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RINGGIT BOND MARKET - ACTIVITIES IN OCTOBER 2010 
 

MGS curve bearish 
steepened after the 2011 
Budget announcement… 
 
 
 
 
Poor MGS auction 
towards month end… 
 
 
 
 
 
 
Active secondary PDS 
market… 
 
 
 
 
 
 
2011 budget… 
Expected Bond Supply… 
 
  
 
 
 
 
 
 
 
 
 
 
Expected Bond Demand… 
 
 
 
 

The sovereign bond market came under selling pressure at the long end of the 
curve on supply concern following the release of the 2011 Malaysian Budget. 
Market sentiment dampened as market players priced in the expected surge in 
public financing requirement. The MGS yield curve steepened as the 3 year 
benchmark yield rose 13bps to close at 3.28% while the 5 year and 10 year 
yields surged 17bps and 20bps respectively to close at 3.41% and 3.82%. 
 
Before the Budget, 7 year RM3.5 billion MGS auction received a strong bid to 
cover ratio of 2.69 times. The average yield generated at the auction was 
3.539%. However, towards month end, interest for the 3 year MGS reopening 
auction was poor despite being the last MGS auction for the year. The issue 
garnered a weak a bid to cover ratio of 1.62 times as compared to the average 
oversubscription rate for the past 5 auctions of 2.50x. Average yield for the 
auction was 3.295%. 
 
Secondary activities in the corporate bond segment continued to see healthy 
trading. Following the selling along the MGS segment, prices of the Khazanah 
related Rantau Abang were weakened as seen by the Rantau Abang 15 tranche 
moving up by 9bps to close at 3.77%. Overall, the actively traded names along 
the AAA segment include Rantau Abang, MISC, Cagamas, Danga and Tesco. 
Moving down to the AA names, Malakoff, YTL Power, Encorp and Binariang 
were also traded during the month. 
 
The 2011 budget was announced on 15 October 2010 through which the fiscal 
deficit is estimated at 5.4% of GDP in 2011. This is a smaller decline than 
market expectations of below 5% and is likely to be larger than 2009 in absolute 
terms. The schedule MGS/GII redemptions next year combined with the roll out 
of ETP and 10MP, gross issuance is, projected within the range of RM85 billion 
to RM90 billion, more than 2009 of around RM65 billion. Overall, market is 
sceptical about the commitment of fiscal consolidation and hence the negative 
sentiment on MGS after the Budget. 
 
On the expected PDS supply, infrastructure spending may result to higher PDS 
issuance in 2H 2011. Compared to 2010 expected PDS issuance of RM40 
billion, in 2011 we may see higher issuance closer to RM60 billion from this 
private sector led projects. 
 
On the demand side, during the Budget, there was also an announcement of 
EPF raising their overseas investment from 7% to 20% of total assets managed. 
The Investment Community do not expect the immediate shift to foreign 
investment by EPF within a year so the liquidity may be preserve in 2011. 
However, arising from the announcement that PLUS will be taken over by EPF & 
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Inflation slowed in 
September 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Recent rating actions… 
 
 
 
 
 
 
 
 
 
 
 
New issues during the 
month… 

Khazanah, RM13.2b worth of PLUS Expressways-related PDS outstanding in 
the bond market, of which RM10.2b was attributable to PLUS may be 
restructured. 
 
Inflation in September 2010 slowed to 1.8% yoy as compared to 2.1% 
previously. This was mainly due to slower inflation on food and beverages of 
2.7% as against 3.1% in August and transport of 1.8% as compared to 2.7% in 
the previous month. 
 
Malaysia’s exports slowed the fifth consecutive months to 10.6% yoy in August 
2010 compared to 13.5% in July 2010. This was the weakest growth in 9 months 
in line with softer global demand. Meanwhile, imports grew by 16.5% yoy in 
August 2010 less than 18.1% in the previous month due to a slowdown in the 
imports of capital and consumption goods. 
 
In tandem with slowing exports, industrial production index grew mrginally at 
4.0% in August as against 3.4% in July 2010. The continued cooling off of 
industrial output and together with slower exports, industrial activities will likely to 
remain weak in the third quarter. 
 
For the month under review, RAM upgraded the ratings of Ranhill Powertron and 
Star Publication from AA2 to AA1 whilst the long term outlook of KLK was 
revised from stable to positive. Following the announcement of Sime Darby’s 
second consecutive quarterly after-tax loss, MARC revised the conglomerate’s 
outlook from stable to negative to reflect the uncertainties related to ongoing, 
unconcluded negotiations with clients in respect of problem projects at the 
energy and utilities division as well as execution risk on other existing projects. 
Other credits which the ratings were downgraded during the month include RGB 
International from A1 to BBB3, MAA Holdings standalone rating from BBB3 to 
BB3 with negative outlook and Ample Zone’s Class B sukuk from AA3 to A3 with 
negative outlook. 
 
