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Introduction

Fears of a recession in the US triggered panic selling in Asia this week, leading to a sharp
decline in the region’s stock markets. These concerns have roiled markets throughout Asia
since Monday (January 21), dashing the hopes of investors that the region would be able to
dodge the adverse impact of an American downturn. Until now, Asian markets had largely
avoided the sell-off that has caused steep declines recently in the United States, whose
economic troubles were triggered by the subprime crisis. But investors reacted with what
many analysts described as panic over multiplying signs of weakness in the American
economy.

Comparison Across Market and Across Time

In this note we shall first examine this decline by using MSCI Index returns for Asian markets
during various crises over the last ten years. These are shown in Figure 1 and would allow us
to draw conclusions on the evenness of these selloffs across countries, as well as compare
their performance during different crises across time.

Figure 1: MSCI Index Returns for Various Regions and Asian Countries

Daily Return
January 08 Sell-off Aug 07 Quant Meltdown  Feb 07 Subprime 911 LTCM Asian Crisis
Jan 22 2008 Jan 21 2008 Aug 16 2007 Feb 27 2007 Sep 12 2001 Sep 11 2001 Aug 31 1998 Aug 27 1998 Oct 28 1997
WORLD -0.3% -3.0% -1.4% -2.5% -0.5% -1.5% -3.4% -3.4% 0.9%
USA -1.1% 0.0% 0.2% -3.4% 0.0% 0.0% -6.7% -3.7% 4.8%
EUROPE 3.1% -6.6% -4.0% -2.4% 15% 5.3% -0.3% -3.4% -2.4%
EM 2.1% -5.8% -5.6% -3.1% -2.6% -3.3% -L7% -6.1% -2.1%
ASIA PAC x JP -6.3% -4.9% -5.7% -1.3% -5.4% -0.1% -3.0% -1.9% -8.2%
JAPAN -6.7% -2.5% 0.9% 1.2% -6.9% 2.1% 3.4% -L7% -2.3%
AUSTRALIA -6.2% -4.9% -6.1% -0.9% -5.2% 15% -0.7% -4.8% -5.3%
HONG KONG -6.4% -4.8% -3.1% -1.8% -9.2% 0.3% -8.4% 0.3% -12.9%
SINGAPORE -0.6% -6.9% -4.4% -1.9% -4.8% 0.9% -4.9% 1.0% -1.1%
NEW ZEALAND 11% -2.7% -6.2% -1.0% -6.7% 0.9% -0.9% -3.5% -14.6%
CHINA -10.2% -6.2% -5.5% -2.5% -9.4% 1.4% 3.0% -2.5% -7.9%
KOREA -4.9% -3.4% -7.8% -1.1% -11.5% -2.5% -1.7% -2.3% -8.6%
TAIWAN -6.9% -1.0% -4.8% 0.0% 0.6% -2.2% -3.3% -0.3% -6.8%
INDIA -5.6% 9.7% -5.7% -1.0% -3.6% -1.0% 0.9% -0.7% 0.0%
MALAYSIA -3.9% -2.9% -4.0% -3.0% 0.0% -0.7% 0.4% -3.7% -7.6%
THAILAND -3.6% -3.7% -4.0% -1.9% 0.8% -0.4% 0.2% -0.6% -10.2%
INDONESIA -7.9% -6.0% -5.5% -1.4% -3.8% 0.1% 2.8% -0.5% -13.5%
PHILIPPINES -6.1% -0.9% -6.3% -1.8% -4.6% 0.2% 1.3% -1.2% -7.8%
PAKISTAN -1.1% 0.0% -1.1% -0.4% -4.7% -0.2% -0.9% -1.9% -9.1%
ASIA X JP -6.3% -4.9% -5.7% -1.3% -5.4% -0.1% -3.0% -1.9% -8.2%
ENERGY -9.1% -1.7% -5.1% -1.3% -3.6% -1.1% 2.0% 0.3% -4.1%
MATERIALS -7.1% -4.6% -6.2% -1.0% -2.9% -1.1% -0.6% -0.8% -6.8%
INDUSTRIES -6.2% -5.8% -1.7% -1.8% -9.0% -0.4% -2.9% 0.2% -1.5%
CON DESCR -4.9% -3.9% -4.8% -1.9% -5.8% -1.0% -2.9% -1.0% -7.5%
CON STAPLES 5.7% -3.3% -5.0% -1.5% -1.9% -1.3% -0.3% -1.2% -4.4%
HEALTH CARE 5.1% -6.7% -3.8% -1.3% -2.7% -1.2% -0.4% -1.5% -5.1%
FINANCIALS -6.5% -5.4% -5.1% -2.1% 5.2% -0.1% -6.2% -0.2% -10.4%
INFO TECH -6.0% -1.9% -5.6% -0.1% -4.7% -1.8% -2.6% -0.2% -8.2%
TELECOM -5.8% -4.7% -3.9% -1.6% -6.6% 0.2% -5.1% 0.0% -10.9%
UTILITIES -5.5% -5.9% -3.5% -1.4% 5.2% -0.8% -5.3% -0.8% 8.7%

