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BRIGHTER OUTLOOK 
FOR SMALL CAPS? 

BY KUEK SER KWANG ZHE 

he outlook for small
cap stocks is looking 
brighter this year as 
potential changes 
in global econom
ic trends and mar

ket sentiment could see for
eign funds flowing back into 
emerging markets, including 
Malaysia. This could push up 
the prices of small caps, say 
fund managers. 

Choo Swee Kee,chief invest
ment officer at TA Investment 
Management Bhd,says the FBM 
Small Cap Index fell more than 
30% last year. It was a meaning
ful correction that presented 
several investment opportuni
ties for investors with a higher 
risk appetite. 

"Prices are much cheaper 
now and some stocks are trad
ing at price-earnings ratios 
(PERs) of less than 12 times. 
This is despite the fact that the 
businesses of these companies 
are still growing at decent rates. 
Yes, it is a good time to bar
gain-hunt," says Choo. 

The FBM Small Cap In
dex had rebounded 16.14% to 
13,123.04 points year to date (as 
at Feb 21). However, it is still 

od. For investors with a bigger 
risk appetite, it is a good time 
to look at the small-cap space." 

Global economic trends 
could benefit local small caps, 
according to Ang Hin Yik, in
vestment services manager at 
Eastspring Investments Bhd. He 
says if the US Federal Reserve 
were to halt its balance sheet 
unwinding efforts and put an 
end to its interest rate hike cycle 
this year, the US dollar should 
stabilise or weaken. Coupled 
with a stable economic environ
ment in the rest of the world, 
global fund flows that fled the 

emerging markets could return. 
"Malaysia should be one of 

the beneficiaries if fund flows 
reverse and local small caps see 
a stronger rebound [than large 
caps] as investors' risk appetite 
improves," says Ang. 

The unresolved trade war 
between the US and China 
has brought opportunities to 
some Malaysian companies in 
the technology sector, he adds. 
"Some companies are seeing 
higher loadings from [global] 
clients as Malaysia is seen as a 
preferred manufacturing des
tination. Some companies are 
grabbing this opportunity to 
expand their market share." 

The ongoing trade war has 
ignited uncertainties in the 
tech sector and the raging war 
on SG technology has slowed 
smartphone shipments consid
erably. Tech stock prices have 
retreated as a result. 

"However, we view this as 
a golden opportunity to accu
mulate positions for the longer 
term as we believe the sector is 
still on a secular upward trend 
amid the introduction of new 
applications and gadgets such 
as cloud computing and medi
cal devices," says Ang. 

However, some fund man-

... -

' ' 
The FBM KLCI had

fallen 3.6% from the start 
of last year to February 
this year. By comparison. 
the FBM Small Cap Index 
had fallen 23% over the 
same period. For 
investors with a bigger 
riskappetite, it is a good 
time to look at the 
small-cap space. 
>Chew''

agers caution about investing 
in the sector. Lim Tze Cheng, 
CEO of Inter-Pacific Asset Man
agement Sdn Bhd (InterPac), 
says while the share prices of 
good small-cap companies are 
attractive, the domestic econ
omy is slowing down. "This is 
partly due to the review of mega 
infrastructure projects by the 
government." 
• The payment of tax refunds
(including the Goods and Ser
vices Tax and personal income
tax) of up to RM37 billion will
spur the economy, but its im
pact will only be felt by the end
of this year or later, he adds.

A fund manager who de
clines to be named says polit
ical uncertainties could ham
per the prices of small caps. 
"For instance, news reports say 
some members of the Pakatan 
Hara pan coalition are plotting 
against Prime Minister Dr Ma
hathir Mohamad. What if such 
things really happened? It is 
hard to tell." 

On the global front, Lim 
says there is a reasonably high 
chance that the US-China trade 
tensions may not be resolved 
this month. Eastspring's Ang 
says global economic growth 
may continue to slow down this 

' ' 
While the share

prices of good small-cap 
companies are attractive, 
the domestic economy is 
slowing down. This is 
partly due to the review 
of mega infrastructure 
projects by the 
government. 
>Lim'' 

small-cap companies that fund 
managers like. 