New corporate issues that were placed out in October include UMW Holdings’ 
RM110 million Islamic MTN, Sports Toto Malaysia’s RM50 million MTN and 
Cagamas Berhad’s RM1.5 billion Islamic MTN. Towards the end of the month, 
Kesturi issued RM820 million Sukuk Musyarakah and RM50 million Junior 
Bonds to refinance its existing RM780 million Sukuk Istina with a view to 
lengthen its debt maturity profile to better match its cashflow. 
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REGIONAL BOND MARKET - ACTIVITIES IN OCTOBER 2010 
 

Asia Pacific markets… 
 
 
 
 
 
 
 
 
 
Rising inflation across 
Asia… 
 
 
 
 
 
 
 
US Treasuries weakened 
in October… 

Most of the Asian government bonds were bearish steepening during the month 
under review following China’s surprise interest rate hike. The People’s Bank of 
China raised its benchmark one year interest rate on loans and deposits by 
25bps to 5.56% and 2.50% respectively. This was the first hike since 2007. In 
Thailand, the Thai bond market fell with the reintroduction of a 15% withholding 
tax on foreign holding of government bonds. Meanwhile, Moody’s lifted the 
outlook for Thailand’s Baa1 credit ratings to stable from negative. Despite the 
announcement, the 2 year government bond yield continued to rise as investors 
expect increasing interest rates moving forward. 
 
Inflation continued to rise across Asia. China’s inflation rate rose 3.6% yoy from 
3.5% in August, which was the highest in 23 months. Recent surges in 
commodity prices indicate that China’s CPI is expected to increase further. 
Korea’s inflation rate also advanced to a 17 month high of 3.6% in September 
spurred mainly by rising demand. Meanwhile, the CPI of Singapore accelerated 
at a faster pace of 3.7% yoy in September as compared to 3.3% in August 2010. 
India’s inflation in September also rose marginally to 8.62% yoy as against 
August’s 8.51%. 
 
US Treasuries weakened as better than expected US data reduced the appeal 
of safe haven securities and hence the expectation of a lesser amount of debt 
purchases by the Federal Reserve. Further, market expects that the impending 
quantitative easing to reignite inflation. The Eurozone’s industrial orders rose 
5.3% mom in August from 1.8% in July 2010. This may signal that the 
Eurozone’s recovery is able to withstand the impact of government’s budget cuts 
and cooling global demand. 

 
RINGGIT BOND MARKET – SHORT TERM OUTLOOK AND STRATEGY 
 

Sovereign bonds will 
remain range bound in the 
near term… 
 
 
 
 
 
 
 
 
 

The local bond market is likely to be influenced by external factors which will 
also impact the Ringgit in the near term. In the short term, the Federal Reserve 
Quantitative Easing II, fears of a flaring currency war and the surprise rate hike 
by China with possibility of further increase in rates will influence market 
sentiments. The Fed QE11, involving the purchase of US Treasury securities, is 
around market expectation but may see steepening of the curves as the 
purchases are targeted at short end. The potential impact of QE11 to Asian 
bonds is through further excess global liquidity going into Asia that will support 
bond market as offshore investors chase for yields. 
 
However, going into year end, we will be more cautious on the sovereign bond 
market and expect the market to be range bound on supply concerns especially 
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Corporate bond market 
expected to be well 
supported… 

with the expectation that the sovereign bond calendar will be release in 
December and the last tender of 10 years Government Islamic Issues in 
November. We believe bond market players will also be winding down their 
portfolio and profit taking will be the short term theme. In that same vein 
however, if the yield curve become steeper, the value of the longer tenure issues 
may look attractive and we will look up for any potential trading opportunity.  
 
We expect corporate bond market to remain well supported in view of the lack of 
sizeable new offerings expected in the next few months. As a result, we believe 
investors will continue to look at secondary offering to fill up their portfolios. 
 
Our duration management in view of our cautiously opportunistic sentiment is to 
preserve the gain that we have achieved this year. We will position our funds for 
neutral portfolio duration and not take too much risk going into end of 2010. 

 
Diagram 1: MGS curve bearish steepened in October  
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Diagram 2: Yield movement of AAA related corporate bonds in October 
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