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Equity Market Review

The bull charges on

The improving US equities market, risk appetite and stock market liquidity caused Asian markets to extend their rallies

this month. In addition, the bigger than expected election victory by India’s ruling coalition raised hope of faster

economic reforms and economic recovery in Asia’s second most populated country. Asian markets such as China, India

and Taiwan have rallied over 50% YTD while Indonesia recorded over 40% gains. Regional currencies have also

appreciated against the USD in the last month indicating investors’ improving appetite for more risky assets such as

equities, commodities and emerging markets. Improving economic data in the US and Asia suggests that most countries

have gone through their worst quarters, fuelling optimism among consumers and investors.

In Malaysia, the award of two contracts in the Iskandar region, commencement of the water tunnel works and news on

the third link between Johor and Singapore created excitement in the local market. The KLCI gained 5.4% to 1,044.11

pts on extraordinarily high average daily volumes again, at 2.1bn versus 1.2bn in April and 520m for the preceding 12

months. The FBMEmas and FB Second Board indices also enjoyed good gains of 6.8% and 6.2% respectively. 

Third link to Singapore to be located in eastern Johor

During a recent visit, our PM made a proposal to Singapore’s PM to build a bridge on the eastern side of Johor to link

the two countries. The new bridge is aimed at boosting economic activities within the lesser-developed eastern part of

Johor – notably, the tourism activities surrounding Desaru. If the project is approved, it will undoubtedly boost the

order book prospects of local construction companies and local contractors. Other beneficiaries of the new bridge

would include landowners in the area and producers of building materials.(steel and cement)  Stocks in these sectors

soared on the news. We view the price run-up as pre-mature as the bridge project is likely to take at least more than 5

years before it materializes.

RM1.3bn water tunnel construction to commence on 1 June

Work on the 44.6km tunnel to transfer almost 2m litres of water daily from Pahang to Selangor is due to start on 1 June.

The RM1.3bn tunnel is part of a larger project totaling RM3.94bn to meet the water needs of Selangor, Kuala Lumpur

and Putrajaya until 2025. The project has been awarded to a consortium of four companies, namely, IJM Corp, UEM

Builders, Shimizu Corp and Nishimatsu Construction. The commencement of the tunnel works is viewed positively i.e.

the government is speeding up the execution of its stimulus plans. Construction stocks such as IJM, Gamuda and WCT

have risen 13%, 5% and 35% respectively during the month as these market leaders are expected to be the front-runners

for projects under the country’s two stimulus packages. 

Malaysian Economy

The Malaysian economy contracted by 6.2% (4Q 08: +0.1%) in the first quarter of 2009 amidst a significant

deterioration in external demand due to the deepening recession in advanced economies. The large inventory

drawdown, particularly in the manufacturing and commodity sectors also contributed to the contraction in the first

quarter. Fixed investment registered a decline due to weaker business sentiment. Public sector spending, however

provided some support to growth.

All economic sectors experienced contraction except for the construction sector. The manufacturing sector declined

significantly by 17.6% (4Q 08: - 8.8%), led by a 23.1% contraction in the export-oriented industries. In particular, the

E&E industry contracted steeply by 41.4%. The domestic-oriented industries declined by 15.9% (4Q 08: -2%) due to
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weakness in both consumer and construction-related sub-sectors. The services sector was flat following a marginal

decline by 0.1% (4Q 08: 5.7%), primarily affected by sub-sectors closely linked to the manufacturing sector. The

agricultural sector recorded a contraction of 4.3% (4Q 08: 0.5%) due to lower output of both palm oil and rubber, while

the decline in the mining sector of 5.2% (4Q 08: -5.7%) was due to falling crude oil and natural gas production.

Meanwhile, the construction sector turned around to register a positive growth of 0.6% (4Q 08: -1.6%) due mainly to

an increase in construction of office space and the high-end segment of the residential subsector.

The Malaysian economy has been adversely impacted by negative global developments that  resulted in a sharp decline

in exports and its consequent effect on the economy in the first quarter.  We believe that these effects are expected to

continue into the second quarter. The domestic economy is expected to improve in the second half of the year,

supported by stabilisation in global economic conditions, and reinforced by the accelerated implementation of fiscal

measures, the further moderation in inflation, continued access to financing as well as from the cumulative effects of an

accommodative monetary environment.

Market Outlook & Investment Strategy

The equity market continued to surge on optimism that the feared recession is abating.  The Dow Jones rose for three

consecutive months since Feb 09 to register a gain of 20.4% while the KLCI managed to keep pace with a gain of

17.2%.  The current euphoria in the market is confusing if one is to take into consideration that the US reported 1Q

GDP contracted by 5.7% while the Malaysian government downgraded GDP forecast for the year to -4% to -5% after

reporting a 6.2% yoy decline for the 1Q. 

As the market is running ahead of fundamentals, it has made managing money and portfolios extremely difficult.

Market is trading on the expectation that fundamentals will catch up with the market in the next six months.  It is true

that there are early signs of the economic slowdown bottoming out in the US and UK, but we are not certain as to how

fast and how strong the follow through recovery will be.  We are also concerned about the over-optimism of investors

on the underlying strength of the coming economic revival.   

We prefer to remain cautious as stock valuations are no longer as compelling as they were five months back in the

absence of a meaningful correction.  Nonetheless, we believe that the long-term uptrend for the market is still very

much intact.  Our strategy therefore is to maintain equity weightage and take profit on stocks that have performed

remarkably well. 

Fixed Income

We believe that the rate cut cycle is coming to an end, at least for now. Fiscal stimulus packages will then take center

stage to reflate the weak economy and we expect the MGS to be range bound at current levels for the coming months

pending further economic indicators.  Corporate bonds continued to see thin activity as investors’ focus was mainly

directed towards the government bond market. Investors remained risk averse, with the action slanted along the high-

grade segments.

With improving investors’ risk appetite and limited upside potential for MGS, allocation toward safe-haven MGS has

diminished. Investors started to seek higher returns via higher-yielding PDS especially the high grade AAA and

issuances guaranteed by government and banks which have been lagging other than arguable issuances such as the

PKFZ-related bonds.  Nevertheless, weak AA and A rated issuances should be avoided at the moment due to risk

premium
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