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Gone are the days when investors sought only blue chip stocks as part of their 
trading strategy. Blue chip stocks are more stable in terms of share prices and 
have access to more capital to weather recessions. However, the price variation 
prospects are limited as most of these companies have reached maturity in 
their business life cycles.

While prudent investors might prefer to invest in blue chip stocks, investors who 
expect higher returns over a longer period will perceive such stocks as unexciting, 
generating less returns on investment. Mid and small cap stocks on the other hand 
are gaining momentum, evidenced by the emergence and growth of mid and small 
cap stock exchanges both internationally and in Malaysia. The largest of these is 
the Alternative Investment Market (AIM) in London.

In Malaysia, mid cap stocks constitute the FTSE Bursa Malaysia EMAS Index with 
full market capitalisation from RM200m to less than RM2bn, and small cap stocks 
are the top 200 constituents of the Main, ACE and LEAP markets with market 
capitalisation of less than RM200m.
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In Malaysia, several indices mirror the mid and small cap companies, and the 
following are some of them:

Consists of constituents from the FTSE Bursa Malaysia EMAS Index with full market 
capitalisation between RM200m and less than RM2bn.

200 Stocks that have the highest market shares after the mid-caps in Bursa 
Malaysia.

70 Stocks that have the highest market shares after the blue chips in Bursa 
Malaysia.

FTSE Bursa Malaysia MidS Cap Index

FTSE Bursa Malaysia Small Cap Index

FTSE Bursa Malaysia Mid 70 Index
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Mid and small cap stocks normally start with an attractive entry price. With the 
right fundamentals and sound management, some of these companies are able to 
rise from small cap to mid cap and on to even large cap.

There are several reasons why investing in mid and small cap stock produces a 
better return in the long run.

Consists constituents of the FTSE Bursa Malaysia MidS Cap Index that are 
Shariah-compliant by the Securities Commission Shariah Advisory Council’s (SC 
SAC) screening methodology.

Comprises the constituents of the FTSE Bursa Malaysia Small Cap Index that are 
Shariah-compliant by the SC SAC screening methodology.

This flowchart from Bursa Malaysia has more details:

Chances of finding a two-bagger or more in mid and small cap stocks are higher 
compared to large cap stocks.

Companies usually start as small cap and spend a few years building up the 
business. When they are ready, their share price, aided by a few catalysts, have 
the potential to increase exponentially.

Here are two examples of stocks that have grown hugely since incorporation, 
particularly in the last three to five years:

1. Larger headroom for price growth

FTSE Bursa Malaysia MidS Cap Shariah Index

FTSE Bursa Malaysia Small Cap Shariah Index
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Frontken's business is surface engineering services.

The company provides upgrade, maintenance, repair and overhaul services for 
industrial pumps, turbines and compressors, valves, motors, diesel engines and 
generators, and more in the Asia Pacific region.

Its biggest revenues are from its semiconductor segment. It’s share price rose 
from 2017 because of stronger demand worldwide for electronics, memory chips, 
etc. Frontken started as a small cap company with less than RM200m in market 
capitalisation and grew to a large cap company with a market capitalisation of 
RM2.18bn in April 2020.

Its share price has gone up by seven times in the last five years.

Yinson provides integrated services for the offshore oil and gas industry.

It designs and constructs vessels, leases them out and provides operations and 
maintenance services. Offshore marine services are a supporting revenue stream. 
Yinson owns, operates and charters support vessels to provide services to the 
energy industry. It also builds, owns and operates other assets that generate 
renewables.

Yinson started out as a small cap company with less than RM200m in market 
capitalisation and continued to grow into a large cap company with a market 
capitalisation of RM5.69bn in April 2020. It has gained over 70% of its share price 
in the last five years.

 Frontken Corporation Berhad

Yinson Holdings Berhad
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Its business took off after its 2014 acquisition of an established Norwegian FPSO 
(floating, production, storage and off-loading vessel) company. Inheriting a 
competent management team and several contracts that came with the 
acquisition, Yinson was able to increase its revenue substantially.

