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  Malaysia Aviation 
 

    
It gets serious 
 MAS’ second capacity cuts will create a new equilibrium to 

the market supply-demand. 

 Expect industry load factor and yields to rise significantly 

from Aug 2015 onwards. 

 Maintain BUY on AirAsia; sector recovery is well underway. 

 

What’s New 

Malaysia Airlines (MAS) is believed to have launched the second 

wave of route and capacity cuts, based on our channel checks. 

These changes are expected to take effect from Aug 2015. 

 

What’s Our View 

The first wave of route cuts (Kuala Lumpur to Frankfurt, Krabi, 

Kochi and Kunming) was immaterial and has no noticeable impact 

on AirAsia and Malindo Air.  

However, the impact of the upcoming second wave should be more 

pronounced with frequency reductions on several regional routes 

and termination of two routes (Kuala Lumpur to Brisbane and 

Male). As this will take place in Aug, we believe that yields will 

quickly move up from thereon.  

We believe MAS will have to announce even more route cuts and 

capacity reduction due to its extensive headcount reduction which 

involves 6,000 employees by end-Aug 2015. This will benefit the 

industry to weed out excess capacity, cut wastages, boost load 

factor and reverse the declining yield trend.  

The biggest beneficiary is AirAsia (AIRA MK, BUY) as it has the most 

route overlap with MAS, followed by Malindo Air (Not Rated), 

AirAsia X (AAX MK, HOLD) and to a lesser extend Cebu Pacific (CEB 

PM, BUY). For Malaysia Airports (MAHB MK, HOLD) however, this 

development is not positive as it will reduce its traffic volume. 

 Analyst 

  

Media sector – Peer valuation summary 

Stock Rec Shr px Mkt cap TP PER (x) 

 

P/BV (x) 

 

ROE (%) 

 

Net yield 

(%) 

  MYR MYR m MYR CY14A CY15F CY16F CY14A CY15F CY14A CY15F CY15F 

 AirAsia  Buy 1.60  4,452.8 2.45  11.0  5.9  6.3  1.0  0.8  8.9  13.5  0.0  

 AirAsia X  Hold 0.23  933.3 0.30  n.a. 6.1  3.9  0.8  0.6  (58.3) 9.9  0.0  

 MAHB  Hold 6.20  10,287.0 6.75  55.9  64.6  32.6  1.1  1.0  2.0  1.5  0.6  

Source: Maybank KE 
 

Mohshin Aziz

(603) 2297 8692 

mohshin.aziz@maybank-ib.com

(Unchanged) NEUTRAL 



 

June 26, 2015 2 

 

Malaysia Aviation  

MAS’ capacity cuts will shift the equilibrium  

The airline industry is a very competitive industry. Any changes in the 

number of flights will quickly shift the supply-demand dynamics and 

greatly impact on overall load factor and yields. There is a fine equilibrium 

and it will quickly shift whenever any of the variables have been altered.      

 

First wave of route cuts was immaterial  

MAS has already cancelled four flights in 2Q15 as shown in the table below. 

The overall impact wasn’t meaningful as these are thin routes with only a 

handful of players. Nonetheless, AirAsia and Malindo Air did benefit slightly 

from this first wave.  

MAS first wave capacity cuts  
         

Routes Effective date Frequency Impact  

    

Kuala Lumpur to Frankfurt 29-May-2015 7x week Positive for Lufthansa 

Kuala Lumpur to Kunming  30-Apr-2015 4x week No impact, exclusive to MAS 

Kuala Lumpur to Krabi 6-May-2015 14x week Positive for AirAsia  

Kuala Lumpur to Kochi  1-Jun-2015 7x week Positive for AirAsia and Malindo Air  

Sources: MAS, Maybank KE   

 

Second wave of route cuts gets more serious  

The second wave of route cuts is more directed towards the regional and 

Australian routes. This intersects with AirAsia, AirAsia X and Malindo Air’s 

portfolios directly. Thus, we believe there will be a shift in market 

equilibrium and load factor and yields are likely to rise for the three 

carriers. The quantum of impact will vary according to how big and how 

well served the route is.          

