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3QCY20 Investment Strategy  FBMKLCI 1,500.97  

Volatility Up Ahead Target 1,531.00 ↑ 
By Koh Huat Soon / hskoh@kenanga.com.my  

 

Following the conclusion of 1QCY20 results last week, we raised our year-end FBMKLCI target to 1,422 
based on a raised forward PE multiple of 16.2x (from 15.9x previously). Directionally, we were right. But 
not quite enough. On deeper reflection, we have used too broad a brush (from a top-down perspective) 
on valuation that misses the point that two significant components – glove makers TOPGLOV and HARTA 
– are at the cusp of an extraordinary growth phase. Modelling a new style of valuation, we apply a finer 
brush: 16.2x to FBMKLCI EPS ex-gloves and 36x to TOPGLOV and 43x to HARTA’s, the sum of which yields 
a target level of 1,531. The implied target forward PE multiple is thus 17.4x FY21 EPS. We caution that 
the path from here to 1,531 will be volatile, not least because the market’s implied optimistic, but 
questionable assumptions about the containment of the pandemic’s second wave and robust earnings 
recovery will be tested in the months ahead. The higher 16.2x PE multiple applied to FY21 EPS (ex-gloves) 
versus 15.9x previously, was mainly to account for an extended period of low interest rates, coupled with 
abundant liquidity. However, as the equity market risk premium remains elevated – a reflection of the 
volatile path ahead moving towards next year’s recovery – we recommend a barbell strategy by sticking 
with the defensives that can be found in dividend yielders, utilities and beaten down consumers names 
to anchor portfolios, while also selectively overweight cyclicals in the technology and construction space. 
Our top picks for 3QCY20 are BJTOTO (OP; TP: RM2.55), GAMUDA (OP, TP: RM4.30), JHM (OP; TP: 
RM2.00), MALAKOF (OP, TP: RM1.02), MPI (OP; TP: RM13.30), PWROOT (OP, TP: RM2.45); RHBBANK 
(OP; TP: RM6.00), SUNCON (OP; TP: RM2.45), TENAGA (OP, TP: RM13.95) and TOPGLOV (OP; RM25.00). 

 

 

FBMKLCI 2020E and 2021E EPS lowered: A review of 1QCY20 results and guidance led us to cut FBMKLCI 2020 and 2021 EPS 
expectations for a second consecutive quarter. Earnings were also tweaked to account for rebalancing adjustments where TM 
(MP; TP: RM4.20) and KLCCP (MP; TP: RM8.10) replaced AMBANK (OP; TP: RM3.60) and AIRPORT (OP; TP: RM5.45). Overall, 
FY20/21 EPS were reduced to 77.2/87.8 sen from 84.5/96.6 sen. These revised EPS pale in comparison with FY19’s 95.2 sen. The 
FBMKLCI EPS for FY20 represents 18.9% annual contraction before recovering 13.8% in FY21, off a much lowered base. 
Consensus EPS according to Bloomberg as at 30th June stood at 75.9 sen for FY20 and 90.7 sen for FY21 (see Chart 1). Given that 
consensus EPS for FY21 is some 4% higher than ours, we expect the market to continue adjusting expectations downwards in the 
months ahead. 

 
Chart 1: KNK vs Consensus FBMKLCI EPS estimates 

 

 

 

Source: Bloomberg, Kenanga 
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For the FBMKLCI in 2020, all sectors except rubber gloves, healthcare, plantation and the utilities sectors are expected to exhibit 
earnings contraction. Banks, the largest sector by weight, are prone to earnings decline on the combination of OPR cuts and Day 
One modification losses, while the continued build-up in pre-emptive provisioning ahead of the expiry of loan moratorium adds 
to earnings risks. The saving grace is that banks today are generally well capitalised such that chances of recapitalisation cash 
calls at this stage are remote in our view. The Oil & Gas sector continued to fall victim to capex and opex cuts globally. The 
outlook for the second half continues to be challenged by project delays, weak order replenishments and potentially further 
asset impairments, as Petronas’ spending cuts and oil price that remains weak impact the sector across the entire value chain. 
Offsetting these are a mild recovery in plantation sector’s earnings on modest improvement in CPO price off last year’s low base, 
but this occurs mostly in 1H20, while supply squeeze for rubber gloves on Covid-19 led demand was upside so strong, that 
manufacturers were able to maintain sharply raised ASPs, while the utilities sector’s resilient earnings profile, such as Tenaga’s, 
has its downside risks cushioned by incentive based regulated returns. However, building materials component Press Metal’s 
earnings should likely come in negative despite new capacity coming on stream end-3QCY20 on weaker ASP. FY21 is expected to 
see earnings doubled from a low base for the gaming sector as visitor numbers to Genting are expected to normalise next year to 
pre-pandemic levels with the long-awaited opening of the expanded theme park as well as normalisation of casino businesses 
elsewhere as lockdowns are lifted. We see rubber glove’s earnings growth to sustain into 2021, driven by the expanded usage of 
gloves in a post-pandemic environment with stricter adherence to hygiene and in healthcare, while pent-up demand from 
delayed elective surgeries should lift earnings of hospitals. 

 
Chart 2: FBMKLCI sectors 2020/21 earnings growth (unweighted) 

 

 

 

Source: Kenanga (* TOPGLOV and HARTA have been combined with IHH to display Healthcare’s collective earnings above) 

 

Overweight Construction, Gaming, Property, Rubber Gloves, Technology, Utilities. 

Neutral 
Aviation, Banks, Consumer, MREITs, Non-Bank Financials, Oil & Gas, Plantation, Plastic Packaging, Ports 
& Logistics, Telecommunication. 

Underweight Automotive, Building Materials, Healthcare, Media, Tobacco & Brewery 

 
Market is past the first phase of recovery but faces headwinds in the next: Despite a disappointing 1QCY20 earnings season, 
the market rallied on the force of domestic liquidity (thanks to the 100 bps cuts in SRR and OPR), a series of stimulus support 
packages and expectation of a robust recovery in the pace of business activities from as early as 2H 2020 with the easing of the 
lockdown since mid-June. The 25% KLCI rally since mid-March has been in no small measure driven by a surge in retail 
participation, where retail transactions rose sharply in relative and absolute terms (see Chart 3). The market rise has been broad-
based, with retail and local institutions net buying and foreigners net selling for each of the six months in the first half (see Chart 
4). The ban on short selling by Bursa Malaysia in late March has also served to boost trading sentiment. This policy and the 
numerous extensions of the suspension deadlines, the latest of which has Bursa Malaysia extending the short selling ban from 30 
June to end-2020, may embolden short-term investors to take riskier bets. This is no better reflected than Chart 5, showing the 
small and mid-caps (FBMSC and FBM70) handily outperforming the major indices FBMKLCI and FBMS. 



   

3QCY20 Investment Strategy Market Strategy  

 
 08 July 2020   

 

PP7004/02/2013(031762) Page 3 of 20 

Chart 3: Retail Activity (RHS) vs FBM100 (lhs) 
 

 
 

Source: Bursa Malaysia, Kenanga 

 
Further upside will be tested in the months ahead: While the main barometer FBMKLCI has recovered 25% in price terms from 
the depth of 19th March, the small and mid-caps have outperformed massively rising 58% and 41%, respectively, over the same 
period on strong retail interest. The sustainability of this massive recovery will be put to the test in the coming months as the 
following events will be closely watched: (i) the pace of resumption in loan servicing after the 6-month loan moratorium ends in 
September; (ii) the extent to which business earnings normalise and commodity price recover; and (iii) the extent to how much 
Budget 2021 will be tightened (or otherwise) after an unprecedented stimulus in 1H 2020.  

