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INTERNATIONAL BOND REVIEW - ACTIVITIES IN APRIL 2011 
 

First Quarter 
(1Q11) GDP 
numbers a 
temporary 
setback for US 
economic 
recovery  
 

The US lost its considerable momentum with the 1Q11 GDP numbers released at 1.8%, a 
significant letdown from the 3.1% recorded in 4Q10, versus consensus’ estimate of 2.0%. 
US households continued to feel the pinch of high fuel prices and the housing sector 
remained depressed.  Harsh winter weather in January and February also contributed to the 
slowdown.  This setback amidst the momentum of positive data flow in 1Q11 is viewed as 
temporary and seasonal, as buying of US Treasuries persisted on further comments from 
various parties that the Federal Reserve Bank of the United States (Fed) remains on course 
to complete the USD600 billion bond repurchase program and with core inflation (excluding 
energy and food) remaining low enough to require accommodative monetary policies.   
 
The Fed subsequently cut its growth estimate from 3.4%-3.9% to 3.1%-3.3% for 2011 and 
from 3.5%-4.4% to 3.5%-4.2% for 2012.  At the same time, it also upped its inflation 
estimate this year from 1.3%-1.7% to 2.1%-2.8%.  Core inflation forecasts were tweaked up 
from 1.0%-1.3% to 1.3%-1.6%.  There should be upticks in the coming quarters, aided by 
the continued expansion of the manufacturing and services sectors as well as the improving 
labour market, which is expected to spill over to consumer spending.  However, high energy 
and food prices will continue to be strong headwinds for the recovery.  

Likewise, 
consumer 
spending 
contracted but 
labour market 
expected to 
support this 
going forward 
 

Consumer spending shrank to 2.7% in 1Q11 (4.0% in 4Q10) as the growth of spending on 
durable goods slowed from 21.1% in 4Q10 to 10.6% in 1Q11 and spending on non-durable 
goods inched up from 4.1% to 6.2% in 4Q10.  However, the labour market is showing 
improvement.  This was affirmed with the increase in non-farm payrolls data to 216k in 
March, bringing the monthly average to 160k in 1Q11, up from 138k in 4Q10.  This 
improving labour market is likely expected to support consumer demand, though continued 
weakness in average hourly earnings and elevated energy costs remain a concern. 
Meanwhile, the unemployment rate as at end March declined to 8.8% from 8.9% in 
February.  

Finally, US 
AAA-rating 
placed on 
Negative 
outlook by S&P 

This rating action highlights the lack of confidence in the ability of US policymakers to 
execute fiscal consolidation plans amid ballooning deficits and unfunded liabilities such as 
Social Security and Medicaid.  Whether or not this rating action was long due, it was timed 
following a last minute aversion of a US government shutdown.  Policymakers will now have 
to consider the option of raising debt under immense pressure.  The negative outlook, 
subsequently hurt confidence in the US’ ability to spend within its budget.  The likelihood of 
fiscal consolidation is doubted given the fragile global economic recovery, controversial tax 
revenues increases, and allowing tax allowances to expire.  

When will the 
AAA-rating be 
downgraded? 
 

In relation to longer term implications, an outlook revision from Stable to Negative suggests 
a one-third chance of ratings downgrade over the next two years in S&P’s assessment.  The 
rating agency will be monitoring the developments in the US economic plans and responses 
to the deteriorating fiscal position in the coming 24 months before further action is taken, 
suggesting low probability of a downgrade action by the close of this year. 
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The US 
remained a 
major 
destination of 
safe-haven 
flows  

US Treasuries traded range-bound earlier in the month before it started to post gains mid-
month due to safe haven flows and firm demand at government notes auctions.  Safe haven 
flows came amidst weaker performing stock markets upon news turmoil in Japan and the 
purchase of more US Treasuries from the market by the Fed.  The ratings action by S&P 
kept up safe haven buying activities, as well as continued concerns over Europe’s financial 
health. Towards the month end, US Treasuries closed firm, as the outlook for a strong 
economic rebound took a hit after the release of the GDP numbers and the Fed’s weak 
outlook on the economy with the 2-, 5- and 10-Y yields lower by 22bps, 31 bps and 18bps 
m-o-m respectively. 