MAS second wave capacity cuts  
         

Routes Effective date Action Impact  

    

Kuala Lumpur to Brisbane 9-Aug-2015 Terminate  Positive for AirAsia X’s Gold Coast flight  

Kuala Lumpur to Guangzhou  15-Aug-2015 Reduce frequency 

(2x to 1x daily) 

Positive for AirAsia and China Southern   

Kuala Lumpur to Ho Chi Minh  15-Aug-2015 Reduce frequency 

(4x to 3x daily) 

Slight positive for AirAsia and Vietnam Air, very dense market   

Kuala Lumpur to Hong Kong 15-Aug-2015 Reduce frequency 

(4x to 3x daily) 

Slight positive for AirAsia and Cathay Pacific, very dense 

market   

Kuala Lumpur to Male 23-Aug-2015 Terminate   Nobody flies direct to Male after this 

Kuala Lumpur to Manila 15-Aug-2015 Reduce frequency 

(5x to 4x daily) 

Slight positive to AirAsia and Cebu Pacific, very dense market   

Kuala Lumpur to Perth 15-Aug-2015 Reduce frequency 

(12x to 7x weekly) 

Neutral, Malindo Air will launch new daily services to Perth 

and therefore negating any positive impact from MAS’s cut.   

Kuala Lumpur to Siem Reap  17-Aug-2015 Reduce frequency 

(7x to 5x weekly) 

Very positive for AirAsia, only two airlines serving this route.  

Kuala Lumpur to Taipei 15-Aug-2015 Reduce frequency 

(2x to 1x daily) 

Slight positive for AirAsia X and EVA Air 

Kuala Lumpur to Yangon  18-Aug-2015 Reduce frequency 

(14x to 11x weekly) 

Positive for AirAsia and Myanmar Airways   

Sources: MAS, Maybank KE   
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There will be more  

We think there will be more route cuts to be announced in the coming 

months because the vast headcount cut at MAS will necessitate further 

capacity cuts. As a rule of thumb, MAS needs roughly 45-55 employees per 

flight. We estimate that the second wave of capacity cuts will only involve 

800-1,000 employees. Given that roughly 6,000 employees have been / will 

be terminated, MAS will inevitably announce more route cuts.   

We list down in the table below for routes that we deem have the 

potential to be terminated or cut in capacity. Note that this is based on 

our forecast only, and the Company has not given any indication.        

MAS potential capacity cuts   
         

Routes Action Note 

   

Kuala Lumpur to Amsterdam Terminate  Demand dried up after MH17, MAS can transfer passengers to 

AirFrance-KLM via its code share  

Kuala Lumpur to Paris   Terminate or downsize aircraft MAS is unable to fill its Airbus A380 aircraft  

Kuala Lumpur to Istanbul   Terminate  No chance to compete with Turkish Air 

Kuala Lumpur to Dubai Terminate  No business case to fly this route  

Kuala Lumpur to Darwin  Terminate  No business case to fly this route 

Kuala Lumpur to Osaka  Terminate or reduce frequency Seasonal route 

Kuala Lumpur to Adelaide Terminate or reduce frequency Seasonal route 

Kuala Lumpur to Sydney Reduce frequency Currently 3x day, should be only 2x day 

Kuala Lumpur to Melbourne   Reduce frequency  Currently 3x day, should be only 2x day 

Kuala Lumpur to Singapore Reduce frequency Too much capacity, no differentiation factor    

Kuala Lumpur to Bangkok  Reduce frequency Too much capacity, more leisure centric    

Kuala Lumpur to Jakarta  Reduce frequency Over-served market   

Kuala Lumpur to Bali Reduce frequency Leisure centric market    

Kuala Lumpur to Kota Kinabalu Reduce frequency Over-served market, too much competition    

Kuala Lumpur to Kuching Reduce frequency Over-served market, too much competition    

Kuala Lumpur to Penang  Reduce frequency New train service will shift market share    

Kuala Lumpur to Langkawi  Reduce frequency Over-served market   

Kuala Lumpur to Kuantan  Terminate  Traffic is spotty, sometimes full but empty on most accounts   

Sources: MAS, Maybank KE   

           

The next two months will be packed with announcements  

We think the next two months (Jul-Aug) will be packed with 

announcements by MAS. MAS has to provide 2-3 months forward notice 

before it can terminate routes in order to manage its customers’ booking 

schedule and therefore this is the applicable window time. This material 

newsflow could potentially provide a rerating to the sector, in our view.     
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Recommendation  

 

AirAsia: BUY MYR2.45 TP 

AirAsia is clearly the biggest beneficiary of MAS’ route restructuring 

because it has the highest route overlap with MAS. This should enable 

AirAsia to enjoy better load factors with higher yields as the reduced 

supply from the market will not fester the market demand. We have 

mentioned in our earlier reports that AirAsia will likely see a year of two 

halves in 2015, and we think the 2H15 will be one with very convincing 

performance. BUY; the stock is trading superbly cheap at only 5.9x FY15 

PER.   