 
Chart 4 Chart 5 

 

  
 

Source: Bloomberg, Kenanga Source: Bloomberg, Kenanga 

 
 
Our year-end target is 1,531 – how it is derived: Our target PE multiple is raised from 1SD above mean of 16.2x (post 1QCY20 
results) to just over 2SD above mean at 17.4x which is a blended forward PE multiple derived by applying 16.2x on FBMKLCI ex-
gloves EPS and 37.8x on the two gloves components – TOPGLOV and HARTA. See table below: 

 

 FBMKLCI Components Component EPS (FY21) Applied forward PE (x) Index Level 

A FBMKLCI ex-Gloves 82.77 16.2 * 1340.87 

B FBMKLCI Gloves 5.02 37.8 # 189.96 

A+B FBMKLCI aggregate 87.79 17.4 1530.83 

*based on risk free rate of 2.90% and an equity risk premium of 3.28% (see Chart 6) giving forward earnings yield of 6.18%  

# 36x on TOPGLOV and 43x on HARTA EPS 
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The Risk Free Rate to remain low for the rest of this year: In an environment of low interest rates and abundant liquidity, equity 
markets’ PE ratios tend to be elevated by low funding cost. With the economy remaining sluggish and the Fed’s view that rates 
will remain low till 2022, we expect the 10-year MGS yield to remain in the vicinity of 3% for the rest of this year. In arriving at 
our target PE level, we have assumed a 10-year MGS yield of 2.90% as a proxy for the risk-free rate.  

 
The Equity Risk Premium: Given the possibility of a snap election being called this year and the uncertainty that follows, it is 
fitting to apply an above mean equity risk premium. Over the past 10 years, the FBMKLCI’s equity risk premium (based on 
estimated forward earnings yields) had ranged between 1.7% and 3.8% (being -2 and +2 standard deviations from the mean 
respectively) – see Chart 7 below. In arriving at our target PE multiple, we have applied an equity risk premium of 3.28% - this 
being +1 SD above the mean of 2.74%. 

 
Chart 6 Chart 7 

 

  
 

Source: Bloomberg, Kenanga Source: Bloomberg, Kenanga 

 
The expected return or earnings yield that is arrived at is therefore 6.18% (derived from adding risk-free rate of 2.90% to equity 
market risk premium of 3.28%), the reciprocal of which is our target 12-month forward PE of 16.2x. Blended with separately 
applied PE multiples of 36x and 43x on TOPGLOV and HARTA, respectively, we arrive at an effective PE multiple of 17.4x. On 
FY2021 EPS of 87.8, the applied 17.4x multiple gives a year-end target of 1,531. 

 
For sure, the market can continue to rise beyond 1,531 (see Chart 8) as pandemic-related challenges are overcome, especially as 
chances of a breakthrough in treatment rises with time, but that is probably a case for 2021. In the meantime, the path to 
recovery will be volatile and bracing for that volatility ahead by defensive posturing would be the appropriate investment stance.  

 
Chart 8: FBMKLCI Target Value at 1,531 by end-2020 

 

 
 

Source: Bloomberg, Kenanga 
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Continue adopting a defensive investment strategy: Our view that volatility will remain high going into 2H 2020 necessitates the 
pricing of a higher equity risk premium. It is going to be volatile because there are the uncertainties of known risks that the 
market will need to discount and digest as information unfold (see Chart 9). Some of the biggest known risks to us that can 
unsettle market are firstly, anxiety over the outcome of political wrangling that could likely lead to a snap election, secondly, 
anxiety over the pace of economic recovery and health of the banking system’s balance sheets post-moratorium and thirdly, 
anxiety over the extent of new infections in the second wave of this pandemic. The run in 2QCY20 has been the easy part. Driven 
by cheap money and local liquidity, increased risk appetite drove small and mid-caps to sharply outperformed both the main 
indices of FBMKLCI and FBM Shariah but we doubt this performance can be repeated in the 3QCY20 when viewed against the 
risks that the market is confronted with. 

 
Chart 9 

 

 
 

Source: Bloomberg, Kenanga 

 
Don’t count on foreigners to buy; support will rest on domestic liquidity: Compared to its ASEAN peers, the Malaysian stock 
market has been an outperformer since the start of this year (chart 10), partly thanks to our market being under-owned by 
foreigners in the first place, who net sold emerging Asia during the peak of the pandemic scare. For years, it has been an under-
owned market by foreign fund managers for a number of reasons - inferior earnings growth, weak commodity prices on which it 
is dependent, diminishing weight in major international benchmarks and uncertainties around political transitions. While other 
markets have rebounded more strongly compared to ours from the troughs, the YTD performance still puts Malaysia ahead. And, 
this outperformance may be questionable from the perspective of foreign portfolio managers given that Malaysia remains a 
victim of weak commodity prices (notably oil and CPO) and increased political risks. On these counts, foreigners are unlikely to 
find Malaysia’s valuation attractive enough to buy despite being very underweighted. It will be left very much to the might of 
domestic liquidity, which thankfully is abundant enough to steer the market’s rise on grounds of earnings recovery, punctured 
every now and then by adverse news flows. 

 
Chart 10 Chart 11: % foreign ownership 

 

 

 
 

Source: Bloomberg, Kenanga Source: Bloomberg, Kenanga 
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The near-term road to Covid-19 recovery remains patchy, position for a more durable recovery in 2021: The scourge of Covid-
19 has turned out to be more lasting than expected, where in our last strategy note, we stated our projection that the crisis 
would subside sometime in May or June from which the market would recover sustainably. Our base case projection now is that 
Covid-19 risks in global markets will only subside substantially in early 2021 and in the near term, we expect markets to be 
unnerved every now and then with concerns over spikes in new second wave infections. And, as shown in Chart 12 below, the 
rise in new infections in the US in late June has been quite alarming with recent readings showing north of 45,000 vs. peaks of 
39,000 in the first wave. If such high readings continue to rise, we would not be surprised if the lockdown easing reverses in the 
badly affected states, which would put a dent to confidence in this nascent phase of market recovery. Similar trends are seen in 
large economies like India (Chart 14) and Brazil, which skew up the readings worldwide (Chart 15). Fortunately, the outlook on 
Covid-19 containment locally is much better (Chart 13) as the number of new cases has continued to decline without significant 
evidence of a lasting second wave yet. But even then, and as is normally the case, our local market will not be immune to 
volatilities in the US. For this reason, until it can be established that this wave of new infections has diminished globally, a sound 
risk-adjusted return strategy is for one to continue adopting a barbell exposure by positioning in defensives (yielders) to anchor 
portfolios at one end, and selected cyclicals for some beta at the other. 

 
Chart 12: United States Chart 13: Malaysia 

 

 
 

 

Source: Worldometer Source: Worldometer 

 
Chart 14: India Chart 15: World 

 

  
 

Source: Worldometer Source: Worldometer 
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In terms of actionable ideas, many are looking at how to position equity investments to benefit from the changing post-
pandemic landscape. While investors can seize on investment opportunities that benefit from changes in societal behaviour such 
as greater sensitivity for higher hygiene standards, health and well-being, new found familiarity and acceptance of work-from-
home arrangements which have benefitted healthcare and technology, other sectors and stocks that were irrationally sold off 
are worth considering for attractive returns further out. As much as the threat of the current second wave is daunting, crowds 
will eventually be back and people will travel and shop again. We see the volatility that lies ahead as opportunities to increase 
positions in names that were oversold on pandemic fears for next year’s recovery. These can be found in the defensive 
consumer plays (gaming included), these being stocks that have been victims of irrational fears of social distancing and reduced 
consumption in a social setting such as BJTOTO and GENTING. Defensive against expected volatility ahead are utility plays 
being low beta with decent dividend yields such as MALAKOF while the security of regulated returns on larger names like 
TENAGA lessens earnings risk. For cyclicals, we recommend technology (JHM and MPI) on positive supply chains impact (from 
new smartphone launches and auto sales recovery in US, China and Europe) and construction (GAMUDA and SUNCON) as a 
lever to pump prime the economy for which we expect news on resumption of shelved projects to surface in the 4QCY20. 

 
Utility sector as a proxy for dividend yields: The utility sector is one of three that outperformed the FBMKLCI in 1HCY20. Unlike 
the other 2 outperforming sectors - Healthcare and Technology – for which outperformance was driven by growth, utility has 
outperformed on the strength of its earnings defensive qualities.  

