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VOLATILITY
AHEAD

The Covid-19 outbreak, political turmoil
and falling crude oil prices have pushed
the local stock market into bear territory.
Has it hit rock bottom or is it entering a
prolonged period of decline? See Page 32.

Powered by:

9

iSENTIA



Headline It may be the right time for investors to begin positioning for a

TENAGA MediaTi

NASIONAL ediaTitle | The Edge

= Botler. ﬁri[kkn Date 16 Mar 2020 Language | English

Circulation 25,910 Readership 77,730
Section Corporate Page No 31TO33
ArticleSize 1993 cm? Journalist | Kamarul Azhar
PR Value RM 103,738

It may be the right time for investors to
begin positioning for a cyclical recovery

BY KAMARUL AZHAR

he first quarter has not been

good for Malaysia, The Cov-

id-19 outbreak and political

turmaoil are threatening its

evanomic stability. The price
war between oil producers Russia
and Saudi Arabia has further rwiled
financial markets.

These calamities have caused
billions of ringgit to flow out of the
stock market. The FBM KLCT closed
last Thursday at 1,427.8 points,about
10% lower than the start of the year.

The difference between a recent
‘high that the FEM KLCT hit at 1,896,008
on April 20, 2018, and the lowest of
1,414 last Tuesday is 25% — plunging
the market into bear territory.

On'Wall Street, news reports pro-
claim theend of the ti-year bull run
as both the Dow Jones Industrial

age and $&P 500 dived inta b
market territory last Wednesday. A
bear market is defined asa 20% drop
from a recent high.

Has the market hit rock bottom,
and if it has, should investors start
to accumulate equities, taking ad-
vantage of the low prices of certain

stocks to ride the next bull-ct d
market? Or,is Bursa Malaysia enter-
ing a prolonged bear market?

Kaladher Govindan, senior
vice-president of TA Research, be-
lieves the FBM KLCI is already in a
bear market.

"1 believe we are at the tail end
of a bear cycle that started in July
2014," he says.

“Thus, it is my view that investors
should not panic but recognise the
CUTTENE COMTECTiOn as &N OppPorTunity
to accumulate on weakness to ride
the next bull cycle that probablywill
last for another decade.”

From the intra-day high of
1,896.23 — the highest the FBM KCLL
has ever hit and just a tad higher
than the recent high of 1,896.03 on
April 20,2018 — on July 8, 2014, the
FBM KLCT has fallen about 25% to
last Thursday's close.

within this period, however, the
FBM K11 has seen many ups and
downs. Between July 10, 2014, and
Aug 24,2015, it lost 19% of its
capitalisation due to the plunge in
crude oil prices brought about by
the price war between conventional
crude producers such as Saudi Arabia
and Russia against unconventional
producers in the US.

However, after a “ceasefire” was

bottom? As more economists are
expecting a technical recession in
the first half of the year, due to the

achieved among oil-producingeoun-  plunge in erade oil prices and the
tries on production caps, crude oil  effects from Covid-19, will there be
prives started to climb again.The ﬁ.m.herder_llncs in the FBM K1CI?
FBM KLCI mirrors that 1 ison of the recent perfur-
with the benchmark up 23.7% be- mance ul the FBM KLCT with three
tween Aug 24,2015, and April 19,2018, other periods of great economic chal-
However,it fellagainintobearter-  lenges that Malaysia faced over the
ritory after hitting its April 20,2018, last 40 years shows that the current

high, as the 14th general election
umpalgnlng went into full swing
and the subsequent loss of Barisan
Nasional for the first time inhistory.
Since then, the index has fallen 25%
to last Thursday's close.
Nevertheless, the guestion re-
mains— has the FBM KLCI hit rock

downward trend is not asdeep.

