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Notable events in June revolved around the US Federal Reserve. As expected, the central bank raised its 

benchmark interest rate for the 2
nd

 time this year to the range of 1.00 -1.25%. One more hike is to be 

expected in the second half of the year. 

Fed Chair, Yellen has also confirmed that they plan to reduce the Fed’s balance sheet. The size of the 

Fed’s balance sheet has grown 5-fold since 2007; from US$870mil in 2007 to US$4.5tril in 2017. It has 

ballooned to about 25% of US’s latest GDP. We think that it is inevitable that they finally address the 

elephant in the room.  

Year-to-date, the Malaysian market has rallied 8.15%. The local index saw some profit-taking in May 

after its recent run. Tracking equity flows into Asia, net foreign buying in Malaysia remains positive.  

Although foreign inflows slowed from the highs recorded in March and April, net foreign buying in May 

still amounted to US$356mil. After 5 straight months of continuous net inflows, this brings the 

cumulative number to an estimated US$2.2bil as of 26
th

 May 2017.  

 

Having experienced 3 years of outflows from 2014 to 2016, amounting to RM19.2bil, foreign 

shareholding is still relatively low compared to historical levels. For the second straight month, foreigners 

have also turned net buyers of Malaysian government fixed-income securities.  

We think that the recently concluded 1Q earnings season was a decent showing, reinforcing the general 

view that corporate earnings are on track to rebound in 2017. In this regard, it is important to keep a 

lookout on 2Q earnings. To sustain the current valuations, earnings growth must be delivered. We are 

wary of the risk of a major correction if earnings come in far below expectation.  

Retaining a cautiously positive mid-term outlook, we are optimistic on Malaysian equities; driven by a 

resurgence of global growth as well as a more positive sentiment on ringgit-denominated assets.  

Our strategy remains unchanged, investing in selected themes; favouring consumer names with strong 

growth potential, exporters with expanded capacity and beneficiaries of GLC transformation. We also 

like the construction and tourism sector, to name a few. 
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