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Asian equity markets posted first significant correction in the first
month of 2010 since the market rally started in March 2009,
mainly led by the change in monetary policy to tightening stance
in China. We expect market environment remains choppy and
difficult in 1Q10 due to ongoing tightening bias of Asian central
banks. We further reduced our exposure to deep cyclical stocks
and interest-rate sensitive like commodities, real estates and
banks. We have added exposure to defensive sectors and
currently position in the following investment themes: (i)
reflationary policy beneficiaries like consumer discretionary,
construction and engineering; (ii) secular growth sectors like
renewable energy, healthcare and internet stocks and (iii)
infrastructure stocks in India.

Hong Kong’s Hang Seng Index retreated 8.0% to close at 20,121.99 in
local currency terms in the first month of 2010. Retail sales jumped by
the most in 20 months in December 2009 to HKD29.4 bn after
unemployment fell and more tourists arrived from mainland China.
Unemployment fell to an 11-month low at the end of 2009, aiding the
recovery of an economy that last posted YoY growth in 3Q08.

All ASEAN markets retreated in the first month of 2010, with the
exception of Indonesia, which increased 2.02% in USD terms. Fitch
raised the sovereign rating on Indonesia to BB+. In Singapore, the
4Q09 GDP contracted by 6.8% QoQ, due to pullback in the
manufacturing sector. For the whole year, GDP contracted by 2.1%, a
substantial improvement versus the forecast just six months ago.
Overall, the economy rebounded strongly in 2HQ09, in line with the
global stabilization and recovery. Malaysia’s stock market faced a
volatile month of January, it started the year with a bang and quickly
scaled new highs and then a sharp correction occurred at the end of
the month due to concerns about measures to cool the Chinese
economy and potential new US policies to curb banks’ exposure to
riskier investments. Domestically, Bank Negara’s change of tone
indicating a possible earlier-than-expected normalization of interest
rates and religious tensions weighed down heavily on the market.
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Asian Markets

HONG KONG

Hong Kong’s Hang Seng Index retreated 8.0% to
close at 20,121.99 in local currency terms in the
first month of 2010. Retail sales jumped by the
most in 20 months in December 2009 to
HKD29.4 bn after unemployment fell and more
tourists  arrived  from  mainland  China.
Unemployment fell to an 11-month low at the end
of 2009, aiding the recovery of an economy that
last posted YoY growth in 3Q08. Visitors from
China jumped 14% to 1.8 mn in December from a
year earlier, according to Hong Kong’s tourism
board. Exports also increased for a second
month in December as global demand began to
recover. Overseas shipments gained 9.2% from a
year earlier to HKD224.8 bn.

KOREA

The MSCI Korea fell 4.46% in USD terms in
January. At this moment, we are not going to
increase telecom and consumer staples sectors
since major risk coming forward will be all about
inflation and CPI. As a matter of fact, noodle price
was cut-off and regulatory risk is arising on
telecom sector. We remain relatively overweight
IT and auto sectors. Although we prefer
industrials and domestic names to consumers
and exporters, we believe that in the short run,
the market recovery could be driven by IT and
auto sectors on the strong earnings story.

With deteriorating macro indicators such as trade
deficit and leading indicators peaking out, we
strongly believe that market will not show double
deep as some bears speak out. The rationales
behind it are: 1) substantial increase in China
exports, this means more capital goods export
from Korea to China; 2) conviction regarding US
unemployment is peaking boosting real economy
driven by consumers; 3) however, renewed
momentum will be on capital goods as delayed
capex cycle is not enough to meet the real
economy recovery. Although it may not be a
direct and short-term event, over the long-term
period, the trend between industrials and
consumers should be watched carefully.

SINGAPORE

The STI started the year on a positive note,
extending gains from December last year. The
index touched an 18-month high of 2947 on 11
January. However, since then, sentiment was
dampened by China’s move to raise reserve
requirement ratio. This sparked concerns that the
Chinese government may tighten the economy
further to rein in bank lending and to curb
escalating property  prices. The u.s.
government’s proposal to reduce the size of the
bigger banks and to limit the scope of their
trading operations further added to the woes.

