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MARKET REVIEW 
 
It was decent month for Malaysia as the KLCI tested the 1,500-point psychological barrier several times before 
finally breaking through on the last trading day of the month. The buying continued to be driven largely be 
foreign funds as statistics from Bursa indicated that foreign shareholding in Malaysia surged 0.5%pts in Sep to 
21.7%, the highest shareholdings since Sep 08. Anecdotal evidence points to continued foreign buying in Oct. 
The performance of the KLCI was also boosted by the 2011 Budget on Oct 15, which was again positive for the 
construction, property and consumer sectors (same sectors were beneficiaries of the ETP launched in mid-
Sep). 
 
For the month, the KLCI gained 42 points or 2.9% to close at 1,506 points. The broader market’s performance 
was stronger than the KLCI with the FBM Emas rising 3.7% to 10,172 points. Smaller caps outperformed as 
seen by the FBM Small cap which gained 5.1% to 12,183 points and FBM ACE which rallied 11.7% mom to 
4,330 points. Average value traded on Bursa in Oct rose 12% mom to RM1.89bn per day. 
 
All indices closed the month in positive territory. The MSCI China Index was the best performer for October 
despite the surprise interest rate hike, partially attributed to the decision at the G20 meeting to avoid currency 
wars. The proposed merger between Singapore Exchange and ASX boded well for the two countries, which 
came in second and third place respectively. For YTD performance, all markets closed positive – most reporting 
double digit growth, with best performing markets: Thailand (+45.2%), Philippines (+37.7%) and Indonesia 
(+36.2%). The worst performers were Japan (3.3%), Taiwan (3.6%) and Australia (3.8%). 
 
Indices 30/09/2010 29/10/2010 % Change YTD % 
MSCI AC ASIA x JAPAN 532.64 546.37 2.60% 12.70% 
MSCI AC ASIA PAC EX JAPN 447.00 458.85 2.70% 10.20% 
MSCI Australia USD 811.98 834.8 2.80% 3.80% 
MSCI China USD 65.87 68.43 3.90% 5.60% 
MSCI Hong Kong USD 8,364.48 8,537.94 2.10% 17.10% 
MSCI India USD 548.52 556.64 1.50% 18.80% 
MSCI Emerging Markets Indonesia 841.75 864.33 2.70% 36.20% 
MSCI Japan USD 2,228.12 2,273.64 2.00% 3.30% 
MSCI Emerging Markets Korea USD 363.30 368.85 1.50% 12.80% 
MSCI Malaysia USD 433.80 445.12 2.60% 30.20% 
MSCI Emerging Markets Philippines 364.34 370.34 1.60% 37.70% 
MSCI Singapore USD 3,965.41 4,093.52 3.20% 15.10% 
MSCI Emerging Markets Taiwan USD 266.31 273.6 2.70% 3.60% 
MSCI Emerging Markets Thailand 321.98 327.73 1.80% 45.20% 
     
DJIM APxJapan 1,428.89 1,466.12 2.60% 11.20% 
     
FTSE MALAYSIA HIJR SHARIAH 9,984.45 10,350.21 3.10% 22.00% 
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MALAYSIAN ECONOMY 
 
ETP Roadmap Launch 
 
Prime Minister Datuk Seri Najib Tun Razak unveiled in October the Economic Transformation Programme 
(ETP) book and outlined the key specific initiatives that will spearhead Malaysia’s economic transformation 
towards a high income nation. The ETP has identified 131 Entry Point Projects (EPPs) and 60 Business 
Opportunities (BOs) cutting across 12 National Key Economic Areas (NKEA). A total of 68 EPPs will benefit 
Sarawak and 71 for Sabah. 
 
A total of 53 EPPs with a total investment value of US$97bn (RM300m), representing nearly 45% of the total 
targeted, are now in various active stages of discussion. Nine early wins of EPPs worth over RM30bn were 
announced: 
 
Figure 1: Nine early wins EPPs announced during the ETP roadmap launch 
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External Reserves 
 
Bank Negara Malaysia’s (BNM) international reserves rose strongly by US$5.5bn to US$100.7bn (RM310.8bn) 
as at end-Sep (US$95.2bn at end-Aug). This marks the highest net increase since Feb 2008, thanks to strong 
capital inflows and the central bank’s intervention operations, which more than offset the quarterly adjustment 
for foreign exchange revaluation loss. Sep’s reserves level is sufficient to finance 8.5 months of retained 
imports and is 4.3 times the short-term external debt. Ytd, reserves rose 4.2% or US$4bn. 
 
Figure 2: Malaysia’s external reserves rise strongly to US$ 100.7bn as at end-Sept 

 
 
Industrial Production 
 
In tandem with slowing exports, Malaysia’s industrial production index (IPI) grew moderately by 4.0% yoy in 
Aug (3.4% in Jul). On a mom basis, IPI declined by 1.2% (+1.9% in Jul). In Jan-Aug 2010, IPI gained 9.1%. 
 
