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Dear investors,
Wishing you all a Happy New Year 2017! 2016 has been a year of
surprises. President Trump’s victory and “Brexit” took centre-stage in an
eventful year. Risk appetite took a hit as uncertainties emerged. The local
equity market rounded off the third year in negative returns. MYR lost 4%
against the USD and about MYR24billion worth of Malaysian bonds were
sold down by foreign investors, in the last 2 months of 2016.
This brings us to the next 2 relevant questions:
1) What awaits us in 2017?
2) Is there light at the end of the tunnel?
Read on as Edward and I share our more in-depth review of 2016, our
thoughts and outlook for 2017. Yes, we do find some things to look
forward to!

General disclaimer: This newsletter is strictly for distribution to
investors of Areca Capital Sdn Bhd only. The articles produced are
based on material and information compiled from data considered
to be reliable at the time of writing and the opinions expressed are
subject to change without notice. The views expressed herein are
not necessarily those of Areca Capital Sdn Bhd. Although every
reasonable care has been taken to ensure the accuracy and
objectivity of the information contained in this newsletter, we do not
accept any liability directly or indirectly that may arise from any
decision or action taken, or attributable to the use of the information
in this newsletter.
This newsletter is not an offer, solicitation, recommendation or
advice to transact in any investment products, including the unit
trust funds mentioned within. Investors are advised to read and
understand the contents of the prospectus of the relevant fund, or
consult professional investments advisers before making any
investment decision.
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In this issue of Flash, we have Wong Chaw Chern, resident Private
Investment Manager on how to manage your portfolio through
market-changing events and keeping yourself focused on the main goal for
your investment.
Consultant Cardiologist Dr. Choy Chun Ngok from Tropicana Medical
Centre tells us about the dangers of heart rhythms that are too high or too
low – it’s well worth a read.
Finally, we would like to wish all our investors have a prosperous and fruitful
year. Happy reading and investing!

Danny Wong
Chief Executive Officer
Areca Capital Sdn Bhd

Market Review and Outlook 2017
By Danny Wong

FBM KLCI –
TURNING OF THE TIDE?

Chart 1: Ringgit and Oil Relationship - RM poised for recovery?
Oil per barrel

Election play theme – the current government’s term ends in June
2018 and there are heightened expectations that the 14th General
Election will take place in 2017. Potential election spending may benefit
certain stocks.
RINGGIT MALAYSIA – WHAT’S NEXT?
Persistent capital outflows over the past three years have taken its toll on
the Ringgit. Although the USD is expected to retain its strength over the
medium term, we reiterate our stance that the RM remains undervalued
and oversold in current conditions. Mark Twain’s quote - Reports of my
death have been greatly exaggerated, seems apt. The Ringgit will
likely to remain volatile, but we identify some key catalysts that could
support the local unit:
1) Ringgit / Oil relationship - The ringgit has decoupled from oil and if it
starts moving in tandem with crude again it should be poised for a
sharp recovery. Refer to Chart 1.
2) China’s investment – Prime Minister Datuk Seri Najib Razak’s visit to
China resulted in projects close to RM143 billion being signed. The
RM55 billion East Coast Rail Line (ECRL) set to be built and financed
by China is expected to start next year.
3) Bank Negara Malaysia’s (BNM) new forex measures – Analysts
estimated that there could be around RM90 billion held by local
exporters in foreign currencies. Conversion of such funds will bolster
our foreign reserves. (BNM international reserves stand at RM405.5
billion).
4) Repatriation of overseas assets by government funds/corporate.
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IPOs have traditionally generated a great deal of excitement. The RM1
billion garnered in 2016 represents less than a quarter of the usual
amount raised in the preceding years of 2014 and year 2015. We think
that year 2017 will be a turnaround year for new issuances. Potential
de-merging of big conglomerates will lead the way.
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Cashed up local funds are primed to deploy their cash ie: local
investment funds, Valuecap and the newly established RM3 billion funds
by GLICs for small and mid-cap companies.
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Corporate earnings are in their 3rd year of consecutive decline. In the last
two quarters, we have seen signs of earnings having bottomed out. As
predicted, consumer sentiment as measured by MIER has also
bounced off its lows.

