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ive hurdles Bursa Malaysia
as to overcome this year

FBM KLCI has limited room for upside, especially with lack of strong growth catalysts — market observers

BY JUSTIN LIM & SAMANTHA HO

KUALA LUMPUR: As corporate
earnings failed to meet expecta-

Gainers and losers of 1Q19
Over RM10 billion market capitalisation

a in the fir £2019 TOTAL TOTAL
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Here are five hurdles that may
continue to weigh on the KLCI:  RM1 hillion to RM10 billion market capitalisation
1. Sluggish domestic TOTAL TOTAL
corporate earnings growth TOP GAINERS MARKET CAP LAST P/E  RETURN TOP LOSERS MARKETCAP  LAST P/E  RETURN
Malacca Securities Sdn Bhd sen- : : (RMBIL)  PRICE YTD . . (RMBIL)  PRICE YTD
jor analyst Kenneth Leong said 1 Dayang Enterprise Holdings Bhd 131 136 806 15185 1 MSM Malaysia Holdings Bhd 120 171 3353 -34.23
the main reason the benchmark 2 __ Velesto Energy Bhd 251 031 - 69.44 2 Unisem (M) Bhd 192 264 1979 -19.51
index’s performance has been 3 FGV Holdings Bhd 434 119 - 66.43 3 Eastern & Oriental Bhd 130 091 2054 -18.75
lacklustre and lagging behind 4 Frontken Corp Bhd 115 110 2289 5732 4 Kossan Rubber Industries Bhd 459 359 2253 -16.63
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historical five-year average of 9 Can-One Bhd 570.69 2.97 1225 50.00 9 NTPM Holdings Bhd 539.06 048 3716  -4.95
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“Should earnings growth con-
tinue to disappoint, the key in-
dex s likely to head south with Under RM500 million market capitalisation
the immediate support 19cated TOTAL TOTAL
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Together with tepid earnings
growth prospect this year —
RHB estimates a growth of 0.7%
versus the consensus forecast
0f 3% to 5% — Chia expects the
trading market going forward

to lack strong growth catalysts. 2. Unfavourable domestic

pacted the KL.CI, as seen in the sell-

decline is attributed to the fall in

As such, he foresees the trading
band could drop to between 1,600
and 1,750, from 1,650-1,850.

economic factors

Apotential interest rate cut by Bank ~ stocks.

Negara Malaysia has already im-

down among heavyweight banking prices of Public Bank Bhd, CIMB
Group Holdings Bhd and Malayan
“More than 50% ofthe FBMKLCI Banking Bhd (Maybank), over con-
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cerns of the effects [of a rate cut] on
their future incomes,” highlighted
Mohd Redza Abdul Rahman, head
of MIDF Research.

While most analysts have said
that the rate cut would not severely
impact banks’ earnings, credit rating
firm Moody's Investors Services said
such amove would “definitely lead
to margin pressure” onlocal banks.

However, other sectors could
benefit from the increase in liquidity
and economic boost from the cut in
the overnight policy rate. The key
rate, which was raised by 25 basis
points in January 2018 to 3.25%,
was last reduced in July 2016, also
by 25 basis points.

Separately, an appreciation in
the ringgit has hurt exporters, in-
cluding KLCI component stocks
Top Glove Corp Bhd and Hartalega
Holdings Bhd.

These stocks have also been bat-
tered over issues with foreign work-
ers and a looming oversupply of
rubber gloves due to a mismatch
between capacity expansion and
demand growth, highlighted Ma-
lacca Securities’ Leong.

3. Lack of clarity on
government policies

The government’s best efforts not-
withstanding, investors still seem
to be regarding their commitment
to clarity and transparency as just
alot of rhetoric.

“Domestically, investors are still
looking for clarity on growth poli-
cies. [Setting a] 4.9% gross domes-
tic product growth target is okay...
but they are looking for policies
to help corporate Malaysia,” said
RHB’s Chia.

“For example, the Council of
Eminent Persons report is not be-
ing made public. As for the National
Economic Action Council —we ha-
ven't heard of any specific recom-
mendations from them,” he added.

The construction sector is one
of the key areas where investors
are hoping for more positive news
flowto boost the nation’s economy,
said Rakuten Trade research head
Kenny Yee.

