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LEAD STORY

FOUr possible
SCenarios
- post-GE14

BY BILLY TOH

Uncertainty over which party will govern could arise
under a hung parliament/state assembly

Nearly a year after GE12, BN recaptured the Perak state government when
three assemblymen left their parties and became BN-friendly

After two PKR members and a
DAP member left their parties
and became BN-friendly

Election
outcome

Dubbed the "mother of all elections", the 14th general election is
set to dominate headlines as the date of Parliament's dissolution
draws closer. Asia's longest serving leader, Tun Dr Mahathir
Mohamad, has returned to the political fray, joining hands with his
former deputy turned-nemesis-turned-ally, Datuk Seri Anwar INDEPENDENT
Ibrahim, to take on his former protége-turned-adversary Datuk 0 6
SeriNajib Razak — the current prime minister.

The stage is set for what is expected to be an all-out battle, with
Mahathir, 92 — with five consecutive election victories under his

belt as former Barisan Nasional chairman — going against Najib
— the eldest son of Mahathir's mentor, Tun Abdul Razak Hussein,

the second prime minister.

Will BN manage to regain a two-thirds majority or will the
opposition score an unprecedented win?

The Edge looks at some of the potential outcomes and market

responses.

Analysts and fund managers highlight four possible scenarios:

1. Base case, and the most likely scenario:

BN to retain its simple majority

2. BN to win a bigger majority (presumably two-thirds)

3. A hung parliament

4. A surprise Pakatan Harapan victory

SCENARIO1

Relief rally expected if Barisan
Nasional retains its simple majority
With most fund managers and analysts pric-
ing in a simple-majority victory for Barisan
Nasional in the 14th general election (GE14),
the stock market is expected to experience a
relief rally if the prediction comes true.

In GE13 when BN retained power with
133 seats out of 222 seats despite losing the
popular vote, the stock market rebounded
positively post-election.

The market had been relatively flat prior
to polling day as the election outcome was
uncertain owing to expectations that the rul-
ing coalition could lose amid the opposition’s
rallying cries of “Ubah” and “Ini Kalilah”.

On the last trading day before the polls,
the FBM KLCI only edged up 0.56% t0 1,694.77
points.

However, the day after the election re-
sults were announced, the benchmark index
jumped 3.4% and continued to rally until
the year end, gaining a tenth to close 2013 at
1,866.96 points.

UOB Asset Management (M) Bhd chief in-
vestment officer Francis Eng Tuck Meng says
the historical evidence suggests the market
tends to be relatively flat in the lead-up to a
general election but rebounds on average after
election uncertainties are removed.
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“Under this scenario, it suggests positive
returns post-election,” he says.

Saturna Sdn Bhd group president Monem
A Salam concurs. He says the continuity of
government policies are better ensured when
the incumbents get an extended mandate.

“Markets do not like uncertainty,wheth-
er it is with regard to policy, politics or the
economy. So, if the election outcome is as
expected, then we should see a relief rally,
which could last for about a week to four
months,” he adds.

A head of research who did not want to
be named believes the construction and in-
frastructure sectors will be the biggest ben-
eficiaries in such an event.

“If you look at the construction players,
they have not really been moving upwards.
Part of the reason could be due to the uncer-
tainties about the outcome of the upcoming
election. If BN retains its seats, it is likely
that most of the infrastructure projects will
continue.We will probably see some positive
movement among these players,” he says.

“At the moment, there is a risk of policy
change if there is a change in government.”

As at March 7, the Bursa Malaysia Con-
struction Index had fallen 5.3% year on year
and was down nearly 7% year to date.In con-
trast, the FBM KLCI gained 9.5% from a year
ago and 2.5% year to date.

SCENARIO 2

FBM KLCI to see a strong rally

if BN regains a two-thirds majority
Atwo-thirds majority win for BN would boost
foreign investor confidence and is projected
to translate into a strong market rally.

How the FBM KLCI

performed 12 months

after polling day?

GE YEAR KLCI'S 12-MONTH BN WITH
RETURN AFTER TWO-THIRDS
POLLING DAY JDRI i

5 1978 6.9 - Yes

6 1982 16.2

7 1986 113.3

8 1990 8.0

9 1995 19.2

10 1999 -1.8

n 2004 =2.1

12 2008 -33.8

13 2013 9.8
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Eng says the FBM KLCI could see an even
higher return should BN regain a two-thirds
majority — a majority it had commanded
until GE12 in 2008.

“The uncertainty only became more pro-
nounced recently. If you look at historical
data, the FBM KLCI performed better in the
12 months post-election in five of seven gen-
eral elections prior to 2008,” says a local fund
manager.

“From 1978 to 1995, the 12-month average
return of the index from the election date
was 32.7%.”

The election risk was heightened after BN,

led by the then prime minister Tun Abdullah
Ahmad Badawi, lost its traditional two-thirds
majority in 2008, he says. Ironically,Abdullah
hadled the ruling coalition to a landslide vic-
tory in the preceding polls in 2004.