The persistent slowdown in exports dragged down the manufacturing sector’s output growth to 6.8% in Aug 
(7.4% in Jul). This was due to lower production in the export-oriented industries, particularly on refined 
petroleum products, chemicals and chemical products and electronics products. The electricity output climbed 
slightly higher to 4.9% (4.4% in Jul) while the mining output declined further by 2.9% (-5.9% in Jul) due to 
decrease in crude oil production. 
 
Global and regional PMI readings are heading south, with most countries dipping below the 50-contraction 
mark. The levelling off of the industrial output growth also caused by the fading impact of fiscal stimulus and the 
large build-up of inventory in 1H10. 
 

• The manufacturing sector pulled back further to a growth of 6.8% in Aug (7.4% in Jul) on lower 
production in the export-oriented industries, particularly on refined petroleum products (-8.7%), 
chemicals and chemical products (+7.5%), and electronics products (+11.2%). For the first eight 
months, manufacturing production index rose 13.4%. 
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• Electricity output growth climbed slightly higher to 4.9% in Aug from 4.4% in Jul as businesses rein in 
demand. 

 
• Mining output declined further by 2.9% (-5.9% in Jul) due to decrease in crude oil production (-6.6%) 

while natural gas output rose 7.2%. 
 
Figure 3: Export-oriented industries slow further in Aug 
 

 
 
External Trade 
 
Gross exports growth slowed to its weakest rate in nine months of 10.6% yoy in Aug (13.5% in Jul) on slower 
demand, waning low-base as well as currency effects. The ringgit strengthened sharply by 11.6% yoy in Aug 
(10.7% in Jul). In the US dollar terms, export growth also slowed to 23.4% yoy (25.7% in Jul). The pullback in 
export engine will have a moderating impact on GDP growth in 2H10 and in 2011. 
 
As imports slowed at a faster pace than exports, the trade surplus widened to RM8.3bn in Aug from RM7bn in 
Jul. For the first eight months of 2010, the cumulative trade surplus amounted to RM77.7bn as exports grew by 
22.2% while imports up 28.1%. 
 
Figure 4: Exports growth slows to its weakest rate in nine months of 10.6% in Aug 
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Leading Index 
 
Malaysia’s leading index (LI) fell 0.1% mom in June (-0.1% in May), marking the third consecutive month of 
decline. This suggests a slower pace of economic expansion in 2H10. The six-month smoothed growth rate of 
LI slipped to a 15-month low of 2.0% (3.1% in May). 
 
The coincident index (CI) remained unchanged at 122.4pts (+0.8% mom in May). The lagging index (LGI) 
reverted to decline by 0.2% mom in June (+4.2% in May). The six-month smoothed growth rate for both CI and 
LGI moderated to 6.7% and 25.5% respectively in June (8.0% and 28.6% previously). 
 
Figure 5: The leading, lagging and coincident index 
 

 
 
INTERNATIONAL ECONOMIC DEVELOPMENT 
 
Asia: Still a High Degree of Cyclical Coupling 
 
With the advanced economies facing strong headwinds, will Developing Asia be pulled back into a downward 
trend by the anaemic growth of the major developed economies? Or can they continue to lead the global growth 
though at lower rates? The million-dollar question is how sustainable Asia’s rebound is when the rest of the 
world is not faring well. 
 
The speed of recovery and the growth drivers have been quite different across Asia, with the smaller export-
reliant economies generally experiencing more pronounced cycles than larger economies which are supported 
by sizeable domestic demand. China has by far decoupled the most in both the real and financial sectors. 
Indonesia has also displayed resilience, thanks to its sizeable domestic market. But Thailand, Singapore and 
Malaysia have suffered more due to their stronger trade linkages with the developed economies. 
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Figure 6: The speed of recovery and the growth drivers have been quite different across Asia, with the 
smaller export-reliant economies generally experiencing more pronounced cycles than larger 
economies which are supported by sizable domestic demand 
 

 
 
There is still a significant degree of correlation between Asia’s growth and the developed countries as Asian 
economies remain highly dependent on exports. Though much of the policy efforts have gone towards 
rebalancing the growth drivers between domestic demand and exports, the truth of the matter is that 59.1% of 
Asian exports still go to the advanced economies. Recent indicators add to evidence that economic growth in 
Asia peaked in 1H and is kicking down a notch in 2H10 and 2011. 
 
The growth trends of industrial output and exports have descended from multi-year highs and are moving closer 
to the historical averages. 
 
The Purchasing Manager Indices (PMIs) for most countries have either eased or risen moderately, signalling 
the completion of the inventory cycle. Asia’s domestic inventory cycle has probably come to an end as the 
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inventory-to-shipment ratios in Japan, S. Korea, and Taiwan have returned to levels that are more in line with 
precrisis averages. Export growth slowed more markedly in Japan and Asean economies than in China and 
Newly Industrialised Economies (NIEs), adding to concern that the fast currency gains have dampened the 
export sector. 
 
