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Highlights 

Readership: This document is intended solely for the addressee(s). Its content may be legally privileged and/or confidential. 
Opinions: Any opinions expressed in this document may be subject to change without notice. We are not soliciting or recommending any action based on this material. 
Risk Warning: Past performance is not indicative of future results. Our investment management services relate to a variety of investments, each of which can fluctuate in value. The value of 
portfolios we manage may fall as well as rise, and the investor may not get back the full amount originally invested. The investment risks vary between different types of instruments. For 
example, for investments involving exposure to a currency other than that in which the portfolio is denominated, changes in the rate of exchange may cause the value of investments, and 
consequently the value of the portfolio, to go up or down. In the case of a higher volatility portfolio the loss on realization or cancellation may be very high (including total loss of investment), 
as the value of such an investment may fall suddenly and substantially. In making an investment decision, prospective investors must rely on their own examination of the merits and risks 
involved. 

Monthly Theme: Fundamentals and 
Investment Return 

• Making investment decisions based on impulsive sentiment only 
may not be a wise move. A more advisable way is to invest based 
on fundamental reasons such as valuation — for example, buying 
equities when they are cheap and selling when they become 
expensive. 

• Though there is no perfect tool to evaluate the exact value of 
equities, we can still gain some insight from examining 
price/earning ratios (PE ratio).    

• Historical data shows that investing in Asia equities at lower forward 
PE levels would, generally, result in a higher average return and 
greater chance of making a profit. 

• However investors are reminded that using the PE ratio as a 
decision rule has limitations. Analysts may be over-optimistic with 
earning estimates. Valuation is not a good timing tool over a short 
period of time as there are other factors that may impact the 
performance of equity markets. 

Monthly Market Review  
• The equity markets were volatile in July. The sovereign debt crisis, 

economic uncertainties and monetary policies were the main driving 
force. Countries with lower risk of further tightening measures and 
better economic condition outperformed. Gold prices and US 
Treasuries surged on strong “safe-haven” demand.   

• The equities market in the US was dragged down by debt ceiling 
uncertainties and weak economic growth.  

• Germany’s DAX dropped as investment sentiment was hurt by debt 
issues in the US and Europe. Even though the EU announced a 
new bailout plan for Greece, investors still worried that the debt 
crisis would spread to other countries such as Italy. 

• Performance of Asia and the emerging markets was mixed. 
Thailand staged a relief rally after the elections settled down. 
Countries facing higher inflation pressure and further tightening of 
monetary policies continued to underperform. 

• Uncertainty still remains the bugbear of financial markets in the near 
term. Apart from sovereign debt issues in the US and Europe, 
worries about economic recovery returned to the spotlight. On the 
negative side, worries about debt issues and slower economic 
growth may cause a lot of volatility and trigger “risk-off” sentiment. 
On the positive side, stimulus policies from various governments 
provide support to the markets. The Japanese government has 
already expanded its stimulus programme. The ECB has also 
continued to supply liquidity to the market.  
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Figure 2: US GDP rose 1.3% (QoQ) in Q2 2011, much 
worse than expected. 
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Figure 1: In general, average 1-year holding returns are 
higher when investors purchase equities at a lower PE. 
 

Figure 3: In general, average 1-year holding returns are 
higher should investors purchase equities at lower PE. 
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Monthly Theme: Fundamentals and Investment Return 
• Making investment decisions based on impulsive sentiment only may not be a wise move. A more advisable way is to invest based on 

fundamental reasons such as valuation — for example, buying equities when they are cheap, and selling when they become expensive. 
• Though there is no perfect tool to evaluate the exact value of equities, we can still gain some insight from examining price/earning ratios 

(PE ratio).    
• Historical data shows that investing in Asia equities at lower forward PE levels would, generally, result in a higher average return and 

greater chance of making a profit. 
• However investors are reminded that using the PE ratio as a decision rule has limitations. Analysts may be over-optimistic with earning 

estimates. Valuation is not a good timing tool over a short period of time as there are other factors that may impact the performance of 
equity markets. 