 

AirAsia X: HOLD MYR0.30 TP   

On face cover, MAS’ capacity cuts to Brisbane, Perth and Taipei will 

benefit AirAsia X in terms of better load factors and higher yields. 

However, Malindo Air is adding new services to these routes and it will 

nullify any benefits of MAS’ capacity cuts. Furthermore, we think Malindo 

could potentially steal market share away from AirAsia X given its superior 

cabin products and services. We maintain our HOLD call and TP for AirAsia 

X for now pending a management visit as we seek greater clarity on their 

growth plans.    

 

Malaysia Airports Holdings: HOLD MYR6.75 TP   

These developments by MAS are not positive for MAHB, but nonetheless it 

is expected. Our base forecast for MAHB has largely prized in the risk of 

capacity cuts by MAS and therefore we retain our earnings forecasts and 

HOLD recommendation.   

 

Malindo Air: Not Listed 

Malindo Air is very lucky as its new route launches to Taipei and Australia 

coincide with MAS cutting capacity on these destinations. This will help it 

to spool up demand and reduce the need to provide deeply cheap 

promotional tickets in the start-up stage. We are impressed with Malindo 

Air’s growth strategy thus far and we believe it could add another layer of 

competition to the Malaysian aviation industry in the next one to two 

years.  
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APPENDIX I: TERMS FOR PROVISION OF REPORT, DISCLAIMERS AND DISCLOSURES 

 

DISCLAIMERS 

This research report is prepared for general circulation and for information purposes only and under no circumstances should it be considered or intended as 
an offer to sell or a solicitation of an offer to buy the securities referred to herein. Investors should note that values of such securities, if any, may fluctuate 
and that each security’s price or value may rise or fall. Opinions or recommendations contained herein are in form of technical ratings and fundamental 
ratings. Technical ratings may differ from fundamental ratings as technical valuations apply different methodologies and are purely based on price and 
volume-related information extracted from the relevant jurisdiction’s stock exchange in the equity analysis. Accordingly, investors’ returns may be less than 
the original sum invested. Past performance is not necessarily a guide to future performance. This report is not intended to provide personal investment 
advice and does not take into account the specific investment objectives, the financial situation and the particular needs of persons who may receive or read 
this report. Investors should therefore seek financial, legal and other advice regarding the appropriateness of investing in any securities or the investment 
strategies discussed or recommended in this report. 

The information contained herein has been obtained from sources believed to be reliable but such sources have not been independently verified by Maybank 
Investment Bank Berhad, its subsidiary and affiliates (collectively, “MKE”) and consequently no representation is made as to the accuracy or completeness of 
this report by MKE and it should not be relied upon as such. Accordingly, MKE and its officers, directors, associates, connected parties and/or employees 
(collectively, “Representatives”) shall not be liable for any direct, indirect or consequential losses or damages that may arise from the use or reliance of this 
report. Any information, opinions or recommendations contained herein are subject to change at any time, without prior notice. 

This report may contain forward looking statements which are often but not always identified by the use of words such as “anticipate”, “believe”, “estimate”, 
“intend”, “plan”, “expect”, “forecast”, “predict” and “project” and statements that an event or result “may”, “will”, “can”, “should”, “could” or “might” 
occur or be achieved and other similar expressions. Such forward looking statements are based on assumptions made and information currently available to us 
and are subject to certain risks and uncertainties that could cause the actual results to differ materially from those expressed in any forward looking 
statements. Readers are cautioned not to place undue relevance on these forward-looking statements. MKE expressly disclaims any obligation to update or 
revise any such forward looking statements to reflect new information, events or circumstances after the date of this publication or to reflect the occurrence 
of unanticipated events.  

MKE and its officers, directors and employees, including persons involved in the preparation or issuance of this report, may, to the extent permitted by law, 
from time to time participate or invest in financing transactions with the issuer(s) of the securities mentioned in this report, perform services for or solicit 
business from such issuers, and/or have a position or holding, or other material interest, or effect transactions, in such securities or options thereon, or other 
investments related thereto.  In addition, it may make markets in the securities mentioned in the material presented in this report.  MKE may, to the extent 
permitted by law, act upon or use the information presented herein, or the research or analysis on which they are based, before the material is published.  
One or more directors, officers and/or employees of MKE may be a director of the issuers of the securities mentioned in this report.  