 
Given the reduced number of dividend plays after many of the traditional yielders among REITs, brewers, retailers and banks 
take on a more prudent cash conservation mode, the utility sector stands out as one of few that still holds promise of attractive 
yields. Couple this with resilient earnings streams supported by the consumption of essential goods, we believe our top picks in 
this space – TENAGA and MALAKOF - will likely to continue outperforming for the rest of this year. In Tenaga’s case, there is low 
earnings risk in its regulated business, where the transmission and distribution units which together makes up 70% of net profit, 
generate a return which is determined by an Incentive Based Regulatory mechanism. And for the generation side, fluctuations in 
fuel costs are cushioned by an Imbalance Cost Pass Through (ICPT) mechanism which lowers earnings risks. For the security of 
earnings and status as one of the largest liquid heavyweight index components, TENAGA at 12.4x FY21, trades at an unjustifiably 
steep discount to market valuation. We peg Tenaga’s target price at its 3-year mean PER of 14.9x FY21 EPS, which is still a 
material discount to our FBMKLCI’s target of 17.4x, and 17x at which it trades currently. Perhaps, an area in which there is ample 
scope for Tenaga to add shareholder value is in ESG management. Amongst others, the large share of coal generated power 
remains a concern amongst large international ESG sensitive investors and if this can be addressed, so much the better. 

 
Consumer sector (KL Consumer Index) where the bountiful oversold opportunities are: The KL Consumer index of which the 
gaming (casinos and NFOs) and brewery stocks are a part have underperformed the FBMKLCI by 8.4% YTD. And within this 
sector, both the casino plays – GENTING (OP; TP: RM6.00) and GENM (OP, TP: RM3.35) – along with the brewers fared the 
worst, underperforming the KL Consumer index. 2QCY20 should likely be the worst quarter for the casinos and NFOs as both 
entities would only have operated for 12 days during the quarter. For GENTING, we see the rest of 2020 to remain marred by 
resource under-utilisation as the impact of social distancing and restricted travel lingers. However, we see rapid recovery in 2021 
and a good chance of 2022 revenue and earnings at least matching those of 2019. 

 
While recommending stocks in this sector, we remind investors of their vulnerability to the risks of unfriendly business 
regulations. But this is not an entirely unfamiliar issue. Foremost is the issue of gaming and brewery taxes. Given the pressing 
need for the government to raise revenue due to massive stimulus spending and the impact of recession on its income in 
2020/21, we do not discount the possibility of a sin tax hike this year. However, if such a hike is to happen, we believe that it 
would more likely to hit the brewers and the NFOs rather than the casino operator. The reason we think so is that there have 
been calls by factions within the current government to address the rising cases of drunk-driving related accidents by curbing 
alcoholic consumption. And within the gaming sector, Genting’s tax was hiked just two years ago (and before that in 2005) while 
that of NFOs was 10 years ago. Hence, we think it is too soon to be imposing another hike on Genting. On NFOs, even if duties 
were hiked, we believe that prize payouts can be adjusted, as they have done in the past, to mitigate the negative impact. The 
longevity of the gaming and breweries businesses in Malaysia is certain in our view as these sectors in aggregate currently 
contribute an estimated RM6.4b in taxes to the Federal government budget. In aggregate this is some 2.5% of the government’s 
total annual income. Hence, despite their religious sensitivities, they are sectors that rational minds can ill afford to curb. And, it 
is well known that curbing official channels for their consumption only drives such activities underground resulting in the 
unnecessary loss of income taxes. Our top pick in the gaming space is BJTOTO for dividend yield of c.7%. Our consumer top pick 
is PWROOT (OP; TP: RM2.45) – potentially a 5-6% dividend yielder, its household brands of coffee mix benefit from increased in-
home consumption, with favourable raw material costs and pipeline of new launches to drive earnings to grow 7% in CY21. It has 
the defensive characteristic of achieving above-market ROE and it makes a good portfolio diversifier (given its low correlation 
coefficient vs FBMKLCI of less than 0.3) which is useful to have during highly volatile periods. 
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Technology – cyclical upturn on positive secular trend: The secular growth outlook for the sector is intact, driven by the 
development of 5G connectivity, greater electronic content in automotive and benefits of trade diversion for OSATS and EMS 
players in the region. And, specific to those in the disk drive industry, the proliferation of cloud computing continues to expand 
the demand for enterprise memory storage devices as web computing spikes on increased work-from-home activities. Many of 
Malaysia’s listed electronic players are financially secure with solid balance sheets that offer long-term earnings growth. For 
domestic fund managers, this sector is also a play on a weak MYR. 

 
Increasing RF content in 5G smartphones: As per our 2Q20 strategy report a quarter ago, we remain positive on the impact on 
supply chain from the upcoming flagship Apple iPhone launch in Sept 2020. The new phone which features a revamped 
operating system iOS14 and the inclusion of 5G connectivity will likely be well received in our view. The increase in 
semiconductor content in smartphones will benefit local OSAT players involved in radio frequency (RF) chips. The absence of 
Google Mobile Services (GMS) in Huawei devices may move less tech savvy customers towards Apple or Samsung. This is positive 
for our domestic semiconductor players – MPI, Inari and Unisem - whose businesses are more geared towards the US and Korean 
smartphone supply chains. Our top pick here is MPI. 

 
Recovery seen in major automotive markets globally: We see a turning point in China’s automotive market as economic activities 

begin to normalise following a fairly successful containment of the Covid-19 pandemic there. Passenger cars sales climbed 7% 

YoY in May, sharply rebounding from Feb’s -80% and March’s -48%. Pro-auto policies such as extension of subsidies and 

extending tax exemptions for EVs by two years helped bring pent-up demand to surface. Over in Europe, assembly lines are 

returning to full production as authorities eased restrictions that shuttered many dealership and kept consumers at home. 

Europe car sales saw slight improvement of -52.3% YoY in May after bottoming out at -76.3% YoY in April. In addition, the extra 

tax incentives by local government will likely lead to improvement in car sales. Furthermore, the practice of social distancing may 

increase the usage of private vehicles as opposed to public transport.  We see the US automotive market – a laggard this year – 

to follow the recovery trend of China’s that is leading the recovery cycle, having achieved a significant measure of success in 

containing the pandemic. This should benefit JHM which used to derive about two-thirds of sales from the US auto market pre-

Covid-19. 

Stock Price@ 30 
Jun 20 

Target 
Price 

Comments 

MPI 11.00 13.30 We like the stock for (i) exposure in the RF segment which rides on the growth of 5G; (ii) 
the newly acquired US automotive customer providing exposure to silicon carbide power 
modules for EVs; (iii) well diversified customer base and (iv) net cash balance sheet of 
RM800m. It benefits from trade diversion as its expanding plant in Suzhou is benefitting 
from Huawei aggressively loading local vendors with more orders to mitigate supply chain 
disruptions. With a strong balance sheet, there is no issue in funding Suzhou “Phase 2”. 

JHM 1.34 2.00 JHM is one of the sector’s biggest laggards on contracting auto sales in the US to which it 
supplies LED modules and its foray into aerospace parts supply. However, these concerns 
are misplaced in our view. With a strong rebound in automotive LED orders received for 
the 2H and new prospects from 5G-related orders and EV charging stations, we expect JHM 
earnings to pick up strongly that will see this year’s earnings matching the last despite 
Covid-19-related disruptions. On 58% EPS growth for FY21, it trades on next year’s PE 
of14.9x – a steep but unwarranted discount to UWC’s 26x. A transfer to the Main Board 
will provide an added catalyst. 
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Construction – an effective lever to jump start economic recovery:  

 
With the negative impact of the MCO behind, we see a recovery for the sector from late 3QCY0 onwards after the conclusion of 
what is expected to be a poor 2Q20 earnings season by end-August. We believe the market will by then, start looking at Budget 
2021 in November and 12 MP in January for clues of how the government plans to push the economic recovery agenda in a post-
Covid-19 environment. We are quite certain that it will involve accelerating the pace of existing construction projects namely the 
ECRL and LRT3 while approving the implementation of MRT3. We have already seen progress made in PTMP with the signing of 
the PDP master agreement between the Penang state and the Gamuda consortium. Watch out for developments on: 

 
i) MRT 3: It would make sense to roll out this RM21b project to time with the expected completion of MRT2 at the end of 

this year or early 2021. And, this intracity infrastructure is expected to generate a high multiplier effect. The 
beneficiaries we see are GAMUDA, MMCCORP (MP; TP: RM0.775) and/or MRCB (OP; TP:RM0.75) 

 
ii) Rapid Transit System (RTS): Malaysia has decided to proceed with the RM3.2b project in Oct 2019 but is subject to 