Equity markets are generally influenced by various bullish and 
bearish news and events. Market sentiment, as a result, is driven by 
greed and fear and moves from one extreme to another. If investors 
were to base their investment decisions on impulsive sentiment only, 
they may possibly end up “buying high and selling low”, i.e. buying 
equities at a high price when sentiment is extremely positive and 
selling stocks at low price when sentiment turns bearish. A more 
advisable way is to invest based on fundamental reasons such as 
valuation — for example, buying equities when they are cheap, and 
selling when they beocme expensive. Though there is no perfect 
tool to evaluate the exact value of equities, we can still gain some 
insight from examining price/earning ratios (PE ratio).   
 
PE Ratio 
 
The PE ratio, which is one of the most popular and useful measures 
for estimating value, is defined as price per share divided by 
earnings per share. In general, a lower PE ratio indicates that the 
equity is cheaper, assuming other factors are the same. 
 
Since the equity market is forward-looking, using estimated future 
earnings would be more meaningful. Therefore, we could use the 
12-month forward PE ratio (12M Fwd PE), which is calculated by 
dividing the equity price by the 12-month forward estimated 
earnings.   
 

Figure 4: The possibility of gaining positive returns will 
generally drop if investors purchase equities with higher 

Average Return 
Historical data shows that investing in Asia equities at lower forward PE 
levels would, generally, result in a higher average return and greater 
chance of making a profit.  
 
For Asia equities, we look at the monthly data of MSCI Asia Pacific ex 
Japan (MSCI Asia) during May 2001 to July 2011. As shown in figure 3, 
the average return for 1-year holding period increased along with lower 
12M Fwd PE. Based on historical data, if investors purchased MSCI Asia 
when 12M Fwd PE was at 8x, the average return for 1-year holding 
period would be more than 80%. However, if investors purchased MSCI 
Asia when the 12M Fwd PE was at 16x, investors would, on average, 
lose more than 40% with a 1-year holding period.  
 
Possibility of Positive Return 
Apart from average return, the possibility of winning is also impacted 
by the level of the PE ratio.  As shown in figure 4, buying Asia 
equities at a high PE level generally results in a lower chance of 
making a profit. Within the study period, if investors were to purchase 
Asia equities at 16x 12M Fwd PE level, they would end up with 
losses. However, the chance of making a profit improves significantly 
if the PE multiple is lower. 
 
Implications and Limitations 
Based on historical figures, investors should invest in the equity 
market when the PE is low, in order to increase return potential and 
the possibility of winning. However, investors are reminded that past 
performance is not a guarantee of future results and using the PE 
ratio as a decision rule has its limitations. 
 

One major risk is over-optimism on earnings estimates. If earning 
estimates are revised downwards, the PE ratio will rise. At the end of 
July, the 12 Fwd PE of MSCI Asia Pacific ex Japan was at 11x. If the 
earning estimations are too optimistic and revised downwards by 
10%, the 12 Fwd PE will rise to 12x and the historical average return 
will drop. If the earning estimates are revised downwards by 15%, 
the 12 Fwd PE will rise to 13x and the historical average return will 
drop further.  
 

Besides, valuation is only one of the factors impacting the 
performance of equity markets. Over the past several years, we have 
come across many unprecedented events which have a great impact 
on the equity markets. Investors are reminded to take into 
consideration other factors (such as the macroeconomic situation, 
quality of management, and the industry’s prospect for individual 
stocks) when making investment decisions. 
 

Moreover, valuation is not an ideal timing tool over a short period of 
time. The investment horizon for the above study is one year. So, 
even if the 1-year return is positive, returns over a shorter period, say 
1 month, may be negative.  
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Monthly Market Review 
• The equity markets were volatile in July. The sovereign debt crisis, economic uncertainties and monetary policies were the 

main driving force. Countries with lower risk of further tightening measures and better economic condition outperformed. Gold 
prices and US Treasuries surged on strong “safe-haven” demand.   

