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INTERNATIONAL BOND REVIEW - ACTIVITIES IN FEBRUARY 2011 
 

US economy recovers but 
the Fed is expected to 
maintain its 
accommodative stance… 

The economic data coming from the U.S. pointed to an improving economy with 
GDP growing 2.8% quarter-on-quarter (QoQ) in the 4th quarter of 2010 (4Q10) 
(2.6% in 3rd quarter). U.S. personal consumption slightly missed estimates, 
coming in at 4.1% QoQ versus consensus forecast of 4.3%. The U.S. economic 
growth forecast for 2011 has been lifted to 3.3% from a previous estimate of 
2.6%. The jobless rate is also expected to improve as the economy recovers. In 
February 2011, there was an improvement in the labour market as non-farm 
payrolls rose by 178,000, lowering the unemployment rate to 9.1%. Inflation also 
softened considerably with the GDP Price Index in the 4Q10 registering a growth 
rate of 0.4% QoQ versus 2.1% in 3Q10. Although the economy is in stronger 
footing, the Fed reiterated that it will maintain the Fed Funds Rate at current level 
for an extended period. 

Volatile movement in US 
Treasuries (UST) in 
February… 

The slew of good data initially pushed UST yields higher and the 10-year 
benchmark touched a high of 3.75% mid-month. However, the volatility and spike 
in oil prices due to political upheaval in the Middle East led to safe haven trades 
that saw UST yields move lower to close the month at 3.448%. 

Middle East tensions push 
oil prices higher… 

In mid-February, turmoil in the Middle East and North Africa (MENA) region 
erupted and concerns on potential disruption to the oil supply led to the rise of 
crude oil prices. Investors fled to safety assets and, as a result, UST benefited 
with yields moving lower. Saudi Arabia’s statement of its readiness to cover any 
oil supply shortfall from fellow OPEC members stemmed further slides in UST 
yields but investors’ risk appetite steadily declined as upheaval in the Middle East 
spread to other neighbouring countries. 

Hawkish assessment from 
the European Central 
Bank (ECB)… 

Over in Europe, headline inflation is expected to be unchanged at 2.4% year-on-
year (YoY) while core inflation is also unchanged at 1.1% YoY. However, 
Europe’s Consumer Price Index (CPI) figures will gradually increase in 2011, as 
the Euro-area economy picks up due to inflationary pressures from commodity 
prices. The ECB is likely to raise its CPI forecast to above 2% in 2011 and is 
expected to raise interest rates in the 2nd quarter as a tightening measure to 
overcome inflationary pressures. 

In the Asian region, more 
rate rises and 
administrative measures to 
contain hot money inflows 
and inflation are 
expected… 

In Asia during the lunar new year period, food prices rose slightly due to higher 
demand and are expected to contribute to the up-trend in inflation figures. 
Moreover, energy prices also added to the pressure and inflation figures are likely 
to peak in the coming months. Asian central banks face a dilemma concerning 
higher energy and food prices which may undermine growth. In February, the 
Bank of Indonesia tightened its monetary policy by 25bps to 6.75% as a signal of 
its awareness of the mounting inflationary threat. 
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China on an aggressive 
tightening mode… 

Manufacturing activity in China fell to a seven-month low in February as overseas 
orders weakened, but rising cost pressures added to inflationary concerns. The 
Purchasing Managers Index (PMI) fell from 54.5% in January to 51.7% in 
February, showing factory production fall and hinting that the growth of China's 
manufacturing sector is slowly cooling down. This is a positive development as 
slower growth helps to check inflation; therefore, concerns about a slump in 
growth are unwarranted. The People's Bank of China (PBC) has hiked the 
interest rate three times in four months from 5.81% to 6.0% in February. In 
addition, the PBC has also increased the Bank’s minimum reserve requirement 
by 50bps during the same period, hoping to keep a lid on soaring prices. 
 
However, input costs accelerated to a three-month high due to rising raw material 
costs, which were passed on to customers. This contributed to the higher inflation 
figures in the broader economy. Looking forward, China’s economic growth 
momentum will remain strong in 2011 and tighter monetary measures will be 
taken to curb inflation. 

Asian Bond performances 
generally mixed with 
Indonesia as the best 
performer… 

 
Looking at the performance of the Citigroup Asian Government Bond Index 
(AGBI), most Asian countries achieved a positive return for February 2011 in local 
terms. However only Malaysia, Singapore and Taiwan achieved positive year-to-
date (YTD) return in local terms. The worst performer was the Philippines, 
recording February returns of -0.36%, with Thailand second at -0.03%. 
 
