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OVERVIEW 

• The third quarter of 2013 saw both equity and bond markets turning in a positive performance, as 
investor sentiment was bolstered by the US Federal Reserve’s (the Fed) surprise decision in 
September not to commence the tapering of their Quantitative Easing (QE) programme. 
 

• Against this backdrop, global equities, as represented by the MSCI AC World Index, gained 6.8% 
for the quarter while “safe haven” assets, as represented by the Citigroup World Government Bond 
Index, returned 1.8% for the quarter, in SGD terms.  
 

• Although the recent political gridlock in the US over the funding of the government has seen a 
temporary fix, it will continue to be a source of economic and financial uncertainty going forward.  
 

• We continue to favour equities over bonds as the equity risk premium compared to cash and bonds 
is still well above historical averages. 

 
        

EQUITY MARKETS 
 

Europe 
 

• European equity markets ended the third quarter up 8.1% in local currency terms. Markets were 
dominated by political events and concerns over the timing of the Fed’s QE tapering. 
 

• We continue to maintain our overweight position in the luxury goods sector as we believe that stocks 
with strong brand names will benefit from the continued resilience in spending for luxury goods. We 
also increased exposure to stocks that will benefit from a recovery in Eurozone economic activity. 
 

• We remain vigilant of the tail risks in Europe as political risks may worsen its debt situation. In addition, 
there is a possibility that China’s economic growth may come in below expectations and dent Europe’s 
exports to China. 

 
Japan 
 

• The Japanese market had a positive but volatile quarter. The Japanese market rallied initially before 
the Upper House election in July, before correcting due to a lack of further catalysts. In September, 
Tokyo won the bid to host the 2020 Olympics. With the Fed holding off its QE tapering and Syria 
getting a reprieve, the Japanese stock market rallied. 
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• We are positive on globally-competitive companies in the auto and machinery sectors as we expect 
these companies to continue their renaissance in the weaker Yen environment. We also like global 
consumer brand companies where there is secular demand growth driven by emerging markets. 
 

• In addition, we are bullish on the real estate and construction sectors, as the hosting of the 2020 
Olympics in Tokyo will drive further investments into renewal of public infrastructure.  

  
Asia Pacific (ex Japan) 
 

• In Q3 2013, the MSCI AC Asia ex Japan Index gained 5.4% in local currency terms, on the back of 
better-than-expected economic data from China, central bank intervention to support India and 
Indonesia’s respective currencies, and the postponing of the Fed’s QE tapering. 
 

• With the Fed’s QE tapering only being postponed, investors’ concerns regarding the inherent 
weaknesses in some Asian countries will come to the forefront again in the coming months 
 

• Investors will be keeping a close eye on China’s forthcoming third Plenary session for signs of 
continued commitment to the reform process. 

 
ASEAN (ex Singapore) 

 

• ASEAN (ex Singapore) markets did not perform favorably for the third quarter of 2013. The MSCI 
Malaysia Index led with a modest 0.1% gain in local currency terms, as the enactment of fuel subsidy 
reduction as well as the deferment of public sector projects reiterated the government’s commitment 
towards fiscal consolidation. Indonesia performed the worst, with a sharp decline of 11.3% for the 
quarter, in local currency terms. 
 

• We believe that the ASEAN markets could face several headwinds in the immediate term. 
Nevertheless, we feel that there are better opportunities now as stock prices have retraced and are 
offering better value. Stock selection will be key to performance. 
 

• We will look for companies with resilient business models and entrenched competitive positioning that 
have been sold down with the broad market. On a macro basis, we prefer to be more defensively 
positioned in the short term. 

 
Singapore 

 

• The MSCI Singapore Index was up 3.6% in Q3 2013 in local currency terms.  Asian markets, including 
Singapore saw heightened volatility during this period, on the back of concerns over the US Federal 
Reserve’s (the Fed) impending QE tapering and rising US Treasury (UST) yields. 
 

• Current market valuations are not expensive, with the MSCI Singapore Index trading at 12-month 
forward Price Earning ratio of 13.4x, below its past 5-year average of about 14x.  Earnings growth is 
however tepid, in the high single digit region. 
 

• Despite valuations looking more compelling, the overhang of rising interest rates could be a headwind 
to the market. Hence, we continue to recommend a barbell strategy, and believe that stock selection is 
key to performance. 
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Australia 
 

• Over the third quarter of 2013, the Australian market recovered from its earlier losses in May and June. 
Market performance was predominantly determined by macroeconomic events, which in turn 
continued to be driven by global monetary policies. 
 

• All in all, global macro-economic conditions are improving and thus should lend support to the 
Australian stock market. 
 

• With the return of the Coalition government, the key uncertainty of unpredictable and business-
unfriendly policies has been removed. As such, we favour cyclical exposure, particularly to companies 
that have a strong domestic franchise. 
   

China / Hong Kong 
 

• China/ Hong Kong bourses registered gains in the third quarter. While hints of the Fed’s QE tapering 
and a minor liquidity crisis in China caused a sharp pullback in markets in June, improving Chinese 
economic data helped these markets to rebound in the third quarter. 
  

• We expect the improving data trend in China to continue over the next few months, with Premier Li 
likely to continue his pro-growth stance until there is confidence that growth in 2H 2013 will be around 
7.5%. 

 
• We expect continued urbanization to be a key engine of growth. More details will likely be announced 

during the November Plenary Session, with details and subsequent progress to be monitored to chart 
China’s outlook over the medium term. 