• The equities market in the US was dragged down by debt ceiling uncertainties and weak economic growth.  

• Germany’s stocks dropped as investment sentiment was hurt by debt issues in the US and Europe. Even though the EU 
announced a new bailout plan for Greece, investors still worried that the debt crisis would spread to other countries, such as 
Italy. 

• Performance of Asia and the emerging markets was mixed. Thailand staged a relief rally after the elections settled down. 
Countries facing higher inflation pressure and further tightening of monetary policies continued to underperform. 

• Uncertainty remains the bugbear of financial markets in the near term. Apart from sovereign debt issues in the US and Europe, 
worries about economic recovery also returned to the spotlight. On the negative side, worries about debt issues and slower 
economic growth may cause a lot of volatility and trigger “risk-off” sentiment. On the positive side, stimulus policies from 
various governments provide support to the markets. The Japanese government has already expanded its stimulus 
programme. The ECB has also continued to supply liquidity to the market.  

Equities 
 

US Equities 

• US equities dropped on worries over the Greek debt issues, the US 
debt ceiling stalemate and a weak US economic recovery. The S&P 
500 dropped 2.1%, Dow Jones lost 2.2% and the Nasdaq fell 0.6%. 

• US economic growth was disappointing. The GDP rose 1.3% (QoQ) in 
Q2 2011, much worse than expected, and Q1 2011 GDP growth rate 
was revised to 0.4%. Personal consumption rose only 0.1% (QoQ) in 
Q2. 

• Durable goods orders dropped 2.1% in June, much worse than 
expected. 

• The housing market was mixed. The S&P/CS Composite-20 Home 
Price Index dropped 4.51% (YoY) in May. New home sales dropped 
1.0% (MoM) in June, worse than expected. Pending home sales rose 
17.3% (YoY) and 2.4% (MoM) in June, higher than expected.  

• The debt ceiling issue remained unresolved in July.  
• The employment market was, overall, not as good as forecast. 

Nonfarm payroll increased by 46,000 in June. The unemployment rate 
rose to 9.2% in June, slightly higher than expected. 

 

European Equities 

• European equities fell as investment sentiment was hurt by debt issues 
in the US and Europe. Germany’s DAX dropped 2.9% and UK’s FTSE 
100 lost 2.2%. 

• The EU eventually announced 159 billion euros in new aid for Greece. 
The Greek financing package will consist of 109 billion euros from the 
eurozone and the International Monetary Fund. Financial institutions 
will contribute 50 billion euros.  

• The ECB raised interest rates by 0.25% to 1.5%, as expected, as 
inflation was still above the ECB’s target. The CPI rose 2.5% (YoY) in 
July. 

• Economic growth in the UK was still slow. The country’s GDP rose 
0.7% (YoY) and 0.2% (QoQ) in Q2 2011. 

• The UK housing market was better than expected. House prices 
dropped 0.4% (YoY) but rose 0.2% (MoM) in July.  The country’s CPI 
rose 4.2% (YoY) but dropped 0.1% (MoM) in June. Unemployment rate 
was steady at 7.7% in May, in line with expectation.   

• The BoE kept interest rates unchanged, as expected. 

Figure 5:  US GDP rose 1.3% (QoQ) in Q2 2011, much 

worse than expected. 
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Figure 6:  The ECB raised interest rates by 0.25% to 
1.5%. 
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Japan Equities  

• Japan’s Nikkei 225 rebounded 0.2% as the economy showed signs of 
recovery from the quake.  

• The BoJ kept its policy rate unchanged, as expected, and raised its 
economic assessment on the country for a second month.     

• Retail trade rose 1.1% (YoY) and 2.9% (MoM) in June, both better than 
expected. Industrial production dropped 1.6% (YoY) but rose 3.9% 
(MoM) in June, both worse than expected.  