SLP RESOURCES 

SLP Resources Bhd manufac
tures plastic products and re
lated goods. InterPac's Lim likes 
the company as it has enjoyed 
a high profit margin over the 
years. Its earnings could im
prove further due to its for
year due to the lower growth 
rates in the world's major econ
omies. 

Apex's Chew says inves
tors should take note of the 
liquidity issue in the small
cap space. "These stocks are 
generally illiquid, which malce 
them risky and difficult to sell 
when market sentiment dete
riorates.Also, since they have 

relatively lower institutional 
exposure, price volatility can 
be huge." 

Investors should invest in 
good quality companies, says 
Ang. "To sum it up, we think 
there are pockets of outper
formance in small-cap stocks 
after the drastic plunge in share 
prices last year. We expect good 
quality names to rebound as 
the selldown in 2018 was in
discriminate as investors' risk 
appetite had waned. 

"The selling volume in the 
space has declined to indicate 
selling exhaustion. Insider buy
ing of small-cap companies is 
also on the rise as their man
agement teams are optimistic 
about their long-term poten
tial.A lot of negativity has been 
priced in and valuations are 
now much cheaper." 

The following are some 

' ' 
Prices are much

cheaper now and some 
stocks are trading at 
price-earnings ratios of 
less than 12 times. This is 
despite the fact that the 
businesses of these 

ay into the manufacturing of 
healthcare products and low 
raw material prices. 

"The company enjoys a profit 
margin of about 11 % to 12% over 
the year. This is an impressive 
number for a manufacturing 
company," says Lim. 

"Manufacturers usually have 
single-digit profit margins of 5% 
to 6%. Even at 8%, they are con
sidered pretty well run." 

The main reason behind the 
double-digit profit margin is 
that the company produces 
various types of high-quality 
kitchen bags that cater for the 
Japanese market. These Miz
ukiri bags are suitable for the 
disposal of food items as they 
have tiny holes at the bottom 
for liquid to flow out, says Lim. 
"These are not the black rubbish 
bags that Malaysians typically 
use and I don't think it is sold 
locally." 

He expects the export of 
these kitchen bags to do well. 
In 2017, about one-third of the 
company's revenue of RM180 
million was derived from its ex
ports to Japan. In the first nine 
months of last year, about RMS3 
million of its RM140 million in 
revenue came from Japan. 

Another growth driver going 
forward is the low raw materi
al price of resin and the man
ufacturing of backsheet films 
for diapers,says Lim. 

The raw material of plas
tic products is resin - a sol
id or highly viscous substance 
that reacts to certain condi
tions (such as heat) or other 
substances. There are various 
kinds of resin and the two most 
relatively low compared with 
its peak of 18,082.88 points in 
January last year. 

The battering that the small
cap space received last year was 
due to retail investors exiting 
the market before and after the 
14th general election.It was also 
because of significant earnings 
downgrades by analysts and 
research firms on small-cap 
companies, says Apex Invest
ment Services Bhd CEO Clem
ent Chew. 

He adds that the average PER 
of the FBM Small Cap Index is 
now at a more reasonable level. 
"The FBM KLCI had fallen 3.6% 
from the start of lastyearto Feb
ruary this year. By comparison, 
the FBM Small Cap Index had 
fallen 23% over the same peri
companies are still 
growing at decent rates. 
Yes, it is a good time to 
bargain-hunt. 
>Choo

'' 

commonly used for industri
al manufacturing of plastic 
products are low-density and 
high-density polyethylene. 

The prices of these two res
ins have been trending down 
since last year due to an in
crease in supply. Lim says this is 
because resin capacity is build
ing up in countries such as the 
US and India. Even in Malaysia, 
the Pengerang Integrated Pe
troleum Complex, scheduled 
for completion this year, will 
increase the output of petro
chemical (the base material 
for resin) and could further in-
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