
More volatility in
Year of The Tiger
Standard Poor s recently issued a comprehensive report on Malaysia
and the 25 top stocks it was looking to outperform the market in the
Year of the Tiger Below is an excerpt of that report
AS we enter the Year of The Tiger
we can expect more volatility espe
cially with the current market valua
tions providing lesser room for
disappointment
Stock picking is likely to be more

important this year with fewer bar
gains available particularly as head
wind builds
Although share prices are not as

cheap as in early 2009 forward
price to earnings ratios PERs
remain undemandingandwe believe
equities will remain favourable
given the limited alternatives
We have selected 25 Malaysian

stocks that we expect to outperform
the FTSEBursaMalaysia KLComposite
Index FBM KLCI this year
We maintain FBM KLCI target at

1 400 points in 2010 for an 11
return pricing the index at 16 times
market consensus earnings for this
year
However the broader market and

recurring income growth are strong
er at 31 and 27 respectively
While we do have a preference for

cyclical issues with 18 of 25 of our
picks in cyclical sectors in terms of
market capitalisation the larger
sizes of defensive stock picks means
that defensive issues make up 35 7
of our recommended portfolio mir
roring the FBM KLCI
Based on valuation grounds and

growth prospects we are over
weight on the banking and health
care sectors in Malaysia
We are underweight on the tel

ecoms sector

We see limited change in our
overall macro outlook that would
change the positive view for the
banking and healthcare sectors we
have held since mid 2009
We continue to believe that cycli

cal sectors should outperform in 2010
in view ofthe recovering global econ
omy and benefits from ongoing
Government stimulus measures
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While we note that the Bursa
Malaysia Finance Index was one of
the best performing groups in 2009
it has in the past continued to out
perform in the second year of a
recovery after a global market crash
and recession
The healthcare is a relatively small

sector in Malaysia but its compo
nents consist of dominant global
manufacturers of medical and relat
ed gloves
We see lingering concerns over flu

pandemics including the potential
risk of a resurgent H1N1 virus that
should sustain demand for rubber
gloves
With comfortable valuations and

healthy earnings growth and return
on equity ROE this sector is our
preferred non cyclical play

We see potential in the plantation
industry but believe that valuations
have built in higher palm oil prices
This leaves the risk of disappoint

ment higher and as such we main
tain our marketweight view on the
consumer staples sector
For energy while we are over

weight on the sector globally we
are neutral on the Malaysian ener
gy sector This is because the local
energy sector comprises solely of
services companies which may face
margin pressure with excess supply
in jack up rigs and other support
services to weigh on day rates
The 25 stocks picked in the portfo

lio is meant to be fixed meaning that
it will not undergo any changes for
the full year
The analysts have chosen stocks

they believe will be the best poised
to benefit from the economic recov
ery and with relatively comfortable
valuations to hold up against the
increased volatility in the market
We have also stuck to manage

ments that we believe have proven
track records and or have selected
companies that are the dominant
players in their fields
Disappointment may come from

falling margins Unusually high 2009
margins may not be sustainable if
sales do not pick up
We anticipate around 10 rise of

fuel and raw material costs and we
believe that most of this can be
passed or absorbed by currency
translation gains and more than off

set by improved efficiency
A greater than 10 rise would

warrant a more significant reassess
ment of earnings
Another key risk is volatile

exchange rates and a sharp fall in the
US dollar which may send commod
ity and energy prices up

Conversely a strengthening US
dollar may drive repatriation of
funds back into the United States
and out of emerging Asia
Geopolitical and pandemic risks

remain a possibility
Unexpected defaults along the

lines of Dubai World and worse
than expected commercial property
debt troubles may dampen financial
sector confidence and lower risk
appetite
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