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Regional Strategy – Malaysia 

Market Weight for now; Overweight if BN strong mandate 
By Research Team, 30 May 2012                                
KLCI: 1565.32 (2.3% ytd) 
MSCI Malaysia: 561.42 (1.1% ytd) 
 

Phillip Securities Research Pte Ltd 
2011     Real GDP / Inflation: 5.1% /4.0% 
2012(f)  Real GDP / Inflation: 4.0% / 2.7% 

 
 
Malaysia continued to register modest economic growth 
in 1Q12 on the back of resilient domestic demand. 
However, sluggish external demand amid global macro 
uncertainties are threatening to weigh on exports. 
Nonetheless, we opine that firm domestic demand (i.e. 
healthy private consumption on the back of wage hikes 
and increased private and government spending under 
the ETP & GTP) should partly offset sluggish external 
demand (particularly from the EU) and continue to lend 
support to growth. 
 
There are both upside (domestically driven) and 
downside risks (commodity downtrend on weak global 
economy) to inflation in Malaysia, as such the outlook 
for inflation is more likely neutral. But in view of 
uncertainties regarding the election outcome, we are of 
the view that BNM will continue to stand pat until post 
election, barring any escalation or materialising of 
inflation or growth risks. 
 
For the whole of 2012, we are expecting economic 
growth of around 4.0% and inflation to come in at 2.7%. 
 
Our outlook for the KLCI is Marketweight, as although 
we like the domestic demand story, valuations are non-
compelling in a context where political risk is 
considerable: judging from the strong Bersih 3.0 
turnout, a not-strong mandate for the incumbent 
Barisan Nasional cannot be ruled out, in which case the 
Economic Transformation Program and Government 
Transformation Program, which are big pillars of the 
domestic demand story, may have headwinds. 
Conversely, a strong mandate for BN may cause us to 
re-visit with an Overweight. 
 
- UT investors please contact your FA for Portfolio 

matters. 
- PhillipETF recommends “FTSE Bursa Malaysia KLCI 

ETF” as a proxy to the KLCI. (Trades on Bursa) 
- PhillipCFD has the FBM KLCI MYR10 CFD long/short. 
- Featured companies are: YTL Corp and Axiata.   
 
 
GROWTH OUTLOOK: 
 
 Resilient domestic demand continued to lend 

support to growth. In 1Q12, Malaysia’s economy 
continued to expand by 4.7% y-y, following growth of 
5.2% in the preceding quarter (Fig 1). Growth was 
largely driven by domestic demand which expanded by 
9.6%, after registering healthy growth of 10.4% in the 
preceding quarter. Specifically, private consumption 
continued to maintain a strong pace of growth (1Q12: 
7.4%, 4Q11:7.3%) on the back of stable labour 

conditions (low unemployment rate of 3.0% in 1Q12) as 
well as continued wage growth. Gross fixed capital 
formation also expanded at a robust pace of 16.1%, 
faster than growth of 8.4% in the preceding quarter. The 
acceleration in investment was largely due to increases 
in both public spending as well as private investments 
(particularly in the oil and gas sector). 

 
Fig 1 The Malaysia economy continued to register modest growth in 
1Q12 

 
Source: CEIC, PSR est. 
 
 However, exports slumped. Sluggish external demand 

amid global macro uncertainties are threatening to 
weigh on exports. Exports continued to moderate from 
9.8% in 4Q11 to 4.9% in 1Q12, owing to weaker 
demand from the EU (Fig 2). 

 
Fig 2. While demand from the EU remain sluggish, healthy demand 
from within the region (i.e. SEA) continue to lend support to export 
growth. 

 
Source: CEIC, PSR est. 
 
