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CONFIDENCE in the world stock market rally was dampened by a bout of jitters last week.
Markets failed to capitalise on a stronger-than-expected US labour market report, released the
previous Friday, instead falling prey to a slew of negative news flow over the course of the
week.

Trading did start on a stronger footing after the US reported job losses of only 11,000 in
November, well below even the most optimistic forecast and significantly less than the revised
figure of 111,000 job losses in the previous month. 

However, the US Federal Reserve chairman very quickly tempered expectations, claiming that
the world's largest economy faces "formidable headwinds" that would limit the pace of recovery.

Questions over the pace and sustainability of the global economic recovery were further thrust
into the limelight after Japan's sharp downward revision in its 3Q09 gross domestic product
(GDP) number. The world's second largest economy grew at an annualised pace of only 1.3%,
much lower than the initial estimate of 4.8%. The steep downward revision suggests that
activities slowed towards the end of the quarter. The Japanese government unveiled US$81
billion (RM275.4 billion) of new stimulus spending, to keep the country from falling back into
recession. 

On the other hand, China remained one of the brightest spots throughout the recession. A slew
of economic data released last Friday supported bullish expectations that GDP in 4Q09 will
exceed the 8.9% clip in the preceding quarter. November exports were just 1.2% lower
year-on-year
(y-o-y), the smallest drop in a year while industrial output and retail sales showed strong gains.

After huge stimulus spending this year, many governments may not have much more room to
manoeuvre. Thus, it is crucial that private spending pick up pace next year.

Many countries, not least the US and UK, are facing mounting debt levels in the aftermath of the
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credit crisis. Last week, a rating agency downgraded the sovereign debt rating of Greece, a
member nation of the euro zone. Greek government debt is estimated to balloon to 130% of
GDP before stabilising. Hot on the heels of Greece's downgrade, Standard & Poor's cut its
rating outlook on fellow euro zone member, Spain.

Governments risk jeopardising the fragile economic recovery if deep spending cuts or higher
taxes, to avoid a debt crisis, are to be enforced. 

Following the shocking debt moratorium request by state-owned Dubai World at the end of last
month, rating agencies have also cut ratings on six other state-linked companies in the emirate. 

For the moment, these debt issues are not expected to trigger a global contagion. But growing
concerns over creditworthiness could lower investors' appetite for risks, which would, in turn,
hurt emerging markets and commodities the most. These markets have rallied strongly since
March 2009 with investors pouring "cheap" money into higher yielding assets and currencies —
and may be vulnerable if investors turn more risk averse.

We expect markets will continue to tread cautiously in the near term. Investors may just opt to
take some money off the table pending greater clarity on the world's economic and financial
health. 

On the local bourse, trading was ambivalent throughout the week in the absence of fresh
impetus. The FBM KLCI was range bound and ended the week 10 points lower at 1,260.
Reflecting this lethargy, daily trading volume on Bursa Malaysia dropped to about 607 million
shares, on average, down from 814 million shares in the previous week. 

Portfolio review
Our basket of 18 stocks fared better than the benchmark index for the broader market last
week, declining by about 0.45% compared to the FBM KLCI's 0.8% drop. Including our large
cash reserves (for which no interest is imputed), the total portfolio value fell by a smaller of
0.34% to RM510,515. 

Our model portfolio's total value and returns represent a significant achievement compared with
our initial capital of just RM160,000. We started the model portfolio on March 3, 2003. 

Our total profits are very substantial at RM350,515. Of this amount, RM222,366 has already
been realised from earlier sales and the rest are unrealised. Despite last week's decline, our
model portfolio continues to register a hefty return of 219.1% compared with our capital of
RM160,000. By comparison, the FBM KLCI was up by 94.8% over the same period. 

Our model portfolio saw mixed performances last week, with 12 stocks declining and five
advancing while one was unchanged. The big gainers were Dufu, HELP and the Faber Group.
At the other end, Muhibbah Engineering, Dijaya, Ireka and 3A Resources were among the
notable losers. We kept our portfolio unchanged.

Note: This report is brought to you by Asia Analytica Sdn Bhd, a licensed investment adviser.
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Please exercise your own judgment or seek professional advice for your specific investment
needs. We are not responsible for your investment decisions. Our shareholders, directors and
employees may have positions in any of the stocks mentioned.
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