Between Aug 10,1987, and Dec 7,
1987, when Malaysia was hit by the
commidity price crash, lndudmgun
—thi sf the:

country’s
export items — the KLCT fell 254
10 223.12 points.
About a decade later, the 1997/98

Asian financial erisis hit the then
Kuala Lumpur Stock Exchange (KLSE)
hard, with the benchmark KLCI los-
ing 53.52% of its capitalisation during
the two-year period.Some of the larg-
est companies on the KLSE then had
tobe bailed out by the government.
About 10 years later, the bourse
entered another bear market, after
the country was hit by the global
financial crisis. Between Jan 11 and
Oct 29, 2008, the KLCT lost 45.3% of
its value, to hit 829.4 points.
Therefore,there are fears that this
downward trend is just a precursor
to more declines on Bursa. An ana-
lyst who declines to be named says
there are still events that are yet to
happen and, if they materialise, the

market could fall even further.

“I think it would be hard for the
new government to decide on major
policies such as the Goods and Servic-
esTax, ratification of trade deals and

There are rumours that a snap
election could be called soon, if the
Perikatan Nasional govermment can-
not get things moving in parliament
as it does not have a strong major-
ity: The sudden change in the gov-
emment has caused jitters among
investors as it is not known what
kind of economic and social policies
the new government will adopt. The
inclusion of PAS in the governing
coalition caused sin stocks to lose
billions in market value when the
bourse opened on March 2.

Deals that have been announced
but not yet signed, such as the acqui-
sition by the government of the four
highway concessions partly owned
by Gamuda Bhd for RM6.2 billion,
cotild also be up for review, the an-
alyst believes. The 18% reduction in
the toll rates for all highways owned
and operated by PLUS Expressways
Bhd and the subsequent 20-year ex-
tension of concession period to 2058
could alsobe up forreconsideration.

“Itisa bitof n waste of time, really,
forall those involved in the negotia-
tions of the deals if.at the end of the.
day,the new government is not going
toacknowledge them and scrapthe
plans altogether,” he says.

At the same time, the plunge
in crude oil prices since early this
month also put the government’s
fiscal position at risk as the Pakatan
Harapan government had assumed
an average crude oil price of USs62
per barrel this year when it crafted
Budget 2020 last year,

However,year todate,the bench-
mark Brent price has averaged
L15857.08 per barrel. According to
Vincent Loo, economist at KAF Re-

‘search,every Uss dropin the Brent

pricewill resultina decline of RM300
million in the government’s revenue.

“About RM7 billion o RM10billion
of government revenue will be lost if
ail prices stay at US$30 to USS40 per
‘arrel for the rest of the year This adds
aboul 0.4 10 0.6 percentage point to
the 2020 budget deficit of 2.4% of gross
domestic product, causing the deficit
o balloon to 3.8% to 4% of GDP says
Loo ina March 11 report.

Under the current circumstane-
3, there is probably a need for the
government to rativnalise spend-
ing or revise the budget estimates
higher, he says,

1f the government chooses the
latter, doing so would put the sover-
eign credit rating at risk of a down-
grade if fiscal consolidation targets
are derailed, he adds.

All of these situations, coupled

recalibration of the federal budget,  with the expected technical reces-
which all need to go through par-  sion in the first half of the year, are
liament,” says the analyst. likely to send the local bourse fur-
“Already,the reconveningof par-  ther downhill says the analyst who
liament will be delayed until May, spoke to The Fdge anonymously. A
which meansnodecisionson major  technical recession is defined astwo
pahcu.mﬂmwhmtmmnu consecutive quarters of economic
for pnlv:y will be di i
as attention will still be on politics.”
After being booted out of Putra-  Still, there are opportunities
jaya through political manocuvres,  to buy
some Pakatan Harapan politicians  Whether the stock market is already
have taken to the road to take their  at the tail end of a bear market or
cause to the people. it has yet to hit rock bottom, there
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A comparison of the performance of the FBM KLCI between April 2018 to now, the 2008709 global financial
crisis, 1997/98 Aslan financial crisis and the commodity market crash of 1987

The FBM KLCI has beenona
downward trend since April 2018
with aloss of 25.1% from
peak to trough n
Vet -
gt n®

are still opportunities for investors,
Their main consideration when de-
cidingonan investment in the stock
market is to choose fundamentally
SITONE COMpanies.

According toTA Research’s Kalad-
herinvestors should make decisions
based onwhat stocks they hold. They
should dispose of overvalued stocks
and look for a partfolio of defensive
stocks, value plays and growth stocks
to ride the next upeycle, he says.