Indicators are pointing towards a better 2017 and long term investors will
accumulate in advance. Retaining a cautiously optimistic stance for the new
year, we will maintain an overweight into big caps and high dividend yielders.
We see even more value emerging after the Donald Trump selloff. We are
positioning ourselves for a market rebound.
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From a valuation standpoint, Malaysia currently stands at circa 1.60x
Price to Book, below its mean of 1.80x and hovering fairly close to the
2008’ Financial Crisis levels at 1.47x. FBM KLCI’s dividend yields stood
at circa 3.20%, among the highest in the region. We think that the
domestic market has priced in a lot of negative events; the
downside should be rather limited. There is always sunshine after the
rain. There are a few factors that support the case for a turnaround.

Continuous outflows from Bursa since year 2014 meant that
cumulative foreign inflows into our Equity market since year 2010
has whittled down to RM4.7 billion. Nevertheless, in the same period, foreign
holdings in our sovereign debt Malaysia Government Securities (MGS)
continued to rise. These are funds which are more long-term in nature. Refer
to Chart 2. From a global fund’s perspective, Malaysian assets are deemed
attractive. Hypothetically, if a foreign fund were to hold a 10year MGS at a
4.33% yield for a one year period and hinging on a rebound in the RM, it could
potentially be sitting on a handsome profit. A circa 10% gain by our estimates.

/2

The FBM KLCI is now on track for a third straight annual loss. For the
year 2014, 2015 and 2016, the local index has declined -5.66%, -3.90%
and -3.00% respectively; or a cumulative loss of 12.06% since year
2014. (Closing for 2013: 1,866.96; 2014: 1,761.25; 2015: 1,692.51;
2016:1641.73)

STRATEGY

/6

2016 ultimately turned out to be another challenging year. Any
meaningful market recovery failed to gain traction. Black swan events like
Brexit and the Donald Trump election win proved to be more than mere
speed bumps along the way. However, we opine that the Donald Trump
administration’s policy may not be as extensive as the market has feared.
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Chart 2: Foreign Flows into Bursa and Foreign Holdings In Malaysian
Government Securities (MGS)
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Fixed Income

Market review & outlook

The last six months...

by Edward Iskandar Toh

In the aftermath of the surprise decision to leave the European Union (EU), Theresa May became only the second female Prime Minister
of the United Kingdom (UK) succeeding David Cameron who resigned as promised. She is to lead the UK in the process of ‘Brexit’ which
some estimate to take more than two years. Inevitably, rating agencies downgraded the UK and the GBPound plunged from 1.50’s to
1.20s against USD. Against the MYR, it fell from 6 to near 5 before recovering to 5.50s. To mitigate the ‘Brexit’ impact, the UK cut
benchmark rates to a historic low of 0.25%, broaden bond buying program to include corporate bonds and deepen the size of
Quantitave Easing (QE) to 435 billion Pound from 60 billion Pound. Meantime, the European Central Bank (ECB) kept rates unchanged
throughout the year while extending their QE program to beyond March 2017 albeit reduced size of 60 billion Euro from 80 billion Euro
monthly. Japan followed with introduction of additional ﬁscal budget and adjusted their monetary policy to ‘yield curve’ focused.
China on the other hand stayed relatively quiet compared to the start of the year
with their economy recording a full year growth of 6.70%, lowest since 1990 but
within their government’s and market expectation.
The Organization of the Petroleum Exporting Countries (OPEC) ﬁnally agreed to
cut production late November in an effort to drain global glut helping to prop oil
price up. Non-OPEC members were also coaxed to comply.
Then came the United State (US) elections results that perplexed most
predictions and put the world on a tentative pause. With many of his campaign
sound bites controversial and provocative to the world at large, US President
Donald Trump’s presidency promises to be anything but conventional.
In Malaysia, the Overnight Policy Rate (OPR) was surprisingly cut by 25 basis
points (bps) to 3.00% in what seemed to be a pre-emptive move in July. The
National Budget announced in October had ﬁscal discipline but little goodies to
the ‘man on the street’. It did little to pacify the MYR doubters as anticipated
declining interest rates differential added to the negative effect of the reduction of
the Morgan Stanley Capital International (MSCI) Emerging Market Index weight for
Malaysia from 3.25% to 2.92% in early June. Donald Trump’s victory further
reinforced the notion that ﬁscal expasion stimulus will be introduced, hence a
quicker than expected ﬁrming of US interest rates which led to a swift reversal of
‘carry trades’ transactions exarcebating MYR performance which was already
battered due to the ignominy that surrounds 1Malaysia Development Berhad
(1MDB). MYR slid 12% to just below 4.50 from 4.00 against USD, 8% against
AUD$ from 3.00 to 3.25 and 3% against SGD$ from 3.00 to 3.09 in the second half
of 2016 alone. Compounding this was the selldown of Malaysian bonds by foreign
investor totalling MYR24 billion in the last two months of 2016, reversing all that we
gained in the year with a MYR1 billion net negative at the year close. As a result
Malaysia Goverment Securities (MGS) yields rose almost 1 percent before
recovering to a net rise of 50 bps against half a year ago while corporate bonds
rose about 50bps before ending the year with a net
20bps higher. Reserves remained healthy at
MYR424.2 billion or USD94.6 billion sufﬁcient to
ﬁnance 8.8 months of retained imports and is 1.3
times the short term external debt. Some of it was
used to smoothen and ﬂoor the sudden withrawal of
MYR at critical points.