 Nonetheless, healthy domestic demand should partly 

offset sluggish external demand (particularly from the 
EU) and continue to lend support to growth. Thus, the 
policy initiatives to support domestic demand cannot be 
underestimated for an economy that has exports 
estimated at 100% of GDP. Specifically, (i) the 
implementation of minimum wage (likely to benefit the 
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rural workers rather than the urban workers), (ii) 
increase in wages of civil service workers will lend 
support to private consumption, and (iii) Gross fixed 
capital formation should receive a boost from increased 
private and government investments under the 
Economic and Government Transformation 
Programmes (ETP, GTP). For the whole of 2012, we 
are forecasting growth of around 4.0%, down from 
5.1% in the preceding year on account of fragile 
external demand. 

 
 Downside risks to growth are: (i) domestic political 

uncertainties i.e. Barisan Nasional (BN) failing to retain a 
simple majority, which we shall elaborate on later; (ii) 
slowing global economy and possible escalation of the 
EU sovereign debt crisis (see Global Macro & Markets 
12th Apr); (iii) high energy prices arising from geopolitical 
tensions in the Middle East materialise. 

 
INFLATION & POLICY: 
 
 Inflation continued to remain benign in Malaysia. 

Headline inflation continued to moderate to 2.0% y-y, 
3mma in April, down from 2.3% in March, owing to 
softer food and fuel prices. Year to date, inflation has 
averaged around 2.2% for the first 4 months of 2012 
(Fig 3). We are expecting full-year inflation to come in at 
2.7% this year, lower than the 3.2% increase in the 
previous year. 

 
Fig 3. Inflation has been decelerating. 

 
Source: CEIC, PSR est. 
 
 There are both upside and downside risks to the 

inflation outlook. The upside risks are domestically 
driven, while the downside risk is chiefly the global 
economy. 

 
 On upside risks, firstly it is likely that subsidies for food 

(eg. flour, sugar, cooking oil) and fuel (diesel, petrol) -
major drivers of headline inflation – will get scaled back 
after the 13th General Elections. If the subsidies 
withdrawal comes in sharper-than-expected, our 
inflation forecast might be exceeded. Secondly, 
minimum wage hikes. In May, PM Najib introduced the 
minimum wage of RM900 for Peninsular Malaysia and 

RM800 for those in Sarawak, Sabah and Labuan. Most 
firms will have to start paying the minimum wage in six 
months, while small companies with have a year to 
comply. As the wage hike is not premised on higher 
productivity, the upside risk to inflation is that the 
increase in money could outpace the growth in 
output, firms which are able will likely decide to 
pass on the costs to consumers. 

 
 The downside risk to inflation is that the global economy 

is weakening. Both the US and China are slowing while 
the Eurozone remains mired in recession for all intents 
and purposes (see Morning Commentaries and Global 
Macro & Markets 12th Apr). As such it is likely that 
commodities have entered a bear market (Fig.4). 

 
Fig 4. Global commodity prices have eased. 

 

 
Source: Bloomberg, PSR est. 
 
 At the May 2012 Monetary Policy Committee meeting, 

Bank Negara Malaysia (BNM) continued to hold the 
Overnight Policy Rate (OPR) at 3.00% for the seventh 
consecutive meeting since May 2011. In its Monetary 
Policy Statement, BNM are of the view that (i) downside 
risks to growth have increased, particularly from 
uncertainties over the EU sovereign debt crisis but (ii) 
domestic demand is expected to continue to lend 
support to growth; (iii) upside inflationary risks - arising 
from a potential global energy supply disruption - persist. 

 
 Looking ahead, we nonetheless note that as global 

commodity prices have been easing, this could mitigate 
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the wage hike and possible subsidy withdrawal effect 
(post elections). In view of this, inflation may very well 
remain benign. Given slowing global growth, we might 
have been tempted to forecast a rate cut to mitigate the 
growth downside given the benign inflation context. 
However, in view of the impending elections, we 
maintain our view that BNM will continue to stand 
pat till after, and re-assess it’s policy rate position 
post-elections (barring any extreme event in the 
global macro environment). 

