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May the dawning of this New Year
fill your heart with new hopes, open up new horizons,

and bring to you promises of brighter tomorrows.

May you have a great New Year.

RuYi

The Ru Yi was a symbol of wealth and
abundance, carried by powerful, imperial
Chinese officials during ancient times. Since
then, the Ru Yi has become a significant Chinese
icon of authority, leadership and power. It can be
seen prominently on the desk of people who hold

important and high-level positions.
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Dear investors and friends of Areca Capital,

Happy New Year to all! May good health, good fortune, and
happiness spring into your home by leaps and bounds in 2011,
the year of the rabbit.

Areca Capital has reached a significant milestone - our maiden
funds, which were launched in April 2007, have been registering
3-year solid returns in the Lipper’s fund table since May 2010. We
are now entering our fourth year and our funds’ returns have been
very encouraging. In fact, our Areca equityTRUST Fund has been
ranked by Lipper as the best performing fund in its category for the
year ended 2010, and therefore won The Edge | Lipper Malaysia
Fund Awards 2011 under the Equity Malaysia, 3 Years category.

As for our valued investors, we are also extremely pleased that as at
the end of 2010, our records show that all our current investors’
accounts have, in aggregate, recorded a positive return on your
investments.

In connection with this milestone, | am pleased to introduce you to
Flash, our in-house newsletter produced solely for our valued
investors. Apart from sharing our insights in equity, fixed income
and other investment news, we hope to bring you interesting topics
on money matters, technology, health, tips and other thoughts. In
this maiden issue, we present the equity and fixed income outlook
for the year and their associated global economic trends. As it is still
a new year, we reproduce an article from feng shui expert, Joey Yap.
| hope this issue will be of interest to all readers and serve as a
guide for your investment-related decisions in 2011.

As the CEO of your investment fund manager, | would like to thank
you for your loyalty, unwavering support and confidence in Areca
Capital. You have set us on the right track towards growth. Here’s to
many more years of value-added partnerships.

Happy returns!

DANNY WONG

Chief Executive Officer
Areca Capital Sdn Bhd



Equity Outlook

In my opinion, equity markets, typically in Asia, will have a bullish
uptrend over the next few years (provided that negative risk factors
significantly impacting the economy and corporate earnings will not
occur) although a volatile phase may be experienced in the short
term. Malaysia too is expected to enjoy this potential bull run.

Overweight on Asian Equities

The huge liquidity released from the credit and quantitative easing
(QE) measures taken by the US and other developed countries such
as Japan, the EU zone and the UK, will flow to high-growth areas for
better returns. With the global low interest rate environment and the
need for earning decent returns on investments, Asia will be the
focus of global investment funds. Further, the positive outlook on
Asia-Pacific economies may suggest better growth and earnings
from equity holdings.

With the present low interest rates, and thus low yielding fixed
income and deposits instruments, it makes sense to be overweight
on equities due to the following reasons. Firstly, some deposits /
fixed income investors may be more willing to assume higher risks
by switching to equities. Secondly, from the foreign exchange point
of view, the short/ mid-term weak USD and EU outlook is a push
factor for an influx of funds into Asia and thus an encouragement for
investors to put their money into Asian equities. Malaysia will gain
from the spillover effect arising from the influx of funds into the
region, if not directly benefit from the inflows.

Regional Outlook

From the economic fundamental point of view, the US and EU
zones are showing uneven recovery from the last financial crisis but
they are expected to move into a stabilization phase soon.
Therefore, a more bumpy recovery is expected on their equity
markets, a barometer to the global economy.

While the centre of the financial storm is in the West, emerging
markets including Asia are ahead in their recovery and even leading
the growth of the global economy. Regional and global GDP will
continue to accelerate with the industrialization and urbanization of
China and India. Elements such as global trade, high investment
rates, the fast-changing pace of new technology, emerging wealth
and disposable income, and a rising population will facilitate
economic activities that lead towards a global economic boom as in
the previous cycle, but this round led by China and India in place of
Japan (post World War Il). Asia will typically have a huge advantage
during this economic boom, whereas part of the regional trade area

that features emerging
economies like Malaysia and
Indonesia shall continue to
receive support from China and
India.