What’s next...
Which brings us to, “what is next?” I am one to usually see things ‘half glass full’.
Despite the negativity that was last year; the KLCI ended in negative territory, the
MYR weakened against most majors and many of our neighbours and the bond
market saw a net outﬂow for the year, we pulled through the year fairly
unscathed. Our ﬁxed income portfolios returned a decent positive that
outperformed benchmarks and deposit rates.
As for interest rates outlook, there are factors that may hint of some upward
pressure but there are equal number of mitigating factors that may weigh on the
possibility of even a rate cut.
Factors to be considered :
Supply pressure:

2017

2016

2015

Budget Deﬁcit

3.0%

3.1%

3.2%

Net Required (RM'bil)

40.3

38.7

37.2

Maturities
Gross Issuance

66.8

47.3

55.3

107.1b

86.0b

92.5b

Table 1
Despite a lower budget deﬁcit percentage announced, a larger size of MGS issuances will be
required because of the sizeable maturities in 2017.
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Table 2
The second diagram shows the projected issuance layed over scheduled maturities. Some
may envisage rate hike pressure when there is a net issuance for the month namely April to July
and November and December.

Conventionally, larger supply will pressure rates to rise. However, in this case,
Bank Negara Malaysia (BNM) may want to keep borrowing cost low. Rate hike
pressure may be negated by BNM’s macro view of limiting overall cost. A rate
cut during net issuing months may do the job.
Interest Rates Differential
The market is optimistic that Donald Trump will likely push through ﬁscal
expansion with tax cuts and infrastructure rebuilding. This is seen as
inﬂationary and Gross Domestic Product (GDP) boosting. Thus the hawkish
view of at least two US rate hikes in 2017. This will narrow the positive interest
differential that Malaysia has over the US and some worry will trigger further
outfow and weaken our currency. History has proven that there is little
corelation between currency strength and interest rates differential.
Low Domestic inflation
Rising petrol prices will be a contributing factor. However, fuel
constitute less than a quarter of the inﬂation basket. Inﬂation is
expected to remain muted circa 2.50% for 2017 though higher than
2016’s 2.10%. This grants BNM room to cut if need be.
Elections
The 14th General Elections has to be carried out by June 2018.
Throughout 2017, there will be speculation of early elections. A
buoyant stock market and happy populace is preferred.
Weaker disposable income
As cost of living rise, disposable income is squeezed affecting the mid to
lower income most. Coupled with the likelihood of elections, the authorities
may be tempted to reduce borrowing cost, hence putting more money into the
pockets of the people and smiles on their faces.
Foregn ownership
With a net outﬂow in 2016 and MYR at its weakest ever since the ’98 Asian
Financial Crisis, foreigners may see the attractiveness again.
In closing, there is a slight pick up in global GDP led by the gradual recovery
of the US economy. There is also evidential uptick in inﬂation as commodities
are seen to have bottomed out with Brent crude oil price stabilised in a
USD41-USD57 range. There are many questions and uncertainties. Many
emanate from what policies the new US President may practise. From ﬁscal to
monetary, trade to environment, social to education, they will all have
widespread global impact.