 
 We opine that if the Najib administration (Barisan 

Nasional, or BN) does not gain a simple majority or does 
not win with a strong mandate in the upcoming elections, 
the acceleration in investments as well as domestic 
growth drivers - largely premised on the execution of 
ETP initiatives - will lose steam. In such an event, BNM 
might consider cutting rates to boost growth and they 
would have room to do so, especially if inflation 
continues to remain benign. This would normally 
translate to possible upside for the KLCI, but a 
weakened domestic demand story, unable to offset a 
weakening global economy, may not result in much 
upside to the KLCI. Positive for the KLCI would 
therefore actually be a mandate for BN to continue its 
ETP while inflation remains benign. Any cuts in that 
scenario would be merely an extra plus 

 
EQUITIES: 
 
 Market Strategy. Compared to MSCI Far East ex Japan, 

market valuations for Malaysia is not cheap, as 
investors have paid more for a domestically driven 
economy as compared to other more export dependent 
countries in Asia. Specifically, MSCI Malaysia is trading 
at a around 38% premium valuation against the MSCI 
Far East ex Japan (Fig 5). While  KLCI 2012f P/E 
(14.6x), T4Q P/E (15.0x) and F4Q P/E (14.4x) is slightly 
lower than the five-year average of around 16x, we will 
like to caution that market valuations may not have 
priced in possible downside risks from the 
upcoming elections. 

 
Fig 5. Malaysia is not cheap compared with the region ex Japan and 
we are wary that downside risks from the upcoming 13th general 
elections. 

 

 
Source: Bloomberg, PSR est. 
 
 As we said, a BN victory would provide a boost to 

ETP/GTP initiatives. If the Najib administration wins a 
strong mandate, it will signal a more stable political 
climate and help in the acceleration of investments. It 
would allow the Najib administration to push through its 
various initiatives with greater ease. In an economic 
climate of slowing global growth, it is crucial that 
the domestic demand story continue for the KLCI to 
exhibit relative resilience. In the absence of such a 
growth story, it is unlikely even a rate cut cycle 
would help. 

 
 By contrast, if BN fails to retain a simple majority in 

parliament, uncertainties over the political situation as 
well as the ETP initiatives will ensue, weighing on 
market sentiment. Though the odds of such a scenario 
are low at this juncture, and BN is likely retain a simple 
parliamentary majority. We expect elections to be held 
in 2H12, as although the election deadline is Apr 2013, 
we are of the view that early elections will be held to 
build on the feel good sentiment arising from various 
‘populist’ moves such as the introduction of miniumum 
wage, civil service salary increases as well as the 
abolition of the Internal Security Act. However, the mere 
size of the turnout of the Bersih 3.0 rally - estimated to 
be around 250,000 participants (5 times that of the 
turnout of Bersih 2.0 rally) - spells discontent and might 
weigh on BN’s odds of registering better performance in 
the upcoming 13th GE as compared to the 12th GE. 

 
 In view of uncertainties regarding the election 

outcome, plus non-compelling valuations, we are of 
the view that the KLCI should be Marketweight for 
now, though we like the domestically driven economy 
story. A strong mandate for BN would make us re-visit 
our call to a possible Overweight as that would spur the 
domestic demand story, which would be a counter to 
what would likely be a weak global demand context.  

 
 Unit Trust investors contact your FA on portfolio 

matters. 
 
 PhillipETF department recommends “FTSE Bursa 

Malaysia KLCI ETF” as a proxy to the KLCI. Bursa 
Stock Code: [FBMKLCI-EA]. POEMS Stock Code: 
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[FBM.MY]. (See risks for ETFs: www.phillipetf.com > 
ETF education > Risks for ETFs). 

 
 PhillipCFD has the FBM KLCI MYR10 CFD for 

long/short the KLCI. For levered short term trades, 
technical analysis is advised for entries and exits. 

