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SINGLE COUNTRIES

MALAYSIA (3.0 Stars — ATTRACTIVE)
·
·
·
·
·
·

Exports rose 3.4% y-o-y in Jun 16, after a -0.9% y-o-y decline in May 16.
Imports sustained its rebound with a 8.3% y-o-y growth in Jun 16, following 3.1% y-o-y increase in May 16
Trade balance rose to RM 5.52 billion in Jun 16, up from an upward revised RM 3.28 billion in May 16
Industrial production accelerated to a 5.3% y-o-y in Jun 16 from an upward revised 2.8% y-o-y growth in May 16
CPI eased to 1.1% in Jul 16, after a 1.6% y-o-y expansion in May 16.
GDP grew 4.0% y-o-y in 2Q 16, which was lower than a prior 4.2% y-o-y increase.

·

MARKET OUTLOOK
As of 29 August 2016, KLCI companies are expected to post EPS of 100.3, 108.3 and 115.0 for 2016, 2017 and 2018 respectively, representing
earnings growth of -1.6%, 7.9% and 6.2% for the three respective years. These translate into PE ratios of 16.8X, 15.5X and 14.6X for the three
years. KLCI saw its 2016 estimated earnings declined by -2.3% in August following a 1.6% upgrade in July. The earnings downgrades were broad
based, with the defensive sectors like Healthcare (4.9%) and Utilities (1.7%) being the only exceptions. Among all sectors, the earnings downgrades
were especially pronounced for the Consumer Staples sector, with analysts slashing 2016 earnings by as much as -7.1% following disappointing
quarterly earnings results by the companies in 2Q 16. On the other hand, the Energy sector also saw 2016 estimated earnings down by -5.2% due
to the continuous negative outlook for the oil service companies.
Without much surprise, Malaysia’s real GDP continued to ease from 4.2% year-on-year in 1Q 16 to 4.0% year-on-year in 2Q 16, citing a decline in
net exports and drawdown in stocks. This marked the fifth consecutive quarter of slower growth since 2Q 15. While domestic demand has held up
relatively well over the quarter, it is uncertain that improvement could be sustained given that the poor government finances so far. Federal
government has recorded a lower revenue of -9.8% year-on-year while expenditure continued to grow 5.5% year-on-year in 1H 16. This has resulted
in an overall fiscal deficit of RM -32.7 billion, not far away from the budgeted headroom of RM -38.5 billion. Should revenue fails to improve
meaningfully in 2H 16, the government will need to spend more cautiously moving forward in order to achieve its fiscal deficit target of 3.1% of the
GDP or could risk a sovereign credit rating downgrade. This does not bode well with the economy when much were needed to pump prime the
slowing economy. We view a constrained spending by the government as a downside risk to GDP growth moving forward. In view of that, we expect
the BNM to shift toward an easing bias moving forward as concerns over inflationary pressures have started to ease while downside risks to growth
become more evident.
The KLCI has risen another 0.8% over the month following a 0.9% gain in July. A combination of a higher index level and a lower earnings has
resulted in an increase in the estimated PE ratio of the index for 2016 over the month. The estimated PE ratio of the KLCI Index is trading at 16.8X
estimated PE ratio for 2016, which was higher than our fair PE of 16.0X. Earnings downgrades for the KLCI Index in 2016 should continue but at a
less severe pace as we seen in 2015 on our observation that earnings growth estimates are generally more reasonable now after six consecutive
quarters of negative earnings surprises. With just 4 months down the road before 2016 coming to an end, it is likely for the earnings to remain in
the contractionary territory this year. While the potential upsides for investing in Malaysia are expected to be less attractive than before, the market
is still offering a rather reasonable return for an investment horizon over the next 3 years on a relative basis. As such, we maintained the star ratings
for Malaysia at 3.0 stars “Attractive”.
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