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KLCI: 1,777.43 points

Whither the market

2017 Year-end Target: 1,830 points

Earnings recovery to support price momentum

FBM KLCI valuation neither too cheap nor too expensive relative to regional peers. As at the close of
week ended 16 June, the PER of FBM KLCI stood at 16.8x based on current year earnings. With a standard
deviation (SD) to the PER of 0.93, the valuation of FBM KLCI is neither too cheap nor too expensive in comparison
to its main regional peers.
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FBM KLCI valuation cheaper vis-à-vis international markets. Against other international markets, the FBM
KLCI is trading at a nominally lower SD to the PER valuation. It must however be noted that these international
markets are at different phases of the economic cycle. As their economies are either recovering or are just about
recuperating, it is not unusual for the SD to the PER valuation yardstick to hover substantially above the parity
mark. But in contrast, most of the emerging economies are arguably at advanced stages of the growth phase or
even entering into the maturity phase of the economic cycle.
FBM KLCI: Valuation against international markets (as at 16 June 2017)
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Despite prevailing tightening bias, valuation remains at upper historical band… Pursuant to Brexit in
June last year, the SD to the PER of FBM KLCI began to gravitate towards +1SD (amid intermittent pullbacks)
arguably due to expectation of further monetary accommodation by world’s major economies. Recall that the
Brexit panic was short-lived as central bankers worldwide avowed their willingness to conduct more monetary
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stimulus to cushion any shock. However, at prevailing juncture, the valuation parameter remains at the upper
band levels despite the shift towards a tightening bias in the major economies. The US Fed is projecting another
rate hike later this year after the second hike in June and also highlighted that it may begin balance sheet
reduction this year. Similarly, the ECB stood pat on its monetary policy and hinted to tighten monetary policy
while the BOJ is already planning to withdraw its stimulus program.
PE Ratio of FBM KLCI (with Mean and +/- 1-SD lines)

Source: Bloomberg, MIDFR

…supported by favourable liquidity flow into regional markets. The momentum of foreign funds into
regional markets, and Malaysian equity in particular, remains strong in the second quarter amid Wall Street
experiencing a series of record highs. As a result, foreigners were arguably prompted to diversify away from the
US market as their risk appetite got higher. It is notable that more than 30% of the total net outflows from
Malaysian equity in the last three years have been reversed by the cumulative year-to-date inflow of more than
RM10 billion.
Despite multitude of factors engendering sentiment-driven volatility… In the shorter term, market
sentiment may be influenced by external geopolitical uncertainties such as (1) possibility of a flare-up in the feuds
between several Arab nations against Qatar, as well as (2) political uncertainty in the UK pursuant to the rather
‘indecisive’ June election. Domestically, while the parliament will be automatically dissolved only in June next year,
the 14th General Election is rumoured to be held as early as in 3Q2017. On this score, looking at the previous
general election in 2013, while price movements were rather muted prior to the election, however, the market
staged a post-election relief rally as the uncertainty over the nation’s leadership was removed. Hence, if the 14th
general election were to be held in 3Q17 (e.g. 22 July) and the nation’s leadership remains with the incumbent,
we can expect another post-election rally.
…the underlying trend of FBM KLCI shall continue to be dictated by… Despite the ever present ‘noises’
from short-term price volatility (due to market sentiment and other situational issues), observations of the trend
between earnings and price are conclusive with regard to the nature of their secular direct relationship. Hence, in
the longer term, our assessment on the likely trend path of the FBM KLCI is highly dependent on its expected
earnings growth performance during the coming periods.
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FBM KLCI: Earnings versus Price