 
 Featured M’sian companies are utility-contruction-

real estate conglomerate YTL Corp Berhad, and 
regional telco Axiata: 

 
YTL Corp: 

 
- RM 1.78, Market Cap RM 17,452mn 
 
- Valuation: T4Q p/e 13.8x, Fwd 4Q p/e 13.2x is 

based on EPS growth of +7%y-y (Fig.6). 
 
Fig 6. YTL  

Source: Bloomberg
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Source: Bloomberg, PSR est. 
 

- While the consensus projected EPS growth for YTL 
Corp is conservative, YTL is a Utility and 
Infrastructure conglomerate behemoth with 
defensive and diversified earnings, with 65.3% of 
Profit Before Tax (PBT) in defensive sectors Utility 
Assets (61.9%) and Utility & Rail Management 
(3.4%), and the remaining 34.7% of PBT in cyclical 
sectors Cement Production (20.5%), Property 
Investment (9.1%), Construction (4.2%), Hotel 
Assets (0.6%) and e-Commerce (0.2%). 

 
YTL Corp's Profit Before Tax (MYR m)
Source: Company 9MFY11 9MFY12 %9m Chg % PBT

Utility Assets 1,112.6        1,136.0        2.1% 61.9%
Cement Production 334.7          376.5          12.5% 20.5%
Property Invmt & Devt 166.7          167.1          0.2% 9.1%
Construction 39.1            76.8            96.4% 4.2%
Utility & Rail Mgt Svc 65.7            63.1            -4.0% 3.4%
Hotel Assets 11.8            11.7            -0.8% 0.6%
e-Commerce 0.8              2.8              250.0% 0.2%

Total: 1,731          1,834          5.9%  
 

- Utility assets are geographically diversified with 
100% stake in 1212MW of gas fired plants in 
Malaysia, 35% stake in 1220MW coal fired plants in 
East Java Indonesia, 100% stake in 3200MW in 
Power Seraya Singapore, 33.5% power 

transmission stake for the South Australia, 100% 
stake in Wessex Water in the UK. 

 
- YTL Corp also owns 50% of the company that 

operates and manages the high-speed rail between 
KL International Airport and KL Sentral, the main 
mode of transport between the airport and city. Built 
at MYR 35mil/km it boasts to be the most cost-
effective high speed rail ever built, a credential 
which touts it as a leading contender to win the 
much anticipate KL-Singapore high speed rail line. A 
win would be a major positive catalyst. 

 
- Cement production (YTL Cement Berhad), 

construction, and property development are direct 
proxies to the ASEAN infrastructure theme. This 
sector is a key beneficiary of the Economic 
Transformation Program, especially the YTL 
Cement which has seen earnings compound at 21% 
a year for the past 4 years. YTL Corp at the end of 
1q12 privatised the rest of YTL Cement it did not 
own (52.6%) thru a share swap of YTL Corp shares 
for YTL Cement shares, thus paving the way for 
cement production earnings to be fully consolidated 
into YTL Corp, EPS could be boosted by up to 6%, 
making the current consensus of 7% growth look a 
little pessimistic. 

 
AXIATA:  
 
- RM 5.31, Market Cap RM 45,003 mn 
 
- Valuation: At this juncture, trailing 4Q P/E is higher 

than forward 4Q P/E, suggesting there might be 
some possible upside in earnings in the months 
ahead (Fig 7). 

 
Fig 7. Some possible  upside in earnings going forward 

 
  
- Despite the challenging macroeconomic backdrop 

as well as stronger Ringgit, Axiata reported a 
healthy set of earnings in its 1QFY12 results. 
Specifically, revenue (in RM mn) grew by 8.0% y-y 
and net profit rose by 3.1% y-y. In fact, Axiata looks 
on track to surpass its KPI of 5.3% revenue growth. 

 

http://www.phillipetf.com/
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- However, downside risks persist: (i) translation loss 
(in terms of profit contribution at the group level) due 
to the strengthening of the Ringgit against most 
regional currencies as well as (ii) increased 
regulatory risks in India and Bangladesh. 