“Of course, when it was under [Tun] Dr
Mahathir [Mohamad], there was some polit-
ical risk during the Reformasi period, but it
was only a temporary blip,unlike what we are
seeing today.So,if BN regains the two-thirds
majority,it will definitely reduce the political
risk and boost foreign investor confidence,”
says the fund manager.

Monem concurs that a stronger mandate
will underscore the people’s confidence in
the administration as they will be clear on
its policies and direction. “This will be good
for stability and it eliminates the risk of un-
certainty. We should see a slightly stronger
rally right after the election,” he says.

Apex Investment Services Bhd managing
director Clement Chew opines that market
weakness in the weeks ahead could provide
investors with a buying opportunity if the
election is projected to be held in late April or
May. “The market is likely to trend upwards
when this uncertainty is removed,” he says.

As 1n scenario 1,construction players are
expected to benefit from the continuation of
government policy and further infrastruc-
ture spending. Banks, utilities, construction
companies and selective small and mid-cap
stocks could see an increase in buying interest.

SCENARIO 3

Heavy selidown in the event of a hung
parliament as uncertainties loom large
In the event of a hung parliament where
both BN and the opposition coalition Pakatan
Harapan fail to obtain an outright mandate
to assume control of the government, inves-
tors could trigger a heavy selldown as they
pull money out of the market to wait out the
uncertainties.

This will be the worst possible outcome
for investors, Chew says.

“The market abhors uncertainty. A hung
parliament creates a leadership vacuum and|
time will be needed to resolve this. The im-
plementation of projects and decision-mak-
ing may take a back seat.This will affect the
earnings of some companies,” he says.

“As a hung parliament is a rare occur-
rence, buyers are likely to stay away until
clarity emerges.The market is likely to suffer
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Election jitters not the main culprit in previous market crashes

Malaysia's stock market may be susceptible to changes in the political landscape but
previous large corrections or crashes were hardly driven by election outcomes

1980s 1987 Black 1997 Asia financial crisis
recession Monday Perhaps the worst time for local

The economic The DJIA sank 22.6% equities was during the 1997/98 Asian
downturnin inasingle day. finandial crisis. A bull market, which had
developed The KLCl followed propelled the KLCl to 1,271.57 points in
nations caused suit, falling 15.7% February 1997 — not far off the then

by US high to302.31points. 1994 record high of 1,314.46 — was
interest rate Black Monday haltedinits tracks by the collapse in

remains the local
market's largest

2000 policy resulted
inthe collapse

of commodity one-day percentage
prices decline to date
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1500 to a programmed
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amaterial decline in the short term
under this scenario.”

Eng also expects the knee-jerk
reaction to a hung parliament to
be negative.

“Investors will be concerned
about politicking and whether it
could affect the government’s ef-
fectiveness in terms of policies
and getting things done.Negative
sentiment could be protracted, de-
pending on the government’s ef-
fectiveness under this scenario,”
he says.

A case in point is GE12 in 2008.

BN lost Perak when it captured
28 seats to the opposition’s 31 seats.
The then opposition Pakatan Rakyat
comprised the Democratic Action
Party (DAP), Parti Keadilan Rakyat
(PKR) and Parti Islam Se-Malay-
sia (PAS).

After 11 months in power, Paka-
tan Rakyat saw the balance of power
tip in BN’s favour following the de-
fection of four of its assemblymen.

Investors fear similar defections
in a hung parliament could result
in a change in Putrajaya.

While it is difficult to predict
how long the uncertainty in the
stock market would last, Monem
expects it to be very volatile. How-
ever, regardless of which coalition
wins, he is long-term positive on
the local stock market.

“The government can derail
but in the long run, the Malaysian
economy and stock market will be
fine,” he says.

Monem also believes Malaysia is
a healthy democracy and that laws
are in place to ensure continuity
of government regardless of who
wins. As such, he suggests that in-
vestors with a long-term view buy
on market weakness.

the baht after currency speculators
bet against it. Within months, the
currencies of Indonesia, South Korea
and Malaysia tumbled like dominos,
dragging their stock markets along. By
September 1998, the KLCl had slumped
79.3% to arecord low of 262.7 points.
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SCENARIO 4

Opposition victory puts
Malaysia in uncharted territory
A shocking victory by Pakatan
Harapan (PH) will put Malaysia
in uncharted territory as BN has
ruled since independence.

According to Eng,a negative knee-
jerk reaction is expected under this
scenario because it is unprecedent-
ed, thus magnifying uncertainties.
“The recovery of the market would
depend on how the new government
wins investor confidence and [how
it] implements its policies.”

A head of research says the risk
of a less-than-smooth transition of
power could rattle the market.Recall
thatin 1969 when the Alliance Party
(before BN was formed) lost its major-
ity in Perak,Selangor and Penang in
addition to Kelantan, riots broke out.

Known as the May 13 Incident, it
resulted in a state of emergency or
darurat being declared by the Yang
di-Pertuan Agong and the suspen-
sion of parliament. The National
Operations Council was then estab-
lished as a caretaker government
to temporarily govern the country.

