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Key points
• Stocks are fairly valued and we 

expect a modest improvement in 
earnings growth

• Dividend payouts from Malaysian 
companies are attractive relative to 
(the rest of) the region

• Companies we invest in are doing the 
right things and have been prudent in 
managing their balance sheets

• Our highly experienced and stable 
team has been investing in Malaysia 
since 1997

• We run a high conviction portfolio of 
20 stocks that we know intimately

How has the stockmarket fared?
After a strong performance in 2013, the 
FTSE Bursa Malaysia EMAS Shariah index 
has corrected 1.24% so far this year (as at 
20 March 2014). As with the rest of the 
region, Malaysian equities faced headwinds 
from concerns over Fed tapering and 
slowing Chinese growth at the start of 
the year. They clawed back losses those 
falls after better economic data and an 
improvement in investor sentiment. More 
signifi cantly, local institutional buyers have 
returned in place of foreigners who have 
been selling since June last year. 

Are valuations still appealing?
Stocks are trading close to their fi ve-year 
historical average, at an estimated 17.6 
times for FY2014.  Dividend yields are 
a decent 2.8%. Dividend payouts from 
Malaysian companies are favourable 
compared to other Asean countries, 
with nearly half of all profi ts paid out to 
shareholders.   

What about the earnings outlook?
We expect a modest improvement 
in earnings growth, in the high single 
digits. Corporate activity across Asia has 
admittedly slowed, but there is nothing to 
worry about. Companies we invest in are 
in a very strong position, with an aggregate 
debt-to-equity level in the mid-teens. 
They are doing the right things in a diffi cult 
environment and have been prudent in 
managing their balance sheets.   

Is the economy on the right track?
Yes. The government has taken an 
important step towards fi scal consolidation 
by trimming fuel subsidies, hiking electricity 
tariffs, and increasing tax revenues. 
Furthermore, a recovery in global demand 
will aid the country’s manufacturing sector, 
which accounts for over two-thirds of total 
exports. However, growth could be capped 
by weaker consumer spending, amid price 
increases and higher household borrowings. 
The government remains fi rmly in power, 
which ensures policy continuity, although 
support levels have fallen even since the 
last general election. Furthermore, the 
country’s robust reserves (amounting to 
US$135 billion as at 15 January 2014) and 
current account surplus should provide a 
buffer against external headwinds. 
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we meet the management. Unlike many 
fund managers we’re long term in our focus. 
That means we go back and visit companies 
again and again. The benefi t of this is to 
isolate only the well-managed companies 
that have attractive long-term prospects 
and which represent good value. It’s 
important for us to focus on price as well 
as quality – there’s no point in overpaying 
however attractive a company might be. 

Where do you see investment 
opportunities at present? 
We like the domestic consumption 
theme, broadly interpreted, because of 
improving demand we are likely to see 
from demographic shifts, rising real wealth 
and urbanisation. This means our portfolio 
has a bias to long-term opportunities 
in household goods, fi nancials, cement 

Foreign direct investment has been 
strong, too?
Yes. Malaysia has one of the highest 
levels of FDI fl ows in the region, at around 
3.7% of total GDP. This infl ux of ‘sticky 
money’ refl ects external confi dence in the 
country’s long term growth prospects, as 
investments are made into sectors such as 
manufacturing, services and mining.    

How will this period of fi scal 
consolidation affect domestic 
companies?
Sentiment will weaken in the near term, 
as consumers feel the pinch from higher 
living costs and businesses, particularly 
consumer-related companies, adjust to 
rising costs and compressed margins. We 
are confi dent however, that stocks we own 
will hold up well, given their established 
business franchise, track record and solid 
balance sheets.  

What experience do you have in 
Malaysia?
We have considerable expertise in this 
market, having managed a dedicated 
Malaysian portfolio since 1997. Alongside 
conventional pooled and segregated 
funds, we also manage Shariah-compliant 
investments for our clients under Aberdeen 
Islamic Asset Management Sdn Bhd 
(AIAMSB). Our independent Shariah adviser 
is IBFIM, an industry owned entity. We 
manage a concentrated portfolio of around 
20 stocks, all of which we know intimately. 
In 2013, we made over 180 company visits.   

