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Highlights
•	 We expect equity funds to outperform bond funds 

in 2011. Asia will still be the main engine of global 
economic growth. Growth momentum in developed 
countries will be weak but positive. Such developments 
should lend support to corporate earnings and thus 
equity prices. 

•	 We are optimistic about US equity funds. Recently 
released economic data supports our view that a 
double-dip recession is unlikely. The profits of US 
companies rose in Q3 by USD1.66 trillion, the highest 
annual increment on record. Even though the labour 
market is still in the doldrums, the impact of further 
quantitative easing and the latest tax cut extension 
should be positive for the labour market.

•	 We continue to believe that Asia (ex Japan) equity 
funds will do well in 2011. Economic growth next year 

	 will be slower than this year due to a high comparison 	
base but Asian economies will still be the world’s 
growth dynamo. The excess money created from US 
quantitative easing and Europe’s bond purchases are 
expected to flood the financial markets in Asia and 
inflate local prices.

•	 We are cautious on European equity funds. The 
Dow Jones Euro Stoxx Index went down by 5.2% in 
November, the deepest decline since May this year. 
The chance of Portugal and even Spain being dragged 
into the sovereign debt crisis was too high to ignore.

•	 Bond funds are expected to under-perform equity funds 
as we expect the Fed’s quantitative easing to start 
creating inflation expectations in the US. We recently 
saw the 10-year US Treasury yield rise above 3% for 
the first time since July. 

Note: + (overweight); = (neutral); - (underweight)

Asset Classes Outlook

Equity Funds +

US +

Europe =

Japan =

Asia (ex Japan) +

Emerging Markets (ex Asia) +

Bond Funds -

Government (Developed economies) -

Corporate (Developed economies) +

Emerging Markets +

Money Markets Funds & Cash =
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Traditional Asset Classes
We expect equity funds to outperform bond funds in 
2011. Asia will still be the main engine of global economic 
growth. Growth momentum in developed countries will 
be weak but positive. Such developments should lend 
support to corporate earnings and thus equity prices. 

Excess liquidity generated from quantitative easing in the 
US and the European Central Bank’s (ECB) government 
bond purchase programme is another positive contributor 
to equity prices. With the extremely low returns of holding 
cash, investors are likely to pull their money out of bank 
deposits and chase after risky but potentially higher return 
assets such as equities. 

The key risk of holding equities is from government 
policy. Will the Chinese government over-tighten their 
monetary stance leading to an economic hard-landing? 
Could the ECB win sufficient political backing to bail out 
the peripheral European countries and stop the sovereign 
debt crisis from spreading? Would quantitative easing 
achieve its desired impact in the US? In addition to the 
aforementioned policy risks, political uncertainty on the 
Korean peninsula will also be the major source of volatility 
in the equity markets next year. 

US Equity Funds 
We are optimistic about US equity funds. Recently 
released economic data supports our view that a double-
dip recession is unlikely. In Q3, real GDP rose at a 
seasonally-adjusted annual rate of 2.5%, higher than 
the preliminary 2% estimate. American consumers have 
started to spend. In October, retail sales rose 1.2%, 
the largest monthly jump since March. Profits of US 
companies rose in Q3 by USD1.66 trillion, the highest 
annual increment on record, due to cost cutting and 
improved sales. 

The labour market is still in the doldrums despite 
improvement in other parts of the economy. The 
unemployment rate rose to 9.8% in November after 
staying at 9.6% for 3 consecutive months. However, the 
impact of further quantitative easing and the latest tax cut 
extension should be positive for the labour market. Hence, 
we are upgrading the rating on US equity funds to positive.

European Equity Funds  
We are cautious on European equity funds. Renewed 
concerns on sovereign credit risk in some peripheral 
European countries triggered a market sell-off. The Dow 
Jones Euro Stoxx Index went down by 5.2% in November, 
the deepest decline since May this year. The chance of 
Portugal and even Spain being dragged into the sovereign 
debt crisis was too high to ignore. Diverse national 
interests will prevent the ECB from reacting quickly and 
proactively to the crisis. The bond yields of Ireland and 
Portugal shot up substantially in early October. However it 
was not until late November that the ECB provided Ireland 
with economic aid to bail out local cash-strapped banks 
and plug the fiscal shortfall. 

Japanese Equity Funds 
Although the Nikkei 225 Index was up 8% in November, 
our cautious view on Japanese equity funds remains 
unchanged. Japan’s recovery is losing momentum with 
industrial production (seasonally adjusted) falling for a 
fifth month in October, shrinking by 1.8% from September. 
The unemployment rate rose unexpectedly to 5.1% from 
5% a month ago. A strong yen hurt Japanese companies 
by weakening the international price competitiveness 
of Japan’s exports. In October, export growth slowed to 
7.8%, the slowest annual growth this year. 

