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Pacific Basin Market Overview — December 2011

For much of the fourth quarter of 2011, anxiety surrounding the ongoing European sovereign debt
crisis has kept the Pacific Basin equity markets largely range bound, although most indices managed
to trend higher from their October lows with the help of unexpectedly buoyant economic data from
the U.S. The MSCI AC Asia Pacific Free Index including Japan gained 0.66% and the MSCI AC Asia
Pacific ex Japan Free Index gained 3.96%, resulting in declines of 17.31% and 17.98%, respectively,
for the full year.

Japanese equities extended their losses, declining for a third consecutive quarter in the October-
December period. The Tokyo Stock Price Index (TOPIX) eventually closed 3.7% lower in local cur-
rency terms for the fourth quarter of 2011, after fluctuating widely in reaction to some erratic shifts
in investor risk tolerance. A series of positive economic indicators from the U.S. helped to mitigate
some of the initial unease about global growth, while an agreement among European governments
on measures to tackle the debt crisis also helped the Japanese market to rebound in November. The
equity market sell-off resumed when speculators started to shift towards other financially vulnerable
Euro zone states such Italy and Spain, forcing their government bond yields up to unsustainable lev-
els. Downward revisions to corporate earnings projections by Japanese companies that are suffering
amid the protracted strength of the yen undermined market sentiment too, despite intervention by the
Japanese authorities in the currency markets. An agreement among the main central banks to coor-
dinate action to avert a liquidity crisis, together with solid economic numbers from the U.S., led to a
rebound in the TOPIX in early December, but the market later became top-heavy toward the end the
quarter along with the yen’s appreciation against both the U.S. dollar and the Euro.

Japanese economic indicators reflected the negative impact of the output disruption caused by the
flooding in Thailand, faltering European demand and weaker domestic demand. Industrial production
data was unexpectedly weak, declining by 2.6% month-over-month (mom) as the flooding in Thai-
land temporarily disrupted output. In contrast, the survey of production forecasts suggested a solid
recovery from the temporary decline in November, with a sustained rebound of +4.8% (mom) in De-
cember and +3.4% (mom) in January. European austerity measures and supply chain disruption were
reflected in the trade figures too. Nominal exports in November posted a second consecutive monthly
decline, decreasing by 4.5% year-over-year (yoy) after a 3.7% decline in October, as demand for
major export product categories such as automobiles, electronics and machinery diminished. In the
meantime, domestic demand has continued to stagnate. Real consumer spending in November de-
clined for the ninth month in a row, shrinking by 3.2% (yoy). This unexpectedly large drop was partly
attributed to the end of temporary policy measures, such as subsidies for the purchase of fuel efficient
cars and home appliances. Also, the core Consumer Price Index in November continued to decline at
a rate of -0.2% (yoy).
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Many companies have reduced their earnings forecasts during the review period due to the strength-
ening yen and uncertainty about overseas economic conditions. In this context, performances were
subdued across all sectors during the quarter. Softer equity markets and sovereign debt woes in the
Euro zone particularly weighed on the Financials. In contrast, the defensive Communication sector
was stable amid the market downturn. The Capital Goods sector outperformed too as large-cap stocks
rallied in October following the massive sell-offs during the previous quarter.

The MSCI China Index outperformed the region, gaining 8.1% during the period as foreign inves-
tors welcomed the cut in the Reserve Requirement Ratio. On the other hand, China’s A-share index
extended its decline, as mainland investors became more concerned about the weak property market.
China’s Purchasing Managers’ Index dropped to 49 in November from 50.4 in October, with the sub-
index of new orders sliding to just 47.8 from 50, which is the first contraction since February 20009.
Along with expectations of further monetary easing, the Financial sector led the gains (+17.3%) while
Healthcare (-11.1%) and Telecommunications (-2.0%) lagged behind due to further price cuts and
investors’ disposal of defensive stocks. In Hong Kong (+5.7%), the Industrials (+11.3%) and Tech-
nology (+17%) sectors led the gains. Freight rates surged due to greater cooperation and partnership
among carriers. Consumer discretionary stocks, which include gaming stocks, also performed well.