Source: Bloomberg, MIDFR

…the pace of recovery in corporate earnings growth… On that account, the (Bloomberg consensus) FBM
KLCI earnings are estimated to grow by 5.2%yoy in 2017 and to grow further by a projected 5.9%yoy in 2018.
Thus, amid the ever present market ‘noises’, we foresee an upward bias in the trajectory of FBM KLCI going
forward.
FBM KLCI historical and forward consensus earnings growth
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…while the downside restricted by improving macro outlook. In addition, the outlook for Malaysia's
economy remains sanguine with our in-house GDP growth estimate for this year being revised upward to 5.1%
(from 4.9% earlier) supported by robust external performance and resilient domestic demand. Hence we foresee
a restricted downside to the equity market. Nevertheless, as earlier stated, we remain mindful of intermittent
cyclical pullbacks that may take place as a result of transient situational issues.
Earnings momentum rising since mid-2016… The momentum of FBM KLCI earnings has been on the rise
since its trough in the middle of 2016. So far this year, the 12-month trailing earnings remain on an upward path
and it has now risen to 105.3 points level pursuant to the recent 1QCY17 results season.
…and given prospect of further recovery… As per the (Bloomberg consensus) FBM KLCI 2017 estimate of
106.6 points, the earnings integer is expected to increase further, albeit by merely 1.3 points (from 105.3 to
106.6), during the remainder of this year. We can thus imply that the market is expecting the pace of earnings
recovery to taper off rather drastically in the quarters to come; a view which may be at odds with the expectation
of still upbeat macro performance going forward (i.e. higher GDP growth target of 5.1% this year). Hence we
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believe there is a better than even chance for the prevailing 2017 earnings estimate to be tweaked upwards in the
coming quarters.
FBM KLCI: Price versus 12-Month Trailing Earnings

Source: Bloomberg, MIDFR

…we reiterate our year-end 2017 FBM KLCI baseline target of 1,830 points. We reiterate our year-end
2017 FBM KLCI baseline target of 1,830 points which equates to PER17 of 17.2x and +1.2SD. On this score, the
baseline target valuations may decline going forward in view of the potential upward revisions in earnings.
Moreover, we rejigged our lower and upper target range to 1,770 (from 1,730) and 1,890 (unchanged) points
respectively.
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DISCLOSURES AND DISCLAIMER
This report has been prepared by MIDF AMANAH INVESTMENT BANK BERHAD (23878-X). It is for
distribution only under such circumstances as may be permitted by applicable law.
Readers should be fully aware that this report is for information purposes only. The opinions contained
in this report are based on information obtained or derived from sources that we believe are reliable.
MIDF AMANAH INVESTMENT BANK BERHAD makes no representation or warranty, expressed or
implied, as to the accuracy, completeness or reliability of the information contained therein and it should
not be relied upon as such.
This report is not, and should not be construed as, an offer to buy or sell any securities or other
financial instruments. The analysis contained herein is based on numerous assumptions. Different
assumptions could result in materially different results. All opinions and estimates are subject to change
without notice. The research analysts will initiate, update and cease coverage solely at the discretion of
MIDF AMANAH INVESTMENT BANK BERHAD.
The directors, employees and representatives of MIDF AMANAH INVESTMENT BANK BERHAD may have
interest in any of the securities mentioned and may benefit from the information herein. Members of the
MIDF Group and their affiliates may provide services to any company and affiliates of such companies
whose securities are mentioned herein This document may not be reproduced, distributed or published
in any form or for any purpose.

MIDF AMANAH INVESTMENT BANK : GUIDE TO RECOMMENDATIONS
STOCK RECOMMENDATIONS
BUY
TRADING BUY
NEUTRAL
SELL
TRADING SELL

Total return is expected to be >15% over the next 12 months.
Stock price is expected to rise by >15% within 3-months after a Trading Buy rating has been
assigned due to positive newsflow.
Total return is expected to be between -15% and +15% over the next 12 months.
Total return is expected to be <-15% over the next 12 months.
Stock price is expected to fall by >15% within 3-months after a Trading Sell rating has been
assigned due to negative newsflow.

SECTOR RECOMMENDATIONS
POSITIVE

The sector is expected to outperform the overall market over the next 12 months.

NEUTRAL

The sector is to perform in line with the overall market over the next 12 months.

NEGATIVE

The sector is expected to underperform the overall market over the next 12 months.
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