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Where is our market heading?

Global Equity Outlook

 Currently, we are observing the worst period of global financial turmoil, as the steps (bailouts
and cuts in borrowing costs) recently taken by the affected economies are substantial to support
further collapse.

 In the US, a Troubled Asset Relief Program (TARP) has been established, created by the $700
billion bailout bill, which gives the Treasury Department authority to acquire bad assets from
banks and other financial institutions. The TARP program will also be used by Treasury when it
puts new equity into banks.

 This proposal is similar to that experienced by Malaysia’s through the setting up of Danaharta
and Danamodal during the Asian Financial Crisis back in 1997 - 1998.

 Then the local interest rates were lowered from as high of 14% to between 3% - 4%. Lately,
there have been a concerted effort by the global central banks, to cut their interest rates, in
further minimizing further potential collapse of the financial markets.

 Inflation fears are also receding as the crude oil price has further corrected to below
USD90/barrel from an average YTD price of USD116/barrel. In particular the fuel cost for
Malaysia will also be lowered as it is marked to market on monthly basis.

 Although there have been lower revisions on the GDP growth of the developed economies for
2009, the consensus is still expecting a positive growth for the Asian economies, albeit at a
slower percentage. When compared to the US and the UK economies for which growths were
slashed to below 2%, the Asian economies are expected to perform above the 3% growth, at
least.

The local equity market moved forward 3Qs before the GDP downturn…
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Local Equity Market Outlook

 We see that the local market’s performance off late is being affected more by “sentiment” rather
than fundamental-driven.

 Local political uncertainties are expected to minimize as the power transition will take place
sooner than expected, ie. in March 2009, compared to June 2010.

 Fundamentally, Malaysian banking sector is in a better position than the Asian Crisis time.
 The local banks will continue to make headway and improve their financial performance, as

reflected by (1) the rise in ROE to 14% - 15% and increase in ROA to 1.1%. Local banks’
average ROE hovered around 9% -11% in 2003-06 before improving to 13.6% in 2007, (2) the
moderate slide in net interest margin despite stiff competition, (3) an improvement in cost-to-
income ratios from 45% in FY08, lifted by the transformation programs of a few local banks, and
(4) an improvement in net NPL ratios and loan loss coverage despite inflationary pressure.
Malaysian banks’ NPL ratio was at 5.4% (CY07) which had improved significantly from 12.3% in
CY03.

 Valuation-wise, the local banks are already trading at single digit PER of 9x for CY2009
compared to the foreign banks, which would incur losses, coming from the huge provisions to
be made on the recent credit crisis.

 As such, we see the market at the current juncture is offering good value and comparatively
cheaper as the ringgit valuation continue to weaken with forward PER of 10x for 2009. At the
same time, in terms of dividend yield, on average the Malaysian market offers above 5% yield.

Equity and Currency

 The inverse relationship between the currency and the market is also pointing towards a
potential rebound in the market especially in Q408. Off late, there has been a significant interest
on the depreciated ringgit which resulted in the local currency recording some buying interest.

Source: Bloomberg



Bond Market Outlook

 In line with last month’s expectations, domestic inflationary pressure is deemed to have peaked
and should have less on impact on the bond market moving forward. Unless prices of crude oil
recover from the current sub-USD 100 levels, the inflation for 2008 should top at 5.7%. We
expect inflation to further ease to 3.5% in 2009 on the back of the higher base effect and lower
domestic demand.

 The US and global economic growth is now in the limelight, which will ultimately affect domestic
growth. Based on latest estimates by RHB Research Institute, Malaysia’s GDP for 2009 may
drop to 3.5%. This may prompt further easing of monetary policy going forward, but we do not
expect a reduction of OPR this year to be among the policies to be adopted.

 The fear of a global financial meltdown had exacerbated over the past month. Despite the
bailout plans by central banks and synchronized interest rate cuts, confidence in the equity
markets is still weak.

 Funds have flowed into safe haven assets, including local sovereign bonds. Yields of the short
end of the sovereign yields curve have improved, resulting in overall bull steepening of the yield
curve. We expect the higher grades of the corporate bonds to follow suit. Demand for lower
grade bonds is expected to remained limited and trading volume thin.

Equity Market Strategy

 Our stocks and sectors selection will continue to focus on those of defensive nature i.e. giving a
respectable dividend yields of more than market rate of 3.5%. In the short term. We continue to
advocate a defensive strategy.

 As the local market is expected to further consolidate, we will take the opportunities to stock
picking on the selected big cap stocks which have seen their prices retreated to such a low
level. We are focusing on those said stocks which are (i) trading at 10x PER and (ii) giving a
yield of 3.5% and above. We will gradually position the portfolios for long term recovery.

Bond Market Strategy

 In views of the improved outlook for the bonds market, we are increasing exposure of bonds for
fixed income portfolios to increase portfolio duration.

 However, we are still relatively cautious of corporate earnings and will emphasize on the
conservative and cashflow driven business models.

 Local banks, telecommunication and the power sector would be among our targets at the
moment.
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