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Equity Market  

Review 
 
• August was another difficult month for the Malaysian stock 

market as the KLCI fell to as low as 1067 points on political 
concerns, weak crude palm oil prices, and uninspiring results 
season.  However, the KLCI rebounded 32.85 points from the 
low of the month on the announcement of Budget 2009. 
Crude oil prices dropped sharply again during the month from 
USD125/barrel to end the month at USD115/barrel, bringing 
some respite to the global inflationary pressures. The KLCI 
ended the month 62.59 points or 5.38% lower at 1,100.5 
points.   

 
• The Budget 2009 focused on the efforts to alleviate the 

burden of the population with many measures, among others 
are: 
 reducing import duties on a long list of food items,  
 providing free electricity for those consuming less than 

RM20/month,  
 1-month bonus for the civil servants,  
 higher tax rebates for the lower income earners, and 
 cut in tax rates for individuals. 

• The tobacco excise duty was hiked by 20%, but gaming and 
alcohol players were untouched with additional “sin” taxes.  
Total expenditure is budgeted to increase in 2009 by 5.1% to 
RM208bn, implying a budget deficit of 4.8% for 2008 and 
3.6% for 2009. The Ministry of Finance is forecasting 
Malaysia’s GDP at 5.7% and 5.4% for 2008 and 2009 
respectively.  2Q08 GDP was reported at 6.3% yoy.  

 
• All of the sectors on the local bourse closed negatively in 

August, with the worst performing sectors being Plantation (-
10.23%), Construction (-6.03%), and Industrial (-5.27%).  The 
plantation sector suffered the most during the month due to 
the sharp decline in CPO prices from an average of 
RM3000/tonne to RM2400/tonne. There were media reports 
that CPO buyers from China and India were cancelling their 
orders that were contracted at the higher prices fuelling the 
downtrend, in addition to the weaker crude oil and commodity 
prices in general.   The best performing sector was the 
Mining sector, which declined 0.62%.  

 

 

 
 
Source: Bloomberg, 2/9/2008 
Past performance is not necessarily a guide to future performance of the 
market 
 

31/07/08 31/08/08 +/- %

KLCI 1163.1 1100.5 -62.6 -5.4%

FBM2B 5390.4 5216.5 -173.9 -3.2%

FBMMES 4411.7 4252.6 -159.0 -3.6%

FBM100 7533.5 7143.1 -390.4 -5.2%

FBM30 7509.0 7116.2 -392.8 -5.2%

FBM70 7501.6 7126.2 -375.4 -5.0%

FBMSCAP 9250.5 8919.2 -331.3 -3.6%

FBMEMAS 7729.2 7344.3 -384.9 -5.0%

FBMFLG 6989.7 6840.5 -149.2 -2.1%

FBMSHA 8116.0 7592.3 -523.7 -6.5%

FBMHIJRAH 8991.0 8363.9 -627.1 -7.0%

MSCI APxJ 416.9 389.6 -27.3 -6.5%

Indices

Last Price MoM Changes

 
Source: Bloomberg, 2/9/2008 
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• For August, the FBM Emas declined by 5%, the FBM2B 
declined 3.2% and FBM Mesdaq declined 3.6% mom for the 
period.  Malaysia’s performance was generally stronger than 
most regional markets.  The MSCI APxJ index closed at 
389.6 at the end of August, with a loss of 6.5% m-o-m. 

 
Outlook 
 
• The US revised the 2Q08 GDP growth to 3.3% from their 

initial estimate of 1.9%, due to higher personal spending and 
improved demand for exports. However, the US Federal 
Reserve still expressed concerns of greater inflation risks and 
a slowdown in the economy extending into 2009, but did 
indicate that any change to the interest rates going forward 
will likely be an upward movement.    

 
• On the domestic front, we expect the KLCI to fluctuate in line 

with regional markets in the absence of any positive 
catalysts, whilst Malaysia adjusts to the rising food, 
commodity and energy costs.  We may see further downward 
revisions to corporate earnings in the next 3 months and 
political news will continue to dominate in the months ahead 
as UMNO and other major BN component parties hold their 
divisional elections, leading up to the UMNO General 
Assembly in December.  

 
• In the short term, although the crude oil prices have come off 

providing some respite to the global inflationary problem, 
poor weather conditions and untamed geopolitical tensions 
may reverse this trend again. The slowing global economy 
combined with the global and local political uncertainties will 
continue to weigh down the local and regional markets.  
However, corrections in the market provide us with an 
opportunity to accumulate for longer-term outperformance. 
Some events or factors that may lend support to the local 
bourse include: 

 
 Faster-than-expected implementation of initiatives as 

announced in the Budget 2009. 
 More positive policies announced by the government to 

reduce the burden on the population 
 More M&As and capital management activities. 
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Fixed Income Market  

Review 
 
• July CPI surged to a near 27-year high of 8.5%yoy, from 

7.7%yoy in June. With the expectation of a moderation in 
inflation in the medium term, BNM maintains that the greater 
priority is to avoid a fundamental downturn in economic 
activity, and hence kept the Overnight Policy Rate unchanged 
at 3.50% in the Monetary Policy Committee meeting on 25 
August. Going forward, BNM will maintain its focus on the 
medium term outlook for inflation and growth, and will 
carefully assess global and domestic developments in setting 
the stance of monetary policy.  