Singapore’s 4Q09 GDP contracted by 6.8% QoQ,
due to pullback in the manufacturing sector. For
the whole year, GDP contracted by 2.1%, a
substantial improvement versus the forecast just
six months ago. Overall, the economy rebounded
strongly in the second half, in line with the global
stabilization and recovery. Exports surged
decisively in the last month of 2009, the NODX
jumped 26%, the second positive reading since
April 2008 and the best in a few years, boosted
by base effects and trade having hit bottom at
end-2008. Electronics NODX grew 25% in
December, the first positive YoY reading since
January 2007. Non-electronic products saw a
similar 27% jump in NODX last month, powered
by the volatile pharmaceuticals with another
outsized 76% surge.

TAIWAN

After a strong rally in December 2009, the Taiex
failed to maintain the momentum and suffered
from massive profit taking to close at 7,640 points
in January 2010, -6.7% MoM in local currency,
mainly driven by the concerns over the tightening
credit following China’s hike of the required
reserved ratio (RRR). Their cross strait theme will
cool down in the next few months but by mid-year,
we expect more details to come out of the ECFA
and the early harvest program.

For 1Q10, we expect shipments within Taiwan’s
tech supply chain to show an above seasonal
trend due to modest inventory restocking and
pull-in demand ahead of the Chinese New Year.
Technology sector will outperform in 2010 on the
back of strong PC replacement demand,
resumption of corporate IT spending, new killer
application like e-books, LED TVs, 3D TVs, and
smart phones. We remain overweight on
technology especially in PC supply food chain
and underweight telecoms, and financials and
neutral in industrials.

MALAYSIA

The KLCI fell 1.1% in local currency terms to
close at 1259.16 points in January 2010. It was a
volatile month and global markets rose and fell
along with Wall Street's swooning. The stock
market started the year with a bang and quickly
scaled new highs to break through the 1,300
points psychological barrier. It touched a high of
1,308.36 points on 21 January before
succumbing to profit taking activities. A sharp
correction occurred at the end of the month due
to concerns about measures to cool the Chinese
economy and potential new US policies to curb
banks’ exposure to riskier investments.
Domestically, Bank Negara’s change of tone
indicating a possible earlier-than-expected
normalization of interest rates and religious
tensions weighed down heavily on the market
towards the end of the month.

ASIA EX-JAPAN BOND MARKETS

Asian USD bonds rallied in the month of January
due mainly to the rise in the US government
bonds. US Treasuries rose as investors felt that
the Fed could be a long way off in starting rate
hikes.

Asian credit spreads tightened in the first two
weeks of January; however, it widened back to
unchanged for the month due to two main factors.
Firstly, the Obama administration came out with a
plan to curb banks’ activities such as proprietary
trading and private equity investment and
secondly, China authorities came out, also to
curb banks’ activities such as residential loans.

However, whether the Obama’s plans could be
passed to become law is a difficult process and
secondly, China’s 2010 growth risk is not a
slowdown but a larger-than-expected growth in
economic activities. Therefore the Asian credit
consolidation can be seen as a temporary phase.

Looking ahead, we remain positive on the Asian
credit due to the good fundamentals, relative
cheaper valued Asian credit bonds compared
with the rest of the world as well the fact that we
see China’'s 2010 growth as sustainable,
supporting the rest of Asia.
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CHINA

The MSCI China retreated 8.64% in USD terms
including dividend in the first month of 2010,
mainly led by the change in monetary policy to
tightening stance in China. We expect market
environment remains choppy and difficult in 1Q10
due to ongoing tightening bias of the People’s
Bank of China. We further reduced our exposure
to deep cyclical stocks and interest-rate sensitive
like commodities, real estates and banks. We
have added exposure to defensive sectors and
currently position in the following investment
themes: (i) reflationary policy beneficiaries like
consumer  discretionary,  construction  and
engineering; and (ii) secular growth sectors like
renewable energy, healthcare and internet stocks.