“ believe the coronavirus and

glove beneficiary story is overdone,

$u, it is not a sin o sell overvalued
glove players and switch exposure
to grossly undervalued oil and gas
stocks,” he says in anemail response
to The Edge.

Dr Mohd Afzanizam Abdul
Rashid, head economist at Bank 1s-

During the 2008/09 global
financial crisks, the KLC lost
45.3% of its market capitalisation

from peak to trough '

Dec 3
2009

55
lam Malaysia Bhd, says that while
the oil and gas sector will be most
severely impacted by the current
ail price shocks, investors should
still exercise due diligence before
armiving at any conclusion,

He says the capital expenditure
of Petroliam Nasional Bhd (Petronas)
has come down drastically over the
last few years, from RMe4.7 billion

The benchmark index fell
79.34% from peak to trough
during the 1997/98 Asian
financial crisis u
- L
.
™
£ E

thiat will be getting contracts from
Petronas as the oil fields/fucilities
will need to be maintained,” says
Afzanizam.

“Not tomention the need to find
new gilfields via exploration and pro-
duction activities. The downstream
industries also look promising as
Pengerang projects have been fully
operational.

“Oiland gas isnotasunset indus-

in FY2015 to RM50.4 billion FY2016.
TL e

itsi picked up
with FY2019 capex at RMA7.8 billion
from RM46.9 billion the preceding
YEar
“And looking at the Petronas Ac-
tivity Outlook 2020-22,a slew of con-
tracts will be expiring in the next
three years or so. In that sense, ir-
respective of the prevailing crude
il prices, there will be companies

try.Therefore,there is always a value
proposition to investors. [t's a buy-
ers'market as investors have plenty
of choices in terms of investing in
companies in the oil and gas space.’

Without recommending any spe-
cificstock, Kaladher alsosays export-
ers are benefiting from the weak
ringgit while high-yielding stocks
are benefiting from the current low

But the steepest plunge in the
history of the KLCl could be during.
the 1987 commodity market crash,
when the index lost 52.5%
of its market capitalisation
in four manths

Dec® Dec 11
986 1987
interest rate outlook- Measures toin
crease private consumption will also
boost consumer stocks, especially
food and beverage players,

"With governments and central
banks around the globe actively pur-
suing expansionary fiscal and loos-
er monetary policies respectively,
markets will be pricing in the new
growth potential and look ahead
once the noise over the coronavirus
subsides, possibly by 2H2020," he says.

“Opec and Opect have o com-
promise on their hardened stance,
eventually for mutual benefit, oth-
erwise it is going to be a lose-lose
situation for both of them if they
drag crude oil prices lower to gain
market share and kill US shale play-
ers, which have adapted since the
last oil crisis”

Alexander Chia, regional equity
research head of RHB Research, in
a March 10 report  says longer term
investors should begin positioning
for a cyclical recovery. This involves

‘gradually accumulating stocks in

the banking, ail and gas, construc
tion, plantation, gaming and rubber
products sectors,

“The elevated risks and uncer-
rainty mean that,in the near term,
the priority for investors is the pres-
ervation of capital — with core hold-
ings in defensive secrors, resilient
high-yield stocks, glove makers and
more reasonably priced consumer
narmes,” says Chia.

“Our base-case assumption is
for the Covid-19 outbreak to be con-
tained within 1H2020 while we ex-
pect oil markets to begin rebalancing
in 2H2020,"

While the kw crude oil prices
will have an adverse impact on the
government’s fiscal condition, RHB
Research expects a positiveeffect on
sectors such as aviation, consumer
products, gaming, ports and logis-
tics, rubber products and technology.

The research house has “buy”
calls on Hartalega Holdings Bhd
with a target price of RM735, Serba
Dinamik Holdings Shd (RM2.82),As-
tro Malaysia Holdings Bhd (RM1.93),
Time dotCam Bhd (RM11), Guan
Chong Bhd (RM3.45), Allianz Ma-
laysia Bhd (RM18.20), Duopharma
Bictech Bhd (RM1L88), RCE Capital
Bhd (RM2.20), Mynews Holdings
Bhd (RM1.45] and Power Root Bhd
(RM2.80), <]
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