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Disclaimer 

International Bond Market Review  March 2014 

US Fed 
continues its 
Taper course 

US Treasuries (“UST”) generally sold off in March after Federal Reserve (“Fed”) forecasts 
indicated that the Fed funds rate may be hiked sooner than market expectations. The 
benchmark US Treasuries (“UST”) 5-year and 10-year increased by 20 basis points (“bps”) 
and 8 bps respectively while the 30-year UST yields decreased by 2 bps. The 5-year, 10-
year and 30-year benchmark UST yields ended at 1.70%, 2.69% and 3.55%. 
 
Janet Yellen presided over her first Federal Open Market Committee (“FOMC”) meeting as 
head of the Federal Reserve in March. The US FOMC which Yellen chairs decided to taper 
the size of its monthly asset purchases by US$10 billion for the third time, reducing its 
monthly bond purchases to US$55 billion in assets each month. The Committee announced 
that it will now cut mortgage bond purchases to US$25 (down from US$30 billion) and 
US$30 billion in Treasury debt (down from US$35 billion) beginning in April. In addition, the 
Committee revamped its forward guidance on interest rates, moving towards more qualitative 
than quantitative language, dropping the 6.5% unemployment rate threshold which 
previously served as an indicator for considering a rate hike. Yellen also made a surprising 
hawkish statement during the FOMC meeting which revealed the possibility of a rate hike 
around six month after the end of the stimulus programme. 
 
Turning to the US dataflow, the economic releases during the month came in a mixed form. 
The Non Farm Payrolls (“NFP”) for February rose 175,000 over the earlier consensus of 
149,000 while the prior month’s number was revised up to 129,000 from 113,000 estimated 
earlier. February retail sales advanced to +0.3% month-on-month (“MoM”), compared to 
‐0.4% MoM recorded in January. Initial jobless claims fell to 311,000 March 22, beating 
economists’ estimate of 323,000. In the meantime, producer price index dipped to ‐0.1% 
MoM, from January’s +0.2% MoM. On the other hand, University of Michigan Confidence 
recorded a weaker reading of 80 in March, as compared to previous reading of 81.6. The 
fourth quarter of 2013 (“4Q13”) GDP was revised to +2.6% quarter-on-quarter (“q-o-q”), from 
a lower level of +2.4% q-o-q earlier. 
 

Low inflation in 
the Eurozone 
raises the threat 
of deflation 

Elsewhere in the Eurozone, the European Central Bank (“ECB”) kept its key policy rate 
unchanged at 0.25% in March and also kept the deposit rate at zero citing continued signs of 
recovery. Nonetheless, risks to the Eurozone economy remain on the downside. Inflation in 
the Eurozone stood at 0.7% in February which was below the ECB’s target of 2.0%, raising 
the prospect that the ECB may have to take radical action to combat the threat of deflation 
across the currency bloc. 

 

Meanwhile, The Bank of England’s Monetary Policy Committee also maintained its 
benchmark rate unchanged at 0.5% and maintained its bond-purchase stimulus target at 375 
billion pounds during the month. 
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UK’s February inflation eased to 1.7%, providing relief for policy makers from raising interest 
rates. The unemployment rate for January stood at 7.2% in January. UK’s final 4Q13 GDP 
growth numbers came in at 2.7% year-on-year (“y-o-y”) while full year 2013 GDP growth was 
revised to 1.7%, less than the previous estimate of 1.8%. 
 

Rising geo-political tensions in Russia and Ukraine coupled with slowing growth prospects 
have resulted in all 3 major rating agencies placing Russia under review for a credit 
downgrade. However, it is unlikely for Russia to fall into non-investment grade as any 
downgrade is expected to be limited to 1 notch below its current rating of BBB/Baa1. 
Meanwhile, broadly improving economic sentiments across Europe have resulted in a raft of 
rating upgrades for European nations in recent months. In line with this, countries like 
Cyprus, Netherlands and Belgium have seen their rating outlooks revised to stable from 
negative by Moody’s.  
 

BOJ’s continued 
easing monetary 
policy stance to 
fight deflation 

Japan’s 4Q13 GDP growth was slower than initially estimated at an annualized rate of 0.7%, 
down from 1% earlier due to weaker growth in capital spending and private consumption. For 
the full year 2013, the economy grew by 1.5% as against 1.4% in 2012. In line with 
expectation, the Bank of Japan (“BOJ”) kept the monetary policy programme and maintained 
its monetary base expansion plans at JPY60-70 trillion per year. Meanwhile, consumer 
inflation rose 1.3% y-o-y against 1.4% in January. BOJ’s governor Haruhiko Kuroda 
commented that consumer inflation would surpass 1% in the first six months of 2014 and is 
on track towards achieving a 2% inflation target as price hikes spread to a broader range of 
goods on the back of a narrowing output gap. 
 