INDIA

The MSCI India (USD) lost 5.30% during January
2010, in line with MSCI EM Index. IT, telecoms
and energy sectors were the relative
outperformers  while materials, utilities and
industrials underperformed. Midcaps continued to
outperform large caps yet again. This shows the
broadening of the markets, the increased
involvement of domestic institutions, growth
trickling down to smaller companies and also the
fact that ETFs are present in the large caps which
probably showed net sales during the month. Flls
net sold USD 95mn worth of equities in January.
Domestic insurance companies bought USD3.1
bn worth of stock while domestic mutual funds net
sold USD422 mn. After seven months of
relentless upgrades, consensus estimates for
MSCI India finally took a pause. The January
results season was good but didn’t help push up
estimates any further. The upgrade cycle is
expected to resume again in few months time.
With an eye on the inflationary situation, the RBI
sucked out some liquidity from the system with
75bp CRR hike. Markets have discounted 200bp
overall hike in rates in the system and it is still
expected to remain growth accommodative at that
increased level.

INDONESIA

The JCI rose 3.0% in local currency terms in
January to close at 2,611. Fitch raised its
sovereign rating on Indonesia to BB+. Indonesia
is now one notch below investment grade
according to Fitch, two below investment grade
under Moody’'s and three notches below
investment grade as per S&P. In politics, the
investigation into the Bank Century bailout
continued with the Finance Minister deposing
before the investigation committee in parliament.
The committee is to conclude its investigation by
4 March. Status quo is expected.

We continue to like Indonesia due to the long
growth prospect of the country driven by
commodities and large population of 240 mn.
Despite the recent political noises on Bank
Century, much more can be done by the
government to attract FDIs and continue
implementing infrastructure projects to create
employment over the medium-term. We took
more profit on the coal sector with price volatility
arising from a strengthening USD and an abating
cold winter boosting coal prices in the near-term.
We trimmed some exposure on the palm oil
sector after a good run. We continue to like credit
related consumption plays and overweight the
banking sector as loan growth is expected to be
robust over the next years driven by low interest
rates and growing fee income. We remain
weighted in the cement sector given the housing
demand growth and more rational pricing
environment.

PHILIPPINES

The Philippines SE Composite fell 3.3% in local
currency terms during the month. Risk appetite in
the region fell on concerns with tightening in
China and that stimulative measures would be
ceased sooner- than-expected. The country grew
0.9% in 2009, the slowest growth rate since 1998,
as the economy suffered from the effects of the
global crisis as well as two typhoons. Private
consumption (+3.8%) and government spending
(+8.5%) helped buoy the economy, as
investments (-9.9%) and exports (-14%) were
weak.

OFW remittances continued to improve, rising
11.3% YoY in November 2009. Flows from the US
(roughly 35%-40% of the total) rose for a third
consecutive month, bringing the January to
November remittances to USD15.8 bn (+5.1%
YoY). However, the fiscal situation saw further
deterioration with revenues (-5% YoY) still falling
behind program. The deficit as a percentage of
GDP for 2009 was estimated at 3.8% and this
level is likely to be maintained in 2010 until fiscal
reforms are made by the new government that
takes office after the May 2010 elections. The
government raised USD1.5 bn through a global
bond issue in January to partially fund the
projected 2010 budget deficit (estimated at
USD6.5 bn).

THAILAND

The SET lost 5.2% in local currency terms in
January due to a decline in global market risk
appetite. A combination of factors rising inflation,
expectations of a stimulus exit and a China
growth slowdown triggered the general retreat in
the markets. Thai’s inflation in January rose 0.6%
MoM, leaving the rate higher than at 4.1% YoY.
Similar to recent months, food and energy led it
higher. Core inflation (ex-food and energy)
climbed a more subdued 0.3% MoM, seasonally
adjusted and was up only 0.6% oya.