Should we now always expect the unexpected as proven in 2016? Is the trend of
predictability and polls something to be dismissed entirely. Other signiﬁcant
events that are scheduled to occur in 2017 include elections in several EU nations
namely France, Netherlands and Germany and National Congress in China
(where the leaders of the Central Committee are elected). Closer to home, the
possibility of Malaysia’s 14th General Elections could materialise as the deadline
of June 24th 2018 (two months prior to the end of a ﬁve year term) draws near. The
uncertainties mentioned may just encourage the need for a sustained, stable and
low interest rates environment hence favourable to our bond portfolios.

MANAGING
YOUR PORTFOLIO
IN CURRENT
TIMES

By

Wong Chaw Chern
Manager,
Private Investment

Financial markets can be unpredictable over the short-term, this is nothing new. Liquidity ﬂows and risk
appetite are major determinants why an asset class move in a particular direction. Ultimately however,
asset prices settle at their intrinsic values.
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That is why your investment strategy should be guided by your ﬁnancial objective and not be driven by
short-termism.
We believe that successful investing is about keeping it as simple and disciplined as possible. This
combined with the ﬂexibility and the ability to respond to the ever-changing dynamics of the investment
climate are key virtues in today’s market conditions.

Turn off the noise

Manage your expectations

Technology, by and large adds another layer of complexity to the decision-making process.
These days, information can be made available at literally the touch of a button or via an app
notiﬁcation. It’s generally viewed positively, but would it ever come across your mind as a
double-edged sword?

Interest rates are expected to remain lower for
longer. Investors relying on a portfolio invested
predominantly in Bonds/Fixed Deposits to pay for
their retirement will ﬁnd it increasingly difﬁcult to
implement this strategy.

With a little help from the technological revolution, any latest ‘developments’ instantaneously
has a chance of going viral. Technology offers it a level playing ﬁeld, as it transcends
borders and regions.
The world has never been short of news, but bad news sells. Invariably this has shaped
our minds to think that the world is a far more dangerous place than it was. Take a step back,
look at the subject in question from a different perspective before coming up with your own
reasoning.
Let’s take a look at the chart below; we are sure these events are still quite freshly-etched in
memory.

Major “bearish” events affecting FBM KLCI (up to 5 years ago)
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Source: Lipper, Areca Capital

Now looking back, ﬁnancial markets did not crash as the fear-mongers predicted they
would. On the other hand, market sell-offs such as these, provide opportunities for value
investors to pick up bargains in good fundamental stocks which have been unjustiﬁable
sold down.

Crucially, investors need to adjust to the new
realities that the global hunt for yield has essentially
left bond yields hovering near its multi-year lows.
Going forward, it will be challenging to just rely
on Fixed Income returns. Diversify your sources
of income with some exposure to dividend yielding
stocks or Real Estate Investment Trust (REITs).
A truly well diversiﬁed portfolio draws on the
returns and yields from a broad range of assets.

