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Equity Market Review

KLCI out-performed major markets

The KLCI hit a six-month high of 992.68 points during April but retraced slightly on profit taking triggered by the

swine flu scare. The local index closed up a whopping 13.5% to 990.74pts after an overall strong performance that was

lifted by extra-ordinarily high volumes. High trading volumes also involved second and third liner stocks. The market’s

strength matched those of major markets such as Dow Jones (+7.3%), Hong Kong (+14.3%), Singapore (+13.0%) and

Japan (+8.9%). Markets were lifted by comments from US Federal Reserve Bernanke that “green shoots” or signs of

recovery are appearing in the fragile US economy. The daily average volume soared to 1.2bn units compared to the

daily average of 468m for the preceding 12 months. The FBMEmas and FB Second Board rose 14.7% and 11.2%

respectively. 

27 service sub-sectors liberalized

The government has liberalized with immediate effect 27 service sub-sectors with no equity condition imposed on

health and social services, tourism, transport, business, computer and related services. The PM said the government

would be progressively liberalizing the other service sub-sectors on an on-going basis. Analysts say the move will bring

benefits over the long term by attracting new foreign investors that will lead to competition with local players and

subsequently increase the country’s competitiveness in the sectors. The services sector contributed 55% to GDP in

2008 and 57% of the country's total employment. Further details will be announced at a later date. 

Financial sector liberalization

Bank Negara announced the issue of new banking licences: 2 for Islamic banking for foreign players; 2 commercial

banking licences for specialized expertise, 3 commercial banking licences to world class banks and 2 family takaful

licences. Foreign equity limit is now increased to 70% for investment banks, existing domestic Islamic banks, insurance

companies and takaful operators. There were several other minor benefits for existing foreign banks, foreign insurance

companies, takaful operators and offshore financial institutions.

The latest liberalization by BNM would result in increased competition from new licences, foreign strategic partner(s),

more branches, and offshore banks’ presence onshore.   We also do not expect any immediate large impact as local

banks would have at least 1-2 years to further enhance their own capabilities while local banks have significantly

improved their competitiveness via strategic partnerships or transformations (reflected in their ability to maintain

market share despite an already crowded market).  Moreover, local banks still have the competitive advantage in terms

of wide network and MEPS (ATMs) while their enhanced internet banking capabilities have narrowed the gap. Local

banks could benefit in long-term from strategic partnership(s) for Islamic and investment bank subsidiaries, to

continuously improve their competitiveness and “export” their expertise via regional expansions and new skill sets

(from the specialised commercial banks) that would eventually benefit local players. Share prices of banking stocks did

not react much to the announcement.
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Malaysian Economy

Malaysia’s consumer price inflation (CPI) slowed to a 11-month low of 3.5% YoY, against 3.7% YoY in February.

Core CPI also trended downwards to 1% in March, after remaining steady at 1.1% in the preceding months. Increase

was mainly attributed to higher sub-index for food & non-alcoholic beverages (+8.8% Vs 9.2% in Feb) compared to the

peak of 12.2% in September 2008.

Overall, inflationary pressures had been moderating from its 27-year high of 8.5% in July and August Government cut

prices of fuel by as much as 33% between August and December 2008. Cumulatively, inflation moderated to 3.7% in

the first quarter of the year, compared to +5.9% in 4Q08. Easing rate of inflation was also due to weaker demand and

excess capacity available in most industries. The slack in the economy had also been keeping inflation at bay.

We expect Malaysia’s inflation to dip briefly below zero between July and October this year, given the high base effect

from last year. But we do not expect the drop in prices to continue forever, especially in view of the billion- Ringgit

spending under stimulus packages. By November or December, prices will start pick up again. For 2009 as a whole, we

forecast an inflation rate of 2%.

Overall industrial output, as tracked by IPI, recorded a further double-digit decline of -14.6% YoY in February (-20.2%

YoY in January). This was within market expectations (NST poll: -14.7%) and attributed to decreases in three indices:

manufacturing (-18.8%), mining (-7.4%) and electricity (-3.0%). In particular, contraction in manufacturing output was

due to decreases in electrical and electronics products (E&E) at - 41.4%; wood products, furniture, paper products and

printing at -20.2%; with petroleum, chemical, rubber and plastic products at -5.8%.

We think it would be premature to claim that economic activity - in particular, the manufacturing sector’s weakness has

bottomed out. While continued large decline in imports (-27.3% in February) suggest future exports remaining weak,

the 18.8% drop in manufacturing output raises our concerns of weak activity in the sector until September this year.

Both data remain firmly in contraction territory and we expect this to continue.

Market Outlook & Investment Strategy

As at end April 09, the KLCI and the DJI have recovered by more than 17% and 24% respectively from its recent lows

in 2009. However, economic numbers continued to be in negative territory with Malaysia's 1Q GDP expected to be

worst than the previous quarter.  Has equity market run too far ahead of fundamentals? We believe this to be true and

we are concern the current bullish sentiment could be dampen quickly as fundamental realities set in. 

As of today, the financial crisis in the US and Europe is far from over although the consensus is that the banks are now

having a better grip on the situation.  The current state of affairs is definitely brighter compared to the despair three

months back but we caution that recovery is still not a certainty.  Recovery could be derailed as the world grappled with

new issues such as the emergence of swine flu, difficulties in raising capital for banks after the US stress test and social

dilemma if US automakers GM and Chrysler file for bankruptcies. 

Given the healthy profits we have made on our funds for the year to date, we would recommend to take some of these

profits and lock in gains.  Nonetheless, our longer-term strategy of progressive accumulation and building position

remain intact. As an analogy, our strategy would be similar to fencing tactics i.e. “attack, defend, move forward and

attack again”. 
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