Singapore’s agreement on the final implementation details. We expect the pace to pick up after the Singapore general 
election. Three agreements are waiting to be signed: SMRT – Prasarana JV agreement to operate the RTS; concession 
agreement between the two countries to appoint the joint venture and an amended RTS link bilateral agreement. 
PESTECH (OP; TP: RM1.05) stands out as a potential beneficiary besides YTL (Unrated) and KIMLUN (OP; TP: RM1.00) 

 
iii) Pan Borneo Sabah: This RM12.9b project is on-going with 12 out of 35 contracts already awarded. Out of the remaining 

23 contracts, 3 were supposed to have been awarded (worth some RM1b in aggregate) in 1QCY20 when PH was in 
power while the balance 20 projects will be awarded under the 12th MP. The potential beneficiaries are GAMUDA, WCT 
(MP; TP: RM0.55), GBAQRS (Unrated), HOHUP (Unrated) 

 
Finally, SUNCON deserves to be mentioned as a top pick and a safe bet within the construction space. It is apolitical, highly 
experienced with an unblemished track record in major infrastructure projects in the past, With a war chest close to RM1b post 
ICPS rights issue exercise (scheduled for 4QCY20 completion), it could benefit as a potential acquirer in an M&A deal. And, 
forward earnings’ visibility is underpinned by RM2.6b of unbilled property sales and RM5.4b outstanding construction order-
book. 
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Appendix 
 
3QCY20 Top 10 Stock Picks (Closing as at 30 June 2020) 

Stocks 

 

Last Price 

(RM) 

FY20/21 
Core NP 
Growth 

FY21/22 
Core NP 
Growth 

FY20/21 
Core PER 

FY21/22 
Core PER 

FY20/21 
Net Div 
Yield 

FY20/21 
ROE 

Target 
(RM) 

Upside Rating 

BJTOTO 2.20 -25.4% 48.9% 16.9 11.4 4.7% 24.1% 2.55 15.9% OP 

GAMUDA 3.64 -31.3% 38.3% 18.5 13.4 1.6% 5.6% 4.10 12.6% OP 

JHM 1.34 3.6% 57.9% 23.6 14.9 1.1% 14.3% 2.00 49.3% OP 

MALAKOF 0.910 3.8% 6.3% 13.7 12.9 7.2% 6.0% 1.02 12.1% OP 

MPI 11.00 2.0% 29.0% 15.1 11.7 2.5% 10.5% 13.30 20.9% OP 

PWROOT 2.25 -1.7% 11.2% 18.2 16.4 5.1% 19.2% 2.45 8.9% OP 

RHBBANK 4.79 -12.6% 5.0% 8.8 8.4 5.4% 8.3% 6.00 25.3% OP 

SUNCON 1.88 -45.8% 128.2% 34.8 15.3 1.3% 10.9% 2.45 30.3% OP 

TENAGA 11.62 15.0% 2.0% 12.7 12.4 3.9% 8.8% 13.95 20.1% OP 

TOPGLOV 16.10 213.4% 50.8% 35.3 23.4 1.4% 44.2% 25.00 55.3% OP 

 

Figure 1: Overweight Sectors 

Sector  Sector Call 
Changes 

Brief Comments Stock Calls/Ratings 

Construction Maintain • Our thesis that construction would be a key driver for an 
economic recovery would be more pronounced as Budget 2021 
and 12th Malaysian Plan approaches in Nov 2020 and Jan 2021, 
respectively. 

• KLCON is presently trading at forward FY21E PER of 12.6x and 
could rerate to a high of 17x times in anticipation of the rollout 
of mega infra jobs 

• That said, we expect contractor's 2QCY20 results (being MCO 
peak) to be a huge disappointment and temporary hiccup to our 
projected rally. 

• Maintain Overweight with top picks being GAMUDA, SUNCON, 
KIMLUN and KERJAYA 

OP 

GAMUDA (TP: RM4.10) – Top 

Pick 

HSL (TP: RM1.25) 

KERJAYA (TP: RM1.45) 

KIMLUN (TP: RM1.00) 

MUHIBAH (TP: RM1.15) 

SUNCON (TP: RM2.45) – Top 

Pick 

MP 

MITRA (TP: RM0.200) 

IJM (TP: RM2.00) 

UP 

WCT (TP: RM0.460) 

GKENT (TP: RM0.510) 

Gaming Maintain • Buying into recovery in 2021; maintain OVERWEIGHT. 2020 is a 
tough year given the virus-led 3-month closure but business 
should slowly pick up in 2HCY20 before attaining “business as 
usual” level in 2021. Attractive valuation at -2SD 5-year PBV 
mean for casino players and -1SD for NFO operators. BJTOTO is 
our top pick for its resilient earnings with c.7% yield. 

• Casinos re-opening to restore business and sentiment. The 
reopening of Resorts World Genting on 19 Jun, Resorts World 
Sentosa and Resorts World Bimini on 01 Jul, Genting UK casino 
on 04 Jul should catalyse a turnaround from the expected loss-
making results in 2QFY20. But, business volume is unlikely to go 
back to pre-COVID 19 levels anytime soon. 

• NFOs’ earnings to pick up in 2HCY20 as business resumed after 
three months of business closure which cancelled 39-40 draws. 
Additional special draws from 8 currently is possible but 

OP 

BJTOTO (TP: RM2.55) – Top 

Pick 

GENM (TP: RM3.35) 

GENTING (TP: RM6.00) 

MP 

MAGNUM (TP: RM2.45) 
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Sector  Sector Call 
Changes 

Brief Comments Stock Calls/Ratings 

minimum earnings impact as it comes with extra 10% tax. 

• Expecting the worst earnings in 2QCY20, as NFO has only 6 
draws available while GENM casino was only in business for 12 
days which may lead to a loss-making quarter. Meanwhile, NFO 
earnings recovery is faster than GENM given the social 
distancing rule, operating space factor and cross border 
travelling restriction to GENM customers.  

Property Maintain • Depressed valuations unlikely to get worst amidst supportive 
policies . 

• That said, key structural issue of supply > demand persists. 

• Current valuation is at multi-year trough levels. 

• Reflecting this, the KLPRP Index is currently trading at PBV of 
0.38x (1.5SD below mean) after hitting an all-time low of 0.28x 
(2.5SD below mean) in March 2020. 

• We are tactically keeping our OVERWEIGHT sector call on 
bargain valuation grounds 

• Together with the rest of the market, most developers have 
experienced a relief rebound off their lows since March. 
Nonetheless, we think further upside still lie with quality 
developers. 

• Our top picks are IOIPG, SUNWAY, and SIMEPROP. 

OP 

IOIPG (TP: RM1.29)  

UEMS (TP: RM0.565) 

MRCB (TP: RM0.750) 

SUNWAY (TP: RM1.68) 

SIMEPROP (TP: RM0.800) 

MP 

ECOWLD (TP: RM0.44)   

MAHSING (TP: RM0.57) 

SPSETIA (TP: RM0.86)  

UOADEV (TP: RM1.82) 

UP 

MAGNA (TP: RM0.52) 

LBS (TP: RM0.330) 

Rubber Gloves Maintain • Maintain OVERWEIGHT 

• Based on our analysis, we can conclude that: (i) ASP is going to 
be stubbornly high at least till 1H 2021 which supports 
exponential QoQ earnings growth over the next few quarters, (ii) 
share prices of rubber glove stocks moves upwards ahead of two 
quarters of good result, (iii) gloves stocks trades at +2.0SD based 
on historical upcycle. All in, we are excited with prospects over 
the next few quarters due to supply tightness and strong 
demand. Specifically, industry trend of rising weekly and 
monthly ASPs is expected to boost bottom-line. Amplifying the 
growth are restocking and inventory-building activities creating a 
supernormal demand spurt leading to acute supply shortage, 
due to the prolonged pandemic. 