The MSCI India Index (-14.3%) was the worst-performing market in Asia against a backdrop of ris-
ing oil prices coupled with policy inaction. Industrials caused the biggest drag on the index, declining
35%, while the best performing sector was Information Technology (+1.5%). In Australia, the MSCI
Index gained 6.5%. Outperforming sectors included Healthcare (+14.4%), Telecommunication Ser-
vices (+13.3%), Industrials (+11.5%) and Financials (+9%). Meanwhile, Consumer Staples (+2.8%)
and Materials (+2.4%) underperformed relative to the market.

In Korea, the benchmark gained 5.9%, largely due to gains in the Technology sector. Large cap tech-
nology stocks outperformed the index as quarterly earnings are likely to exceed consensus expecta-
tions. The death of North Korean leader Kim Jong-il on the morning of December 17 caused the
index to decrease 3.4% on the following Monday. Financials pulled the index lower along with Con-
sumer Discretionary stocks. On the other hand, export dependent Taiwan (-0.4%) underperformed
the region, weighed down by the Financials (-4.4%) and Materials (-2.4%) sectors.

Most markets in the ASEAN (The Association of Southeast Asian Nations) region outperformed,
with the exception of Singapore (-1.6%). Thailand (+11.5%), Malaysia (+10.8%), the Philippines
(+6.8%) and Indonesia (+5.4%) all rallied during the fourth quarter. Property stocks with residential
exposure were undermined by more government policy measures, this time aimed at dampening for-
eign demand. Thailand’s outperformance was driven by energy names as oil prices surged.
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Market Outlook and Strategy

During what has turned out to be an extremely difficult year for investors in 2011, we correctly main-
tained a cautious attitude towards both the OECD (Organization for Economic Co-operation and De-
velopment) growth prospects and the major equity markets. At the same time, we presumed that the
superior fundamentals of the Asia Pacific region would help to insulate these equity markets from the
global turbulence. As it turned out, we were overly sanguine about the prospects for the Asia Pacific
in general, and many of these markets performed worse than the developed regions.

However, at the risk of once again erring on the side of too much optimism, we will uphold our rela-
tively constructive outlook for regional stock markets over the next few months.

The global economic outlook is still difficult. We believe Europe will experience weak growth and
there is still a possibility that peripheral countries might be unable to refinance their sovereign debt
at acceptable interest rates. Action by the European Central Bank is encouraging, however, and this
might have bought some time by providing massive quantities of low cost funding to the Banking
sector. This should help to maintain bank solvency and should also provide them with incentives to
purchase new Government bond issues. Meanwhile the outlook for the U.S. economy has brightened
considerably in recent months, with employment growth accelerating and industrial production turn-
ing positive.

Growth is slowing in the Asia Pacific region, especially in the export and manufacturing related
sectors. However, this can be viewed positively given that it is very quickly alleviating the region’s
inflationary pressures and allowing most governments to begin the process of policy loosening. In
our judgment, equity market fundamentals are becoming more supportive, especially now that the
negative global environment is already widely recognized and already priced in.

Despite the volatile environment, our country strategy has been consistent and we see few reasons to
make any substantive changes. The economic backdrop is obviously problematic, but, in our opin-
ion, markets already reflect the more negative scenarios. We will maintain overweight positions in
the smaller ASEAN markets of Indonesia, Thailand and the Philippines. As we have stated a number
of times, these countries have large populations but lie at a relatively early stage of economic devel-
opment. As such, they are more insulated than other countries from the global economic gyrations,
while domestic consumption will be one of the main determinants of economic growth and stock
market returns going forward. Although it is tempting to take profits, we believe their valuations are
still reasonable and their longer-term secular growth prospects are sustainable.