First, we observe that this time Asia was much more affected as compared to the US than
when the subprime troubles first emerged in February 2007. In the latter episode, Asian
markets were relatively sheltered, which at the time lent support to the decoupling argument.

Second, we note that this latest selloff has been the most severe since the Asian crisis more
than a decade earlier, even surpassing the Sept 11 shock. One possible explanation is that
the Asian stocks were at more inflated prices after a multiple-year bull run. Another is that due
to market complacency the impact of a US recession had not been sufficiently priced into
markets until this week, particularly for those markets in Asia.
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In addition, the markets that rose the most over the last several years were among the
markets with the sharpest declines. These included China and India, whose negative returns
over the two days combined (January 21 to 22) were in double digits.

At the industry level, Energy was the biggest loser over this recent two-day period. This
phenomenon was possibly triggered by fears that a US and global slowdown would reduce
energy demand and lower the earnings yield of these stocks. This is in contrast to earlier
selloffs such as during August last year and after Sept 11, in which the industries sector was
the hardest hit. At the other end of the spectrum, Consumer Discretionary, Consumer Staples
and Information Technology were the sectors that had the smallest declines this time.

Next, we delve deeper into this latest decline in January 2008 by examining the evolution of

various Barra Factors. Since within the Asian region a short-term model is available only for
Japan, the Japanese Short-Term Model will be the focus of our analysis next.

Analysis of Barra Factors: The Case of Japan

We begin by analyzing the Barra Risk Index Factors for the Japanese Short-Term Equity
(JPE3S) model in order to gain further insights into the recent selloff. We base our analysis
on the market performance from January 1 to January 21, 2008.

Figure 2: Barra Factor Returns of Japan Short Term Model (JPE3S) in Various Periods

Volatility Size Momentum Trade Value Interest ~ Growth Leverage Foreign
Activity Sensitivity Sensitivity
Jan 2008 (to Jan 21) -40.7% 37.7% -8.1% 9.3%  -19.4% 14.9% -9.9% 3.2% -1.4%
Within Last quarter -14.1% 23.5% -13.8% -3.0% -5.5% 3.8% -1.9% -1.5% -3.6%
Within Last year -3.2% 5.5% 1.6% -1.2% -0.6% 0.6% -2.4% 0.6% 0.9%
Within Last 10 yr 2.1% -0.3% -3.7% -0.5% 4.0% 1.3% -1.1% 1.9% 0.9%

Note: All figures are annualized.

Figure 2 highlights some significant changes in the Barra Factor returns. The volatility factor
has noticeably fallen more severely in January 2008, although there was a general decline
over the past year. The size factor has risen, indicating that the larger stocks have benefited
from a flight for safety away from small caps. Value stocks have also underperformed relative
to growth stocks, reinforcing a trend that has been occurring over the last several months. Not
surprisingly, the momentum factor has continued on its downward trend, while trading activity
has significantly picked up in January, reversing a general decline over the last year. A larger
increase in interest rate sensitivity is observed, though this is in accordance with the general
upward trend over the last ten years. However, foreign sensitivity has declined.