The Malaysian Equity
Market

Economic Factors

The equity market, specifically
Bursa Malaysia, is supported by
relatively high double-digit
corporate earnings attributed to
underlying domestic and global
economic activities. The
Economic Transformation
Programme (ETP), if successfully
implemented, will reinvigorate
private investments. Along with
government support for
domestic consumption
spending, the private sector will
benefit from the economic
growth. The implementation of
the Greater KL project, for
instance, will benefit the
construction, property and
financial sectors with indirect
spillover effects to other related
sectors such as raw materials

and other infrastructure
industries.

Sectors to Look At

The local financial system is
flushed with liquidity and huge
savings from the banking
system, definitely a plus point
for the local equity market. |
expect the FBMKLCI to break its
record numerous times in the
medium term. The benchmark
should be boosted by its main
constituents such as plantation,
banking and gaming sectors.
Most analysts expect regional
interest rates (including
Malaysia’s) to normalise soon, if
this is not yet happening. Rising
interest rates will contribute
higher margins to financial
institutions as well as cash-rich
companies listed on Bursa
Malaysia such as gaming
players. The rising trend of
global commodity prices will
also lead to higher earnings for
plantation players and the oil
and gas industry, therefore
providing the Index a further

boost.




Foreign Sentiment

The confidence and perception of foreign investors towards
Malaysia has somewhat improved. The liberalisation of certain
controls and restrictions, such as foreign holdings limits in the
financial sector, has increased foreign confidence towards the
country. In addition, the decision to cut subsidies and plans to
reduce budget deficits are among the contributing factors to a
better perception of the country’s transformation. The insight to
position Malaysia as a global Islamic financial hub has also placed
the country on the radar screen of global investors. The perceived
strengthening of the currency will be another plus point for foreign
investors. Once the confidence is back, ‘domestic champion
businesses’ such as oil palm, gloves, oil and gas, and gaming
sectors will be a magnet for foreign funds.

Presently, the level of foreign ownership in the Malaysian equity
market is still below its peak reached in 2007/ 2008. Such low
foreign holdings will provide potential for a run in the market should
foreign investors return here. The attempt to release more liquidity
into the market by Government-linked Investment Companies
(GLIC) through the reduction of their stakes in major companies
listed on Bursa Malaysia will enhance participation from the retail
market and foreign investors.

Cyeclical Trends

From the statistical point of view, Asia (including Bursa Malaysia)
has experienced a few cycles of ups and downs. Each cycle lasted
for an average of three to four years. According to Dr Mark Mobius,
bull markets last longer and go up more than bear markets. Many

cyclical trend followers believe
that the market should enjoy
good times for the next 2 - 3
years as the last financial crisis
occurred from 2007 - 2009 and
that the market has just started
from a rebound in the second
quarter of 2009. Further, the
expectation of an early General
Election may provide the
feel-good factor for a rally.

Performance of
Regional Markets

Barring unforeseen
circumstances such as
geopolitical risks, the contagion
effect of sovereign indebtedness
and a double-dip recession, |
would like to think that
economies will continue to
improve, particularly in this part
of the world. As a result, the
stocks in these markets should
reflect the real growth in
earnings. With better earnings,
huge global liquidity and an
improved risk appetite, most
stock markets should achieve an
impressive upside and it will not
be surprising if we are to
experience a potential bull run.

The Potential
Downside

The major risks are: firstly, a
possible double-dip recession
caused by a deterioration in
consumption spending due to
the high unemployment rate;
secondly, a worsening global
imbalance with widening
savings/ deficit gaps continuing
to affect currency/ carry trades,
which may in turn increase
financial risk/ sovereign
bankruptcy; thirdly, over-reaction
by major economies (for
example, the US’ excessive
quantitative easing or China
over-tightening its policies); and
fourthly, overly-aggressive price
runs may cause a sudden panic

sell-down when triggered-off by
a negative event, which may
then lead to a spiral unwinding
effect on the rest of the stocks.

Factoring-in forward earnings,
most prices and the FBMKLCI
do not seem to be unreasonable,
although they are a bit on the
high side in terms of
price-to-book ratios. As long as
their earnings growth is
sustainable and with the huge
liquidity and orderly
implementation of our
Government’s economic growth
plan, | think that prices will
overshoot their long-term
average values, i.e. a bull run,
barring the negative risks above.

