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Cash Is King, But For How Long? (Turning Crisis Into Opportunity) 
Global market has experience substantial selldown in 2009 on worsening subprime crisis which later led to significant 
growth concerns, and Malaysia is not spared.  Many local investors fear that Malaysia will experience another Asian 
Crisis episode, oblivious to the fact that Malaysia has emerged stronger since 1997-98.  Notwithstanding that fact, 
economic and market outlook appears to be gloomy to many.  However, the stock market offers the greatest 
opportunity during crisis.  
 
 
What happened in global markets? 
Global market has been sold down massively this year 
on a few key factors this year, briefly: 

 Soaring inflation numbers as crude oil prices hit 
record-high levels in 1H2008. 

 Worsening subprime crisis and credit crunch, 
which stemmed from the US and subsequently 
stretched to the Eurozone. 

 As the crisis deepened, big names in the financial 
sector, such as Bear Stearns, Lehman Brothers, 
Northen Rock, AIG and Citigroup, etc, either 
collapsed or required a bail-out, and the global 
financial system came under serious threat. 

 This has resulted in a confidence crisis in the 
financial system as well as the strength of the 
economy. 

 The impact of the subprime crisis and credit 
crunch eventually spread to the real economy, 
resulting in slower global growth. 

 
How much was the Malaysian stock market 
affected? 
Globalisation means no country will be spared from 
being affected by this crisis, whether directly or 
indirectly.  In tandem with the global selldown, 
Malaysia fell 41.1% year-to-date (as at 15 Dec 08) and 
17% from 16 Sept 08 to 15 Dec 08, outperforming the 
regional market, as the MSCI Asia Pacific ex-Japan 
Index are down 54.3% and 30.3% respectively during 

the same period, again showing its resiliency as a 
relatively defensive market. 
But local investors still fear the worst for Malaysia 
Two major fears seem to be undermining Malaysia: 

 Repeat of the Asian Crisis, and. 
 Stalling Asian and Malaysia economic growth, due 

to a slumping US. 
 
However, lost among this global financial turbulence is 
the fact that Malaysia has come a long way since the 
Asian Crisis in 1997-98, and is now different from 10 
years ago in various terms. 
 
Stronger economic muscles 
The table below shows how much Malaysia has 
enhanced its economic muscles over the last ten 
years: 
 

Source:  CIMB, 8/10/2008. & 9/12/2008. 

 

 1998 2008 

Economy Size US$72.2bn   US$186.7bn   
Aggregate 
domestic 
demand 

86.3% of GDP   86.5% of GDP in 
1H08   

Unemployment 
rate 

3.4%   3.2%   

Current account Deficit at 6.6% of 
GDP   

Surplus at 16.7% of 
GDP in 1H08   

External debt 60% of GDP 32.3% of GDP 
External 
reserves 

US$26.2bn  US$97.7 billion as at 
30 Nov 08.  
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Malaysian banks have learned the lessons from 
the Asian Crisis 
Malaysian banks did not embrace the “originate-
package-sell” business model and compromise on 
lending standards like the American and European 
banks did, they remained deposit funded instead.  In 
addition, they have learned well from the Asia Crisis, 
as seen in their improved risk management with a loan 
to deposit ratio (LDR) below 1 and a Tier-1 capital 
above 8%, in addition to being well-capitalised.  All of 
which helped the Malaysian banks to be fairly 
insulated from the subprime problems of the US.   
 
Malaysian corporates are better managed now 
Undeniably Malaysian corporates will be affected 
amidst slower economic growth and hence earnings 
are expected to be relatively poor in 2009.  However, 
they are in a much better shape today than 10 years 
ago, as they now have healthy free cash flow, better 
return on equity (ROE) and stronger balanced sheet, 
as well as lower gearing, which will help them weather 
through this crisis better compared to during the Asian 
Crisis. 
 

Higher ROE 
 
 
 
 
 
 
 
 
 
Source: Credit Suisse, Nov 2008 

 
 
 
 

Lower Net Debt To Equity Ratio 
 
 
 
 
 
 
 
 
 
 

 
 
Our country has the capacity to pump prime 
The recently announced RM7bn spending package is 
expected to help sustain consumer spending, with the 
voluntary cut in employee contribution to the EPF, 
extension of housing loan tenure, petrol price cuts and 
hypermarkets’ initiatives. 
 
Going forward in 2009 
Concerns about the stability of the US and global 
financial system have taken centre stage, and 
sentiment will likely remain fragile. 
 
Equities have discounted a lot of bad news and are 
seeing values emerging - Malaysia is in far better 
shape today than at the peak of the Asian crisis, yet 
valuations are at crisis lows!  Risk to this is profits 
forecasts falling significantly further, hence, future 
profits growth forecasts are critical. 
 