Finally, Figure 3 (next page) shows the performance of the 41 industry factors for the
Japanese Equity model over various periods. The steep stock market drop in January
appears to be across the board. The uniformity of the decline is in fact striking, with 28 out of
41 industries registering declines of between 90%-100% (annualized), and 38 industries
within the range of 80% to 100%. Only defensive industries such as Passenger Transport,
Drugs and Utilities fell by less, but even these industries were not completely spared.
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Figure 3: Barra Industry Factor Returns of Japan Short Term Model in Various Periods

Chemicals  Paper Metals Glass Energy Industrial Factory Precision Plant Special
Parts Equipment Machinery Vehicles
Jan 2008 (to Jan 21) -94.5% -98.6% -91.7% -98.7% -99.3% -96.6% -97.0% -93.2% -98.3% -98.2%
Within Last quarter -53.4%  -51.4%  -60.7%  -74.8%  -67.1% -57.6%  -60.4% -39.3%  -66.6%  -72.9%
Within Last year -18.7%  -245%  -14.4%  -27.9%  -17.7%  -243%  -20.0% -13.4% -14.6% -29.8%
Within Last 10 yr 6.0% -3.0% 6.2% 6.2% 0.8% 5.1% 4.5% 7.0% 3.2% 5.6%
Auto  Electronics Semicond Computer Offce/lhome Electric Drugs Food & Hsehold & Apparel
Electronics Goods Beverage Cosmetics
Jan 2008 (to Jan 21) -99.0%  -97.2%  -96.7%  -94.2%  -97.7%  -943%  -63.7%  -87.9% -83.5%  -96.1%
Within Last quarter -51.8%  -56.7%  -61.2%  -53.0%  -47.7%  -46.9%  -24.2% -31.4%  -19.7%  -53.2%
Within Last year -252%  -239%  -359% -156%  -20.2%  -135% @ -12.7% -12.9% -15.4% -25.8%
Within Last 10 yr 4.8% 4.7% -3.6% -0.9% 4.1% 4.3% 11.4% 3.5% 5.0% 0.8%
Misc Games Consumer Media Telecom Deptstore Specialty Trading Business Software
products Services Supermkt Retailers Houses outsourcg _systems
Jan 2008 (to Jan 21) -91.2%  -95.0%  -87.6%  -89.9%  -90.2%  -90.6%  -89.1%  -97.9% -92.9%  -93.4%
Within Last quarter -44.1%  -46.1%  -32.2%  -36.8%  -32.6% -21.4%  -32.8% -62.5%  -45.2%  -48.4%
Within Last year -18.9% -9.8% -16.8% -18.9% -19.2% -14.1% -17.0% -17.4% -19.2% -21.8%
Within Last 10 yr 1.7% 10.1% -0.9% 1.8% -0.6% 1.8% 2.5% 3.0% -1.1% 2.5%
Passenger Logistics Infrastruct Housing &  Real Banks  Regional Cons/Biz Security Insurance  Utility
Transport constructn _ Building estate Banks loans
Jan 2008 (to Jan 21) -55.9%  -95.3%  -94.1%  -89.5% -89.5%  -89.3%  -85.7%  -90.2%  -98.0%  -83.1% -74.9%
Within Last quarter -21.2%  -55.6%  -50.9%  -49.8%  -54.9%  -30.7% -22.5% -58.3%  -63.0%  -59.3%  -27.4%
Within Last year -8.1% -18.0% -19.6% -28.8% -29.6% -41.9% -18.0% -39.9% -30.9% -29.2% -18.1%
Within Last 10 yr 6.4% 1.8% -3.0% -1.3% 3.1% -8.1% 1.3% -1.9% 8.1% 5.1% 4.3%
Note: All figures are annualized.
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Notice and Disclaimer

. This document and all of the information contained in it, including without limitation all text, data, graphs, charts
(collectively, the “Information”) is the property of MSCI Inc. (“MSCI"), Barra, Inc. (“Barra”), or their affiliates
(including without limitation Financial Engineering Associates, Inc.) (alone or with one or more of them, “MSCI
Barra”), or their direct or indirect suppliers or any third party involved in the making or compiling of the
Information (collectively, the “MSCI Barra Parties”), as applicable, and is provided for informational purposes
only. The Information may not be reproduced or redisseminated in whole or in part without prior written
permission from MSCI or Barra, as applicable.

