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Post GE14: Short Term Volatility to Present Buying
Opportunities Amid Longer Term Optimism

Commentary by Lee Sook Yee, Chief Investment Officer

The opposition coalition, led by former PM Tun Dr Mahathir, has claimed victory in GE14, winning
121 (including Warisan) out of the 222 parliamentary seats and ending the 61-year political era
ruled by BN.

The initial market reaction is likely to be negative, as transition to a new government is
unprecedented for Malaysia and hence perceived as representing a significant market
uncertainty. With consensus having priced in a "status quo" outcome and the market having
outperformed ahead of elections, a knee-jerk sell down on both equities and bonds is likely when
markets re-opens on Monday, 14th May. Foreign participation in equities and bonds are
reportedly still at record highs and the Ringgit was one of the best performing currency YTD.

We are uncertain about how sharp the initial correction may be but if GE12 (when the opposition
obtained a big win) was any guide, a drop of more than 5% (100 points) is not inconceivable on
the first trading day. However we believe the pullback, while sharp would not last too long as the
investors view the change of government as an endorsement of progressive and democratic
movements and that Malaysia is able to withstand a major political shift and potentially come
back stronger. The soon-to-be-formed cabinet lead by Mahathir is not inexperienced, and is
expected to consist of former seasoned statesmen with proven ability to govern the country. The
worries, however, are centred around some of the populist measures in the manifesto including
the abolishment of GST and reintroduction of fuel subsidies, all of which are interpreted as having
a negative bearing on the government's fiscal positions. Additionally, pledges have been made to
review the viability of some mega infrastructure contracts including the HSR and ECRL. In this
regard, the construction sector looks particularly vulnerable, translating into a slowdown in private
investment, at least temporarily.

However, we are of the view the new government is sensible enough to be steadfast in restoring
investor confidence in the coming days. The formation of a credible cabinet with the right
credentials in itself may serve as a catalyst, whilst elaboration of further plans especially on

economic issues are further impetus.
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At the point of writing, the incoming government has issued its first 100 days fiscal plans to
address wide spread concerns on fiscal deficit and debt levels. Lending further support to our
belief that the sell down could prove short-lived are regional occurrences where negative market
reactions associated with events like the Thai military coup, Brexit, Donald Trump winning the US
presidency were short in nature with markets subsequently rebounding and exceeding previous
highs.

Beyond the near-term political focus, the country remains an attractive investment destination
given that the economy is growing at one of the fastest pace in recent years and corporate
earnings are set to rebound after 3 years of decline. Whilst the Ringgit may temporarily soften, it
could resume its strength given the prospects of stronger growth and inbound investment.
Domestic liquidity remains abundant whilst GLC reform stories could gather further momentum
post the installation of the new government.

In terms of portfolio strategy, we intend to take advantage of the market weakness to bottom fish
on stocks which remain fundamentally attractive regardless of the change in government. These
include selective stocks in banking, oil and gas (given the recovery in oil price), consumer
discretionary (prime beneficiary of populist measures like wage hike and GST abolishment) and
exporters like tech, EMS players and glove manufacturers (beneficiary of renewed currency
weakness). We are reviewing our positions on the contractors but would largely be biased
towards top-slicing only the fundamentally weaker counters. Overall, our cash reserves of
between 15-20% would enable us to bottom fish on our conviction ideas, whilst partially closing
our underweight positions on the index heavyweights amidst the sell down. Once the political
dust has settled, we believe that the strong fundamentals and ‘democratic dividend’ would prevail
to re-rate the market towards a stronger 2H.

Disclaimer: This document is prepared by Kenanga Investors Berhad (KIB)(353563-P) and is strictly for discussion and information
purposes only. It should not be circulated to any third party without prior approval of KIB. Information provided herein including
any expression of opinion or forecast has been obtained from or is based on sources believed by us to be reliable, but there is no
representation or warranty, express or implied, is given with respect to the accuracy, completeness, sufficiency or usefulness of the
information, or that any future transaction will conform to the terms hereof. Any decision to proceed with a transaction to which
this information relates should be made solely in reliance upon final documentation agreed between us.lIt is not an offer to buy or
sell or a solicitation of an offer to buy or sell any security or instrument or to participate in any particular trading strategy. Neither
Kenanga Investors Berhad, nor any of its dffiliates, directors, employees, agents or advisers or any other person accepts any
liability to any person in relation to the distribution, possession or delivery of this document in, to or from any jurisdiction.
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Any projections or other estimates in this information, including estimates of returns or performance, are forward-looking
statements based upon certain assumptions and are preliminary in nature. Actual results are difficult to predict and may depend
upon factors within or beyond the issuer’s or Kenanga Investors Berhad’s control. Actual events may differ from those assumed
and changes to any assumptions may have a material impact on any projections or estimates. Other events not taken into account
may occur and may significantly affect the analysis. There can be no assurance that estimated returns or projections can be
realized or that actual returns or performance results will not be materially lower than those estimated herein. Such estimated
results, returns and projections should be viewed as hypothetical and do not represent the actual results/returns that may be
achieved. Price and product availability are deemed to be indicative only and are subject to changes at any time without notice.
You should also consider fees and charges involved before investing.

For investment in KIB’s unit trust funds, the Master Prospectus dated 30th June 2017, has been registered with the Securities
Commission Malaysia, who takes no responsibility for its contents. Investors are advised to read the Master Prospectus, the
Product Highlight Sheet, any supplemental master prospectus and other product disclosure document before investing. Investors
should also consider the fees and charges involved. Application for units can only be made on receipt of a form of application
referred to in and accompanying the prospectus. A copy of the relevant prospectus (es), and the relevant product highlights sheet
(PHS) is obtainable at all KIB’s branches. Unit prices and distributions may go down as well as up. A fund’s track record does not
guarantee its future performance. Investors are advised to read and understand the content of the unit trust loan financing risk
disclosure statement before deciding to borrow to purchase units. The fund may not be suitable for all and if in doubt investors
should seek independent advice.
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