In USD currency terms, Taiwan and the Korea were the two worst performing 
countries at -2.14% and 0.05% respectively. The best performer for the month 
was Indonesia with 3.89% returns, while Philippines was next with a 1.24% 
return. 
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REGIONAL BOND MARKET – SHORT TERM OUTLOOK AND STRATEGY 
 

Middle East concerns see 
investors seeking safer 
havens… 

The political tensions in the MENA region drove oil prices higher and there is 
concern it will increase inflationary pressure and derail global growth. In the worst 
case scenario of an oil price shock due to oil supply disruption, the Asian 
countries are expected to be affected differently.  The most vulnerable are India 
and Vietnam, given their weak fiscal positions and high current account deficits. 
However we expect capital inflows to persist in Asia, although at a decelerated 
pace, as investors are still holding on, given the Asian growth story and 
expectation of upside in currency. 

Strategy to reduce 
duration for portfolios with 
Asian bonds… 

As the volatility increased in Asian bonds due to inflation worries, the long end will 
be more vulnerable to long-term inflation risks. At this juncture, we favour a short 
duration stance for our funds with Asian bonds exposure. 

 
RINGGIT BOND MARKET - ACTIVITIES IN FEBRUARY 2011 
 

Malaysian Government 
Securities (MGS) volume 
eases while the 
benchmark curve 
steepened towards end of 
month… 

The MGS weekly volume was below average the first two weeks of February 
2011, with Chinese New Year and other holidays falling in the same period. The 
MGS benchmark curves steepened in the last week of February, with the 10 
Year/3 Year spread widening 5.0bps in line with higher inflation date. At the end 
of the month, trading interest shifted back towards the longer-end, where the 10 
Year benchmark garnered most interest on little changed yield of 4.081%. 
Meanwhile, the shorter 3 Year note saw some buying with yield falling 1bps Week 
on Week to 3.338% and continued to dominate trading volume. Mild selling was 
seen on the 5 Year benchmark, with yield up 2.6bps to 3.410%. 

Brisk trading in the 
secondary Private Debt 
Securities (PDS) market… 

Trading of Corporate Bonds was more active after the lunar new year holidays, as 
market participants returned to work. In the first week of February, traded volume 
registered only RM100 million, but it slowly stepped up to RM400 million by mid-
week after Chinese New Year.  Corporate Bonds continued to see mixed trading, 
mirroring the trend along MGS segments. Most of the traded corporate bonds are 
along the higher-grade AAA rating segments due to higher availability of the bond 
in the secondary market. The heavily traded bonds in the high-grade AAA-rating 
segment were Cagamas, followed by Sabah State, Danga Capital and Rantau 
Abang. During the month, Cagamas Oct’17 slipped 2bps to 4.16%, which resulted 
in Cagamas Oct’15 and Oct’16 aligning at 4.00% and 4.06% respectively. Due to 
concerns on GCC countries, ADCB Sep’15 shot up 51bps to 4.73%. 

Minor rating changes 
during the month, but no 
impact on local ratings of 
Middle East issuers… 

There was one downgrade for the month, followed by two positive and three 
negative rating outlook actions. The only downgrade was Dawama Sdn Bhd while 
negative outlooks were placed on DRIR Management Sdn Bhd, Perwaja Steel 
Sdn Bhd and RCE Advance Sdn Bhd. On the upside, Sunrise Bhd and Horizon 
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Hills Development Sdn Bhd were removed from negative watch. 
 
Besides that, the possible spill over effects on Middle East issuers due to the 
situation in Egypt and Libya will have no immediate impact on locally rated 
entities. This is because issuers such as Gulf Investment Corporation, Abu Dhabi 
Commercial Bank, and National Bank of Abu Dhabi have either minimal or little 
direct business exposure to these countries. However, constant monitoring on the 
economic and political climates in the region is needed, as there is still a small 
possibility of spillover effects and volatility of crude oil prices. 