. The Information may not be used to verify or correct other data, to create indices, risk models or analytics, or in
connection with issuing, offering, sponsoring, managing or marketing any securities, portfolios, financial
products or other investment vehicles based on, linked to, tracking or otherwise derived from any MSCI or Barra
product or data.

. Historical data and analysis should not be taken as an indication or guarantee of any future
performance, analysis, forecast or prediction.

. None of the Information constitutes an offer to sell (or a solicitation of an offer to buy), or a promotion or
recommendation of, any security, financial product or other investment vehicle or any trading strategy,
and none of the MSCI Barra Parties endorses, approves or otherwise expresses any opinion regarding
any issuer, securities, financial products or instruments or trading strategies. None of the Information,
MSCI Barra indices, models or other products or services is intended to constitute investment advice or
arecommendation to make (or refrain from making) any kind of investment decision and may not be
relied on as such.

. The user of the Information assumes the entire risk of any use it may make or permit to be made of the
Information.

. NONE OF THE MSCI BARRA PARTIES MAKES ANY EXPRESS OR IMPLIED WARRANTIES OR
REPRESENTATIONS WITH RESPECT TO THE INFORMATION (OR THE RESULTS TO BE OBTAINED BY
THE USE THEREOF), AND TO THE MAXIMUM EXTENT PERMITTED BY LAW, MSCI AND BARRA, EACH
ON THEIR BEHALF AND ON THE BEHALF OF EACH MSCI BARRA PARTY, HEREBY EXPRESSLY
DISCLAIMS ALL IMPLIED WARRANTIES (INCLUDING, WITHOUT LIMITATION, ANY IMPLIED
WARRANTIES OF ORIGINALITY, ACCURACY, TIMELINESS, NON-INFRINGEMENT, COMPLETENESS,
MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE) WITH RESPECT TO ANY OF THE
INFORMATION.

= Without limiting any of the foregoing and to the maximum extent permitted by law, in no event shall any of the
MSCI Barra Parties have any liability regarding any of the Information for any direct, indirect, special, punitive,
consequential (including lost profits) or any other damages even if notified of the possibility of such damages.
The foregoing shall not exclude or limit any liability that may not by applicable law be excluded or limited.

. Any use of or access to products, services or information of MSCI or Barra or their subsidiaries requires a
license from MSCI or Barra, or their subsidiaries, as applicable. MSCI, Barra, MSCI Barra, EAFE, Aegis,
Cosmos, BarraOne, and all other MSCI and Barra product names are the trademarks, registered trademarks, or
service marks of MSCI, Barra or their affiliates, in the United States and other jurisdictions. The Global Industry
Classification Standard (GICS) was developed by and is the exclusive property of MSCI and Standard & Poor’s.
“Global Industry Classification Standard (GICS)” is a service mark of MSCI and Standard & Poor’s.

. The governing law applicable to these provisions is the substantive law of the State of New York without regard
to its conflict or choice of law principles.

© 2008 MSCI Barra. All rights reserved.

About MSCI Barra

MSCI Barra is a leading provider of investment decision support tools to investment institutions worldwide. MSCI
Barra products include indices and portfolio analytics for use in managing equity, fixed income and multi-asset class
portfolios.

The company’s flagship products are the MSCI International Equity Indices, which are estimated to have over USD 3
trillion benchmarked to them, and the Barra risk models and portfolio analytics, which cover 56 equity and 46 fixed
income markets. MSCI Barra is headquartered in New York, with research and commercial offices around the world.
Morgan Stanley, a global financial services firm, is the majority shareholder of MSCI Barra.
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