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Equity Market Review  

 

The FBM KLCI eased 0.7% to 1,534.95 in April even though it started on a strong note at the beginning of the month. 

Profit-taking ahead of the Sarawak state election caused a sharp pullback of the benchmark but it recovered very 

quickly when bargain hunting snapped up stocks which were over-sold. The index regained its uptrend on the Monday 

after the ruling coalition Barisan Nasional maintained its two-thirds majority in the election but this was short-lived. 

Perhaps it was because there was no major project announcement at the Invest Malaysia Conference. The PM however, 

instead announced another 12 Entry Point Projects (EPP) by the private sector the following week. Several small cap 

stocks like Tricubes and Asia Media surged on strong trading volumes as they were among the companies involved in 

the EPPs.  

 

The KLCI generally drifted during the final week despite Wall Street’s rising trend. The Dow Jones Industrial gained 

4% in April at 12,810 pts, its highest level since May 2008 despite S&P’s earlier downgrade of the US sovereign credit 

ratings as investors focused on improving US’ 1Q11 earnings, with over 70% beating analysts’ estimates. In the FOMC 

meeting near month-end, the Federal Reserve chairman revised down his US 2011 GDP forecast slightly to 3.1 to 3.3% 

from the January forecast of 3.4-3.9%. The 2011 core inflation target was bumped up to 2.1-2.8% from 1.3-1.6% 

previously due to the relentless rise in oil prices. However, Bernanke expects 2011 unemployment to be in the 8.4-8.7% 

range, better than the January forecast of 8.8-9.0%.   

 

In addition, the US Federal Reserve reaffirmed that it will complete QE2 in June as scheduled and will maintain its 

stimulus policy (current interest rate) because it was projecting slower growth in the economy, further fuelling the stock 

markets and risky assets higher and the Dollar lower. As the Dollar dived, gold and oil prices soared. The MSCI Asia 

Pacific Index rose 2.7% in line with the buoyant US market but the Chinese market fell 0.9% due to tighter market 

liquidity and caution over further policy tightening.  

 

Average daily volumes eased slightly to 1,249m compared to 1,253m Mar 2011 (1,140m last 12 months). The broader 

FBM Emas was down slightly by 0.3% during the month, which is better than the FBM KLCI as mid and small cap 

stocks were in focus. 

 
Economic Transformation Programme (ETP) Update 

 
The Prime Minister announced a further 12 EPPs worth RM11.2bn and which will generate 74,457 jobs. This markets 

the fifth round of updates in less than 6 months of launching in October 2010 and so far, a total of 72 projects, of which 

54 are EPPs, have been unveiled. These will generate a total RM106.4bn in investments and 298,865 jobs by 2020. To 

recap, a total of 131 EPPs from 12 NKEAs with targeted investment of RM795bn were identified to help achieve real 

GDP growth of 5% to 6% pa between 2011-2020. The biggest beneficiaries to-date are in the oil, gas and energy, and 

tourism sectors, followed by Greater KL. By economic sector, the EPP will have an enormous spill-over impact on the 

growth of the construction, building materials, logistics, property and real estate as well as tourism-related services 

sectors. 

 

Among the 12 EPPs announced is one involving the setting up the Malaysian Petroleum Resources Corporation 

(MPRC) to spur the development of the oil and gas industry and transform Malaysia into a regional oil and gas hub. 

Industry players, such as Dialog, Sapura Crest and Kencana will be front runners (by virtue of their market 

capitalisation and track record in this field) to benefit from Petronas’ plan to get more out of the existing brown and 

marginal oil fields and to explore in deeper waters. MPRC will be responsible for attracting RM320m worth of 

investments as well as facilitating cross-border investments and assisting Malaysian oil and gas companies in 

identifying suitable markets and opportunities abroad. The country is reported to have 106 marginal oil fields with a 

total 580m barrel of oil. 
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The sustained and detailed announcements of the ETP progress should boost investor sentiment in the stock market. 

 

 

Malaysian Economy 

The headline inflation rate climbed to 3.0% yoy in March, compared with +2.9% in February and is the highest in 23 

months. This marked the fourth consecutive month of increase and was mainly due to a pick-up in the core inflation 

rate, while food & non-alcoholic beverage prices remained stable during the month. Going forward, a rise in 

international food & commodity and crude oil prices is likely to translate into higher inflationary pressure in the 

country. As a whole, we expect inflation to grow at a faster pace of 3.0% in 2011 but will likely be manageable, 

compared with +1.7% in 2010. 

 

Furthermore, we see the risk of a rise in inflation to spillover into a demand-pull situation once domestic demand 

regains its growth momentum, while interest rates in the country are still low. Indeed, the Central Bank has indicated 

on 23 March that the risk of higher inflation needs to be managed and the degree of accommodation in its policy may 

need to be adjusted. As a result, we expect Bank Negara Malaysia to raise the Overnight Policy Rate (OPR) by 50 basis 

points to bring it to a more neutral level of 3.25% by end of the year. We also expect the Central Bank to raise the SRR 

again by another 1.0 percentage point to 3.0% in its next policy meeting to send out a positive signal that the Central 

Bank is being proactive in managing the monetary conditions. 

 

Industrial production bounced back to +5.0% yoy in February, after softening to +0.5% in January and compared with 

+4.5% in December, due to a rebound in manufacturing production and stronger electricity output as well as a smaller 

fall in mining output during the month. The rebound in February’s industrial and manufacturing production will likely 

be temporary and it will likely weaken back in the months ahead.   

 

While the double-whammy effects of rising inflation and Japan’s earthquake threaten to derail the global economic 

recovery, we believe a rebound in the global and Malaysian economies in the 2H of the year is still in prospects.  This 

will likely lift the country’s exports in 2H 2011.  For the full year, however, we expect the country’s exports to slow 

down in 2011, after a strong rebound in 2010. 

 

 

Market Outlook & Investment Strategy  

The investment market appeared to be disoriented and is seeking directions.  The mix of news filtering into the market 

is too varied and changes too fast for most investors to make a clear decision.  With the world’s major economies so 

intertwined and dependent on each other now, it is no longer easy to isolate and localised any major events. 

 

Economic issues currently troubling the market include inflation, rising commodity prices and cheap liquidity.  In 

addition, there are also heightened geo-political concerns (ie social unrest in Middle East and North Africa and possible 

retaliation by Al Qaeda) and natural disasters.  We believe that the current lethargic market conditions may persist for a 

little while longer while the abovementioned issues are being sorted out. 

 

Patience will be an important virtue as we invest for the longer term.  As we expect global uncertainty to reduce in 2 to 

3 months, we deem the current correction as healthy and an opportunity to acquire stocks at lower levels. 
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