 
- First, a stronger Ringgit is likely to result in 

translation loss in terms of subsidiaries’ profit 
contribution at the group level. Apart from Celcom 
Malaysia which contribute about 45% of the revenue 
in 2011, Axiata also derive a significant share of its 
revenue from markets such as XL-Indonesia (38%), 
as well as Dialog -Sri Lanka and Robi- Bangladesh 
(each around 8%). In recent quarters, the currencies 
of its major overseas subsidiaries have slid 
significantly against the Ringgit (Fig 8). Already, 
fluctuation in exchange rates has negatively 
impacted 1QFY12 revenue growth by 2.4pp.  

 
Fig 8. Ytd, the currencies of its major overseas subsidiaries have 
depreciated significantly against the Ringgit. 

 
Source: Bloomberg, PSR est. 

 
- Second, regulatory risks facing subsidiaries Idea 

(India) and Robi (Bangladesh). Specifically, 
regulatory uncertainties in these markets are not 
conducive for M&A activities. 

 
- Nonetheless, we like Axiata on account of two 

factors (i) telco as a defensive stock is worth 
having in view of possible bearish sentiment 
shrouding the upcoming general elections, 
sluggish global economy and (ii) based on F4Q 
P/E, it is more attractively priced compared to its 
peers (Fig 9). 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

Fig 9. Based on F4Q P/E, Axiata is more attractively priced compared 
to its peers. 

 
Source: Bloomberg, PSR est. 
 

- For the FY12, net income outlook stands at 2720 
RM mn, dividend yield at 3.8% while EPS forecast is 
0.32 RM. 
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Important Information 
 
This publication is prepared by Phillip Securities Research Pte Ltd., 250 North Bridge Road, #06-00, Raffles City 
Tower, Singapore 179101 (Registration Number: 198803136N), which is regulated by the Monetary Authority of 
Singapore (“Phillip Securities Research”). By receiving or reading this publication, you agree to be bound by the terms 
and limitations set out below. 
 
This publication has been provided to you for personal use only and shall not be reproduced, distributed or published 
by you in whole or in part, for any purpose. If you have received this document by mistake, please delete or destroy it, 
and notify the sender immediately.  Phillip Securities Research shall not be liable for any direct or consequential loss 
arising from any use of material contained in this publication. 
 
The information contained in this publication has been obtained from public sources, which Phillip Securities Research 
has no reason to believe are unreliable and any analysis, forecasts, projections, expectations and opinions 
(collectively, the “Research”) contained in this publication are based on such information and are expressions of belief 
of the individual author or the indicated source (as applicable) only. Phillip Securities Research has not verified this 
information and no representation or warranty, express or implied, is made that such information or Research is 
accurate, complete, appropriate or verified or should be relied upon as such. Any such information or Research 
contained in this publication is subject to change, and Phillip Securities Research shall not have any responsibility to 
maintain or update the information or Research made available or to supply any corrections, updates or releases in 
connection therewith. In no event will Phillip Securities Research or persons associated with or connected to Phillip 
Securities Research, including but not limited its officers, directors, employees or persons involved in the preparation 
or issuance of this report, (i) be liable in any manner whatsoever for any consequences (including but not limited to 
any special, direct, indirect, incidental or consequential losses, loss of profits and damages) of any reliance or usage 
of this publication or (ii) accept any legal responsibility from any person who receives this publication, even if it has 
been advised of the possibility of such damages.  You must make the final investment decision and accept all 
responsibility for your investment decision, including, but not limited to your reliance on the information, data and/or 
other materials presented in this publication. 
 
Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date 
indicated and are subject to change at any time without prior notice.  
 
Past performance of any product referred to in this publication is not indicative of future results. 
 