• Our Top Pick in the sector is TOPGLOV (OP; TP: RM25.00). We 
highlight that TOPGLOV’s ASP for months of June to Aug is 
higher by 15% M-o-M further indicating supply tightness. In the 
3QFY20 results teleconference, management highlighted that 
20% of new capacity will be allocated to spot price which is 
between USD80 to USD100/1,000 pieces. With a diverse 
customer base, we expect TOPLGOV to have better pricing 
power and hence potentially higher-than-expected industry 
average prices  We like TOPGLOV because of its: (i) strong 
management, (ii) pricing power due to is vast customer base, 
and (iii) solid earnings growth averaging 130% per annum for 
FY20 and FY21 compared to PERs of 32x and 21x, respectively. 

OP 

TOPGLOV (TP: RM25.00) – 

Top Pick 

HARTA (TP: RM18.16)  

KOSSAN (TP: RM11.20)  

SUPERMX (TP: RM10.90) 

 

 

Technology / 
Semiconductor 

Maintain • Maintain OVERWEIGHT. We remain positive on the technology 
sector going into 3QCY20 as we remain excited for the upcoming 
latest Apple iPhone and the strong 2H recovery in automotive 
sales.  

• We anticipate the upcoming flagship smartphone by Apple to 
be well received due to the revamp of its operating system and 
the inclusion of 5G connectivity. Of the new software offerings 
unveiled during WWDC last month, we outlined 3 key features, 

OP 

D&O (TP: RM0.860) 

JHM (TP: RM2.00) – Top 

Pick 

MPI (TP: RM13.30) – Top 

Pick 
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Sector  Sector Call 
Changes 

Brief Comments Stock Calls/Ratings 

(i) app library, (ii) widgets and (iii) picture-in-picture which we 
deem will offer a fresh and long awaited experience that iOS 
users have envied Android users for. In fact, our channel checks 
indicated that even some loyal Android users may likely consider 
Apple as the next smartphone upgrade owing to the new 
offerings from iOS 14. 

• On the automotive side, China being the first to flatten the 
Covid-19 curve has displayed a strong rebound in car sales from -
48% YoY in March to 7% YoY in May. With easing restrictions in 
the EU, we expect car sales recovery of similar momentum. 
Macro wise, we gather that both front-end and back-end 
semiconductor players are continuing to see growth despite the 
Covid-19 and US ban on Huawei. This is possible thanks to the 
adoption of 5G which will continue to see a rise in components 
per handset coupled with the uptick in EVs as car manufactures 
are pivoting away from fuel combustion engine. Our top picks 
are JHM (OP; RM2.00) and MPI (OP; RM13.30). 

SKPRES (TP: RM1.50) 

MP 

KESM (TP: RM7.40) 

PIE (TP: RM1.40) 

UNISEM (TP: RM1.80) 

Utility Upgrade • Go for the defensive sector; upgrade to OW. A good defensive 
sector under this uncertain times especially when valuations 
have become less expensive following the recent price 
weakness. Besides, the sector also offers above average 
dividend yields of 4-7%. TENAGA and MALAKOF are our TOP 
PICKs for 3QCY20 Strategy 

• TENAGA‘s earnings risk covered by ICPT as fuel cost risk is being 
pass-through to end-user while revenue cap is a check and 
balance for demand risk. Despite this, it trades at a cheap FY21 
PER of 13x with 4% yield. In 2HCY20, there is no ICPT adjustment 
from 2 sen/kWh ICPT surcharge in 1HCY20 against base-tariff of 
39.45 sen/kWh.  

• IBR to safeguard PETGAS and GASMSIA’s earnings. Both gas 
players are at the start of RP1 (2020-2022) where PETGAS saw 
better-than-expected rate cut while GASMSIA still enjoys margin 
spread of RM1.80-2.00/mmbtu. Both offer c.4% yield as well. 

• PPAs to keep IPPs in check as earnings for existing IPPs are fairly 
stable. With value already written down to zero for KEV, 
MALAKOFF expects low earnings volatility while newly acquired 
Alam Flora and increased stake in Saudi asset will boost earnings 
growth. However, YTLPOWR still faces challenges in YES and 
PowerSeraya. These IPPs offer attractive c.7% yield.   

OP 

MALAKOF (TP: RM1.02) – Top 

Pick 

PESTECH (TP: RM1.05) 

TENAGA (TP: RM13.95) – Top 

Pick 

MP 

GASMSIA (TP: RM2.80) 

PETGAS (TP: RM17.20) 

YTLPOWR (TP: RM0.650) 

 Source: Kenanga Research 
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Figure 2: Underweight Sectors 

Sector  Sector Call 
Changes 

Brief Comments Stock Calls/Ratings 

Automotive Maintain • We maintain UNDERWEIGHT on the sector with 2020 TIV target 
units of 420k (-31% YoY).  

• The MIER CSI (Consumer Sentiment Index) score for 1QCY20 was 
51.1 points (-31.2ppt QoQ, -34.5ppt YoY), which is below the 
optimistic threshold (>100pts) and is at the lowest since 1988 
with household income at its weakest due to cautious spending 
patterns observed especially on high-value discretionary items 
coupled with the closure of stores during the MCO. 
Furthermore, passenger vehicles loan approval rate remains 
unexciting averaging just 50% up to May 2020.  

• That said, we are expecting consumer sentiment to remain 
subdued in the upcoming quarters on the back of worsening 
household income and loan approval rate in line with rising 
unemployment rate to 5% in April 2020, the highest level since 
1989.  

UP 

BAUTO (TP: RM1.30) 

DRBHCOM (TP: RM1.30) 

MBMR (TP: RM2.80) 

SIME (TP: RM1.75) 

TCHONG (TP: RM0.700) 

UMW (TP: RM1.80) 

Building 

Materials 

Maintain • Reiterate UW on the sector given the challenging outlook in 
view of: (i) weak average selling price, (ii) softer domestic 
demand, (iii) oversupply and intense competition, (iv) higher raw 
materials and production costs, as well as (v) slower economic 
growth, especially so for ANNJOO, ULICORP and WTHORSE. 

• Aluminium prices have bottomed out from a recent low of 
USD1,425/MT in early Apr to above USD1,600/MT currently. This 
indicates earnings recovery for PMETAL in 2HFY20 after a weak 
1HFY20 owing to the virus-led slowdown. We remain upbeat on 
FY21 prospects given the aluminium price recovery coupled with 
potential logistic cost savings as well as the additional smelting 
capacity (+42%) to come on-stream next Jan which will propel its 
earnings to new heights. 

• All in, we maintain MP for PMETAL as it is fairly valued following 
recent strong price performance, while keeping UP call for 
ANNJOO, ULICORP and WTHORSE.    

MP 

PMETAL (TP: RM4.45) 

UP 

ANNJOO (TP: RM0.550) 

ULICORP (TP:RM0.250) 

WTHORSE (RM0.740) 

 

Healthcare Maintain • We maintain our UNDERWEIGHT rating on the sector which is 
expected to be dull in terms of earnings growth and further 
capped by expensive valuations.  

• Overall, we still believe that the healthcare industry will 
continue to enjoy stable growth supported by the growing 
healthcare expenditure, rising medical insurance and an aging 
population demographic.  The latest 1QCY20 results season saw 
IHH and KPJ’s earnings coming in line with expectations while 
Pharmaniaga’s came in above due to higher-than-expected 
volume sales. However, IHH’s 1QFY20 earnings were impacted 
by goodwill impairment on Global Hospitals. . 

• KPJ’s valuation appears to be attractive again, Reiterate OP. 
We like KPJ because: (i) start-up costs from new openings will be 
absorbed by incremental ramp-ups from earlier openings and 
steady contributions from matured hospitals, and (ii) the stock is 
currently trading at 20% and 40% discount compared to 
historical average of 25.5x and regional peers of 35x, 
respectively. 