M-o-m, the 10 year Japanese government bonds (“JGB”) increased by 4 bps to close at 
0.62% on the back of BOJ’s continued easing stance.  

Performance of 
WGBI  

The Citigroup World Government Bond Index (“WGBI”) local currency terms delivered a 
marginal return of 0.18% for the month of March. The top performer during the month was 
South Africa with month-to-date (“MTD”) return of 1.90% whilst Canada was the 
underperformer after contracting 0.31%. Meanwhile, Spain delivered a strong year-to-date 
(“YTD”) return of 6.00%, outperforming its nearest rival Italy which delivered 5.29% return.  
 
In USD currency terms, the unhedged WGBI fell 0.09% in March with mixed currencies 
performances. Top performer was again South Africa with MTD return of 4.07% by virtue of 
its stronger South African Rand (+2.13% vs. USD). Japan maintained at the bottom with -
1.17% return after JPY fell 0.89% versus the USD. Spain was the outperforming market for 
YTD after it delivered 6.02% return while Canada was the worst performing market with -
1.59% return. 
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Regional Bond Market Review 
 

Concern over 
China’s macro 
outlook 

In March, we saw increasing market concerns over China’s macro outlook arising from 
recent data out of China which indicates that growth continues to decelerate coupled with the 
highly publicised bond default during the month. Surveys of China's manufacturing sector 
showed sluggish activity in March, underpinning an economic slowdown and raising 
economists' expectations of government action to tweak growth. China's official 
manufacturing purchasing managers' index released Tuesday edged up to 50.3 in March, 
compared with 50.2 in February. A competing purchasing managers index (“PMI”) survey 
from HSBC fell to 48.0 from 48.5, the weakest reading in a year and a half. China's economy 
has been on a slowing trend, with last year's growth of 7.7% helped along by a mid-year 
push of looser monetary policy and faster approvals for infrastructure projects. Last month 
the government announced a target of 7.5% growth for this year. But weakness in 
investment, industrial output and construction has thrown that target into doubt. 
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Policy rate 
updates for Asia 
Pacific  Central 
Banks  

In March, there were several monetary policy updates in the region :- 
 
-The Philippines’ central bank held its benchmark overnight rate steady at 3.50% for the 
overnight borrowing or reverse repurchase (RRP) facility and 5.50% for the overnight lending 
or repurchase (RP) facility. Meanwhile, the Monetary Board decided to increase the reserve 
requirement by one percentage point effective on 4 April 2014. 
 
- The Bank of Thailand (“BoT”) decided to cut interest rates during the month due to risks of 
a damaging economic slowdown from the ongoing political crisis. BoT cut the benchmark 
interest rate by 25 bps to 2.0% a level last seen in December 2010, to support growth and 
confidence. 
 
-The Bank of Indonesia (“BOI”) decided to hold its interest rate unchanged at 7.5% on 13 
March 2014. The decision to hold the benchmark rate was considered consistent with its 
monetary policy stance of keeping the inflation rate within its target range of 4-5.5% and 
reducing the current account deficit of the balance of payments gradually. 
 
-The Reserve Bank of Australia maintained the policy rate at 2.5% during its March board 
meeting as they believe that the current monetary policy is appropriately configured to foster 
sustainable growth in demand and inflation. Furthermore, the board views that the most 
prudent course is likely to be a period of stability in interest rates. 
 
-The Bank of Korea (“BOK”) maintained its policy rate steady at 2.50% during the month 
citing firming economic recovery. BOK stated that it expects the global economy to sustain 
its modest recovery going forward although it could be affected by changes in financial 
conditions from the U.S. Fed tapering of quantitative easing and weaker growth in some 
emerging market countries.  

Spreads 
tightened for 
USD Asian 
Corporate 
Bonds 

On a m-o-m basis, spreads have tightened by 15 bps for Investment Grade (“IG”) and 7 bps 
for High Yield (“HY”). Current spread for IG is still below the 5 year average but HY has 
stayed consistently above for the past few months. There was USD5 billion worth of new 
fixed rate supply in March which was lower than in February and significantly lower than last 
year’s. As a result YTD supply for the first quarter of 2014 (“1Q14”) is down 22%. To-date, 
23% of supply has come from high yield issuers (versus 49% last year).   
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Performance of 
AGBI  

The Citigroup Asian Government Extended Bond Index (”AGBI-Extended”) local currency 
terms delivered a MTD return of 0.50% in March with another strong performance from 
Indonesia which posted 3.57% return whilst Hong Kong underperformed with -0.35% return. 
Indonesia top the YTD performance with 5.32% return whilst the Philippines remained at the 
bottom with -0.23% return.  
 
