
 
 

 
 

 

    

When bad can also be good 
Things look bad in Malaysia. In fact, things haven’t looked this 
bad for quite a while. Cheap oil has slashed revenues from crucial 
oil and gas    exports while awkward questions over the inner 
workings of a government investment fund have further damaged 
investor confidence. The stock market is down, as is the ringgit, 
and capital has flowed out of the country.  
 
Some pundits blame today’s woes on Malaysia’s failure to fix its 
problems after the Asian financial crisis, when the country 
introduced capital controls to keep money within its borders. 
They say complacency has led to a loss of competitiveness and a 
tendency to close ranks when challenged.  
 
From the international investor’s perspective, there’s a danger 
Malaysia slides off the radar – dependence on commodities has 
hurt government finances; the money and momentum for mega 
projects have run out; household debt is nearly 90 per cent of 
gross domestic product. Where are the drivers of future growth to 
come from? There’s a strong temptation to write off the entire 
country.  
 
But that would be a mistake. We’ve been investing in Asia long 
enough to know that good companies are found in unattractive 
markets. We were big fans of Indian companies years before 
Prime Minister Narendra Modi made the country popular with 
investors. That was when double-digit inflation, non-existent 
infrastructure and excessive red tape kept away all but the 
bravest of investors. 
 
As for Malaysia, we still see investment opportunities. A few 
months ago we bought Media Prima shares for the first time. The 
company, which controls diversified media assets and commands 
a strong market position, generates robust cash flows and its 
shares were available at a good price. What’s more, shareholders 
receive an attractive dividend that’s around three times the 
average one-year rate for a bank fixed-deposit.  
 
We also became a new shareholder of Dialog, a growing service 
provider for the oil and gas industry. This Petaling Jaya-based 

company which operates fuel storage tanks is guided by a solid 
management team that is supported by a good selection of 
foreign technical partners. More recently, share price weakness 
presented opportunities to add to existing investments. We now 
own bigger stakes in the lender CIMB, British American Tobacco 
Malaysia and the Alliance Financial Group.     
 
The best time to buy is during the sort of indiscriminate sell-off 
that we have seen in Malaysia. As bottom-up stock pickers we try 
to block out the background noise to concentrate on what’s really 
important to us – does this company make money; has it taken 
on too much risk; how does it treat its minority shareholders? 
Once we’re satisfied with the answers, then we consider the price.  
 
Analysts forecast the MSCI Malaysia index to trade at some 14.4 
times earnings for full-year 2015, its cheapest level since 2008. 
The index could well fall further although the support it enjoys 
from domestic institutional buyers means Malaysia tends to trade 
at a premium to its peers. 
 
A major variable is the currency. The ringgit is trading at levels 
not seen since the Asian financial crisis and one reason why 
returns have been so awful for foreigners is because sharp 
currency movements have magnified the extent of stock losses.  
 
The MSCI Malaysia fell around 21.4 per cent in dollar terms on a 
total return basis, during the year to July 31. But once you strip 
out the impact of the ringgit’s 16.6 per cent decline against the 
dollar during that period, the benchmark only lost around 6 per 
cent in local currency terms. This currency hit isn’t confined to 
Malaysia, in that the rupiah and baht were down 14.5 per cent 
and 8.3 per cent against the dollar over the same 12-month 
period.        
    
There are a few reasons for Asian currency weakness, one of 
which is selling by currency traders in the course of unwinding so-
called ‘carry trades’ – the act of borrowing one currency at a low 
interest rate to invest in another paying a higher rate – ahead of 
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an expected rise in US borrowing costs. Therefore, currencies 
already under stress are further weakened.  
 
A weak ringgit is, of course, an opportunity for exporters – 
manufacturing is still a significant contribution to the economy. 
But if export markets are looking tough, then corporate earnings 
aren’t saying. Despite the volatility, earnings per share – earnings 
before interest, tax, depreciation and amortisation divided by the 
number of outstanding shares – for the 42 companies in the MSCI 
Malaysia are at the highest level since at least 2006.  
 
One final point is the progress that’s been made on structural 
reform. Voters may grumble, but cutting subsidies on fuel and 
introducing a value-added tax is a fairer way to raise revenue. If 

Malaysia could only be as progressive in dismantling its 
preferential policies, then foreign investors would definitely take 
more notice again.  
 
Even if that is unlikely to happen soon, we sense a lot of risks 
have been priced into the market. As natural contrarians, once we 
have that assurance we do not fret about timing the bottom. 
More important, in our experience, is to have the patience to see 
our buying rewarded. Over the long term it usually is.  
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