“Though the construction sec-
tor has done well so far, we expect
there are more to come with an
abundance of projects coming on
stream to a tune of RM300 billion,”
he said.

Succession planning, interest-
ingly, remains another large con-
cern for investors, despite Prime
Minister Tun Dr Mahathir Moham-
ad repeatedly saying that Datuk Seri
Anwar Ibrahim will be his succes-
sor, if that is the people’s choice.

Chia said India and Indonesia’s
markets took some 18 months to
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— FBM KLCl index — Small cap index

Comparison of selected Bursa Malaysia-linked indices (year-to-date)

Energy index — Construction index
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both countries are now aiming to
reach a trade deal in the next four
weeks, while US President Donald
Trump has warned it would be
difficult to allow trade to continue
without an agreement.

“There has been some pro-
gress, but nothing concrete has
been signed, except maybe Chi-
na has been buying US soy in the
past month. This has put pressure
on global economic growth,” said
MIDF’s Mohd Redza.

On the Brexit issue, he said signs
are pointing to a further delay and
this development has affected mar-
ket sentiment, especially with the
EU not doing so well economical-
ly, which has further pressured its
ability to raise interest rates.

5. Pressure on palm oil
While the benchmark palm oil con-
tract for June delivery on the Bursa

Malaysia Derivatives Exchange was
up 1.3% at RM2,204 a tonne last
Thursday, the benchmark palm oil
price averaged RM2,124 a tonne in
March, the lowest in three months.

MIDF's Mohd Redza said palm
oil inventory remains high at above
three million tonnes amid con-
cerns over EU’s decision to phase
out the use of palm oil in biofuels,
which has been pressuring plan-
tation stocks.

Malaysian palm oil stockpile hit
its highest in nearly two decades in
December at 3.22 million tonnes.
In February, it eased to 3.05 million
tonnes, butitwas 1.3% higher than
the previous month.

Last Friday, the ministry of pri-
mary industries said in a statement
that Malaysian and Indonesian of-
ficials will visit Brussels today and
tomorrow to voice their objection
to the EU’s delegated act that paves

the way to the phasing out of the
use of palm oil in biofuels. The mis-
sion was agreed at end-February at
the Council of Palm Oil Producing
Countries meeting in Jakarta.

“Malaysia urges the European
Union to provide equitable treat-
ment across all oil crops biofuels
and bioliquids in line with the
World Trade Organization non-dis-
criminative principles. Malaysia
will continue to overcome disrup-
tive and discriminatory practices
on suppressing palmoil trade,” the
statement read.

Prior to last Friday’s announce-
ment, both Malaysia and Indo-
nesia, two major global palm oil
suppliers that collectively supply
about 85% of global palm oil, had
warned they were ready to retali-
ate against what they termed the
EU’s act of discrimination against
the edible oil.

gional forward
bounce back after their 2014 elec- . rice-earnings ratios
tions, while Malaysia, he noted, | Currency movement (% against USD) rhased on Blgnmherg estimates)
faces the added uncertainty over
its future leadership. (%) AVERAGE 1-YEAR
Chinese Renminbi 2.140 FORWARD
4. External headwinds Indonesian Rupiah 2.068 PRICE-EARNINGS
Uncertainties surrounding the Thai Bant 1.821 L
US-China trade deal and the UK’s Malaysian Ringgit 1.784 FBMKLCI 16.62
decision to exit the European Un- Indian Rupee 1.723 Straits Times Index 12.95
ion (EU) have continued to dragon Singapore Dollar 1.028 Jakarta Composite Index 15.63
market sentiment. Philippine Peso 0.344 Stock Exchange 15.32
While there has been some op- Vietnamese Dong || 0.034 of Thailand Index
timism that. the world’s two larg- Taiwanese Dollar Philippines Stock 17.06
est economies can reach a deal to Hong Kong Dollar Exchange Index
end their destabilising dispute, 0.946 Japanese Yen J
progress of the ongoing trade talks | -0.982 South Korean Won biangiSendlindex L
has been slow. 40 05 00 05 10 15 20 25| ShanghaiShenzhen 11.52
After the March 1 deadline for Composite Index
reaching a deal with China expired, Source: Bloomberg data
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