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REVIEW
December was a volatile month for regional markets as the first two weeks saw equity markets in Asia
correct on the back of weak economic data from China, and poor investor sentiment as a result of
sharply lower oil prices. The Organization of the Petroleum Exporting Countries (OPEC) meeting held
in the first week of December 2015 failed to agree on a production ceiling for the first time in decades,
with Iran and Iraq promising to ramp up output and exports in 2016.
As expected, the US FOMC
policy statement announced the long awaited Lift-off, with the FOMC unanimously voting to increase
the target range for the Fed Funds rate by 25bps (to 0.25%-0.5%), after staying unchanged since 16
December 2008. Towards the end of the month, global equity markets generally rebounded.
Domestically, the Malaysian equity market corrected sharply in the first half of December, on the back
of weak data from China and sharply lower oil prices. However, given the US rate hike was widely
anticipated, there was little impact post the Lift-off announcement on the KLCI and ringgit. The KLCI
closed the month at 1,692.51 points, higher by 20.35 points or 1.22% mom. The broader market
outperformed the KLCI with the FBM Emas Index gaining 1.44% mom. The KLCI underperformed the
FBM Small Cap Index which gained 1.88%. Average value traded on Bursa in December was down
17% mom at RM1.91bn per day due to the holiday season.
The sector indices on the local bourse closed higher for December with the best performing sectors
being Technology (4.99%), and Industrial Production (5.96%), and the sectors that performed the worst
were Industrial (-0.53%), and Plantation (0.30%).

OUTLOOK
We are expecting global monetary policy to remain in focus in 2016, and markets are likely to remain
volatile with investors second guessing the timing of policy events as they did for most of 2015. With
consensus expecting a gradual pace for the US rate hike for 2016, and firming US economy, the US
Dollar should remain relatively strong, putting pressure on emerging market currencies. As seen in the
first day of trading for 2016, China’s weaker economic data although expected will continue to unnerve
investors. Commodity prices, in particular oil is also expected to remain weak, as demand will take a
while to catch up with the growing supply, given the moderate global economic growth outlook, unless
geo-political tensions escalate or severe weather disruptions create supply shocks.
On a macro level for Malaysia, we are relatively cautious as we expect a challenging environment for
the Malaysian economy in 2016. Lower oil prices for a longer period will increase the risk of the
government achieving their fiscal targets for 2016 and 2017, despite the lower reliance on oil related
revenues. The Malaysian ringgit is also likely to remain relatively weak putting pressure on imported
inflation, and adding to the increasing cost of living concerns the “rakyat” is facing now. The ringgit
could face further downward pressure if the Chinese Yuan continues to weaken against the US Dollar.
Corporate earnings forecasts for 2016 appear too optimistic with consensus expecting earnings to grow
by 7.4% yoy, despite weaker consumer demand, increased risk of rising non-performing loans, ongoing
price pressures, potential profit margin and cash flow squeeze. The event risk that we are foreseeing
for Malaysia in the 1Q16, is the handling of the succession of the Bank Negara Governor, who is due to
retire in April 2016, from her post which she held for 16 years.
Despite the lack of macro catalysts, any correction in the market would serve as an opportunity to
accumulate fundamentally strong stocks on weakness.
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