OP 

KPJ (TP: RM1.20) 

UP 

IHH (TP: RM4.70) 

PHARMA (TP: RM1.35) 

Media Downgrade • We downgrade our sector call to UNDERWEIGHT (from 
OVERWEIGHT) 

• In the 1QCY20 period, all four of our coverages performed 
below expectations. ASTRO’s 2QCY20 (1QFY21) results 
disappointed. Traditional media outlets continue to see top-line 

MP 

ASTRO (TP: RM0.830)  

UP 

MEDIA (TP: RM0.105)  
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Sector  Sector Call 
Changes 

Brief Comments Stock Calls/Ratings 

pressures as demand for physical prints slowly diminish while 
their online platforms have yet to deliver effective monetisation 
results. Meanwhile, advertisers lean towards more engaging and 
effective digital channels as a means for advertising. MEDIAC 
had to bear the additional brunt of travel suspensions which 
impeded its travel segment. Content provider ASTRO missed 
expectations as subscriber numbers and ARPU shrunk, further 
aggravated by the Covid-19 induced MCO. 

• MCO period should be the biggest downer. The traditional 
media segment is extremely sensitive to the sales of physical 
print publications, hence likely to see a huge downer in 2QCY20 
reported numbers with the MCO going on full swing. Though 
most players would have already established some sort of 
presence in digital platforms, the scale still pales in comparison 
to the contributions of physical prints and advertising revenue 
from conventional channels. Even with most consumers being 
homebound, indoor content providers are also facing pressures 
as the loss of income also means ARPU dilution. Furthermore, 
customers are becoming more open to other cheaper 
alternatives in the global scene. 

• Any near-term excitement could come from potential M&As. 

• Cost cutting measures are also being explored further but it may 
also impede any recovery efforts once the storm has calmed. 

MEDIAC (TP: RM0.155) 

STAR (TP: RM0.300) 

 Source: Kenanga Research 

 

Figure 3: Neutral Sectors  

Sector  Sector Call 
Changes 

Brief Comments Stock Calls/Ratings 

Aviation Maintain • Maintain NEUTRAL 

• We are expecting airlines carriers including AirAsia to face 
tougher operating conditions following the COVID-19 pandemic 
due to the restrictions and collapse in air travel despite having 
resumed its scheduled domestic flights. For the sector, we prefer 
Malaysia Airport Holdings Berhad (MAHB), being a monopolistic 
airport operator in the country. While a prolonged coronavirus 
pandemic could impact MAHB’s earnings, the experience from 
SARS indicates that the impact to passenger volume will see a 
recovery soon after. We believe the recent sell-down presents an 
opportunity to buy into MAHB. 

• AirAsia is expected to face losses on low yields, weaker loads and 
higher operating costs. In the meantime, the sector could be 
further de-rated by longer-than-expected recovery and remain 
mired with losses. We maintain Underperform on AirAsia with a 
TP of RM0.60 based on unchanged 0.5x FY20E BVPS. TP for 
MAHB (OUTPERFORM) is RM6.30 based on 22x FY21E EPS. 

OP 

AIRPORT (TP: RM6.30) 

UP 

AIRASIA (TP: RM0.600)  
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Sector  Sector Call 
Changes 

Brief Comments Stock Calls/Ratings 

Banks and 
Non-Bank 
Financial 
Institutions 

Maintain • We are maintaining our NEUTRAL call on the sector.  

• Banks' earnings in the upcoming 2QCY20 results season will be 
under pressure at both top-line level as well as loan provisioning. 
The combination of OPR cuts (25bps in Mar and 50bps in May) as 
well as Day One modification losses will likely result in NIM 
pressures while the continued build-up in pre-emptive 
provisioning ahead of the expiry of the loan moratorium period 
will further dampen bottom-line. 

• Flipside, guidance by some banks with respect to modification 
losses suggest that the impact will not be as bad as initially 
feared, thanks to modification gains from concessionary rate 
funding while further out, the policy rate cut cycle could be 
coming to an end (we expect one more 25bps OPR cut).  

• We think earnings’ visibility for banks remains poor and a clearer 
picture as to the depth on asset quality issues to be faced has 
been kicked down the road into 2021, due to measures such as 
the loan moratorium as well as various SME lending programmes 
to provide liquidity to this segment. 

• RHBBANK is our top sector pick on attractive valuations and 
solid capital ratios to absorb higher loan allowances while 
maintaining a decent dividend payout. In addition, it is less 
impacted by Day One modification losses. We also like Hong 
Leong Bank as a defensive, “high quality” bank with a strong 
digital infrastructure that is poised to benefit from a post Covid-
19 environment. AMMB’s valuations appear undemanding and 
we think the stock could be an attractive catch-up play. 
Furthermore, AMMB had booked in aggressive pre-emptive loan 
provisioning during its 4QFY20 results, which could help keep 
further allowances ahead in check while management’s recent 
guidance on Day One Modification losses seem much lower than 
initial estimates. 

• Near-term key upside risk to our sector call is a liquidity fuelled 
rally and/or rotational play into value/cyclicals. Key near-term 
downside risk is the emergence of a Covid-19 second wave. 

OP 

AMBANK (TP: RM3.60)  

BIMB (TP: RM4.75)  

BURSA (TP: RM7.25) 

HLBANK (TP: RM17.00) 

LPI (TP: RM15.90)  

RHBBANK (TP: RM6.00) 

MP 

ABMB (TP: RM2.20) 

AEONCR (TP: RM9.15) 

MAYBANK (TP: RM7.85) 

PBBANK (TP: RM18.00) 

TAKAFUL (TP: RM4.85) 

UP 

AFFIN (TP: RM1.45) 

CIMB (TP: RM3.45) 

MBSB (TP: RM0.60) 

Consumer Maintain • Reiterate NEUTRAL rating, as we believe the current valuations 
have largely priced in the expected gradual recovery from 
2HCY20 onwards, barring further incident of a “second wave” 
outbreak.  

• Consumer sentiment is likely to remain cautious for the year, as 
lacklustre business environment and job market are mitigated by 
the government’s stimulus packages. That said, the sector’s 
downside should be rather limited, cushioned by the F&B 
counters’ defensiveness and relatively protected earnings amid 
the pandemic. 

• Our F&B preferred pick is PWROOT (OP; RM2.45) as we favour 
the name for its decent dividend yield of c.5-6% amid the low 
interest rate environment. Furthermore, the group’s earnings are 
expected to be buoyed by: (i) sustained sales momentum from 
its established brand presence which could be further driven by a 
pipeline of new launches, as well as (ii) relatively stable (if not 
improving) margins from more favourable raw material costs, 
and (iii) continuous improvement in operational efficiency.  

• Retailers, on the other hand, are poised for a recovery after the 
relaxation of MCO starting 4th May 2020 from the pent-up 
demand. That said, consumer will be more cautious in spending 
which expected to lean more towards essential item such as 
grocery and household products with lesser inclination toward 

OP 

F&N (OP; RM36.20) 

PWROOT (OP; RM2.45) – 

Top Pick 

MP 

AEON (MP; RM1.00) 

AMWAY (MP; RM5.10) 

BAT (MP; RM10.05) 

HEIM (MP; RM20.85) 

PADINI (MP; RM2.65) 

QL (MP; RM9.05) 

SPRITZER (MP; RM2.10) 

SEM (MP; RM1.30) 

UP 

HAIO (UP; RM1.20) 

MYNEWS (UP; RM0.480) 

CARLSBG (UP; RM21.00) 

DLADY (UP; RM37.55) 

NESTLE (UP; RM122.30) 
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Sector  Sector Call 
Changes 

Brief Comments Stock Calls/Ratings 

premium foods/merchandise especially with the rising 
unemployment rate as the labour market bears the brunt of the 
government’s Movement Control Order (MCO) policy. 

MREITs Maintain • Results within but outlook remains challenging. All MREITs’ 
results continued to meet expectations of a weak 1HCY20 due to 
Covid-19, while reversions outlook remains unexciting (flattish to 
negative reversions) given the limiting impact of Covid-19 on 
retail and hospitality segments for now, on the back of the 
existing oversupply of retail, office and even hotel segment.  

• The industrial segment remains a bright spot for earnings 
stability as AXREIT has no force majeure clause in place unlike 
other REITs that are considering rental rebates and waivers on a 
case-by-case basis. 