Such an incident is unlikely to
recur given the independence of
the security forces and strong civil
servant framework.

Bursa Malaysia said records for
the Straits Times Industrial Index’s
performance following the riots
were not available. The index was
the benchmark indicator then for
the joint Malaysian-Singapore stock
markets until post-1973.

In his book Stock Market Invest-
ment in Malaysia and Singapore, Dt
Neoh Soon Kean, founder and ex-
ecutive chairman of investment
consulting and publication firm
Dynaquest Sdn Bhd, states that
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2008 global financial crisis

The 2008 global financial crisis — triggered by the US
subprime mortgage crisis — also hurt the FBM KLCl but
the benchmark's decline coincided with GE12, in which
the ruling coalition Barisan Nasionallost its two-thirds
parliamentary majority for the first time. The Dow
Jones Industrial Average (DJIA) sank 31.9% while the
Malaysian market declined 36.3%. The MSCI World
Index saw an even bigger fall of 40.3% over the year.
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Commenting on the
impending Malaysian
election, Inter-Pacific
Asset Management Sdn
Bhd CEO Lim Tze Cheng
says the outcome could
cause initial uncertainty but
the effect will not be long-
lasting. "What is important
for investors is whether

a company can deliver
growth regardless of the
election outcome.”

Saturna Sdn Bhd
president Monem Salam
expects the election
outcome to have marginal
impact on the stock
market and anticipates
that listed companies will
continue to do well.

"The stability of the
government, laws and
implementation of the
laws are a healthy sign
of our democracy. It's
the reason the Malaysian
stock market usually has a
slight premium compared
with its regional peers," he
observes.

8 March, 2018
1,839.62

2015 oil price meltdown

The FBMKLCl dropped 13.2% t0 1,621.04
points after oil prices fell to alow of
USS36.11 per barrel in December from
above USS100 given the significant
reliance on oil revenue. then. Oil and

gas companies were hit hard by the

low oil price environment, the negative
effect spilling over into other industries,
especially banking, which had large
exposure to the sector.
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the Straits Times Industrial Index
plunged nearly a fourth to a low of
1301in late 1970 from 170 in April 1969.

In 2008, when BN lost Penang,
Selangor, Kedah and Perak while
Kelantan remained with the op-
position, the share market tanked
in line with global markets caught
in the financial crisis at the time.
However, the Dow Jones Industri-
al Average’s 31.9% decline was sur-
passed by the KL.CI's 36.3% plunge.

“1f BN were to lose control of
the government, the market will
tank as investors would price in the
worst-case scenario.The risks from
the 1MDB (1Malaysia Development
Bhd) investigation would resurface
as the market would need to look
at the probability of a full-blown
probe into the issues,as promised
by Dr Mahathir in PH’s election
manifesto,” says a market observer.

Chew, however, thinks that the
market will move higher in the
short term despite a PH victory.
“Even though this is an unprece-
dented event, the market will move
higher simply because an uncertain
event has been removed. There is
a possibility that the market will
be fuelled by hopes of change and
election promises. The hype will
fuel the exuberance. If the market
rallies, investors should sell as the
reality may not match the rhetoric.”

He points out that a new leader-
shipwould entail profound chang-
es,including government policies,
priorities, projects and people in
charge.

KPMG

SALE OF SHOPPING MALL
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Offers are invited for the purchase of the land and building (collectively known as the “Property”) located within Bandar Perda

at Seberang Perai, Pulau Pinang on an “as is where is” basis:
The Property
Land

A freehold land bearing Title No. Geran Mukim 1190, Lot Nd. 10124 measuring approximately 856,358.06 square feet

(19.6593 acres) located at Seberang Perai.
Building

A four (4) storey shopping mall with a level of basement car park measuring approximately gross floor area of 219,624.56
square metres (2,364,019 square feet) and net lettable area of 107,004.23 square metres (1,151,784 square feet)

A Memorandum of Sale containing further details of the aforesaid Property as well as the terms and conditions of the sale
can be obtained at RM1,060.00 (inclusive of 6% GST) per copy at the address indicated below.

For appointments and further details, please contact:

The Receivers and Managers

KPMG Deal Advisory Sdn Bhd (462265-P)

Level 10, KPMG Tower, 8, First Avenue, Bandar Utama,
47800 Petaling Jaya, Selangor Darul Ehsan, Malaysia
Telephone No: +603-7721 3388

Fax No: +603-7721 7699

Contact Person:

All interested parties are to submit their tender offers in a sealed envelope marked “0ffer/NMSB/04/18” on the top left-hand
corner of the envelope and are to reach the Receivers & Managers by 12:00 PM, Monday, 16 April 2018 at the above address.

The Receivers & Managers are not bound to accept the highest or any offer.

Ms. Rachel Yip (+603-7721 7668) (rachelyip@kpmg.com.my)
Ms. Tan Sheen Jze (+603-7721 7673) (sheenjzetan@kpmg.com.my)
Ms. Sharon Leng (+603-7721 7541) (sharonleng@kpmg.com.my)
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