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1.
Economic and Financial Background
On the macro side, Malaysia’s gross domestic product (GDP) moderated to 5.7% in the second quarter of 2007, from 5.9% in 2006. The GDP growth was particularly resilient given the higher private sector consumption and public investment spending despite lacklustre export performance. The higher private consumption was supported by steady increase in disposable income and stable employment market conditions while continued public investment spending, particularly under Ninth Malaysia Plan (9MP), reinforced investment activity. 
For the past 12 months, Malaysian equity market repeatedly hit all time high and the Kuala Lumpur Composite Index gained 48.07% during the period, mainly due to strong domestic economies, supportive macroeconomic policy moves and sustained foreign buying interest. On the monetary side, Bank Negara Malaysia kept the overnight policy rate unchanged since April 2006 at 3.5% as the prevailing level of the policy rate remains consistent with the medium term outlook of low inflation and sustained economic growth.
2.
Data on Funds Under Management and Portfolio
(a)
Funds Under Management

Total Net Asset Value as at 30 June in RM (billion)

	
	2005
	2006
	2007
	June 2007
USD (billion)*

	Total Net Asset Value (NAV)**
	88.45
	105.29
	146.60
	42.44

	Bursa Malaysia Market Capitalisation
	688.63
	721.79
	1,088.28
	315.03

	% of NAV to Bursa Market Capitalisation
	12.84%
	14.59%
	13.47%
	-



Source : Securities Commission,Malaysia
*USD1 = RM3.4545
** Includes private and government-sponsored funds

The unit trust industry saw tremendous growth during the period under review. The size of the industry in terms of net asset value (NAV) grew 39.23% to reach RM146.60 billion (USD42.44 billion) as at end of June 2007 and represents 13.47% of the market capitalisation of Bursa Malaysia. 
(b)
Fund Portfolio as at 30 June (covers only funds managed by private companies and excludes government sponsored funds)
	Fund Type
	2005
	2006
	2007

	
	No.
	RM (mil)
	No.
	RM (mil)
	No.
	RM (mil)
	USD (mil) *

	Stock
	116
	15,938.27
	143
	18,749.07
	177
	23,831.06
	6,898.56

	Mixed-asset
	37
	4,518.54
	49
	4,841.90
	61
	6,962.12
	2,015.38

	Bonds
	41
	8,424.91
	42
	7,102.51
	51
	9,141.06
	2,646.13

	Money Market
	14
	4,158.47
	21
	6,229.07
	39
	9,757.86
	2,824.68

	Islamic
	65
	6,569.96
	76
	7,800.37
	77
	8,639.33
	2,500.89

	Guaranteed/ protected
	9
	837.88
	13
	1,744.27
	28
	4,422.60
	1,280.24

	Total
	282
	40,448.03
	344
	46,467.19
	433
	62,754.03
	18,165.88


Source : Lipper Asia Ltd. Based on unit trust funds managed by companies that have provided fund information to Lipper Asia Ltd

* USD1 = RM3.4545.
As at June 2007, total private funds managed by the fund management companies increased 35.05% to RM62.75 billion (USD18.17 billion). The dominance of equity funds continued to pull ahead on the back of strong equity market performance and scores of new funds were launched during the period under review. As at 30 June 2007, there were a total of 39 registered unit trust management companies.
3.
Key Trends in Flows and Assets Under Management
For the nine-month period ended 31 March 2007, gross sales of unit trusts totalled RM63.13 billion. Despite the relatively high redemptions made during the period, the industry recorded a resilient annual net sales of RM6.8 billion. Equity funds and bond funds contributed 20.76% and 15.36% of the total net sales respectively, while mixed asset funds recorded net redemptions. The financial institutions continued to have the largest share in the unit trusts distribution of approximately 50% to 60%. 
4.
Regulatory and Self-Regulatory Developments (Including Tax)
(a)
Regulatory Development