This report is prepared for the use of MKE’s clients and may not be reproduced, altered in any way, transmitted to, copied or distributed to any other party in 
whole or in part in any form or manner without the prior express written consent of MKE and MKE and its Representatives accepts no liability whatsoever for 
the actions of third parties in this respect.  

This report is not directed to or intended for distribution to or use by any person or entity who is a citizen or resident of or located in any locality, state, 
country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. This report is for distribution only 
under such circumstances as may be permitted by applicable law. The securities described herein may not be eligible for sale in all jurisdictions or to certain 
categories of investors. Without prejudice to the foregoing, the reader is to note that additional disclaimers, warnings or qualifications may apply based on 
geographical location of the person or entity receiving this report. 

Malaysia  

Opinions or recommendations contained herein are in the form of technical ratings and fundamental ratings. Technical ratings may differ from fundamental 
ratings as technical valuations apply different methodologies and are purely based on price and volume-related information extracted from Bursa Malaysia 
Securities Berhad in the equity analysis. 

Singapore 

This report has been produced as of the date hereof and the information herein may be subject to change. Maybank Kim Eng Research Pte. Ltd. (“Maybank 
KERPL”) in Singapore has no obligation to update such information for any recipient. For distribution in Singapore, recipients of this report are to contact 
Maybank KERPL in Singapore in respect of any matters arising from, or in connection with, this report. If the recipient of this report is not an accredited 
investor, expert investor or institutional investor (as defined under Section 4A of the Singapore Securities and Futures Act), Maybank KERPL shall be legally 
liable for the contents of this report, with such liability being limited to the extent (if any) as permitted by law.  

Thailand 

The disclosure of the survey result of the Thai Institute of Directors Association (“IOD”) regarding corporate governance is made pursuant to the policy of the 
Office of the Securities and Exchange Commission. The survey of the IOD is based on the information of a company listed on the Stock Exchange of Thailand 
and the market for Alternative Investment disclosed to the public and able to be accessed by a general public investor. The result, therefore, is from the 
perspective of a third party. It is not an evaluation of operation and is not based on inside information. The survey result is as of the date appearing in the 
Corporate Governance Report of Thai Listed Companies. As a result, the survey may be changed after that date. Maybank Kim Eng Securities (Thailand) Public 
Company Limited (“MBKET”) does not confirm nor certify the accuracy of such survey result. 

Except as specifically permitted, no part of this presentation may be reproduced or distributed in any manner without the prior written permission of MBKET. 
MBKET accepts no liability whatsoever for the actions of third parties in this respect. 

US 

This research report prepared by MKE is distributed in the United States (“US”) to Major US Institutional Investors (as defined in Rule 15a-6 under the 
Securities Exchange Act of 1934, as amended) only by Maybank Kim Eng Securities USA Inc (“Maybank KESUSA”), a broker-dealer registered in the US 
(registered under Section 15 of the Securities Exchange Act of 1934, as amended). All responsibility for the distribution of this report by Maybank KESUSA in 
the US shall be borne by Maybank KESUSA.  All resulting transactions by a US person or entity should be effected through a registered broker-dealer in the US. 
This report is not directed at you if MKE is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You 
should satisfy yourself before reading it that Maybank KESUSA is permitted to provide research material concerning investments to you under relevant 
legislation and regulations.  

UK 

This document is being distributed by Maybank Kim Eng Securities (London) Ltd (“Maybank KESL”) which is authorized and regulated, by the Financial Services 
Authority and is for Informational Purposes only. This document is not intended for distribution to anyone defined as a Retail Client under the Financial 
Services and Markets Act 2000 within the UK. Any inclusion of a third party link is for the recipients convenience only, and that the firm does not take any 
responsibility for its comments or accuracy, and that access to such links is at the individuals own risk. Nothing in this report should be considered as 
constituting legal, accounting or tax advice, and that for accurate guidance recipients should consult with their own independent tax advisers. 
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Disclosure of Interest 

Malaysia:  MKE and its Representatives may from time to time have positions or be materially interested in the securities referred to herein and may further 
act as market maker or may have assumed an underwriting commitment or deal with such securities and may also perform or seek to perform investment 
banking services, advisory and other services for or relating to those companies. 
 

Singapore: As of 8 January 2014, Maybank KERPL and the covering analyst do not have any interest in any companies recommended in this research report. 
 