ECB raised 
rates for the 1

st
 

time in three 
years 

As expected, the European Central Bank (ECB) raised its policy rate by 25 bps to 1.25% for 
the first time since July 2008, making it the first of the developed-market central banks to 
move on rates in 2011.  It is said to be a tightening measure to fight inflationary pressure 
with the April number at 2.8%, up slightly from 2.7% in March and its highest level since 
October 2008.  The Eurozone’s CPI figures are expected to gradually increase in 2011, as 
the economy picks up due to inflationary pressures from commodity prices. However, 
comments from ECB officials suggested that the hike may not necessarily be a first in a 
series of interest rate hikes this year, which was reflected in the buying interest of US 
Treasuries, despite the consensus of another 25bps increase by September. 

In Asia inflation 
and hot money 
inflow concerns 
remain  
 

Over in Asia, inflation numbers continued to make headlines in key markets, driven by 
strong wages and lending growth in April.  Asian central banks face a dilemma in balancing 
higher energy and food prices against economic growth. The Bank of Thailand’s 25bps 
policy rate hike and the People’s Bank of China’s reserve requirement ratio hike mid-month 
are reminders that the central banks are still very much in tightening mode.  Record high oil 
prices continue to indicate still-strong end-product demand.   
 
Meanwhile, food prices will likely see support from stock rebuilding following Middle East 
unrest, absorbing some of the rebound in supply.  Both suggest that supply-driven inflation 
is still a risk.  While this is broadly agreed upon, there are also few investors willing to 
position aggressively for this, evidenced in the continued inflows to emerging market local 
currency bond funds.  However, for many of these investors, the demand is for emerging 
market assets in broad terms, rather than duration in particular.  
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In China strong 
growth and high 
inflation sees 
continual 
monetary policy 
tightening 
 

1Q11 GDP moderated slightly to 9.7% as compared to 9.8% in 4Q10, suggesting that the 
economy continues to grow strongly along with flow of data for retail sales, Industrial 
Production (IP) and fixed investment that came in stronger than expected.  March consumer 
prices were also higher, rising to 5.4% from 4.9% in February, slightly above consensus, 
incorporating both food and non-food prices.  As a result, the authorities announced a 50bps 
hike in reserve ratios to 20.5% for big banks and 18.5% for small and medium financial 
institutions. The market consensus expects a few more rate hikes, along with currency 
appreciation, before inflation peaks around the middle of the year.  
 
The latest round of data suggests that recent external shocks from the Middle East unrest, 
higher oil prices, and Japanese disasters are not hampering the growth story.  However 
growth at nearly 10%, along with higher food and fuel prices, is raising concern on the 
inflation front.  Inflation is forecast to peak toward the end of 2Q11.  From a sovereign 
perspective, the growth outlook for China and for the region remains constructive. Therefore 
as long as monetary policy tightening persists with lower inflation (in the second half of the 
year) and continued strong growth, China will continue to lead the positive outlook on Asia 
despite the external risks that have emerged in recent months. 

World Bond 
performances 
mostly improved 
in April  

 
 
The World Government Bond Index (WGBI) recorded positive return in April by delivering 
0.68% in local currency terms helped by better performances from Mexico, the UK and the 
US with MTD returns of 2.67%, 1.96% and 1.14% respectively.  The Euro region again 
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underperformed against other regions delivering only 0.37% return, which was pulled lower 
by Portugal and Ireland (-5.65% and -0.90% respectively). In the Asian region, Malaysia and 
Singapore delivered 0.70% and 0.50% returns respectively whilst Japan posted 0.34% 
return.  
 
In USD currency terms, WGBI’s MTD return was 3.24% mainly due to the weakening of the 
USD against all currencies in April.  All countries apart from Portugal registered positive 
returns in view of stronger currencies vis-à-vis USD.  

