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Markets in correction mode

The KLCI rose 0.7% to 890.67 pts during the month, outperforming regional markets (except for China), the Dow

Jones and Euro region. It also breached the psychological level of 900 points a few times briefly. Stock prices of some

GLCs and sectors that are likely beneficiaries of the upcoming mini budget stayed resilient. Toll operators, Litrak and

PLUS gained on news of a toll rate hike which was later deferred. Bank Negara’s surprising 50 bps OPR and 100 bps

SRR cuts did not get much market reaction. Disappointing 4Q08 earnings reported during the month further dampened

sentiment.

The Dow Jones fell to 7,063 at the end of February to 1997 levels due to fears of a deepening global recession and

concern that some US banks may be nationalized because of unquantifiable damage from toxic assets. Economists

believed that the recession will prolong even after enactment of President Barack Obama’s USD787bn stimulus

package and the USD275bn housing program to reduce new foreclosures. The sharp contraction in major world

economies like the US and Europe caused the Japanese economy to shrink 12.7% (annualized) in 4Q08 and exports

from China, Korea and Taiwan to slump in Jan 09, prompting these countries to speed up implementation of their

stimulus plans.

The broader FT Bursa Emas and the FT Second Board rose 0.9% and 1.1% respectively. Average daily market volume

eased to 355m (Jan 09: 472m, last 12 month moving average 531m).

Banks slash credit card interest rate

After the cut in base lending rates, banks are reducing the yearly interest rate for credit cards to as low as 13.5%, to

help consumers with high credit card debt as well as to spur consumption.  Banks will also revise the late payment fee

for credit card holders to between RM5 and RM75. As at end 2008, there were 10.3m credit cardholders with a total

outstanding credit card debt of RM23bn. However, the impact of the rate reduction is minimal as the credit card debts

account for only 3.5% of total bank loans. We expect an uptrend in NPL for credit cards in the coming quarters as the

economy slows and unemployment rises. For commercial banks, the credit card debts account for an average 1.7% of

their gross NPLs.

Foreign investment restrictions to be liberalized

The Trade Minister said the government is about to announce an easing of restrictions on foreign investment, together

with the mini budget announcement on March 10. He said one of the changes will be the bumiputera equity

requirement but the main policies of the NEP would remain. His Ministry would push for cuts in corporate taxes in the

mini budget. Economists said any move to ease the 30% bumiputera ownership rule will be welcome and timely in

order for us to compete with other countries that are more liberal in attracting investment.

Mini budget to include fiscal, monetary and other measures

The Government will present a mini budget on March 10 as part of its measures to spur the weakening economy due to

the declining manufacturing sector and falling commodity prices. The mini budget will be in the region of RM30bn and
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includes fiscal, monetary and other measures. Preservation of jobs and assistance to businesses are the main focus.

Projects with multiplier effects will be launched and the construction, infrastructure as well as transportation sectors

would benefit most. There will likely be personal tax cuts, incentives to sustain demand for properties which will create

loan growth and also handouts to low income groups/unemployed workers.

Malaysian Economy

Growth of the Malaysian economy slowed to 0.1% (3Q 08: 4.7%) in the 4Q2008 as global economic conditions

worsened significantly. Growth was affected by the sharply weaker external demand that led to a further decline in net

real exports of goods and services by 40.1% (3Q 08: -14.8%). Nevertheless, domestic demand continued to provide

support to growth, driven mainly by private consumption and public spending. For the year as a whole, the Malaysian

economy expanded by 4.6% (2007: 6.3%).

On the supply side, the slowdown was across all economic sectors, led by a sharp decline in the manufacturing sector (-

8.8%; 3Q 08: 1.8%), particularly, the export-oriented industries (-12.3%; 3Q 08: -1.1%) due to significant contraction

in global demand. Meanwhile, the domestic-oriented industries recorded a negative growth of 2.5% (3Q 08: 8.4%) as

production of construction related materials declined. The agricultural sector registered a lower growth of 0.5% (3Q 08:

3.0%) due to a moderation in production of palm oil while output for rubber declined. The mining sector contracted by

5.7% (3Q 08: -0.3%), following lower output of oil and gas. Meanwhile, construction activities declined by 1.6% (3Q

08: 1.2%) due to lower activity in the civil engineering sub-sector. During the quarter, the services sector remained the

key driver of growth, expanding by 5.6% (3Q 08: 7.1%). The growth in the services sector was supported by wholesale

and retail trade, accommodation and restaurant sub-sectors. Real estate and business services as well as utilities sub-

sectors, however, experienced a contraction in view of the lower stock market and manufacturing activities.

Being an integral part of the global economy, Malaysia has already felt the impact of the global slowdown. As exports

declined, growth has been increasingly dependent on domestic demand, particularly on private consumption and

government spending. The timely implementation of the fiscal stimulus and the necessary policy support to strengthen

the domestic sources of growth will also be vital in maintaining the economy’s health.

Market Outlook & Investment Strategy

Market outlook is still very much uncertain and fluid as investors have diverse views on the future.  Nonetheless, it is

quite clear that 2009 would be a year of contraction.

We continue to affirm that market is relatively cheap after having corrected significantly in the past 18 months. There

may still be further downside but for the KLCI, it is likely to be between 10% to 15%. However, investors may miss

out on a strong market recovery if they try to wait for the market to bottom out before buying.

We would maintain a strategy of progressive accumulation and position building in anticipation of a market rebound.

However, there is no real hurry to be aggressive in picking up stocks until some of our selected leading market

indicators show signs of recovery.
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