Asian (ex Japan) Equity Funds 
We continue to believe Asia (ex Japan) equity funds 
will do well in 2011. Economic growth next year will be 
slower than this year due to a high comparison base and 
anti-inflationary government measures. However, Asian 
economies will still be the world’s growth dynamo. This 
should translate into better corporate earnings and higher 
equity prices. 

The excess money created from US quantitative easing 
and Europe’s bond purchases is expected to flood the 
financial markets in Asia and inflate local prices. To prevent 
inflation and asset bubbles from building up, governments 
in China, Korea and Singapore have already started to 
tighten their monetary stance. If traditional monetary policy 
fails to contain local inflationary pressure, we would not be 
surprised to see some Asian countries introducing some 
forms of “soft” capital control to prevent excessive inflow of 
hot money. In October, Thailand’s government removed a 
15% tax exemption for foreigners on income from domestic 
bonds. In November, Taiwan’s government placed a limit on 
foreign ownership in the island’s debt as it strives to curb 
capital inflows from abroad. Concerns about policy over-
reaction could be one of the major sources of volatility in 
equity markets next year.

Emerging Markets (ex Asia) Equity Funds 
We have upgraded emerging market (ex Asia) equity funds 
to positive. As the global economic situation stabilises, 
demand for natural resources should gradually pick up. 
This should benefit resource-rich emerging markets such 
as Brazil and Russia. In November, consumer confidence 
in Brazil rose to 125 from 122 a month ago. Export growth 
in November accelerated to 39.8% year-on-year from 
October’s 30.5%.

Bond Funds 
Bond funds are expected to under-perform equity funds as 
we expect the Fed’s quantitative easing to start creating 
inflation expectations in the US. We recently saw the 
10-year US Treasury yield rise above 3% for the first time 
since July. The Government bond yields of Japan and the 
eurozone, with the same tenure, also went up. Since we do 
not believe the US will slump into a double-dip recession 
and Asia’s growth will remain robust, we expect investors’ 
appetite for risk to increase. Money, under this scenario, 
should shift from bonds back to risky assets like equities.
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GDP Forecast for 2011

Benchmark Portfolios

2011 GDP 
(%) 

US UK Eurozone Japan China Hong 
Kong

Singapore

Market 
Consensus 2.7 2.0 1.5 1.1 9.1 4.7 4.8

AIA 2.7 1.2 1.2 1.5 9.0 4.8 5.0

 Adventurous

Equity Funds 75%

Bond Funds 20%

Money Markets Funds & Cash 5%

 Balanced

Equity Funds 50%

Bond Funds 40%

Money Markets Funds & Cash 10%

 Cautious

Equity Funds 30%

Bond Funds 55%

Money Markets Funds & Cash 15%

20%

Note:	Range for equities and bonds is ± 10%
	 Range for money markets instruments & cash is ± 5%

5%

75%

  Equity Funds

  Bond Funds

  Money Markets Funds & Cash

  Equity Funds

  Bond Funds

  Money Markets Funds & Cash

  Equity Funds

  Bond Funds

  Money Markets Funds & Cash

15% 30%

55%

75%

20%

5%

75%

50%
40%

10%

Source: AIA & Consensus Economics 
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Key Market Data

Equities Month-end Level Monthly Change YTD Change

S&P 500 1,181 -0.2% 5.9%

Dow Jones 11,006 -1.0% 5.5%

Nasdaq 2,498 -0.4% 10.1%

FTSE 100 5,528 -2.6% 2.1%

DAX 6,688 1.3% 12.3%

Nikkei 225 9,937 8.0% -5.8%

Hang Seng Index 23,008 -0.4% 5.2%

Strait Times 3,145 0.1% 8.5%

Taiwan Weighted 8,372 1.0% 2.3%

KOSPI 1,905 1.2% 13.2%

Brazil Bovespa 67,705 -4.2% -1.3%

Russia RTSI 1,597 0.6% 10.6%

India SENSEX 19,521 -2.6% 11.8%

China H Index 12,818 -2.7% 0.2%

Commodities Month-end Level Monthly Change YTD Change

Gold (comex) 1,385.0 2.0% 26.4%

WTI crude oil (nymex) 84.1 3.3% 6.0%

Currencies Month-end Level Monthly Change YTD Change

EUR-USD (euro) 1.2983 -6.9% -9.4%

USD-JPY (JPY) 83.69 -3.9% 1.1%

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

Monthly Change 
(Basis Points)

YTD Change 
(Basis Points)

US 2.80 20 -104

UK 3.23 15 -79

Germany 2.67 15 -72

Japan 1.19 26 -10

As at the end of November 2010
Source: Bloomberg



5RESEARCH & STRATEGY  | 

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 authorized, 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]).