Mid and small cap businesses are nimbler compared to larger businesses, where 
the sheer size of the organisation prevents the company from moving fast enough 
to efficiently manage and serve its customers.

Many mid and small cap companies launched their businesses with the goal of 
fulfilling the needs of niche customers or finding solutions for existing problems 
neglected or deliberately left unaddressed by bigger companies.

With no threat to their business niche once they get going, their growth potential 
is way higher than that of larger cap companies. Here is a set of examples:

Pentamaster is a good example of how a small cap company took advantage of its 
Research & Development capabilities and results to capitalise on a niche area like 
Smart Homes and Buildings. The company successfully transitioned from an 
engineering-heavy company to a group that focuses on automation and intelligent 
systems.

It grew from a small cap company of less than RM200m to a mid cap of RM1.88bn 
in April 2020 and has gained more than 10 times its share price in the last five 
years. The stock’s performance accelerated and boomed only from 2016, after the 
company started pursuing opportunities arising from the increase in demand for 
smart systems for the home and larger buildings.

2. Opportunity to invest in booming industries

Pentamaster Corporation Berhad
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GHL Systems Berhad is a payment services provider.

It is well known for the internet payment arm set up in 2013. It has since helped 
to provide internet payment services to many household brands.

The company’s share price has also soared from 2014. GHL System has grown from 
a small cap company of less than RM200m to a mid-cap company of RM1.48bn in 
April 2020. The share price has grown from RM0.7 to RM1.97 since it was listed.

Instead of putting everything into one large cap stock, investors could diversify 
their risk by buying several mid and small companies. Investing in one large cap 
stock exposes the investor to the risks and rewards of only that particular stock 
and its parent industry.

Investing in mid and small cap stocks is an effective diversification strategy to 
reduce the reliance on a lone large cap stock thus reducing the investor’s risk 
from the highs and lows of just one industry.

Buying mid and small cap stocks can be viewed as investing into a company at its 
early stage, where such initial investments are the seed money that could propel 
the company to a higher level. When the company succeeds in what it is doing, 
the early investors benefit greatly.

Although a lot of opportunities and exciting growth can be expected from mid and 
small cap companies, investors should still carry out their due diligence and study 
the fundamentals of the companies before investing in them.

The key consideration when investing in mid and small cap stocks is whether the 
investor can afford to wait for the investment to grow in the long term. As set out 
by the stock charts above, the share prices of such companies start to soar only 
after a certain period of time has elapsed after its listing. Unless the company is 
set within a bubble type of industry that emerges quickly and fades away just as 
quickly, businesses do take time to grow.

Time is the investor’s best friend, and with the patience and the temperament to 
ride the market, the investor will be rewarded with better returns compared to 
large cap stocks that move only slightly due to their position in a saturated 
market.

GHL Systems Berhad

3. Diversification
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There are risks attached to any business and, sometimes, an unexpected shift in 
the economy or in the political scene, changes in company management or some 
other unforeseen event might cause a business to go under. Caution should be 
applied when reviewing the fundamentals of the stocks. Investors should track a 
company’s allocation of resources and diversification, and periodically rebalance 
their cash and stocks according to their risk appetite.

Mid and small businesses will continue to be the backbone and the driving force of 
Malaysia’s economy. A business environment with thriving mid and small cap 
companies creates more job opportunities and spurs greater economic growth. 
With monumental changes in innovation and technology re-shaping the global 
economy, mid and small businesses can acquire and serve customers in areas in 
which large companies do not have the room or flexibility to manoeuvre.

The current slowdown in business activities due to the Covid-19 pandemic might 
eliminate some small cap businesses. However, new businesses and industries in 
other unexpected sectors will emerge and thrive in this unprecedented global 
environment.

This is a good time for shakeouts as ill-prepared and less resourceful companies 
will be exposed, providing investors a chance to revisit, reconsider and revamp 
their investments. These challenging times present a window of opportunity to 
investors who wish to tell apart the companies now worth investing in from the 
companies that are now rudderless and adrift on a turbulent economic sea.