Asian Bond 
performances 
positive in April 
with Indonesia 
as best 
performer… 

 
 
In the Asian Government Bond Index Extended (AGBI-Extended)  local currency terms, the 
index delivered 0.64% MTD return, as a result of better performances from Indonesia and 
the Philippines with MTD return of 3.46% and 2.99% respectively.  
 
In USD currency terms, the AGBI delivered 2.34% return as all the Asian currencies again 
outperformed the USD in April.  Indonesia and the Philippines were the top 2 performers 
with MTD returns of 5.19% and 4.41% respectively.  Meanwhile, TWD was the best 
performing currency for the month after it strengthened 2.68% versus USD whilst KRW and 
MYR came in second and third at 2.36% and 2.25% respectively.  In YTD performance, 
Indonesia has overtaken Korea as the best performing country with 9.78% return as 
compared to Korea’s 7.24%. 

 
 
REGIONAL BOND MARKET – SHORT TERM OUTLOOK AND STRATEGY 
 

Ample primary 
issues in the 
market 
 

We continue to like Asian High Yield (HY) bonds over Asian High Grade (HG) as relatively 
tight valuation of HG provides limited upside. Although primary issuance of Asian USD 
credits are at a high year-to-date, we expect demand to continue to be strong as evidenced 
by the increased participation of US based investors.  We will take opportunity to participate 
in the coming new issues and adopt a trading stance. 
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RINGGIT BOND MARKET - ACTIVITIES IN APRIL 2011 
 

MGS volume 
eased while 
benchmark 
curves 
steepened 
towards end of 
month  
 

MGS volume declined by 16.1% m-o-m to RM73.3 bn in April, after a 135% surge in March.  
The MGS yield curve flattened for the first time in 4 months with the 10-yr yield widening 
3.0bps to 68.0bps.  Buying activities dominated for most of the month on a strengthening 
ringgit which closed at RM2.9615/USD (+2.12% m-o-m) and foreign money inflows for 
emerging market papers.  Buying was further reinforced by a falling USD, S&P’s downgrade 
of the US ratings outlook, as well as the Fed’s commitment to maintain an accommodative 
monetary policy.  In line with the month’s buying interest, the auctions of 15-yr MGS and 10-
yr GII 4/21 both saw strong bid-to-offer ratios of 2.3x and 3.03x respectively. 

PDS market 
trading still 
largely in the 
higher grade 
segments  
 

Trading volume of corporate bonds also experienced a decline of 10% m-o-m to RM6.4 bn 
from RM7.2 bn in March. Most of the trades continue to concentrate on the high grades, 
along the “AA” and “AAA” segments with 45% and 33% of trading volume respectively. 
Credit metrics were still on the downside as 12 negative rating actions took place during the 
month, with 7 attributed to the downgrades of the Selangor water bonds rated by MARC.  
This brought the downgrade-to-upgrade ratio to 7.5 times.  There were 6 assigned ratings 
this month on: 1) SYF Resources Bhd; 2) Telekom Malaysia Bhd; 3) The Star Publications; 
4) Ranhill Power Sdn Bhd; 5) Westports M’sia Sdn Bhd; and 6) Hong Leong Bank Bhd with 
collective facility size of RM6.98 bn.  

Next hike as 
early as May or 
tightening 
through other 
policy 
measures… 
 

The statutory reserve ratio (“SRR”) increased of 100bps to 2.0% took effect in April 2011 as 
a pre-emptive measure to manage liquidity conditions.  Bank Negara Malaysia (BNM) 
cautioned that the degree of monetary accommodation may be reviewed given the 
sustained growth in the economy and risks to inflation. This statement gave hints that BNM 
may raise the policy rate at the next MPC meeting on May 5.   
 