 
India 

 

• The MSCI India Index lost 0.18% in local currency terms in Q3 2013. Information Technology, 
Telecom Services and Healthcare outperformed with sector returns of 7%-25%. 

 
• The Indian Rupee (INR) depreciated by 5.4% against the USD for the quarter. This was after a sharp 

depreciation of 8.8% in August due to global risk aversion and concerns over India’s growth and 
international investment positions. However, the support measures of the Reserve Bank of India 
helped the INR to gain 4.7% in September. 
 

• The Manager’s preference continues to remain with Indian exporters in the sectors of IT offshoring 
services and generic pharmaceutical manufacturing, where India has created significant scale and 
competitive advantages. 

 
Korea 

 

• After a slow start to the third quarter as market sentiment was dragged down by lower than expected 
2Q operating profit guidance from Samsung Electronics, the Korean market rebounded on the back of 
strong foreign inflows. 
 

• We think that Korea is in a relatively better situation than other emerging markets, as its strong 
fundamentals and prudential measures undertaken by the government differentiate it from other 
emerging countries. 
 

• We continue to remain positive on the Korean market, with a preference for: 1) proven global brand 
names and exporters; 2) domestic consumption; and 3) macro bottoming-out plays and high beta 
names. 
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Taiwan 

 

• Uncertainty over US monetary tightening and concerns over tensions in Syria were the key macro 
factors that negatively impacted the Taiwanese market during the third quarter. 
 

• From a top-down approach, we think that Taiwan’s strong fundamentals could serve as a key 
attraction for foreign fund flows and help to mitigate the impact of poor investor sentiment caused by 
the ongoing domestic political uncertainty. 
 

• We continue to prefer the foundry and Integrated Circuit (IC) design sectors, as well as selected 
component stocks. We will be selective in picking non-tech names that show the ability to expand 
market share and increase earnings.  
 
 

 
FIXED INCOME MARKETS 

 
US / Europe 

 

• For Q3 2013, fixed income investors were positioned short duration in anticipation that the Fed would 
announce the start of QE tapering. The Fed’s decision to delay tapering earned a temporary reprieve 
for rates and credit markets, with most credit indices registering positive total returns for the quarter.  
 

• Looking ahead, risk events in October could lead to increased volatility in bond markets. Although the 
recent political gridlock in the US over the funding of the government has seen a temporary fix, it will 
continue to be a source of economic and financial uncertainty going forward. 
 

• Peripheral funding risks could resurface in Europe, with Portugal and Greece likely to require further 
negotiations ahead. 

 
Asia 

 

• The JP Morgan Asian Credit Total Return Index was up 1.29% in USD terms during the quarter, with 
High Yield (HY) bonds outperforming Investment Grade (IG) bonds marginally because of the higher 
coupon carry, which helped to offset the price drag from rising yields. 
 

• Looking ahead, we think credit spreads will continue to be a function of UST yields. IG bonds 
performance will mainly be driven by the movements of UST. Carry will be the main source of return. 
  

• We are neutral in terms of allocation between IG and HY bonds, with a slight overweight bias on the 
high quality short duration HY bonds for the yield carry. 

 
Singapore 

 

• Q3 2013 was an eventful quarter for the Singapore Fixed Income market. The main driver of volatility 
came from the change in expectations regarding the Fed’s timing for its QE tapering. 
 

• While the Fed’s QE tapering has been delayed, its occurrence is just a matter of time. The US 
Treasury – Singapore Government Securities (SGS) yield gap has widened back to near recent 
averages. 
 

• The US Treasury outlook will drive SGS yields in the near-term, though the lack of SGS supply will 
provide some support. Short-end rates might start to see more volatility. 
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 About Lion Global Investors 

Lion Global Investors, a member of the Oversea-Chinese Banking Corporation Limited (OCBC) Group, is 
one of the largest asset management companies in Southeast Asia, with total assets under management 
of S$29.7 billion (US$23.7 billion) as at 30 September 2013. Established as an Asian asset specialist 
since 1986, Lion Global Investors’ core competencies are in managing Asian equities and fixed income 
strategies and funds to both institutional and retail investors. Its large and experienced investment team 
of over 40 investment professionals averaging 15 years of relevant investment experience is firmly 
dedicated to Asian and global equities and fixed income markets. 

Lion Global Investors’ network of regional offices outside of Singapore includes Malaysia, Brunei and 
China. For more information, visit www.lionglobalinvestors.com. 

 
 
 
Important Notice 

Lion Global Investors Limited (“Lion Global Investors”) is a company incorporated in Singapore and a 
member of the OCBC group. 

 

This publication is for information only. It is not an offer or solicitation for the purchase or sale of any 
securities/investments and does not have regard to your specific investment objectives, financial situation 
or particular needs. Any opinion or estimate provided in the publication is made on a general basis and is 
not to be relied on by investors as advice.  

The information provided herein may contain projections or other forward-looking statements regarding 
future events or future financial performance of countries, markets or companies. Investors must make 
their own assessment of the relevance, accuracy, adequacy and reliability of the information provided and 
make such independent investigations as they may consider necessary or appropriate for the purpose of 
such assessment.  Lion Global Investors reserves the right to make changes and corrections to its 
opinions expressed here at any time, without notice. Accordingly, no warranty is given and no liability is 
accepted for any loss arising directly or indirectly as a result of investors acting on any information, 
opinion, forecast, or estimate contained herein.  

 

© Lion Global Investors Limited. All rights reserved. Lion Global Investors Limited is a Singapore 
incorporated company, and is not related to any corporation or trading entity that is domiciled in Europe or 
the United States (other than entities owned by its holdings companies). 