Traditional Asset Allocation models are
being challenged
Traditionally, a lower risk portfolio catered for a
60-70 year-old individual would have been
predominantly invested in Bond Funds or other
Fixed Income instruments. Assuming a 4% nominal
return on investments, calculate your real rate of
return:

Real Rate of Return =

1 + nominal rate - 1
1 + in flation rate

A higher inﬂation rate (we are sure you feel it too!)
takes a chunk out of your actual investment returns.
A low yield landscape only serves to highlight the
unsustainable strategy of crowding into Bond
Funds/Fixed Deposits.
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Managing Your Portfolio In Current Times
(cont’d)

Many do not realise that they need a relatively
aggressive investment strategy even in their
retirement years to fund their lifestyle. A more
practical asset allocation for a Low Risk Portfolio
should look more like this:

Low Risk Portfolio
Equity: 10% to 20%

Conclusion
Taking a glance at the advertisements on social media or articles, you will ﬁnd titles
like ‘The incoming ﬁnancial storm’ or ‘biggest economic burst of the century’.
Nevertheless, having gone through crisis after crisis, markets still end up bouncing
back even higher. Our ﬁnancial and capital markets have learnt the lessons of old and
have since grown in maturity, size, depth and breadth. As much as I’m a fan of Game
of Thrones, I don’t think that this ‘big burst of the century’ will throw us back to the
Dark Ages.
Staying invested in FBM KLCI over the past 30 years
2000.00

Bonds: 80% to 90%

1800.00
1600.00

Price Level

1400.00
1200.00
1000.00

Dividend Stocks and REITs (or Unit Trust Funds
invested in those) typically showcase greater
resilience and less volatility. These defensive
names provide dividend income, opportunity for
income growth and exposure to the long term
appreciation in equity markets.
Furthermore, as we move carefully up the risk
ladder, the additional source of income from Equity
actually helps to improve the overall risk/return
proﬁle of your investments.

600.00
400.00

Source: Lipper, Areca Capital

If you are a long-term investor like us and invests life-long (the way it should be!), this chart should be
very relevant to you.
Despite the 2 terrible market crashes (97’ Asian Financial Crisis and 2008 US Subprime Crisis), FBM
KLCI still registered a growth of 552.54%!
That means that had an investor invested RM100,000.00 into the market in 1986, without any additional
investment, the same amount would have grown to RM652,540.00, 30 years later.

We also know, all too well that Malaysia is a stock-picker’s market. That means that
had an investor cherry-picked fundamentally strong stocks (not speculative and
penny stocks), he would have achieved returns, far greater than the index.
Don’t judge performances on a day-to-day basis. Is this is a retirement
fund which you will need 10-20 years from now? Or perhaps it’s for
your children’s education in 5 years’ time. If they are, then you should
not be bothered by any temporary ﬂuctuations.

Let time do the heavy lifting in
growing your money for you.
Don’t let noise distract you from
your ultimate objective.
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Remember, as life expectancy increases, our nest
eggs needs to be stretched even longer.
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The increased allocation into Equity Funds will give
the portfolio some much needed boost in terms of
the growth angle. Dwindling bond yields and high
domestic inﬂation chip away at the nest egg much
faster than you can imagine.

More Than Just
a Missed Beat,
What It Can
Do To You
Bradycardia and tachycardia are two common terms used
to describe the pace of the heart rhythm.
When one’s heart rate is too slow, symptoms like giddiness,
fainting spells, or even collapse with substantial injury to
oneself is possible. Likewise, having the heart rate racing
fast enough, the heart muscles will not be capable in
pumping out adequate blood to meet the body’s need,
leading to palpitation, giddiness and even death. And all
these could be felt initially as just a missed beat.
Of course, benign extra beats and even certain degree of
slow heart rate are also common and usually do not need
anything more than just observation and follow up visits.
Nevertheless, if these symptoms are accompanied by
dangerous signs, eg family members with history of
unexplained death, fainting spells with inﬂicted injury and
others, this could well be something worth attending to.
The term bradycardia is usually deﬁned as a heart rate
fewer than 60 beats per minute. As your heart rate gets
slower, the total amount of blood pumped out to the body
might not be adequate and it can be a serious problem as
mentioned earlier. There are many causes to this. Few are
reversible but usually not. An implantable pacemaker will
usually correct this matter. Pacemakers are conventionally
placed under the skin and fat layer, just an inch below your
shoulder bone. Either single lead, or two, or even three
leads will be placed inside the adjacent veins which will
then travel to the heart and be placed there permanently.
Lately for suitable patients, leadless pacemakers can also
be used instead, eliminating the complications and risks of
having leads. Pacemaker implantation is a simple
procedure and will usually only need one night of
hospitalization stay and in some cases, a daycare
procedure can also be performed.