This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice.  This 
publication should not be relied upon exclusively or as authoritative, without further being subject to the recipient’s own 
independent verification and exercise of judgment. The fact that this publication has been made available constitutes 
neither a recommendation to enter into a particular transaction, nor a representation that any product described in this 
material is suitable or appropriate for the recipient. Recipients should be aware that many of the products, which may 
be described in this publication involve significant risks and may not be suitable for all investors, and that any decision 
to enter into transactions involving such products should not be made, unless all such risks are understood and an 
independent determination has been made that such transactions would be appropriate. Any discussion of the risks 
contained herein with respect to any product should not be considered to be a disclosure of all risks or a complete 
discussion of such risks.  
 
Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any 
decision to purchase any product mentioned in this research should take into account existing public information, 
including any registered prospectus in respect of such product. 
 
Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not 
limited to its officers, directors, employees or persons involved in the preparation or issuance of this report, may 
provide an array of financial services to a large number of corporations in Singapore and worldwide, including but not 
limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting 
activities), brokerage or securities trading activities. Phillip Securities Research, or persons associated with or 
connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons 
involved in the preparation or issuance of this report, may have participated in or invested in transactions with the 
issuer(s) of the securities mentioned in this publication, and may have performed services for or solicited business 
from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to Phillip 
Securities Research, including but not limited to its officers, directors, employees or persons involved in the 
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preparation or issuance of this report, may have provided advice or investment services to such companies and 
investments or related investments, as may be mentioned in this publication. 
 
Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not 
limited to its officers, directors, employees or persons involved in the preparation or issuance of this report may, from 
time to time maintain a long or short position in securities referred to herein, or in related futures or options, purchase 
or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other 
compensation in respect of the foregoing.  Investments will be denominated in various currencies including US dollars 
and Euro and thus will be subject to any fluctuation in exchange rates between US dollars and Euro or foreign 
currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price 
or income return of the investment. 
 
To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip 
Securities Research, including but not limited to its officers, directors, employees or persons involved in the 
preparation or issuance of this report, may at any time engage in any of the above activities as set out above or 
otherwise hold a interest, whether material or not, in respect of companies and investments or related investments, 
which may be mentioned in this publication. Accordingly, information may be available to Phillip Securities Research, 
or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, 
directors, employees or persons involved in the preparation or issuance of this report, which is not reflected in this 
material, and Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, 
including but not limited to its officers, directors, employees or persons involved in the preparation or issuance of this 
report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately following 
its publication. Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, 
including but not limited its officers, directors, employees or persons involved in the preparation or issuance of this 
report, may have issued other material that is inconsistent with, or reach different conclusions from, the contents of 
this material. 
 
The information, tools and material presented herein are not directed, intended for distribution to or use by, any person 
or entity in any jurisdiction or country where such distribution, publication, availability or use would be contrary to the 
applicable law or regulation or which would subject Phillip Securities Research to any registration or licensing or other 
requirement, or penalty for contravention of such requirements within such jurisdiction.  
 
Section 27 of the Financial Advisers Act (Cap. 110) of Singapore and the MAS Notice on Recommendations on 
Investment Products (FAA-N01) do not apply in respect of this publication.  
 
This material is intended for general circulation only and does not take into account the specific investment objectives, 
financial situation or particular needs of any particular person. The products mentioned in this material may not be 
suitable for all investors and a person receiving or reading this material should seek advice from a professional and 
financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such 
products, taking into account the specific investment objectives, financial situation or particular needs of that person, 
before making a commitment to invest in any of such products. 
 
Please contact Phillip Securities Research at [65 65311240] in respect of any matters arising from, or in connection 
with, this document. 
 
This report is only for the purpose of distribution in Singapore. 
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141 W Jackson Blvd Ste 3050 

The Chicago Board of Trade Building 
Chicago, IL 60604 USA 

Tel +1.312.356.9000 
Fax +1.312.356.9005 

 
AUSTRALIA 

PhillipCapital Australia 
Level 37, 530 Collins Street, 

Melbourne, Victoria 3000, Australia 
Tel (613) 96298380 
Fax (613) 96148309 

Website: www.phillipcapital.com.au 
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