We will also keep the overweight exposure to Korea. This market succumbed to a wave of foreign
selling in 2011 given its perceived gearing to global growth. While this is still a valid issue, our view
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remains that Korean companies have diversified sales to the strongly growing emerging economies.
They have also garnered market share in a number of industries such as motor vehicles, shipbuilding,
engineering, and telecom equipment.

Our key strategic underweight position remains Chinese companies. We acknowledge that this has
become more of a consensus position and therefore some of the negative issues are now being priced
into this market. Moreover, it appears that the authorities are beginning to consider loosening mon-
etary policy given the easing of inflationary pressure. Continued volatility and short-term rallies are
therefore a possibility. Nevertheless, valuations are still not attractive enough to compensate for the
risks involved in owning Chinese companies. Our broad view remains that the Chinese economy may
achieve a soft landing, but we can capitalize on this better through positions in Australian resource
companies, Korean exporters, and Taiwanese listed stocks with Mainland operations.

International investing involves certain risks and increased volatility not associated with investing
solely in the U.S. These risks include currency fluctuations, economic or financial instability, lack of
timely or reliable financial information or unfavorable political or legal developments. These risks
are magnified in emerging markets. Securities focusing on limited geographic areas and/or sectors
may result in greater market volatility. Investing in securities issued by smaller companies typically
involves greater risk than investing in larger, more established companies.

Investors should carefully consider the investment objectives, risks, charges and expenses of each
Fund before investing. This and other important information is contained in the Nomura Partners
Funds, Inc. prospectus, which may be obtained by contacting your financial advisor, by calling
Nomura Partners Funds at 1-800-535-2726, or visiting our website at nomurapartnersfunds.com.
Please read the prospectus carefully before investing.

This material contains the current opinions of the author, which are subject to change without notice.
This material has been distributed for informational purposes only. Forecasts, estimates, and certain
information contained herein are based upon proprietary research and should not be considered as
investment advice or a recommendation of any particular security, strategy or investment product.
Information used to compile this report has been obtained by sources deemed to be reliable, but its
accuracy and completeness are not guaranteed. No part of this material may be reproduced in any
form, or referred to in any other publication, without express written permission. Past performance
IS no guarantee of future results.

MSCI AC Asia Pacific ex Japan Index is an unmanaged free float-adjusted market capitalization
index that is designed to measure the equity market performance in the Asia Pacific region excluding
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Japan. The Tokyo Stock Exchange Price Index (TOPIX) is an unmanaged capitalization weighted
measure (adjusted in U.S. dollars) of all shares listed on the first section of the Tokyo Stock Exchange.
One cannot invest directly in an index. P/B ratio is a ratio used to compare a stock’s market value to
its book value. Book value is the total asset of a company minus total liability.

The MSCI information contained in this material may only be used for your internal use, may not
be reproduced or redisseminated in any form and may not be used as a basis for or a component of
any financial instruments or products or indices. None of the MSCI information is intended to con-
stitute investment advice or a recommendation to make (or refrain from making) any kind of invest-
ment decision and may not be relied on as such. Historical data and analysis should not be taken
as an indication or guarantee of any future performance analysis, forecast or prediction. The MSCI
information is provided on an “as is” basis and the user of this information assumes the entire risk
of any use made of this information. MSCI, each of its affiliates and each other person involved in
or related to compiling, computing or creating any MSCI information (collectively, the “MSCI Par-
ties™) expressly disclaims all warranties (including, without limitation, any warranties of originality,
accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a particular
purpose) with respect to this information. Without limiting any of the foregoing, in no event shall any
MSCI Party have any liability for any direct, indirect, special, incidental, punitive, consequential
(including, without limitation, lost profits) or any other damages.

Investments are not FDIC-insured, nor are they deposits or guaranteed by a bank or other entity.

Distributed by Foreside Fund Services, LLC.
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