Thailand: MBKET may have a business relationship with or may possibly be an issuer of derivative warrants on the securities /companies mentioned in the 
research report. Therefore, Investors should exercise their own judgment before making any investment decisions. MBKET, its associates, directors, connected 
parties and/or employees may from time to time have interests and/or underwriting commitments in the securities mentioned in this report. 
 

Hong Kong: KESHK may have financial interests in relation to an issuer or a new listing applicant referred to as defined by the requirements under Paragraph 
16.5(a) of the Hong Kong Code of Conduct for Persons Licensed by or Registered with the Securities and Futures Commission. 
 

As of 8 January 2014, KESHK and the authoring analyst do not have any interest in any companies recommended in this research report. 
 

 

MKE may have, within the last three years, served as manager or co-manager of a public offering of securities for, or currently may make a primary market in 
issues of, any or all of the entities mentioned in this report or may be providing, or have provided within the previous 12 months, significant advice or 
investment services in relation to the investment concerned or a related investment and may receive compensation for the services provided from the 
companies covered in this report. 
 

OTHERS 

Analyst Certification of Independence 

The views expressed in this research report accurately reflect the analyst’s personal views about any and all of the subject securities or issuers; and no part of 
the research analyst’s compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in the report. 
 

Reminder 

Structured securities are complex instruments, typically involve a high degree of risk and are intended for sale only to sophisticated investors who are capable 
of understanding and assuming the risks involved. The market value of any structured security may be affected by changes in economic, financial and political 
factors (including, but not limited to, spot and forward interest and exchange rates), time to maturity, market conditions and volatility and the credit quality 
of any issuer or reference issuer. Any investor interested in purchasing a structured product should conduct its own analysis of the product and consult with its 
own professional advisers as to the risks involved in making such a purchase. 
 

No part of this material may be copied, photocopied or duplicated in any form by any means or redistributed without the prior consent of MKE. 
 
 

 
 
 

 
 
 

 

 

Definition of Ratings 

Maybank Kim Eng Research uses the following rating system 

BUY Return is expected to be above 10% in the next 12 months (excluding dividends) 

HOLD Return is expected to be between - 10% to +10% in the next 12 months (excluding dividends) 

SELL Return is expected to be below -10% in the next 12 months (excluding dividends) 

Applicability of Ratings 

The respective analyst maintains a coverage universe of stocks, the list of which may be adjusted according to needs. Investment ratings are only 
applicable to the stocks which form part of the coverage universe. Reports on companies which are not part of the coverage do not carry investment 
ratings as we do not actively follow developments in these companies. 

 

 

 

DISCLOSURES 

Legal Entities Disclosures 

Malaysia: This report is issued and distributed in Malaysia by Maybank Investment Bank Berhad (15938-H) which is a Participating Organization of Bursa 
Malaysia Berhad and a holder of Capital Markets and Services License issued by the Securities Commission in Malaysia. Singapore: This material is issued and 
distributed in Singapore by Maybank KERPL (Co. Reg No 197201256N) which is regulated by the Monetary Authority of Singapore. Indonesia: PT Kim Eng 
Securities (“PTKES”) (Reg. No. KEP-251/PM/1992) is a member of the Indonesia Stock Exchange and is regulated by the BAPEPAM LK. Thailand: MBKET (Reg. 
No.0107545000314) is a member of the Stock Exchange of Thailand and is regulated by the Ministry of Finance and the Securities and Exchange Commission. 
Philippines: Maybank ATRKES (Reg. No.01-2004-00019) is a member of the Philippines Stock Exchange and is regulated by the Securities and Exchange 
Commission. Vietnam: Maybank Kim Eng Securities JSC (License Number: 71/UBCK-GP) is licensed under the State Securities Commission of Vietnam.Hong 
Kong: KESHK (Central Entity No AAD284) is regulated by the Securities and Futures Commission. India: Kim Eng Securities India Private Limited (“KESI”) is a 
participant of the National Stock Exchange of India Limited (Reg No: INF/INB 231452435) and the Bombay Stock Exchange (Reg. No. INF/INB 011452431) and is 
regulated by Securities and Exchange Board of India. KESI is also registered with SEBI as Category 1 Merchant Banker (Reg. No. INM 000011708) US: Maybank 
KESUSA is a member of/ and is authorized and regulated by the FINRA – Broker ID 27861. UK: Maybank KESL (Reg No 2377538) is authorized and regulated by 
the Financial Services Authority. 
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