We maintain a positive view on the Thai market.
This should be supported by clearer signs of a
global economic recovery, fiscal stimulus
packages, positive corporate earnings
momentum, the weak USD, and still ample
liquidity in the market amidst the low interest rate
environment. Thailand remains at a discount to
the Asia’s valuation. Risk remains on the political
front. The political climate is expected to warm up
as Thaksin assets case verdict will be read on 26
February. Some rallies will be conducted by the
pro-Thaksin supporters however the status quo
should be kept. The view remains that the current
government will still be able to remain in power to
boost spending and infrastructure as the economy
recovers strongly this year. We continue to
overweight banks as the economy continues to be
on a mend. We overweight the telecom sector as
current valuations do not reflect 3G cost savings
in 2011.
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The Nikkei 225 fell 3.3% to 10198 in local
currency terms in January. The first half of the
month started with a sharp rally in reaction to
robust overseas economic indicators and robust
earnings from a leading chipmaker. The financial
sector reacted positively to major banks’ equity
financing announcements, as the market
considered the negatives had played out.
However in the second half of the month,
expectations on the economic recovery were
hindered by losses at the retail operations of a
major US bank. In addition, China raised bank’s
cash reserve ratio which highlighted the possibility
of monetary tightening. Towards the end of the
month, the proposal for greater financial
regulation in the US sent the market down. The
market did not over-react to the bankruptcy of
Japan Airline as the bankruptcy plan was
approved by creditors. Overall, Japanese
corporate bankruptcies slid 16.6% in December
YoY and declined in 2009 as the export-led
recovery and government supports stabilized
companies.

Slight improvement was seen on the macro front.
The unemployment rate continued to fall and
stood at 5.1% in December. The job offer to
applicant ratio was up slightly to 0.46, showing
signs of an upturn. Also, housing starts showed
improvement in December.

In January, foreign investors continued net buying
for the forth straight month (JPY1512 bn in the
first three weeks of the month). Individuals were
net sellers (JPY458 bn). The value of common
share buyback programs was stable from the
previous month. While the other main economies’
central banks are expected to enter gradually into
a monetary tightening cycle in the course of the
year, the Japanese government has kept calling
for the BoJ to remain on a restively loose
monetary policy, which partly explains the
outperformance of Japanese equities against
global equities in January.

AUSTRALIA

Australia was the best performing developed
economy through this financial crisis, the strength
lies in the robust investment plans in the
commodity sector, which in turn have positive
implications for private investments and job
creation. Indeed, the Reserve Bank of Australia is
sufficiently worried about the strength of the
current recovery to increase the benchmark
interest rate by three times to 3.75%. Hence, the
current credit tightening in China is a key
development for Australia to watch, given the
likely impact to the commodity market. Another
important data point to watch is the impact of
higher interest rates to the consumer in the
coming year. We note that the Australian
consumer has been supported by a number of
factors, including record low interest rate,
handouts from governments, and resilient housing
prices. In our view, since many of these positive
factors will progressively be wound down,
incremental consumer weakness is likely.

New Zealand

The NZz50 index finished January at 3164.65,
down 2.0% in local currency terms for the month.
The decline was broad based, with 10 (of 12)
sectors recording negative returns.

There were two key developments in monetary
and fiscal policy during the month. On the
monetary policy front, the RBNZ kept the official
cash rate on hold at 2.5%, but the language on

potential tightening became more hawkish.
Although we note that inflation data was subdued,
which may mean the RBNZ is able to keep to its
timetable of interest rate hikes from mid-year,
rather than the market's expectation of an April
hike.

On the fiscal policy front, the Government's Tax
Working Group (TWG) proposed sweeping
reforms to the NZ tax system. The TWG
concluded that the current tax system is “not an
option” and proposed to lower the top personal
tax rate (currently 38%) with the company tax rate
(30%). The TWG also set out the possibility of
dropping the company tax rate to 25%,
particularly if Australia does likewise. Given the
outlook for fiscal deficits for the next six years, the
government has advised that any tax cuts need to
be revenue neutral. In order to pay for its
proposals, the TWG canvassed several options:
increasing goods and services tax (GST) from
12.5% to 17.5%,; introducing a low rate land tax
(0.5%), and denying depreciation on all buildings.
Of these, we believe denying depreciation will be
the most palatable option.
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Major World Market Performance
Monthly Summary — 31 January 2010