In USD currency terms, the unhedged AGBI Extended index gained 0.94% return in March 
after the majority of the Asian currency appreciated against the USD. Indonesia was again 
the top performing market with 5.84% return as IDR gained 2.19% versus the USD and 
China was the worst performing market after falling 1.25% due to the weaker CNY which fell 
1.17% against the USD.  
 

 

 
Ringgit Bond Market Review  
 

MGS yields 
traded range 
bound  

The Malaysian Government Securities (“MGS”) yields traded range bound in March as 
concern over rising inflation pressure in Malaysia saw investors taking a more cautious 
stance. Meanwhile, total volume traded in March was higher at RM42.3 billion versus 
previous month’s volume of RM38.6 billion. The 1Q14 yield curve was also relatively 
unchanged indicating a cautious mode in the domestic market after the sell-off in 4Q13. 
 
Public auctions in March saw the central bank holding auctions for RM4.0 billion 3-year 
MGS, RM2.5 billion 10‐year Government Investment Issues (“GII”) and RM4 billion 7-year 
MGS. Demand for the 3‐year MGS worth RM4.0 billion, as measured by the bid‐to‐cover 
ratio, was healthy at 2.177 times. The average bid‐cover at the four prior government 
auctions was 2.145 times. This aside, the average yield generated was 3.394%. Similarly, 
there was good demand for the 10‐year GII auction amounting to RM2.5 billion, with the 
bid‐to‐cover ratio reaching 2.511 times, whilst the average yield was 4.236%. The auction 
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was largely supported by local players whereby some were switching into the 10‐year GII 
from their MGS portfolios. There was also an auction for the new 7-year MGS amounting to 
RM4 billion. Demand was strong with bid-to-cover ratio recorded at 2.269 times and at an 
average yield of 4.048%. 
 
With these three auctions, the total government bond issuances YTD stood at RM23.5 
billion. 
 
The benchmark 3-year MGS added on 4 bps while the 5-year and 7-year increased by 3 
bps. Elsewhere, the 10 year MGS expanded by 2 bps closing the month at 3.41%, 3.74%, 
4.00% and 4.11% respectively.  

Key economic 
indicators 

Bank Negara Malaysia (“BNM”) published its 2013 Annual Report during the month which 
showed that the central bank is projecting a 5.3% real GDP growth in 2014 which is slightly 
more optimistic than 5.0% forecasts made by the Ministry of Finance (“MoF”) in October 
2013. However, in reflecting the downside risk, BNM widened the forecast range by 4.5-
5.5% in 2014 compared to the range forecast of 5.0-5.5% of the MoF’s projection. 
 
Malaysia’s exports growth in January 2014 remained strong rising 12.2% y-o-y versus 
14.4% in December 2013, boosted by a low base last year and demand for Electrical & 
Electronics and palm oil products.  
 
The Malaysian economy grew at 5.1% y-o-y in 4Q13 bringing the full year growth to 4.7% 
(2012: 5.6%) was supported by domestic demand and the improvements in exports. Better 
domestic demand growth was mainly due to improved consumer spending and total 
investment. 

CPI increased 
higher in 
February 

Malaysia’s headline inflation increased higher to 3.5% y-o-y in February 2014 as compared 
to 3.4% in January largely due to the follow through impact of administered price 
adjustments such as the fuel price and electricity tariff hike. Nonetheless, food prices 
recorded lower inflation during the month due to improved supply and after normalizing from 
the rise in January due to the Chinese New Year festivity period. Going forward, we expect 
the Consumer Price Index (“CPI”) to trend higher due to further subsidy rationalization by 
the Government. 