Overnight Policy Rate 
(OPR) remains at 2.75% 
but Bank Negara Malaysia 
(BNM) hints at changes via 
other policy tools… 

BNM has kept its benchmark interest rate unchanged at 2.75% since January 
2011. It stated that its current monetary policy stance is appropriate against the 
current assessment of Malaysia’s economic growth and inflation prospects. 
However, BNM is expected to raise the statutory reserve requirement (SRR) in 
the upcoming monetary policy committee meeting on March 11 in a move to curb 
excess liquidity in the banking system as well as to signal a tightening in 
anticipation of inflationary expectations. 

Ringgit continues to 
remain strong… 

The ringgit mainly traded sideways in February, arising from renewed demand for 
emerging market assets after strong economic performance in the Asian region 
outweighed concerns over the political unrest in the Middle East. The Ringgit was 
traded at an average of RM3.0427 in February. 

New issues for the 
month… 

There was a significant pick up in the new corporate issues for the month of 
February as compared to previous month. The total corporate issues stood at 
RM6.92 billion, with notable ones being Government Guaranteed RM2.7billion 
Pengurusan Air SPV Berhad, AAA-rated RM1.1billion Aman Sukuk, AAA-rated 
RM600million Gulf Investment Corp GSC and AA1 rated RM390million Sabah 
Development Bank 

BPAM Corporate index (7 
year) was the best 
performer in February… 

Quantshop MGS and BPAM Bond Indices
Index as at 28 February 2011 MTD YTD MDuration
RAM Quantshop MGS Index
Quantshop MGS All Index 0.08% 0.19% 4.54
Quantshop MGS Short Index 0.12% 0.29% 1.79
Quantshop MGS Medium Index -0.01% 0.13% 4.31
Quantshop MGS Long Index 0.18% 0.16% 8.60
Bondweb Index
BPAM Bond All Index 0.13% 0.39% 4.36
BPAM Corporate Bond All Index 0.25% 0.52% 4.23
BPAM Corporate Bond (1-3y) Index 0.26% 0.54% 1.90
BPAM Corporate Bond (3-7y) Index 0.19% 0.43% 4.02
BPAM Corporate Bond (7y over) Index 0.31% 0.62% 8.09  

 
 
 
We have based this document on information obtained from sources we believe to be reliable, but we do not make any representation or 
warranty nor accept any responsibility or liability as to its accuracy, completeness or correctness. Expressions of opinion contained herein 
are those of CIMB-Principal Asset Management Berhad only and are subject to change without notice. 
 
This document should not be construed as an offer or a solicitation of an offer to purchase or subscribe or sell CIMB-Principal Asset 
Management’s investment products. 

Disclaimer 



 
 

MARKET REVIEW, OUTLOOK & STRATEGY 
(FIXED INCOME) 
 

CIMB-Principal Asset Management Berhad ● +60 (3) 2084 2200 ● research@cimb-principal.com.my 

RINGGIT BOND MARKET – SHORT TERM OUTLOOK AND STRATEGY 
 

Range bound yields for 
Govvies… 

We expect BNM to maintain the OPR at 2.75% in their monetary policy meeting 
this month. We believe BNM is not too concerned with inflation at this juncture 
and may use other measures such as an increase in Statutory Reserve 
Requirements (SRR) for banks as one policy tool to control liquidity. However if 
the situation in the Middle East is prolonged, and results in an oil supply shock 
that leads to rising inflationary pressure, we expect BNM to start raising rates in 
the second half of 2011(2H11).  
 
Despite the general pullback of foreign funds in the emerging equity space, the 
Malaysian bond market continues to see an increase in Bank Negara Bills and 
MGS foreign holdings in January by close to RM6 billion. With continued foreign 
inflows, further ringgit appreciation expected, and a benign inflation figure, we 
believe local sovereign yields will trade range bound and be supported from 
excessive yield rising. 

Primary PDS pipeline 
expected to pick up in 
March… 

As borrowings costs remain low in addition to upcoming mega projects emanating 
from the Economic Transformation Programme (“ETP”) which require funding, we 
expect to see an active primary market in the short term. Due to ample liquidity in 
the market, we believe the new issuances will be easily absorbed and fairly well 
supported by market players hungry for bonds. 

Continue to overweight 
corporate issuances… 

We continue to maintain our strategy with an overweight in the corporate debt 
segment and aim to switch to new issuances should primary yield pick-up prove 
attractive. We have a neutral call on MGS with target buying on the 3 year tenor. 
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Diagram 1: MGS Yield Curve shifted higher at long end of the curve… 
 

 
 
Diagram 2: Ringgit AAA yield curve generally unchanged in February… 
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