Return (excl. dividend) in local currency

1 Month 3 Months 1 Year
-5.9% -1.1% 32.2%
-10.1% -10.0% 61.2%
-8.0% -7.5% 51.5%
-5.7% 4.5% 81.8%
3.0% 10.3% 95.9%
-0.7% 0.7% 13.5%
-4.8% 1.4% 37.9%
-1.1% 1.3% 42.4%
-2.0% -1.6% 14.1%
-3.3% 1.5% 61.8%
-5.3% 3.6% 57.2%
-6.7% 4.1% 79.9%
-5.2% 1.7% 59.1%
-6.2% 0.2% 59.9%
-3.8% 0.2% 30.3%
-2.7% 0.4% 21.4%
-6.2% -0.9% 55.0%
-6.2% -1.8% 51.6%
-3.5% 3.7% 25.8%
-4.1% 2.9% 25.0%
-3.5% 1.7% 24.6%
-3.7% 2.7% 27.5%
Return (excl. dividend) in USD
1 Month 3 Months 1 Year
-7.0% -2.7% 84.7%
-10.3% -10.1% 61.0%
-8.1% -7.7% 51.3%
-4.9% 6.3% 92.4%
3.5% 12.6% 138.4%
2.0% 0.6% 12.4%
-4.6% 3.2% 63.7%
-0.7% 1.3% 50.6%
-5.1% -4.0% 58.6%
-3.8% 4.0% 64.8%
-5.2% 3.1% 69.0%
-6.6% 6.0% 89.1%
-4.8% 2.4% 67.7%
-6.1% 1.2% 71.2%
-2.9% 0.1% 38.7%
-1.4% -0.1% 29.1%
-6.2% -0.2% 64.6%
-6.2% -1.4% 61.2%
-3.5% 3.7% 25.8%
-4.9% 0.0% 39.0%
-4.4% -1.4% 35.5%
-4.2% 1.2% 33.5%

YTD

-5.9%
-10.1%
-8.0%
-5.7%
3.0%
-0.7%
-4.8%
-1.1%
-2.0%
-3.3%
-5.3%
-6.7%
-5.2%
-6.2%
-3.8%
-2.7%
-6.2%
-6.2%
-3.5%
-4.1%
-3.5%
-3.7%

YTD

-7.0%
-10.3%
-8.1%
-4.9%
3.5%
2.0%
-4.6%
-0.7%
-5.1%
-3.8%
-5.2%
-6.6%
-4.8%
-6.1%
-2.9%
-1.4%
-6.2%
-6.2%
-3.5%
-4.9%
-4.4%
-4.2%
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Risk Disclaimer

The issuer of this document is Crédit Agricole Asset Management Hong Kong
Limited.

This document is not intended as an offer or solicitation with respect to the
purchase or sale of securities, including shares or units of funds. All views
expressed and/or reference to companies cannot be construed as a
recommendation by Crédit Agricole Asset Management. Opinions and
estimates may be changed without notice. Crédit Agricole Asset Management
and its related entities accept no liability whatsoever whether direct or indirect
that may arise from the use of information contained in this document.

This document is for distribution solely to persons permitted to receive it and to
persons in jurisdictions who may receive it without breaching applicable legal
or regulatory requirements. This document has not been reviewed by the
Securities and Futures Commission in Hong Kong.

This document is prepared for information only and does not have any regard
to the specific investment objectives, financial situation and the particular
needs of any specific person who may receive this document. Any person
considering an investment should seek independent advice on the suitability or
otherwise of the particular investment. Investors should not only base on this
document alone to make investment decisions.

Investment involves risk. The past performance information of the market,
manager and investments and any forecasts on the economy, stock market,
bond market or the economic trends of the markets are not indicative of future
performance. Investment returns not denominated in HKD or USD is exposed
to exchange rate fluctuations. The value of an investment may go down or up.
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