By Dr Choy Chun Ngok

MD (USM), MRCP(UK),
CCDS, CEPS (IBHRE,USA)
Consultant Cardiologist, Electrophysiologist,
Cardiac Pacing & Interventional,
Tropicana Medical Centre

sometimes for hours or even days. If left untreated, this
could lead to heart failure and in certain types of
tachycardia, the risk of sudden cardiac death is also
present. So depending on the cause, the treatment could
range from simply just oral medication to radiofrequency
ablation. Radiofrequency ablation, commonly known as
RFA, is an effective treatment to eliminate focal extra
heart beats and re-entrant related tachycardias. It is
usually performed via the femoral route and if uneventful
the patients will be discharged the day after.
Atrial ﬁbrillation (AFib) is a condition worth separately
mentioned. It is an irregular, chaotic and usually rapid
heart rate that is related to an increased risk of stroke and
heart failure. It can occur either occasionally without any
warning or triggering events, which we usually refer to as
PAF (paroxysmal Atrial Fibrillation) or a longer duration,
which may be persistent of even permanent. It usually
accompanies cardiac conditions, eg post heart attack,
structural heart disease, and etc. Conventionally AFib has
been treated via medical treatment to control the rate and
sometimes rhythm. However, it has been a rising trend to
treat this condition via RFA, thus reducing the pill burden
and dependency on oral medication. Nevertheless, the
risk of stroke is not negligible despite ablation and will still
mandate adequate oral anticoagulations in the higher
risks patients.
In a nutshell, cardiac pacing and electrophysiology & RF
Ablation are effective modalities in treating rhythm related
heart conditions. Consult your healthcare provider to
learn more.

The term tachycardia, on the other hand, is usually deﬁned
as a heart rate of more than 100 beats per minute. It could
be a normal physiological response, or something
pathological. This can derive from either a supra ventricular
origin, or a ventricular cause. Simplistically speaking, the
causes are many and most of the time involve a re-entrant
circuit which allows the tachycardia to continue, and
If you require an ambulance service, dial our 24-hr Emergency Hotline at +603-6287 1999. Our dedicated ambulance service is
well-equipped with experienced paramedics and well-trained emergency medical staff to deliver a wide range of medical services in times
of emergencies. For more info, kindly contact our Expatriate Liaison, Sarah at 018-2111 259.

When should you call an Ambulance?
Experience heart attack/severe chest pain, experience breathing difficulty, paediatric & neonatal cases, experience severe
abdominal pain, experience severe bleeding, loss of consciousness, strokes, fainting, convulsions/fits/seizure, trauma
(injury)/ road or motor vehicle accident, fractures / dislocation / serious sprain, require emergency evacuations, require
medical transportation services.
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contact us

Head Office
107, Block B, Pusat Dagangan Phileo Damansara I
No.9, Jalan 16/11 Off Jalan Damansara
46350 Petaling Jaya, Selangor, Malaysia

Phone
Fax
E-mail
Website

Penang Branch
368-2-02 Belisa Row
Jalan Burma, Georgetown
10350 Pulau Pinang, Malaysia
Phone : 604-210 2011
Fax
: 604-210 2013

Ipoh Branch
11A, (First Floor), Persiaran Greentown 5,
Greentown Business Centre
30450 Ipoh, Perak, Malaysia
Phone : 605-249 6697
Fax
: 603-7955 4111

Malacca Branch
95-A, Jalan Melaka Raya 24,
Taman Melaka Raya
75000 Melaka, Malaysia
Phone : 606-282 9111
Fax
: 606-283 9112

: 603-7956 3111
: 603-7955 4111
: invest@arecacapital.com
: www.arecacapital.com