According to BNM’s annual report which was released in March 2011, the central bank 
maintained its positive economic assessment. It projects real GDP growth for this year to be 
5.0%-6.0% (7.2% in 2010) despite the external headwinds of geopolitical tension in the 
Middle East and the earthquake tsunami disaster in Japan.  BNM is wary of inflationary 
pressure which is likely to be driven by supply factors due to rising global commodity prices 
as a result of possible supply disruptions arising from adverse weather conditions, 
geopolitical risks, speculative activities and strong demand from emerging economies.  
BNM expects inflation to rise to an average of 2.5%-3.5% in 2011 from 1.7% in 2010. 
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Quanshop MGS 
Long Index Best 
performer for the 
month other 
policy tools… 

Quantshop MGS and BPAM Bond Indices

Index as at 29 April 2011 MTD YTD MDuration

Quantshop MGS Index

Quantshop MGS All Index 0.53% 0.84% 4.58

Quantshop MGS Short Index 0.29% 0.78% 1.62

Quantshop MGS Medium Index 0.62% 0.73% 4.19

Quantshop MGS Long Index 0.64% 1.11% 8.76

Bondweb Index

BPAM Bond All Index 0.36% 0.99% 4.40

BPAM Corporate Bond All Index -0.11% 1.17% 4.15

BPAM Corporate Bond (1-3y) Index 0.30% 1.35% 1.89

BPAM Corporate Bond (3-7y) Index -0.30% 0.91% 3.98

BPAM Corporate Bond (7y over) Index -0.43% 1.31% 8.05  

 
RINGGIT BOND MARKET – SHORT TERM OUTLOOK AND STRATEGY 
 

Fighting inflation 
and managing 
external 
environment will 
be BNM’s 
priority 
 

We expect BNM to raise the OPR as early as their May 5 meeting by 25bps to settle at 
3.00%. This expectation arises from BNM’s hawkish tone in the previous meeting.  Despite 
the potential increase, sovereign bond yields are likely to remain steady in the near and 
medium term, riding on local positive fundamentals.  On the demand side, total foreign 
holdings of MGS rose to RM80.8 bn in March compared to RM79.4 bn a month earlier, 
underlining resilient demand for local assets. 
 
To date, total issuance of the sovereign bond market stood at RM31 bn from seven auctions 
and three private placements conducted in the first four months of the year.  Based on 
BNM’s auction calendar, there will be a string of long tenure govvies issuances from May 
onwards.  Six auctions and three private placements are slated for 2Q11, namely the new 
issues of 10-year GII 4/21, re-opening of 7-year MGS 9/17, re-opening of 5.5-year GII 
11/16, re-opening of 10-year MGS 7/21 and new issues of 20-year MGS 6/31. The issue 
amount for each of the tenders will likely have an impact on the volatility of the sovereign 
yield in 2Q11 and hence put pressure on rates to shift higher, especially in the long end 
yields. 

 
Primary PDS 
pipeline picked 
up in April  
 

The dry spell of the PDS market experienced in the first quarter of this year ended in April 
with a handful of primary issuances:  CIMB Group Holdings (RM500mn), CIMB Islamic 
Bank (RM250mn), OSK Investment Bank (RM100mn), 1 Warisan (RM100mn); Pengurusan 
Air SPV (RM1,000mn), Westports (RM330mn), and Irat Hotels and Resorts (RM270mn). 
This activity is expected to continue well in 2Q11 with a few notable issues in the market 
already launched such as The Star Publications (RM200mn); Hong Leong Bank Berhad 
(RM2.4bn), and Westports (RM450mn).  Another issuance catalyst is the implementation of 
some of the major Economic Transformation Programme (ETP) projects like the KL-MRT 
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and other infrastructure-related projects which will most likely call for government 
guaranteed bonds (“GG”) or AAA rated.   

Continued 
overweight on 
corporate 
issuances… 
 

In view of the potential large supply of high grade bonds of GGs & AAAs, we continue to 
foresee a strong demand for quality AA-rated bonds.. Since a lower supply of AA-rated 
bonds is expected, investors may have to scramble for the said rating class from the 
secondary market for better yield pick up.  However the AA space had seen spread 
tightening in the last few months and we will take opportunity to lock in some gains and 
participate in new issues. We expect to see an active primary market in the short term  but 
given the ample liquidity in the market, we believe the new issuances will be easily 
absorbed and fairly well supported by market.  
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 5-year to 10-year tenures. 

 
Diagram 1: MGS Yield Curve flattened in April 
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Diagram 2: Ringgit AAA yield curve generally unchanged in April… 
 

 
 