 
• With a weakening Ringgit, renewed political uncertainties and 

week-long school holidays in the month of August, the bond 
market was rather weak and thinly traded, but managed to 
recover slightly following the government’s decision to reduce 
the fuel prices to RM2.55 per litre and to maintain the 
Overnight Policy Rate at current level. The sovereign yields 
closed mixed in the month, with 3-year and 5-year MGS 
inching up slightly by 3bps and 1bp, to 3.92% and 3.96% 
respectively, whilst 10-year MGS slipped 12bps to close at 
4.72%. The re-opening of the 5-year GII saw a weak bid-to-
cover ratio of 1.589x with yields averaging 4.273% compared 
to 2.07x in March when yields averaged much lower at 
3.604%.  

 
• Trading on corporate bonds remained thin and focused on 

high grade papers. 
  

Outlook 
 
• The next Monetary Policy Committee meeting is scheduled 

for 24 October. Given the August Monetary Policy Statement, 
we expect BNM to delay hiking rates to assess second round 
effects on inflation and to allow time for fiscal measures to 
cushion the downside risks to growth. Hence, we expect OPR 
to stay at 3.50% for the rest of the year. 

 
• Following the 2009 Budget announcement of a much wider 

fiscal deficit for 2008, BNM announced a revised government 
bond auction calendar for the remaining part of the year. 
Although expectations are that there will be an increase in the 

 
 

 
 
 
Source:  Bloomberg 4/9/2008 
Past performance is not necessarily a guide to future performance of the 
market 

 
Table 1: Indicative Interest rates 
  29-Aug-08 
MBB O/N 2.30% 
Bank Islam O/N-GIA 2.80% 
1-wk MBB Repo 2.40% 
1-mth MBB FD 3.00% 
1-yr MBB FD 3.70% 
    
1-mth BNM MN 3.50% 
3-mth BNM MN 3.49% 
3-mth KLIBOR 3.70% 
    

CP   
1-mth (P1) 3.80% 
3-mth (P1) 4.00% 
 

Source:  Bloomberg/ Banks (4/9/2008) 
 
 
 
 
 
 
 

 



 

PRUBriefing Malaysia  
■ A monthly review & outlook on Malaysian equity and fixed income market ■ 4 Sept 2008 

 

 
 
 
 
 
 
 

 
 

Neither the information nor any opinion expressed constitutes an offer, or an invitation to make an offer to buy or sell any securities. Investors are advised to read and 
understand the contents of the prospectus before investing. Among others, investors should consider the fees and charges involved. Investors should seek financial 
advice regarding the appropriateness of investing in any securities or investment strategies discussed or recommended herein and should understand that statement 
regarding future prospects may not be realized. Investors should note that income from securities, if any, may fluctuate and that each security’s price or value may fall or 
rise. Accordingly, investors may receive back less than originally invested. Past performance is not necessarily a guide to future performance. Information has been 
obtained from sources believed to be reliable but Prudential Fund Management Berhad does not warrant its completeness or accuracy. Opinions and estimates constitute 
our judgment as of the date of this material and are subject to change without notice. 
 

 
 

supply of Malaysian government bonds, some of these will be 
privately placed. Furthermore, with ample liquidity in the 
system and an accommodative monetary policy, we do not 
expect a significant oversupply, nor a massive sell down on 
the Malaysian government bonds.  

 
• Sentiment on corporate bonds is expected to remain weak 

due to regulatory risk, inflation concerns and political 
uncertainty. Credit quality and higher credit spreads will be 
key considerations for bond investors. 

 
• We will continue to accumulate quality issues and look for 

trading opportunities in volatile times. 
 

Table 2: Indicative Bond Yields (%) 
  3yr 5yr 7yr 10yr 15yr 
MGS** 3.90 4.06 4.36 4.89 4.96 
GII** 3.99 4.24 4.50 4.90 4.97 
Swap 
rate* 4.21 4.65 4.89 5.16 5.60 
AAA  4.69 5.01 5.36 5.73 6.14 
AA1 4.94 5.29 5.62 6.02 6.45 
AA2 5.17 5.54 5.88 6.31 6.81 
AA3 5.46 5.83 6.22 6.68 7.14 
A1 6.08 6.50 7.01 7.53 8.18 
A2 6.78 7.23 7.76 8.44 9.28 
A3 7.48 8.01 8.58 9.37 10.36 

 
Source:   Bloomberg/Reuters/Bondstream (4/9/2008) 
Note: Islamic bonds usually range +/- 10bps- 50bps from the 

conventional bonds, depending on maturity and ratings 
 

Money Market  

Review 

• Short term money market rates were well supported as 
central bank continued to absorb flushed liquidity from the 
market via money market and repo tenders. 1-week to 1-
month interbank rates dealt in the range of 3.49%-3.54%. 

• On the other hand, yields on the short term Bank Negara bills 
closed higher, particularly 1-month Bank Negara bill due to 
the weakening in Ringgit. The 1-month bill touched a low of 
3.27% before it inched up to 3.50%. However, the yields on 
3-month, 6-month and 12-month surged by 6-18bpts to 
3.49%, 3.49% and 3.52% respectively.   

Outlook 

• While the short term rates are expected to be stable as BNM 
will continues to absorb excess funds through money market 
and repo tenders, the bill market is expected to remain 
significantly impacted by currency movements. 

 

  

 

 
Source:  Bloomberg 4/9/2008 
Past performance is not necessarily a guide to future performance of the 
market 