(i) Further liberalization of foreign exchange rules

The capital controls were further liberalized in 2006. The Malaysian regulators now allow local management companies, unit trust and insurance firms to invest up to 50% of the total net asset value in foreign assets- up from the previous 30% limit. A total of 77 foreign-focused funds were launched as of July this year.
(ii) Guidelines for the offering, marketing and distribution of foreign funds

The guidelines set out the requirements as well as provisions on the eligibility, duties and responsibilities of local fund distributors in marketing and distributing the foreign funds to Malaysian investors. Under these guidelines, funds from recognized jurisdiction can now be offered directly to Malaysians. Dubai International Financial Centre (DIFC) became the first recognized jurisdiction following the signing of a mutual recognition arrangement between the Securities Commission (SC) and the Dubai Financial Services Authority on 27 March 2007 that facilitates reciprocal liberalization initiatives between both jurisdictions.

Such liberalization initiatives, among others, allowed global and regional fund managers to set up operations in Malaysia, and are given the flexibility to source funds from within and outside the country. This is intended to enhance the diversity of the fund management business and to facilitate the entry of foreign fund management expertise including foreign Islamic fund management companies.
(iii) Single Pricing Regime 

The regime came into force on 1 July 2007. Under this regime, all buying and selling of units will be based on a single price i.e. the NAV and initial sales charges and exit fee, if any, will be disclosed separately.

This regime enhances the transparency with respect to the sales charge paid by the investors as the disclosure on rate and actual amount paid by them for services provided are mandatory under the regime. In addition, investors are expected to make better and informed decisions since the different rates of maximum sales charges between different distribution channels are required to be disclosed in the prospectus. To ensure greater clarity on the cost of unit trusts, discounts or rebates are prohibited under the regime.
(iv) Increased borrowing limit for REITs
All REITs are allowed to borrow up to 50% of their total asset value, compared with 35% previously. REITs may also exceed the 50% limit, provided that they get prior approval from unit holders.
(v) Capital Market and Services Act 2007
At the time of writing this report, the new Capital Market and Services Act 2007 (CMSA)  is about to take effect. The CMSA introduces some significant changes in the regulation of the capital market. The CMSA, which consolidates the existing Securities Industry Act 1983 and the Futures Industry Act 1993 as well as the fund raising provisions in the Securities Commission Act 1993, seeks to increase business efficiency in the capital market particularly through a single licensing framework for capital market intermediaries and more facilitative rules on fund raising activities.
(b)
Self-Regulatory Development

The FMUTM has been short-listed by the SC to become the SRO for the unit trust industry. During the next two years, FMUTM will be embarking on the structural change to meet the pre-requisites of becoming an SRO as well as the added statutory duties that come with the recognition.
(c)
Taxation 

As part of the efforts to attract foreign investments into the property sector, the government has announced a string of incentives and facilitative measures that include, among others:

(i) Waiver on Foreign Investment Committee’s approval requirements for foreign house buyers for properties above RM250,000;

(ii) Bank Negara Malaysia’s new guidelines allowing borrowings by foreigners for unlimited purchase of properties with loans;
(iii) Waiver of Real Property Gains Tax;

(iv) Dividends received by individual investors (both domestic and foreign) as well as domestic institutional investors will be taxed at 15% (previously, the individual’s tax bracket and the corporate tax rate applies); while taxes on foreign institutional investors were reduced from 28% to 20%. This tax incentive will be extended for five years; and 

(v) Undistributed income from REITs will be exempted from taxes, provided that at least 90% of their net income is distributed.
5.
Major Development in Corporate Governance

(a)
Enhances investor protection in the primary and secondary market 
Under the new CMSA which will come into effect soon, types of misconduct and prohibited conducts are codified. The new Act also empowers the SC to claim compensation that is three times the gain made (or loss avoided) by culprits found guilty of offences such as making false and misleading statements, stock-market rigging and fraudulently inducing people to deal in securities. Previously, the offence for which the SC could get compensation at three times the value of the damage was only limited to insider trading. 