• Maintain 10-year MGS target at 3.30% vs. current levels of 2.9% 
as we opt to be conservative, providing some buffer for an 
increase due to concerns relating to Covid-19 and risk of a higher 
Malaysian fiscal deficit after receiving a negative sovereign 
outlook from S&P on 26th June 2020 

• Maintain NEUTRAL on on applied spreads of +2SD for most 
MREITs under coverage as the sector may not be entirely out of 
the woods just yet assuming a relapse and increase in the 
number of pandemic cases and expectation of a tepid recovery 
to the new normal. Industrial player AXREIT is our only bright 
spot, trading at +1SD to the MGS given its earnings resiliency. 
That said, we believe AXREIT is fairly priced commanding 4.6% 
yield vs. MREITs’ average of 5.3% (save for MQREIT).  

MP 

AXREIT (TP: RM1.90) 

IGBREIT (TP: RM1.65) 

KLCC (TP: RM8.10)  

MQREIT (TP: RM0.700) 

PAVREIT (TP: RM1.50) 

SUNREIT (TP: RM1.50) 

UP 

CMMT (TP: RM0.65) 

Oil & Gas Maintain • Oil price in gradual recovery. Global oil consumption and 
production surplus levels are expected to hover steadily after 
sharp recovery in April 2020, as a result of (i) easing global 
lockdowns, and (ii) compliance in OPEC+’s record production 
cuts. However, upside could still be capped as crude inventory 
levels are still near record highs. 2020/2021 average Brent crude 
per barrel assumption of USD45/50. 

• Lower activity levels. Amidst weak oil prices, global oil 
supermajors have cut capex by average of 24%, while shale 
producers have cut by 36%. Petronas, meanwhile, has also 
implemented 21% cut in capex, and 12% in opex for 2020. These 
are expected to lead to lower activities, possibly resulting in 
order-book replenishment risks in the near-term. 

• Valuations are still at premium. Despite the current landscape, 
we do not believe it is a ripe opportunity for bottom-fishing as 
valuations are still trading at a premium. KL Energy Index is 
trading at 25x forward PER - +1SD from average of 21.7x. This 
could mean that recent share price rebounds may be premature, 
and corrections could still happen before fundamentals catch up 
to valuations. 

• Looking out for 2H20. Going into 2H20, expect stronger core 
results (on a H/H basis), as 1H20 was hit by operational 
disruptions from the MCO. However, asset impairments are still 
highly likely, in tandem with the overall weaker activities. This 
places companies with weaker balance sheets at risks. 2H 2020 
may also see possible M&As, especially within the OSV space. 

• Maintain NEUTRAL. Recommend proven resilient names (e.g. 
DIALOG, YINSON, SERBADK), while we have also identified 
PCHEM and HIBISCS as oil price proxies for trading.  

OP 

ARMADA (TP: RM0.300) 

DIALOG (TP: RM4.15) 

MISC (TP: RM8.85) 

SERBADK (TP: RM2.70) 

YINSON (TP: RM7.10) 

MP 

DAYANG (TP: RM1.30) 

MHB (TP: RM0.450) 

PCHEM (TP: RM5.75) 

UZMA (TP: RM0.670) 

UP 

PANTECH (TP: RM0.310) 

PETDAG (TP: RM17.95) 

SAPNRG (TP: RM0.05) 

VELESTO (TP: RM0.140) 

WASEONG (TP: RM0.51) 
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Sector  Sector Call 
Changes 

Brief Comments Stock Calls/Ratings 

Plantation Maintain • Market could be underestimating production growth for 2HCY20 
and we see upside risk to MPOB's estimated CY20 CPO 
production of 19.0m MT. Surge in June exports (+18.8% MoM) 
could be unsustainable after stockpiling activities are completed, 
while demand disruption from a COVID-19 second-wave remains 
an undeniable risk.  

• China remains a wild card. We expect China to ramp up U.S. 
soybean purchases but do not discount the possibility of stronger 
palm oil demand as a substitute to soybean oil, in the event of a 
U.S.-China trade deal fallout. The potential of a new swine flu 
virus spreading, also builds a case for palm oil as a substitute to 
soybean oil. 

• B30 uncertainties have been addressed but a shortfall of 1.4m 
MT is expected. On the other hand, Malaysia’s B20 (additional 
c.0.6m MT CPO absorption) has been delayed. 

• A potential La Niña (WMO model predicts 40% probability) in 

September-November 2020 could be a redeeming feature to 
boost CPO price. 

• Stay NEUTRAL on the plantation sector while our CY2020 CPO 
price target of RM2,300/MT remains. We expect pressure on 
CPO price in 2HCY20 on rising inventory and narrow soybean oil-
palm oil (SBO-CPO) spread of USD49/MT (vs. 1-year average of 
USD134/MT), which undermines CPO’s competitive edge. 

• For investors seeking exposure to the plantation sector, we 
recommend taking positions in bashed down names like 
HSPLANT (OP; TP: RM1.85) and TSH (OP; TP: RM0.950), both 
being traded at -1.0SD valuation level (vs. peers’ at -0.5 to mean 
valuation). 

OP 

HSPLANT (TP: RM1.85) 

TAANN (TP: RM2.90) 

TSH (TP: RM0.950) 

MP 

FGV (TP: RM1.05) 

IJMPLNT (TP: RM1.60) 

IOICORP (TP: RM4.25) 

KLK (TP: RM20.70) 

PPB (TP: RM17.60) 

SAB (TP: RM3.40) 

SIMEPLT (TP: RM4.90) 

UMCCA (TP: RM4.80) 

UP 

CBIP (TP: RM0.780) 

GENP (TP: RM8.05) 

Plastics and 
Packaging 

Maintain • Results within. Plastic packagers’ results were within 
expectations save for SCGM which came in above expectations 
on better-than-expected margins. This was better than the 
previous quarter when only three results were within, one below 
and one above. 

• SCGM top gainer up 22% YTD, and TGUAN up 11% YTD as both 
companies beat their peers’ performance by shining during the 
tough months of Covid-19 with strong top-line demand and 
improving margins. 

• Resin prices remain low at USD850-920/MT, fairly flattish at -2% 
to + 3% YTD vs. crude oil prices of -38% YTD. Going forward, we 
expect margins to maintain given the highly competitive 
environment  

• Demand expected to improve gradually in coming quarters as 
most plastic packagers have resumed operations to full steam 
with capacity utilised at 60-75% (vs. 40-50% during MCO).  

• Maintain NEUTRAL as we remain cautious of the fluidity of the 
Covid-19 situation and its impact on the sector arising from 
possible supply chain disruptions. We have applied a  -1.5 to -
2.0SD for packagers under our coverage which we believe is 
justifiable in light of weak margins and earnings, while packagers 
that are faring better such as SCGM and TGUAN warrant better 
valuations of -0.5SD. Even so, most upsides have been priced in 
for now, while a continuous increase in raw material price and 
increased competition would put further pressure on margins 
and prompt us to lower our earnings and valuations. 

MP 

SCGM (TP: RM1.90) 

SCIENTX (TP: RM9.70) 

TGUAN (TP: RM4.00)  

UP 

SLP (TP: RM0.625)  

TOMYPAK (TP: RM0.220) 
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Sector  Sector Call 
Changes 

Brief Comments Stock Calls/Ratings 

Ports & 
Logistics 

Maintain • We keep our NEUTRAL call on the sector, premised on muted 
earnings from ports players, due to risks emanating from the 
Covid-19 pandemic. Since a majority of the ships that call at 
Westports are from the Intra-Asia routes, the impact from the 
shutdowns and quarantines will likely hit throughput, though the 
extent is uncertain depending on the duration of the pandemic. 
Separately, for POSM, the postal tariff hike on postage rates for 
registered and commercial mails had failed to turn earnings 
around into profitability in 1QFY20. Overall, sector earnings could 
be further dragged down and impacted by the pandemic. With 
muted catalyst going forward, there could be potential de-rating 
on the back of a bleaker economic outlook, both globally and for 
Malaysia.  

• MMCCORP’s earnings are expected to be mainly driven by its 

ports operations coupled with construction works for MRT 2 
which could come under pressure due to Covid-19. Meanwhile, 

we expect WPRTS’ earnings to be also under pressure due to the 

virus outbreak since intra-Asia trade accounts for an estimated 
60% of throughput of which the route is negatively impacted. We 
view WPRTS as a longer-term prospect with land reclamation of 
Westport 2 likely to commence from FY21, anticipating full 
completion only by 2040. That said, we rule out any earnings 
accretive development over the next two years. On the other 
hand, we expect POS Malaysia to continue facing tough 
operating environment due to the pandemic, intense 
competition in the courier segment and continuing losses at 
postal division.  