China: Domestic demand continues to call the shots 
 
From 11.9% in 1Q10 and 10.3% in 2Q10, China’s economic growth eased further to 9.6% yoy in 3Q10, a shade 
above consensus estimate of 9.5% yoy. Although the base effect was partly to blame, our calculations show 
that real GDP (adjusted for the number of days in the quarter) dipped by almost 2% qoq vs. a 2% qoq 
expansion in 2Q10 – thanks to brakes applied by the government on lending and investment. Due mainly to the 
base effect, growth in the secondary or industrial sector moderated to 10.1% yoy, the slowest in five quarters 
(11.9% in 2Q10, 11.4% in 3Q09). 
 
Growth in the tertiary or service sector also subsided, to 8.7% yoy, the slowest since 1Q09’s 7.7% (9.0% in 
2Q10, 11.3% in 3Q09). But the primary industry (agriculture and mining) managed to expand 4.6%, the 
strongest this year, despite bad floods and droughts in various parts of the country. 
 
Despite the jump in bank lending in September (leading to a rise in the reserve requirement ratio for big banks 
last week and higher interest rates this week), the overall moderating trend is intact. New bank loans averaged 
Rmb558bn a month in 3Q10 vs. Rmb672bn in 2Q10 and Rmb867bn in 1Q10. And due partly to curbs on 
polluting heavy industries, output from heavy industries and overall industrial output (IPI) slowed down, with the 
IPI expanding just 13.5% yoy in 3Q10 (16.0% in 2Q10, 19.6% in 1Q10). 
 
Obviously, as brakes are still being applied to the economy, private consumption could not escape unscathed. 
Although official nominal retail sales data are not the best proxy for private-sector consumption (since they 
include government spending), they still provide a useful guide to underlying trends. Nominal retail sales rose 
18.4% yoy in 3Q10 vs. 18.5% in 2Q10. Adjusted for inflation, real retail sales eased slightly to 14.9% yoy in 
3Q10 from 15.6% in 2Q. 
 
While 3Q retail sales may be lower than 2Q’s, nominal retail sales did jump in September, with better-than-
expected growth of 18.8% yoy, the strongest since February (festive spending related to Chinese New Year). 
Adjusted for inflation, real retail sales rose to a 3-month high of 15.2%, a reflection of higher wages and a 
stronger currency. 
 
YTD, the Chinese economy has expanded 10.6% yoy vs. 8.1% for the same period in 2009. The 3Q data does 
not suggest any change to a “soft landing” for China. 
 
Equity Market Outlook 
 
QE2 (Quantitative Easing round 2) dominated the headlines, and it is not referring to the Queen of England. 
The Fed's recent statement of additional monetary accommodation until inflation is attained has changed 
market expectations of how much QE rather than when the QE would be implemented. This also means that 
the global recovery will be drawn out and below trend rate, but the positive news is the prospects of double 

 
 
 
We have based this document on information obtained from sources we believe to be reliable, but we do not make any representation or 
warranty nor accept any responsibility or liability as to its accuracy, completeness or correctness. Expressions of opinion contained herein 
are those of CIMB-Principal Asset Management Berhad only and are subject to change without notice. 
 
This document should not be construed as an offer or a solicitation of an offer to purchase or subscribe or sell CIMB-Principal Asset 
Management’s investment products. 

Disclaimer 



 
 

MARKET REVIEW, OUTLOOK & STRATEGY 
(EQUITY) 
 

CIMB-Principal Asset Management Berhad ● +60 (3) 2084 2200 ● research@cimb-principal.com.my 

dipping have receded. These news dominated headlines, crowding out positive data coming out of the US 
economy and dominating portfolio shifts and risk asset allocations. 
 
These moves will add to the wall of worry that governments globally are trying to grip, as the monetary easing 
has added the probability that the greenback will continue to depreciate. Already governments and the recent 
G-20 meetings have voiced concerns and rattled sabres against their appreciating currencies. Brazil had 
implemented controls together Thailand following Indonesia moves a few months back. Singapore widened 
their currency trading band to allow for a faster appreciation against the US Dollar. The global worry is that the 
rapid currency appreciation and volatility will impact economic prospects and recovery which is still rather 
fragile. Japan, for instance, will probably enter into a deflation induced recession following the strength of the 
yen, which has affected economic forecasts. 
 
The irony in this is that the flight from safety has turned economic thinking that a country's currency strength 
reflects the growth prospects upside down. Currency returns in yen assets exceeds 15% year to date! And 
although the Nikkei returns are flat year to date, US investors have made double digit returns mainly from 
currencies. The Japanese efforts in intervening in the currency markets used 20tr yen and just slowed down the 
yen appreciation marginally. 
 
Impacts on markets were predictable. High yield bond and equities posted strong gains, reflecting the US 32bn 
that flowed into emerging markets last week of September. However, government binds in general weakened 
upon longer term prospects of higher inflation eventually. All emerging markets showed positive gains, and 
Chinese markets returned +12% in September, although they are still -22% for the year. 
 
Malaysia will flow along with the liquidity wave riding emerging markets, as macro events will dominate flows 
over stock prospects and valuations. We maintain our asset allocation and beta to continue riding the wave. We 
expect that the local market will set a new high. 
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