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FIXED INCOME REVIEW, OUTLOOK AND STRATEGY  

RINGGIT BOND MARKET - ACTIVITIES IN MAY 2010 
 
Short end yields moved 
higher … 
 
 
 
 
 
 
No MGS auctions in May… 
 
 
 
 
 
 
 
 
 
 
 
 
 
Better GDP outlook… 
 
 
 
 
 
 
 
 
 
 
OPR hike… 
 
 
 
 
 
 
 
 

The sovereign yield curves bearish flattened during the 
month with selling seen on the short end of the curve. The 3 
year benchmark MGS rose 22 bps month on month pushing 
yields to the highest in 7 weeks. The benchmark 3-year MGS 
closed at 3.21% from 2.99% while the 5-year and 10-year 
MGS closed lower at 3.59% and 4.03% respectively from 
3.62% and 4.06%. 
 
There were no govvies auctions in May and the next auctions 
will resume in June. Todate, MGS auctions has totalled 
RM24.5 billion from January to April as compared with a 
larger issue of RM30.5 billion for the previous corresponding 
period. 
 
In May, we saw the sale of the US$1.25 billion 5 year global 
sukuk which came in larger than market expectations of 
US$1 billion issue with a yield spread of 180bps over US 
Treasuries. This marked the country’s first global sovereign 
bonds in eight years. Order book for the sukuk was in the 
US$5.5 billion range and was more than four times 
oversubscribed. 
 
For 1Q2010, the Malaysian economy grew at 10.1% yoy, the 
strongest in a decade, partly due to a pick up in exports and 
a low base effect. Exports surged by 19.3% yoy whilst 
domestic demand strengthened by 5.4% yoy in 1Q10. 
 
Malaysia’s Consumer Price Index (“CPI”) rose at a faster 
pace of 1.5% yoy in April 2010 from 1.3% in March. This was 
the fifth consecutive month of increase. The strong CPI in 
April 2010 was mainly due to the increase in food and non-
alcohol beverage prices. 
 
Along with the release of the improved GDP data, the Central 
Bank raised the Overnight Policy Rate by 25bps in its May 
MPC meeting to 2.50%. BNM pointed out the upside 
potential to growth but cautioned that external uncertainties 
still remain in light of the concerns over the European 
sovereign debt crisis. Meanwhile, BNM expects inflation to 
remain moderate in 2010 even taking into account of 
possible adjustment in administered prices.  
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Corporate bonds continued to 
be well sought after… 
 
 
 
 
 
 
 
 
Rating actions… 

 
However, risk on inflation is probably tipped to the upside 
with the government’s proposed subsidies removal. 
 
 
Corporate bonds continued to be well sought after by 
investors. Trading activities were focus mainly in the higher 
rated bands, AAA and AA. Along the AAA segment, interest 
was led by Cagamas, Danga Capital and Rantau Abang. As 
for AA names, trades were dominated by banking and power 
sector bonds such as YTL Power, Public Bank, Tenaga and 
Kapar. The lack of supply to match the market demand for 
bonds have also pushed investors to invest in longer dated 
bonds which are providing better yield pick-up.  
 
New issues in May include A3-rated OSK Investment Bank 
Berhad’s RM75 million Medium Term Notes, Cagamas’ 
RM1.3 billion Islamic Medium Term Notes and Sabah Credit 
Corporation’s RM15 million Medium Term Notes.   
 
During the month, MARC lowered Dawama Sdn Bhd’s Senior 
and Junior Sukuk Musyarakah Medium Term Notes 
Programme (Sukuk) to AIS and A-IS respectively from A+IS 
and AIS with a negative outlook. In response to Sime Darby 
Berhad’s expected losses of RM964 million arising from its 
four loss making projects under the Energy and Utilities 
division, MARC opined that there would be no immediate 
impact on the rating on the Group’s debt issuances.   
 
Meanwhile, the long-term rating on CIMB Bank Bhd has been 
upgraded by MARC to AAA from AA+ reflecting the Bank’s 
resilient earning streams, improved asset quality, adequate 
capitalisation and strong business franchise in Malaysia. 
  
Regionally, Australia normalised its key policy rate to 4.50% 
in May and revised upwards its GDP and CPI forecast for 
2011 and 2012. However, interest rates were kept steady in 
Indonesia and South Korea given the sustained inflationary 
pressure. Elsewhere, Hong Kong, Taiwan, Singapore and 
Indonesia all reported strong pace of growth for the first 
quarter of the year. 
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The lingering debt crisis in Europe and the tighter regulation 
in the global financial markets spurred safe haven flow into 
the relative safety of US Treasuries. The month ended with 
Fitch downgraded the sovereign rating of Spain from AAA to 
AA1 as Europe battles fiscal crisis. This stirred nervousness 
and sent financial markets roiling again. 
 

 

RINGGIT BOND MARKET – SHORT TERM OUTLOOK AND STRATEGY 
Lingering external 
uncertainties… 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Continue to overweight 
corporate bonds…… 
 
 

Concerns over the contagion effect of the European debt 
crisis have dampened the region’s recovery. The worry of the 
Asian authorities on asset bubbles is probably taking a 
backseat for now amid the sharp correction in regional 
currencies and equity markets. Various research houses 
have even postponed call for the Chinese Yuan de-pegging 
to 3Q2010 when the global recovery is on a firmer footing. 
 
Locally, the economic landscape has improved but the 
central bank has cautioned that ongoing external 
uncertainties is still clouding global economic outlook. 
Further, the Government’s proposed removal of subsidies, 
which include toll rate increase as early as mid-2010, 
indicate price pressure is building up and hence risk on 
inflation is probably tipped to the upside. As such, any further 
rate hike is data dependent. We expect BNM to raise another 
25bps bringing the OPR to 2.75% in 2H2010. 
 
Meanwhile, we will continue to focus on corporate bond 
because we anticipate the corporate bond market to remain 
well supported in view of the lack of supply. On the 
government bond market, we will adopt a cautious stance 
with short term trading view. We will continue to be cautious 
on potential reversal of hot money which may shift in the 
sovereign yield higher. 
 
The general strategy for our funds is to remain fully invested 
but take opportunity to switch to new primary issues. We 
expect an increase in primary corporate bond issuance in the 
next few months. Our target duration is still neutral 
benchmark duration especially for the unconstrained 
portfolios. 
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Diagram 1: MGS yields shift higher up to 5 years but remained unchanged at the long 
end of the curve  

 
Diagram 2: AAA Corporate yield curve moved lower in May 2010 

 