With crude oil easing to below US$40/barrel now and 
petrol prices having been adjusted downwards to 
RM1.80/litre, soaring inflation is likely to ease into 
2009.  
 
Confidence is a key issue – investors, business and 
consumers confidence have plunged to record lows on 
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a gloomy outlook.  However, many central banks and 
governments around the world, including Malaysia,  
have been taking rapid measures, aiming at restoring 
confidence in the financial system.  
 
With this outlook, are we any wiser now than 10 
years ago?  
When the KLCI plunged all the way from 1300 points 
to 200+ points in the latter part of 1998, many 
investors lost faith and confidence in the Malaysian 
market, expecting the KLCI to go down further!  Yet 
the market rebounded all the way from that point on, 
albeit in a choppy manner. 
 
Today, the cause of the fall is different, yet the fear 
and cautiousness we feel now and then are the same.  
Are we wiser this time around?  Would we react 
differently now, able to turn what appears to be a crisis 
into opportunity? 
 
Cash is king, but for how long? And what is the 
hidden cost for safety? 
It is understandable that many people would prefer to 
hold cash to avoid risk when the economic outlook is 
gloomy and the market is highly volatile. 
 
The table below shows the 12-month FD rate, 
compounded over a period of 10 years.  If an investor 
thinks that the stock market will take 2 years to recover 
and therefore decides to place his money in a fixed 
deposit, he will get a return of 7.10% from his deposit. 
 

Year 
FD Rate 

(Compounded) Year 
FD Rate 

(Compounded) 
1 3.50% 6 22.90% 
2 7.10% 7 27.20% 
3 10.90% 8 31.70% 
4 14.80% 9 36.30% 
5 18.80% 10 41.10% 

However, with Malaysia’s inflation averaging 3.6% 
over a 3-year period (up to end-Oct 08), the return this 
investor gets from the bank will be eroded. 
 
As the Overnight Policy Rate (OPR) is expected to be 
lower going forward, this means not only will a 
depositor be earning lower interest, coupled with 
inflation, the value of his money will be shrinking even 
more. 
 
So what should an investor do amid a crisis like 
this? 
Even though the outlook is not rosy, there are still 
opportunities to be tapped, especially during times of 
market uncertainty such as this. 
 
For those investors who have a lower risk appetite and 
a shorter investment horizon of 2 years or less, bond 
may be a viable option to consider, as corporate bonds 
offer attractive yields relative to fixed deposits.  In 
addition, a combination of slower economic growth, 
easing inflation and lower interest rates is positive for 
bonds. 
 
The table below show that corporate bonds offer better 
returns than fixed deposits: 
 

Indicative Bond Yields (%) 

 3-Year 5-Year 7-Year 10-Year 15-Year 
MGS 3.25 3.37 3.55 3.72 3.99 
GII 3.25 3.44 3.58 3.76 3.99 
AAA 4.39 4.72 5.08 5.48 5.93 
AA1 4.63 5.05 5.38 5.85 6.32 
AA2 4.98 5.32 5.74 6.21 6.71 
AA3 5.30 5.66 6.09 6.59 7.10 
A1 6.03 6.41 6.99 7.50 8.18 
A2 6.77 7.26 7.77 8.53 9.39 
A3 7.57 8.11 8.71 9.51 10.55 

 
Source:   Bloomberg/Reuters/Bondstream, 3/12/2008. 
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On the other hand, investors with a higher level of risk 
tolerance and an investment horizon of 2 years and 
more, may find equities an attractive option, given that 
valuations are at crisis low, and many stocks are 
trading at valuations below the KLCI average.  
Comparing the downside risk and the upside potential, 
clearly the equities offers potential for attractive returns 
for those who are prepared to remain invested for the 
next 3- to 5- years. 
 
Surprise?  Little do many investors know this. 
 
Although Malaysia has always been a laggard on 
market rebound, it is one of the most rewarding 
markets for long-term investors, as shown in the table 
below: 
 

Index 
Return From 

1998 to 16/12/2008 

KLCI 49.5% 

MSCI Asia Pacific 11.8% 

MSCI World 5.1% 

S&P 500 -10.9% 

MSCI Europe -17.6% 

Source: Bloomberg, 18/12/2008. 

 
 
 
 
 
 
 
 
 
 
 
 

The way forward in a volatile market: Dollar cost 
averaging. 
Continued volatility in the market is expected, and 
investors are unlikely to catch the bottom or the turning 
point.  Hence, have a mid- to long-term investment 
horizon (3-5 years or more) and dollar cost averaging 
will continue to be the way forward. 
 
It is about going back to basics:  Have a clear 
investment objective, determine an appropriate 
investment horizon, assess one’s own risk profile – all 
these not only will help determine what asset class or 
investments are suitable for you, but also turn this 
crisis into an opportunity for you. 


