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EQUITY MARKET OUTLOOK
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Equity Market Review

Calmer markets following aggressive measures

Global markets were relatively calmer in November compared to the month before as major economies unveiled massive

stimulus packages on a coordinated basis to avert a deep global recession.

The US undertook further bailouts of banks which were too big to fail. We expect more interest rate cuts globally if the

situation worsens, as inflation is no longer a worry given falling commodity prices. Meanwhile, the weakening US

economy is somewhat like a dark cloud over the equity and commodity markets, capping any meaningful market rebound.

The US dollar’s rising strength is a concern as it is dashing earlier hopes of a recovery led by exports. Japan is similarly

affected due to the Yen’s strength.

The local market traded within a tight range because investors were comforted by the government’s RM7bn stimulus

package and Bank Negara’s interest rate cut of 25 bps. Malaysia is also seen to be better able to weather the current

cyclical downturn (compared to the Asian financial crisis) due to its high foreign reserves, lower external debt to GDP,

high savings rate and better quality loan assets.

The KLCI gained only 0.3% to 866.14 pts on higher average daily volumes of 701m compared to 652m in October and

677m for the first 10 months this year. The broader FT Emas Index was also flat at +0.1% while the FB Second Board

eased 6.6% during the month.

Bank Negara and commercial banks slash interest rates

Bank Negara cut its key interest rate by 25 bps to 3.25%, its first cut since 2003, on further signs of the economy slowing

quickly and diminishing inflationary pressures. It also reduced the statutory reserve requirement (SRR) to 3.5% from 4% to

inject more liquidity into the banking system. Both cuts are unlikely to have much real impact on loans growth as

sentiment is already negative. However, lower interest rates would reduce cost of borrowing for businesses and individuals,

and hence, could lessen default rate. When confidence returns, lower rates should stimulate loan growth.

Following BNM’s rate cut, Maybank, CIMB Bank and Public Bank have reduced their base lending rate by 25 bps to

6.5%. Without any cut in their deposit rates, the cut in lending rate should reduce bank margins.

Malaysian Economy

Malaysia’s GDP growth rate moderated to 4.7% in 3Q08 (2Q08: 6.7%) amidst a significantly weaker global economic

growth and volatile international financial environment. Services sector continued to be the key driver of growth,

contributing 3.8 percentage points to overall GDP growth. Of significance, the finance and insurance sub-sector recorded a

stronger growth of 10% (2Q08:7.5%), primarily supported by higher insurance activity and sustained bank lending during

the quarter. Reflective of robust consumer spending, growth in the wholesale and retail trade sub-sector was strong at

9.4%. The manufacturing sector slowed to 1.8% (2Q 08: 5.6%) due to the effects of the slowing global economy.

Meanwhile, the agriculture sector grew at a more moderate pace of 3.0% (2Q08 6%) because of a significant deceleration

in production of palm oil amidst the onset of a yield down-cycle, as well as lower output of rubber. Production in the

mining sector slowed to -0.3% (2Q08: -0.5%), as a result of the decline in natural gas output despite the higher output of

crude oil. The construction sector grew at a slower pace of 1.2% (2Q08:3.9%). This was due to the moderation in the

residential and civil engineering segments amidst higher prices for building materials.
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As a highly open economy with strong financial and real economic linkages with the rest of the world, the Malaysian

economy has been impacted by these external developments. The significant slowdown in global growth is expected to

affect the export sector while the continued volatility across financial markets may dampen business outlook. While this

more challenging period is expected to see a moderation in growth, the economy will continue to expand. Going forward,

BNM will aim for sustaining domestic demand, reducing Malaysia’s external vulnerabilities and ensuring that financial

intermediation proceeds uninterrupted.

Market Outlook & Investment Strategy

The world is now facing the reality of a global slowdown. It is expected that corporate profitability will be affected and the

immediate outlook depressing.  However, any bad news that is already out or is expected has already been reflected in

current share prices.  The key question to ask would be, “Is there anything unexpected coming?”

Governments throughout the world have taken concerted efforts to prevent further meltdown of the financial markets by

injecting much needed liquidity.  At the same time various stimulus packages will be implemented to generate growth and

to turn the economy around.  Yes, it is true that the economic numbers coming out in the next one to two quarters may still

be dreadful given the current downward momentum, but we must not underestimate the impact of such stimulus packages.

Do note that all market support schemes need time to filter down to the economy.

We will continue to monitor key indicators to detect market bottoming out.  These would include the following:-

• LIBOR risk spread;

• Investment sentiment (VIX index); and

• a number of technical statistic for the Dow Jones & KLCI

Our strategy for the Funds is simple and remains unchanged–that is, we will continue to buy attractive value and growth

stocks and wait for the eventual recovery of the market.
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