• However, the jobless rate rose to 4.6% in June, in line with expectation.  
 
Asia and Emerging Market Equities 

• Performance of Asia and the emerging markets was mixed. Countries 
with a severe inflation problem and thus continued monetary tightening 
underperformed. 

• Thailand’s SET jumped 8.8% after the Puea Thai Party, a party allied 
with exiled former Prime Minister Thaksin, won a decisive election 
victory. The economic situation in the country remained stable. Its 
central bank raised the policy rate by 0.25% to 3.25% even when CPI 
dropped to 4.06% (YoY) in June.    

• Indonesia’s JCI rose 6.2% as the country’s economic figures were 
better than expected and its central bank kept policy rates unchanged. 
Exports rose 45.3% (YoY) and the trade surplus widened to US$3,509 
million in May. Inflation pressure lessened to 5.54% (YoY) and 
consumer confidence rose to 109.0 in June.   

• Philippines’ PSEi rose 5.0% as its central bank kept rates unchanged 
while raising the reserve requirement to 21% from 20%. Trade deficit 
narrowed down to US$780 million in May.      

• Brazil’s Bovespa plunged 5.7% as its central bank raised the policy rate 
by 0.25% to 12.5%. Inflation rose 6.71% (YoY) in June. The 
manufacturing PMI dropped to 49 in June, showing that the sector was 
contracting. Retail sales growth slowed down to 6.2% (YoY) in May. 

• India’s Sensex dropped 3.4% as its central bank surprised the market 
by raising the policy rate by 0.5% to 7.0%, more than expected. Food 
inflation rose 7.33% (YoY) in the week ended 16 July 2011. Industrial 
production growth slowed down to 5.6% (YoY) in May. 

• China’s H-share index dropped 1.6% as inflation pressure remained 
strong. The CPI rose 6.4% (YoY) in June, higher than expected. The 
PBoC raised benchmark interest rates by 0.25%, and announced that 
the one-year lending rate will increase to 6.56% and one-year deposit 
rate will rise to 3.5%. Industrial production growth accelerated to 15.1% 
(YoY) in June. 

• Singapore’s STI rose 2.2% as industrial production rose 10.5% (YoY) 
and bank loan and advances rose 26.2% (YoY) in June. However, its 
economic growth in Q2 2011 slowed down to +0.5% (YoY). 

 
Bonds  

• Yields of 10-year US Treasury (UST) dropped as no agreement was 
reached over the US debt ceiling issue in July and economic growth 
was much weaker than expected. 

 
Commodities 

• Gold prices rose on safe-haven demand triggered by uncertainties over 
debt issues in the US and Europe. 

• WTI crude oil prices managed to gain as the IEA announced that they 
did not plan to extend the release of emergency oil stockpiles. 

Figure 7:  Japan’s retail trade rose 1.1% (YoY) and 2.9% 
(MoM) in June, both better than expected. 
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Figure 8: China’s CPI rose 6.4% (YoY) in June, higher 
than expected. 
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Figure 9: Gold prices rose on safe-haven demand 
triggered by uncertainties over debt issues in the US 
and Europe. 
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Key Market Data 
 

Equities Month-end Level Monthly Change YTD Change

S&P 500 1,292                          -2.1% 2.8%
Dow Jones 12,143                        -2.2% 4.9%

Nasdaq 2,756                          -0.6% 3.9%
FTSE 100 5,815                          -2.2% -1.4%

DAX 7,159                          -2.9% 3.5%
Nikkei 225 9,833                          0.2% -3.9%
Hang Seng Index 22,440                        0.2% -2.6%

Straits Times 3,189                          2.2% 0.0%
Taiwan Weighted 8,644                          -0.1% -3.7%

KOSPI 2,133                          1.5% 4.0%
Brazil Bovespa 58,823                        -5.7% -15.1%
Russia RTSI 1,965                          3.1% 10.9%

India SENSEX 18,197                        -3.4% -11.3%
China H Index 12,374                        -1.6% -2.5%