MP  

MMCCORP (TP: RM0.775) 

WPRTS (TP: RM3.65) 

UP 

POS (TP: RM0.90) 

Telecommu-
nications 

Maintain • Maintain NEUTRAL call for the sector. 

• Covid-19 brings uncertainty; guidance withdrawn. AXIATA, DIGI, 
MAXIS and TM have all withdrawn their FY20 guidance on the 
back of the uncertainties brought about by Covid-19. Potential 
risks involved are: (i) reduction in ARPUs from customers to 
minimise expenses with the loss of income; (ii) loss of enterprise 
/ SMEs customers with the slowdown of economic activity; and 
(iii) prolonged movement controls may hinder customer 
acquisition strategies. 

• Price war to further threaten ARPU. Sector outlook may be 
further at risk with unlimited plans being introduced by Celcom 
and Maxis (previously only by U Mobile) 

• DIGI still most favoured. DIGI remains our preferred pick for 
those needing to stay invested in the sector. ROE (+200%) and 
dividend yield (+4%) are above industry average while its current 
largest prepaid market share and lowest ARPUs put the group at 
the lowest risk for customer brand-downtrading. 

OP 

AXIATA (TP : RM3.85)  

DIGI (TP: RM4.65) 

MP 

OCK (TP: RM0.630/ex-TP: 
RM0.580) 

TM (TP: RM4.20) 

UP 

MAXIS (TP: RM4.90) 

 Source: Kenanga Research 
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Figure 4: 3Q20 Top Picks List 

Top Picks Comments 

BJTOTO 
(OP; TP: RM2.55) 

Earnings are expected to pick up immediately post-reopening of outlets in mid-Jun as ticket sales are less-
elastic. Ticket sales’ uptrend should continue on continued enforcement clamping down on illegal operators. 
It trades at attractive FY21 PER of 11x, which is unwarranted at -1.5SD 5-year average, with sustainable 
attractive yield of >7% for FY21.    

GAMUDA 
(OP; TP: RM4.10) 

Gamuda will not only be a beneficiary but also play a commanding role in practically all the upcoming mega 
infrastructure projects in Malaysia i.e. MRT3, Pan Borneo Sabah, PTMP, HSR. We believe our thesis that 
construction will be one of the key levers the government can pull to expedite economic recovery will 
eventually come to fruition and Gamuda will lead this construction sector rally. We also like Gamuda for the 
fact that they are actively looking out to new markets like Australia for growth opportunities. 

JHM 
(OP; TP: RM2.00) 

Despite the recent share price rally, JHM remains one of the biggest laggards in the technology sector as 
investors weighed the impact from the ailing global automotive industry as well as discounting JHM’s 
aerospace venture angle (c.1% of group revenue). However, we think these factors have been very much 
misconstrued. With the strong rebound in automotive sales coupled with new prospects from 5G and EV 
charging station, we expect JHM to record growth for the next three quarters. The stock is trading at FY21E 
PE of 14.9x; a steep but unwarranted discount to UWC’s 26x (based on Bloomberg consensus). Furthermore, 
the transfer to Bursa Malaysia Main Board will attract greater interest from institutional funds. 

MALAKOF 
(OP; TP: RM1.02)  

The written down to zero value for KEV has kept this earnings dampener out from the group’s P&L ensuring 
earnings certainty. The newly acquired Alam Flora and the increased equity stake in Saudi asset have 
somewhat bridged the earnings gap created by expired IPP and will boost forward earnings. Undemanding 
13x FY21 PER which is at -1.5SD 3-year average with attractive yield of 7%.    

MPI 
(OP; TP: RM13.30) 

The group see more demand for power management chip packaging as web computing (video conferencing, 
e-learning, media streaming, and cloud storage) spiked in usage, in tandem with the shortage of laptops and 
the surge in demand for enterprise HDD. Workforce has resumed to healthy levels and operations are at peak 
utilisation rate. We continue to like MPI for: (i) exposure in the RF segment will be ride the growth of 5G (ii) 
the newly acquired US automotive customer which provides the exposure to silicon carbide (SiC) power 
modules that will be the future go-to power component for EVs, (iii) balanced clientele portfolio, and (iv) 
strong balance sheet with net cash of RM800m. 

PWROOT 
(OP; TP: RM2.45) 

Our preferred F&B pick would be PWROOT, as its decent dividend yield of c.5-6% could be attractive to 
investors amid the current low interest rate environment. Furthermore, we believe the group would be able 
to weather through the near-term Covid-19 drag on the back of: (i) sustained sales momentum from its 
established brand presence which could be further spurred by a pipeline of new launches, (ii) more 
favourable raw material costs (i.e. coffee and creamer), as well as (iii) constant improvement in operational 
efficiencies as the group continues to drive rationalisation exercises for its distributorships, sales force and 
factory operations. The group’s high export mix (i.e. +50% of total sales) could also benefit from the 
weakening of Ringgit. 

RHBBANK 
(OP; TP: RM6.00) 

We like RHB for the following reasons; (i) capital strength, with its CET-1 ratio that is the highest among peers 
providing ample room to absorb higher loan impairments whilst sustaining dividends, (ii) leverage to support 
earnings from investment revaluation reserves of RM937m in shareholders’ equity and potential lumpy 
income from a new Takaful bancassurance deal, and (iii) relatively minimal impact from Day One modification 

losses.. Asset quality, at this juncture, also appears contained. 

SUNCON 
(OP; TP: RM2.45) 

Suncon is a super low risk contractor from all possible fronts: replenishment, receivables, execution and 
balance sheet. We are also expecting record high earnings in FY21 as three of its big projects (i.e. LRT3, TNB 
Campus and Petronas Leadership Centre which cumulatively make up RM2.6b/RM5.4b order-book) enter into 
their third year of execution i.e. peak year.  

TENAGA 
(OP; TP: RM13.95) 

Cheap valuation of 13x FY21 PER despite its earnings quality profile coupled with heavyweight index-linked 
status. Its earnings certainty is fair as fuel cost risk is filtered by ICPT framework while electricity demand and 
ASP are adjusted through revenue cap and price cap to shelter earnings volatility. It offers decent yields of 

c.4%. 

TOPGLOV 
(OP; TP: RM25.00) 

We highlight that TOPGLOV’s ASP for months of June to Aug is higher by 15% m-o-m further indicating supply 
tightness. In the 3QFY20 results teleconference, management highlighted that 20% of new capacity will be 
allocated to spot price which is between USD80 to USD100/1,000 pieces. With a diverse customer base, we 
expect TOPLGOV to have better pricing power and hence potentially higher-than-expected industry average 
prices  We like TOPGLOV because of its: (i) strong management, (ii) pricing power due to is vast customer 
base, and (iii) solid earnings growth averaging 130% per annum for FY20 and FY21 compared to PERs of 32x 
and 21x, respectively.  

 Source: Kenanga Research 
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Stock Ratings are defined as follows: 

 
 
Stock Recommendations 

 
OUTPERFORM  : A particular stock’s Expected Total Return is MORE than 10%  

MARKET PERFORM : A particular stock’s Expected Total Return is WITHIN the range of -5% to 10% 

UNDERPERFORM : A particular stock’s Expected Total Return is LESS than -5% 

 
 
Sector Recommendations***  

 
OVERWEIGHT  : A particular sector’s Expected Total Return is MORE than 10%  

NEUTRAL  : A particular sector’s Expected Total Return is WITHIN the range of -5% to 10% 

UNDERWEIGHT  : A particular sector’s Expected Total Return is LESS than -5%  

 
 
 
***Sector recommendations are defined based on market capitalisation weighted average expected total return for 
stocks under our coverage. 
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objectives, financial situation and the particular needs of any specific person who may read this document. This document is for the information of 
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whatsoever for any direct or consequential loss arising from any use of this document or any solicitations of an offer to buy or sell any securities. 
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