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EQUITY MARKET OUTLOOK 
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Equity Market Review  

 
The FBM KLCI benchmark proved to be relatively more resilient in June, chalking up a gain of 2.2% by 
crossing and staying above the psychological level of 1,300 points instead of wobbling like the US markets.  
 
The local index was boosted by a recovery of big caps such as CIMB, Genting, KL Kepong and Sime Darby. 
Construction stocks rose following positive updates on infrastructure and construction projects to be rolled 
out under the 10MP. Gamuda rose 8.1% as it is likely to be a front runner for tunneling works worth about 
RM13bn for the proposed Klang Valley MRT project. News of Malaysia’s inclusion in China’s qualified 
domestic institutional investor (QDII) scheme helped sustain the market as investors await the possibility of 
a big liquidity boost from Chinese funds. Glove makers regained their uptrend following strong earnings 
report by the major players. Investor focus was also centered on the three billion- ringgit IPOs, namely 
Sunway REIT, Capita Malls Malaysia Trust and Shin Yang.  
 
Major markets such as the US (-3.6%), Japan (-4.0%), and Euro Stoxx (-1.4%) experienced another bumpy 
month. The Dow Jones Industrial Index closed below the 10,000 point level as investors were worried about 
Europe's debt woes and that slower global growth could result in a new recession. Sentiment was further 
dampened by June’s consumer confidence which took an unexpected drop to 52.9% from May’s 62.7%. 
Weak housing sales (both new and existing) for May also rattled investor confidence.  
 
During the month, China injected a dose of excitement into regional markets when it announced that its 
Yuan is now flexible and no longer pegged to the USD. Regional markets jumped due to speculation that 
regional currencies would likewise strengthen without affecting the competitiveness of their exports, if the 
appreciation is done in tandem. There was also speculation that more funds would flow into the region ahead 
of the regional currency appreciation.  
 
Average daily trading volume on the Malaysian bourse was lower as expected (618m in June versus 800m in 
May) during a World Cup month like in the past. The broader FBM Emas Index was also firmer, being up 
2.5% during the month. 
 
 

10MP unveiled 

 
The PM unveiled the 10th Malaysia Plan (10MP) which has an annual GDP growth target of 6.0% for the 
period 2011-15, GNI per capita target of US$12,139 (RM38,845) and a fiscal deficit cut to 2.8% of the GDP 
by 2015.  
 
The focus is on transforming the country to a high value-added and high income economy through higher 
productivity. Fifty-two (52) “high impact” projects worth RM62.7bn would be implemented and these 
include seven toll highways worth RM19bn, two coal-fired power plants worth RM7bn, development of the 
Sungei Buloh land owned by Rubber Research Institute, five MARA campuses, re-development of 
Angkasapuri into a “media city”, an integrated transport terminal in Gombak and privatization of Penang 
Port. A new MRT network costing RM36bn, covering a 20-km radius in the Klang Valley together with a 
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previously announced LRT extension/upgrade plans costing RM7bn would be spent to ease worsening 
traffic congestion in KL.  
 
The announcement is positive on the long-term for the construction and property sectors. However, the 
target GDP growth rate of 6% p.a. appears to be challenging (4.2%p.a. during the 9MP) unless the 
government ensures the proposed measures and strategies are implemented as planned. 

 

Malaysia recognized as approved investment destination by China  

 
Malaysia has been approved as an investment destination under China’s Qualified Domestic Institutional 
Investor (QDII) scheme. Ten other countries are currently under this scheme, namely, Australia, Canada, 
Hong Kong, Germany, Japan, Luxembourg, Singapore, S Korea, the UK and the US. The QDII scheme 
allows certain funds to be invested outside China via portfolio investments. The amount that can be invested 
offshore is governed by a quota system. We are of the view that the news would generally be positive but we 
won’t see immediate impact to our funds inflow. On the long term, we may see improvement in liquidity in 
the markets.  
 
 

Malaysian Economy 

 

The Leading Index, which provides an early signal of the direction that the economy is heading, fell by 2.7% 
month over month in April, compared with +3.7% in March. This was the fourth decline in five months due 
to declines in the industrial material price index (-0.7%), the number of new companies registered (-0.6%), 
the number of housing permits approved (-0.5%), the ratio of price to unit labour cost in the manufacturing 
sector (-0.4%), trade with eight major trading partners (-0.4%), money supply (-0.2%) and CPI for services 
(-0.1%; inverted) as well as a slowdown in the Bursa Malaysia Industrial index (+0.1%). The broad-based 
drop in economic indicators caused the leading index’s six-month smoothed growth rate to slow down 
sharply to 3.9% in April, from +11.2% in March. This was the slowest increase in about a year, signalling 
that the economy will likely grow at a more moderate pace in 2H 2010. 
 

The current account surplus in the balance of payments rose by 10.9% qoq to RM30.4bn in the 1Q, from a 
surplus of RM27.4bn in the 4Q of last year. This was on account of a pick-up in merchandise trade surplus. 
A larger deficit in the income account and current transfer, however, offset part of the gain. Deficit in the 
services account, on the other hand, remained stable during the quarter. The financial account, however, 
recorded a larger outflow of RM19.5bn in the 1Q, compared with an outflow of RM17.4bn in the 4Q. This 
was due to a larger outflow of other private investments. A turnaround in direct investments and a larger 
inflow of foreign portfolio, however, mitigated the outflow.  
 
Errors & omissions recorded a larger deficit in the 1Q, due partly to a revaluation loss incurred by Malaysia 
on its foreign exchange reserves following a sharp appreciation of the ringgit against major currencies 
during the quarter. As a whole, the overall balance of payments recorded a larger deficit of RM19.6bn in the 
1Q, compared with a deficit of RM3.0bn in the 4Q. In tandem with a recovery in economic growth, imports 
are likely to grow at a faster pace than that of exports. As a result, we expect the current account surplus of 
the balance of payments to narrow to around RM100bn or 13.4% of GNI in 2010 from a surplus of 
RM112.1bn or 16.8% of GNI in 2009. 
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Market Outlook & Investment Strategy  

 

The 1H of 2010 has been unexciting for stock market players but eventful. As markets continued to rise on 
expectation of recovery, investors began to wonder whether they have been a bit too optimistic. With Europe 
still mired in a crisis condition that shifted from the banking system to sovereign debts, it would certainly 
appear that we are not truly out of the woods yet. 
 
A pullback in investment appetite is not an unreasonable expectation at this stage. News of weakening 
growth in the US and a possible double dip in Europe are giving investors cause for concern. Even mighty 
China is not spared with expectation of some slowdown in the coming months. These are all excuses for the 
markets to correct after a fine run last year. 
 
We believe that the long term uptrend cycle in the market is still intact. However, corrections are necessary 
to pull valuations back to reasonable levels. We have raised the cash level of our funds earlier. Our strategy 
now would be to buy back into the market at better prices. 
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