Thailand SET 1,134                          8.8% 9.8%
Malaysia KLCI 1,549                          -1.9% 2.0%

Philippine PSEI 4,504                          5.0% 7.2%
Jakarta JCI 4,131                          6.2% 11.5%

Commodities Month-end Level Monthly Change YTD Change

Gold (comex) 1,628.3                       8.4% 14.6%

WTI crude oil (nymex) 95.7                            0.3% 4.7%

Currencies Month-end Level Monthly Change YTD Change

Euro (EUR-USD) 1.4398                        -0.7% 7.6%
JPY (USD-JPY) 76.76                          5.0% 5.7%

Bonds (10-year yield) Month-end Yield (%)

Monthly Change

(Basis Points)

YTD Change

(Basis Points)

US 2.80                            -36 -50
UK 2.86                            -52 -54

Germany 2.54                            -49 -43
Japan 1.08                            -6 -5  

 
As at the end of July 2011 

Source: Bloomberg 
 



 MONTHLY INVESTMENT BULLETIN 
August 2011  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

   

Disclaimer 
 
This document is published for informational purposes only and is not the basis for any contract to deal in any security or instrument, or for 
American International Assurance Company, Limited or any of its related companies, affiliates or individuals connected with the group (“AIA”) 
to enter into or arrange any type of transaction as a consequence of any information herein. It shall not be construed as the making of any 
offer or invitation to anyone to deal in any security or instrument, or to provide any investment advice or services, in any jurisdiction in which 
such offer is not authorised, or in which the person making such offer is not qualified to do so, or to anyone to whom it is unlawful to make 
such an offer.   
 
All investments are subject to risks, including the possible loss of principal amount invested.  The value of investments and their derived 
income may fluctuate over time. Any past performance shown and any prediction, forecast or forward looking statement made, is not 
necessarily indicative of future or likely performance. Investments in the securities, instruments, currencies and other assets mentioned 
herein are not deposits or other obligations of, or guaranteed or insured by AIA. 
 
This document does not constitute investment advice or a recommendation and was prepared without regard to the specific objectives, 
financial situation or needs of any particular person who may read it. It is not to be taken in substitution of the exercise of judgment by the 
reader, who should seek separate legal and financial advice and should read the relevant documents and prospectus before investing. If 
such person chooses not to do so, he should consider carefully whether an investment in the security, instrument, currency or other asset is 
suitable for him. Any reliance on the information or opinions herein is therefore entirely at the reader’s own risk. AIA accepts no liability for 
any direct, special, indirect, consequential, incidental damages or any other loss or damages of any kind arising from any such use of the 
information herein (including any error, omission or misstatement herein, negligent or otherwise) or further communication thereof, even if 
AIA or any other person has been advised of the possibility thereof. 
 
Although the information was compiled from sources believed to be reliable, AIA does not guarantee its accuracy, completeness, correctness 
or timeliness for any particular purpose and the information and opinions contained may change without notice. The opinions may be 
formulated based on a number of assumptions, which may turn out to be invalid, and in reliance on the views of research teams within the 
group situated outside of Singapore. All third party data (such as, Bloomberg) are copyrighted by and proprietary to the provider. 
 
AIA and its associates, their directors, officers and/or employees may have positions or other interests in, and may effect transactions in the 
securities, instruments, currencies and other assets mentioned herein for themselves or their clients. They may also perform or seek to 
perform broking, investment banking and other banking or financial services for those companies whose securities are mentioned herein as 
well as other persons generally. This document is not intended for distribution to, or use by, any person or entity in any jurisdiction or country 
where such distribution or use would be contrary to law or regulation and may not be published, circulated or reproduced in whole or in part 
without the prior written consent of AIA. 
 
If you have any queries arising from, or in connection with, the information contained in this document, please contact the Singapore branch 
of American International Assurance Company, Limited (company registration number [S58FC0028G]). 
 