As always, it is advisable for
investors to diversify their
investments into various asset
classes. In terms of fixed
income, investors should stay
with short-duration liquid bonds
since inflation, likely to be driven
by cost-push factors such as
energy price hikes and subsidy
cuts, may kick-in soon. Although
it is likely that commodities may
be the centre of attention,
investors must also be aware of
their price volatilities and higher
risk profile.

DANNY WONG

Chief Executive Officer
Areca Capital Sdn Bhd



Fixed Income Outlook

A Review of 2010

The year 2010 was
characterized by global
economics that were evolving
and tilting in favour of Asia and
other emerging economies, post
financial crisis. The imbalances
could broadly be categorized as
the West (including other
developed nations) grappling to
find a footing from the fallout of
financial mess, and the East
(referring to emerging
economies including Brazil and
Russia) recovering well to the
extent of needing to fend off
inflation, hot money and
unhealthy asset bubbles with
capital controls, monetary
policies and administrative
limits. The West kept interest
rates at an all-time low, i.e. near
zero, while the East kept raising
rates to contain rising prices.
The former had huge mounting
debts crumbling down on
financial institutions and nations
as a whole, while the latter was
inflated from the excessive
money printings of the West.

As a result, bond markets
enjoyed a relatively successful
2010 as interest rates were
generally kept easy to support
economic recovery, especially in
the first half of the year.

In Malaysia, Bank Negara must
be praised for their move in
being forward-thinking and
bumping rates up ahead of the
curve early on in the year. That
provided the market a sense of
predictability and stability.
Inflation that developed over the
year was then regarded as
cost-push and deemed
unthreatening, in fact, maybe
even necessary.

What 2011 Holds in
Store

Regional Outlook

Moving forward, the US and
Europe will continue to face
challenging times ahead, despite
the US experiencing a mild
resurgence in consumer
sentiment in late 2010.

Unemployment and increasing
national debt in some European
nations spell tougher times
ahead and may even lead to the
extreme case of disintegration of
the EuroZone.

Asian emerging economies,
including Malaysia, will continue
to surge ahead. Central Banks in
the region will have to keep
battling inflation or asset
bubbles as a result of easy
money from the West (from
Quantitative Easing 1 and 2)
seeking higher and better yields.
Recent moves taken by India,
China, Thailand, Taiwan and
most recently South Korea, have
been seen as a defensive
response to this. A combination
of monetary, foreign exchange
and other statutory policies
coupled with selective capital
controls will have to be ramped
up to ward off such destabilizing
flows.

Malaysia has to be watchful too.
As foreign holdings of our MGS
bonds approach 30% (or RM70
billion), any hint of improving
Western markets or declining
interest differentials may
instigate a swift reversal of
flows. Hence, the authorities
have to strive for a balance
between supporting growth
versus fighting inflation, and
attracting foreign direct
investment (FDI) versus hot
money.

Other Concerns

Another factor to be wary of is
the increasing currency tension
between China and the US. The
emergence of China, India and
Indonesia as economic
superpowers may tip the
balance away from the US Dollar
as the reserve currency of the
world.

Inflation is, and will be, a real
threat. As much as it is
cost-push, it must also be
recognised that it is inflation,

nonetheless. Rising food and
fuel costs have to be checked or
managed. If rates remain
excessively stimulating, another
crisis may then be looming.
Therefore, rate hikes are
inevitable. A balance between
keeping the economy buoyant
and warding off inflation is
critical.

The Malaysian Front

In my opinion, a combination of
foreign exchange and monetary
policy tweaking may be ideal.
Allowing our currency to
strengthen before raising interest
rates is one way of fighting
inflation while limiting traders
from taking advantage of our
improving Malaysian Ringgit by
curtailing their speculative
positions. However, the other
consideration would then be the
exporters. So again, balancing
its impact is a narrow path to
tread on.

We anticipate at least two rate
hikes, if not three, of 0.25%
stretched over the year in equal,
gradual intervals. To enjoy this
increment in yields would then
suggest that durations be kept
short before one can re-invest in
better yielding papers in the
latter half of the year. The cost,
however, will be a lower return in
the interim. On the opposing
side, it is unlikely that Bank
Negara will target inflation and
risk tripping on our own GDP
growth, which is still projected to
achieve 5 - 6% this year.

/s

DWARD
ISKANDAR TOH

Chief Investment Officer,
Fixed Income
Areca Capital Sdn Bhd