The Act also provide protection for whistle-blowers while introducing additional corporate governance requirements for listed issuer directors such as application monies received following capital raising activities to be paid into a trust account, enhancing standards of trustees for debenture holders and new interceptive action that allows the SC to act to protect clients of all license holders as well as approved trustees who act for unit trust holders and debenture holders. Previously, the SC is only allowed to act to protect clients of a fund manager.
(b)
Corporate Social Responsibility (CSR) Framework launched by Bursa Malaysia


The Bursa Malaysia has developed a CSR framework as a guide for public listed companies in the crafting of their own CSR programmes. Bursa Malaysia's CSR Charter includes, among others, the commitment in several focal areas such as building a sustainable and competitive market place, accountability and transparency, people, environment and community investment. A CSR agenda was also developed which focussing on the CSR initiatives in the above areas and will be continuously reviewed.
(c)
Amendments in the Companies Act


The Companies (Amendment) Bill 2007 (the Bill) has been passed in Parliament and, once it comes into operation, will introduce significant changes that will have far-reaching consequences for directors, industry participants and Malaysian companies generally.


The changes will bring the Act in conformity with recommendations from the Finance Committee on Corporate Governance as well as developments in other Commonwealth countries. Key among the changes are the codification of certain common law and equity principles relating to directors' duties, the introduction of certain new concepts (such as the Business Judgement Rule) affecting directors' duties, amendments to provisions relating to transactions that may be effected by a company; and the introduction of a statutory derivative action following similar developments in other Commonwealth jurisdictions.

6.
Fund Governance


Please refer to Section 5(a) above.

7.
Product Development

(a)
Islamic Real Estate Investment Trust

The domestic market witnessed the listing of the world’s first REIT- Al’ Aquar KPJ REIT in August 2006 that comprises six hospitals and offices. This trust drew tremendous response from both local and foreign investors, and has spurred the launch of other Islamic property trusts as well as interests of more players, both private and government sector, into REITs.
(b)
New FTSE Bursa Malaysia Syariah Index Series


As at June 2007, two new Syariah indices were launched i.e. the FTSE Bursa Malaysia EMAS Syariah Index and FTSE Bursa Malaysia Hijrah Syariah Index. The new indices, especially the latter are intended to be used for the creation of derivatives, index tracking funds, ETFs and performance benchmarks. The Syariah indices would further internationalize the country's Islamic capital market and increase its attractiveness to the global Islamic financial market which had latent funds of approximately USD1.3 trillion (RM4.4 trillion) and was growing at 12% to 15% annually. The global Islamic market is also supported by the increasing number of high net-worth Muslims worldwide, who totalled 1.5 billion or about 25% of the world's population who are keen to embrace Islamic investment products.
(c)
New Exchange Traded Fund (ETF)


The FBM30 ETF, the country's first equity ETF that was listed in July 2007, will allow investors to gain exposure to the top 30 largest listed companies by market capitalization as it tracks the performance of the FTSE Bursa Malaysia Large 30 Index. Following the successful listing of the FBM30 ETF, there are plans to introduce an Islamic ETF by early next year.


There were also announcements made in March 2007 that government-linked investment companies would pare down their interests in government-linked corporations by selling a portion of their portfolios to an ETF in exchange for units in the ETF. The proposed ETF, with an initial fund size of RM3.5 billion, aims to improve free float in the market and encourage greater retail participation in the equity market.
8.
Other Major Issues and Developments

With effective from January 2007, the Employees Provident Fund (EPF) has reduced the number of members’ accounts to two from three previously. Account 3, which was previously created for medical purposes and holds 10 per cent of a member's savings, is now merged into Account 2 and the types of withdrawal permitted as well as monthly contributions credited for each accounts are subsequently re-shuffled as follows: 

(i) Account 1 comprises savings for retirement at age 55. Seventy per cent of contributions are credited to this Account. 
(ii) Account 2 comprises savings that can be withdrawn for the purchase of a house, mortgage repayments relating to a housing loan, education, pre-retirement withdrawal at age 50 and/ or medical expenses . Thirty per cent of contributions are credited to Account 2.
The above changes aim to assist members to stay focus in building up sufficient savings for old age/ retirement.



















