the Gulf, and issuers' desire to tap investors from the 
Middle East and Asia. 

Asia

 Malaysia and South East Asia are likely to lead the global sukuk market in issuance of the 
next couple of years. Malaysia would benefit from its well-established Islamic banking system, 
which was backed by strong regulation and government support. 

 Economic growth will trigger the need for funding with most sales from Indonesia and Thailand 
moving aggressively to facilitate the industry. Malaysia, which accounted for about half global 
sukuk sales in 2009, will continue to dominate the sales, followed by Indonesia, which has the 
world’s largest Muslim population.

 Indonesia has sold more than US$850 million worth of Islamic bonds to domestic retail 
investors, three-times more than its target (US$315 million). The sukuk will mature in three 
years and pay 8.7 percent. Over 17,000 investors took part. The Indonesian government plans 
to sell its second global sukuk later this year

that they plan to issue sukuk, worth a total of $5 billion over this year and the four following 
years. The Bank plans to raise $1 billion every year and for five years from 2010. The issue 
would be sukuk and the maturity is normally for five years. The sukuk will be issued on the 
capital market and open for all investors in Asia and Europe and elsewhere. 

Sukuk 
Summary

The 2010 pipeline remains healthy, with about US$20 billion of Sukuk publicly announced in the 
past that is likely to come to market if conditions permit. However, total Sukuk issuance in 2010 
could approach the current 2007 record of US$34.3 billion. This forecast comes despite the rash of 
defaults which hit the sukuk market in 2009.

Beyond 2010, a major impediment to the emergence of an integrated, global sukuk market remains, 
in our view, lack of standardization, especially regarding Shariah compliance and the legal 
environment.

Source: Standard’s & Poors January 2010



Main Indices

SKBI Yield

Source: HSBC/DIFX January 2010
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Index Performance 31/01/2009 to 31/01/2010

Source: Bloomberg February 2010, USD
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Dow Jones Islamic Markets Asia Pacific Dow Jones Asia Pacific Index

Dow Jones Islamic Markets World 36.18%

Dow Jones Global Index 38.18%

Dow Jones Islamic Markets Europe 38.44%

Dow Jones European Index 40.88%

Dow Jones Islamic Markets Asia Pacific 53.88%

Dow Jones Asia Pacific Index 37.62%

Dow Jones Islamic Markets Emerging Markets 77.09%

Dow Jones Emerging Markets Index 78.38%

Dow Jones Islamic Markets GCC 38.40%

Dow Jones GCC Index 25.07%

Source: Bloomberg February 2010, USD



Commodity Oil

Subdued Demand And Variability In Risk 
Appetite Are Likely To Mean Oil Will 
Continue To Fluctuate In A Range 

 Supply and demand dynamics are slowly improving as are global growth prospects. 
But the overall level of economic activity is likely to continue to keep oil demand at 
subdued levels. Therefore, we maintain our target range for oil within the US$60-$80 
price range, as subdued demand and ongoing variability in risk appetite are likely to 
keep the oil price fluctuating within a range

Currency US Dollar (USD)

Neutral Position Balances Central 
Scenario Of Low Interest Rate 
Environment With Renewed Flight To 
USD

 Two competing forces influence our 
decision to remain neutral on the USD.  

Euro (EUR)

Maintain Neutral Position As 
Resolution Of Greece Fiscal Issue Will 
Be A Major Swing Factor In The 
Short Term

 The resolution of the Greek fiscal 
difficulties and potentially other decision to remain neutral on the USD.  

Slower than expected global growth 
could influence investors to buy the 
relatively safe USD, which would be 
positive for the currency. While this is 
not our central scenario, it is not a risk 
that can be ruled out either.  On the 
other hand a low interest rate 
environment, which is likely to be in 
play for the calendar year 2010, is not 
supportive for the currency

difficulties and potentially other 
countries as well is not clear cut and is 
likely to continue to be a disruptive 
factor that will increase volatility.  
Despite the nascent economic recovery 
we retain neutral position in view of the 
short-term factors playing on the EUR

Sterling (GBP) 

Short-Term Direction Of GBP 
Relative To EUR Unclear Given UK 
Fiscal Problem And Greece Debt Issue

 The long term fundamental position of 
GBP is little changed since last month 
and we continue to believe that an 
underweight position against EUR is 
justified because of the UK’s worse 
fiscal position compared to that of the 
major eurozone countries. However, in 
the short term, the direction of the GBP 
relative to the EUR is unclear given the 
magnitude of uncertainties impacting 
the EUR from the Greece debt issue

Japanese Yen (JPY) 

Retain Neutral Position As Potential 
For Volatility Is High

 Early in January, the new finance 
minister commented on his desire to 
see the JPY at appropriate levels (ie 
lower) and as such market 
commentators continue to anticipate 
some official action. The currency 
markets may react swiftly to sell the 
JPY if and when such action occurs. All 
the time that other low interest rate 
currencies, particularly USD, continue 
to look more attractive as carry trade 
alternatives, the potential for further 
short-term JPY strength exists.
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