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SINGLE COUNTRIES

MALAYSIA (3.0 STARS — ATTRACTIVE)









Exports improved to 7.8% y-o-y in Nov, after a -8.6% y-o-y decline in Oct
Imports increased 11.2% y-o-y in Nov, reversing from a -6.6% y-o-y decline in Oct
Trade balance fell to RM 9.03b in Nov from RM 9.76b in Oct
Industrial production growth accelerated to 6.2% y-o-y in Nov from 4.2% y-o-y in Oct
Manufacturing Sales rose 8.2% y-o-y in Nov
CPI remained unchanged at 1.8% in Dec 2016, OPR stayed at 3%
Nikkei Malaysia PMI remained unchanged at the reading of 47.1 in Nov
Money supply (M3) grew 2.9% y-o-y, following a 3.2% y-o-y increase in Oct

MARKET
OUTLOOK

As at 24 January 2017, KLCI companies are expected to post EPS of 105.72 and 113.23 for 2017 and 2018 respectively, representing earnings
growth of 5.5% and 7.1% for the two respective years. These translated into PE ratios of 15.9X and 14.8X for 2017 and 2018 respectively. As a
whole, KLCI index saw minor downgrades of -0.1% on its 2017 earnings estimates over the month, led by heavily-weighted sectors such as
Financials, Utilities and Telecommunication. In particular, the Telecommunication sector saw the steepest earnings downgrades among all,
recording a -0.5% downward revision in earnings over the month. This was probably due to the poor quarterly result from one of the constituents,
Digi Bhd, which recorded a fall in 2016 latest quarter net profit (2% y-o-y, -15% q-o-q) on the back of an unexpected tax charge of RM 35 million.
On the contrary, the Materials sector recorded the highest upward earnings revision of 1.8%, probably due to a renewed optimism on the sector a
result of oil price surge after OPEC’s agreement on production cuts.
Malaysia’s economic data for November were mostly positive with improving exports, faster than expected growth in industrial production and
stronger manufacturing sales. All these point to an expectation that economic growth for the fourth quarter to sustain at a level above 4% mark.
Meanwhile, Malaysia's consumer price index rose 1.8% y-o-y in December, which came in lower than the consensus estimates for a 1.9% increase
but remained unchanged from the preceding month. On a full year basis, CPI registered a rise of 2.1% y-o-y as compared to the same period last
year, which fell within the Bank Negara Malaysia (BNM) projected range of 2.0%-2.5%. With improving economic conditions and a rather stable
inflation, there was little surprise that BNM keeping OPR rate unchanged at 3% in the latest monetary policy committee meeting. While our base
case is that BNM will keep interest rate unchanged this year, we do not rule out the possibility of a rate cut as the outlook remains uncertain given
the external situation.
The KLCI index surged 2.76% in January 2017. As a result, the estimated PE ratio for 2017 has increased slightly over the month along
with a rise in the index level. Currently, the KLCI index is trading at 15.9X estimated PE ratio for 2017 which is slightly lower than our fair PE of
16.0x. With valuations close to its fair, we see Malaysia equity market to deliver a rather modest return, mainly driven by a turnaround in corporate
earnings as economic conditions improve. As such, we maintained the star ratings for Malaysia at 3.0 stars “Attractive”.
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