How important is your active stock 
picking approach?
Stock selection is what sets us apart. We 
do our own company research and if a 
stock fails our screens we won’t own it. 
Furthermore, no company is bought before 

Chart 1: Corporates are in good shape
Stable ROE amid falling debt levels

Source: Bloomberg, 7 February 2014

Chart 2: Local institutional investors return

Source: CLSA Asia-Pacifi c Markets, March 2014
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companies and certain utilities. These 
types of companies tend to be easier to 
understand than more cyclical industrials, 
for example. 

Tell us more about your exposure to 
the consumer sector. 
We interpret the sector broadly to include 
fi nancials, property, power, telecoms 
etc – all of which stand to benefi t from 
rising wealth creation. As for conventional 
consumer stocks, we like those that have 
brand and distribution strength, often 
in the form of local networks that limit 
competition. Such businesses may be 
family-owned, conservative in approach 
and have low borrowing levels. This often 
translates to a net cash position and solid 
returns on equity and assets.

Can you give some stock examples?
One pick would be retailer Aeon Co, which 
offers access to the nation’s growth in 
consumption. It has solid fundamentals 
plus it is in the position to realise additional 
value through asset disposals, as it owns 
the land and buildings in which it operates. 
Another example would be Lafarge 
Malaysia, the country’s largest cement 
maker. Not only does it have the fi rm 
backing of its parent, Lafarge S.A., it has a 
solid management team too. The business 
is cash generative and has been paying a 
good yield of around 6% to shareholders. 
Last but not least would be another 
household name, Nestle Malaysia. The 
food and beverage giant generates robust 
operating cash fl ows and has a strong focus 
on cost management, which translates to a 
high return-on-equity (ROE) ratio of 50%.     

Chart 4: Malaysia stands out for dividends
Dividend payouts (% of net profi ts)

Source: CLSA Asia Pacifi c Markets, Datastream, March 2014

Chart 3: FDI ranks high within Asia
FDI infl ows (% of GDP)

Source: The World Bank, CEIC, CLSA Asia-Pacifi c Markets, March 2014

What do you see as your key 
competitive advantage?
I see our track record of investing in 
Malaysian equities for over 16 years as 
an important competitive advantage. As 
in many of the larger emerging market 
countries, it takes time to develop a 
deep understanding of where the best 
investment opportunities are. It also takes 
a stock-picking approach to make effective 
use of that knowledge. Our investment 
process is thus our second competitive 
advantage. Finally, it needs a stable 
investment team who have worked closely 
together over many years to exploit fully 
the opportunities as and when they arise. 
The investment team in Kuala Lumpur is 
fully integrated with our broader Asian 
equities team. When taken together, we 
believe these factors give us the potential 
to deliver attractive returns to our investors. 
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Disclaimer

Investors should read and understand the Prospectus dated 17 January 2014 and Supplementary Prospectus(es) (if any) (together the 
“Prospectus”) as well as the Product Highlights Sheet which can be obtained at our office or from any of our approved distributors, or 
seek relevant professional investment advice, before making any investment decision. A copy of the Prospectus has been registered with 
the Securities Commission of Malaysia. Investors should consider the fees and charges involved before investing. Investments in the unit 
trusts are not deposits in, obligations of, or guaranteed or insured by Aberdeen Islamic Asset Management  Sdn. Bhd. (the “Manager”), 
and are subject to investment risks, including the possible loss of the principal amount invested. Unit values and income therefrom may 
fall or rise. Past performance is not indicative of future performance. Units will only be issued on receipt of the application form referred 
to in and accompanying the Prospectus, subject to the terms and conditions therein. Investors are advised to read and understand the 
contents of the unit trust loan financing risk statement before deciding to borrow/seek financing facility to purchase units.

The information herein shall not be disclosed, used or disseminated, in whole or part, and shall not be reproduced, copied or made 
available to others. The Manager reserves the right to make changes and corrections to the information, including any opinions or 
forecasts expressed herein at any time, without notice.

Aberdeen Islamic Asset Management Sdn. Bhd. (827342-W)