 The corporate bonds trading volume continued to improve in March with RM9 billion 
transactions although this is lower than the same period last year. Market players are 
staying cautious with more issuances slated in the pipeline. Focus during the month was the 
quasi bonds namely Danainfra. 
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March’s new issuance saw an increase with RM9.1 billion issued, higher than from previous 
year’s RM4.8 billion. Net issuance for the month stands at RM5.8 billion. The bulk was from 
Government guaranteed (“GG”) issuances such as Prasarana and PTPTN. Some of the 
new issuances were -:- 
 
• RM  2.5 billion PTPTN GG Islamic bond; 
• RM 2 billion Syarikat Prasarana Negara Islamic bond; 
• RM 1 billion Rantau Abang AAA Islamic bond; 
• RM400 million Gamuda AA3 Islamic bond; 
• RM500 million Bumitama AA3 Islamic bond; 
• RM1 billion SME Islamic bond 
• RM300 million Petronas Dagangan Bhd Islamic bond; 
• RM300 million Telekom AAA Islamic bond 
• RM1 billion Imtiaz Sukuk II Bhd AA2 (s) Islamic bond; 
• RM150 million  AmIslamic AA3 Islamic callable bond 

Rating actions  There was 1 default recorded in March and 1 rating upgrade in March. Malaysian Rating 
Corporation Berhad (“MARC”) downgraded Kinsteel Berhad’s RM100 million Murabahah 
MTN Programme to D, from C previously. The debt default was widely expected as Kinsteel 
is currently undergoing a debt restructuring programme after having defaulted on another 
bond programme in October 2013. Meanwhile, MARC has upgraded Special Coral Sdn 
Bhd’s Senior MTNs from by 1 -2 notches across all tranches, following improved valuations 
on the Queensbay mall which forms the basis of the securitization programme.  
 

Ringgit Bond Investment Outlook 
 

BNM maintained 
OPR for the first 
quarter of 
FY2014 
 

As widely expected, BNM has kept its overnight policy rate (“OPR”) at 3.00% in March 2014 
and the next Monetary Policy Meeting is on 8th May 2014. BNM expects the economy to 
expand steadily, with support from domestic demand, albeit rising at a moderate pace given 
the ongoing fiscal consolidation. There should be a recovery in exports, thanks to improving 
global conditions. While inflation should move higher, the subdued external price pressures 
and moderate domestic-demand growth will contain the underlying inflation. BNM indicated 
that it will monitor for signs of destabilising risks of financial imbalances due to the 
prolonged low interest rate environment whilst ensuring that the current monetary policy 
stance is consistent with price stability to ensure sustainable economic growth. We expect 
the central bank to raise the OPR in the second half of the year if growth remains steady. 
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Bond market 
expected to be 
volatile  
 

We expect inflationary pressure to remain escalated in 2014 with another round of subsidy 
cuts to occur in the second half of 2014 (“2H14”). As such, market is expected to remain 
cautious in anticipation of potential OPR hike. Overall market has priced in at least 25 bps 
hike in the bond market but the main concern is still on the large foreign holdings of MGS as 
fears that outflows from the domestic MGS market may push the yields higher. 
Consequently, we still expect some volatility in the MGS.  
 
We also expect more issuances of government guaranteed bonds in the next few months 
resulting in larger supply of GGs with yields to be sticky on the upside. The 10-year MGS 
07/24 has continued to see resistance at 4.10% yield although it did dip below at one time. 
With no fresh leads and negligible foreign flows, the 10-year MGS yields is forecasted to 
trade within 4.10% - 4.30% in near term. 
 
In terms of credit spreads, generally market players remain cautious with more offers than 
bids in the market.  We expect credit spreads to widen further if there is a selloff in the 
sovereign market as well as greater than expected corporate bond supply in the market.  
New issuances repricing to entice investors will impact negatively on the valuation for the 
secondary bonds. 
 
Some of the new issuances in the pipeline are IJM, Golden Agri, Great Realty, Westport 
and Public Bank. Total corporate bond maturity for the remainder of the year stands at 
RM25 billion excluding CPs. To-date total new gross issuance is RM19.7 billion, higher than 
1Q13 issuance of RM17.8 billion. We are expecting higher grade bonds to tap the market 
specifically the GGs. 
 

Strategy In line with the cautious investor sentiment coupled with expectations of a potential rate hike 
in the second half of 2014, we prefer to invest in longer duration liquid securities as the yield 
curve is at its steepest as compared to the past 2 years. We aim to maintain duration and 
invest in higher coupon bonds to cushion any increase in yields. We will concentrate on 
primary issues with higher yields as the market continues to reprice. Primary issues that 
have been repriced to current level will see good pick up from investors. Furthermore, we 
will continue to maintain our trading stance on MGS/GII and to accumulate (increase 
exposure in MGS/GII) as we believe that yields are expected to trade within a wider range. 
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Diagram 1: MGS yield curve movement in March 
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Diagram 2: MYR AAA yield curve movement in March 
 

 


