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Market Review                                
Will Budget 2016 Recalibration Propel Malaysian Equities? 

 

 The FTSE Bursa Malaysia KLCI (KLCI) was down 1.46% MoM to 
close the month of January at 1,667.80 points, erasing last 
December’s MoM gain of 1.22% but outperforming a fall of 5.65% 
MoM on the FBM Small Cap index last month. The KLCI was 
bogged down during much of the month by a negative mixture of 
renewed weakness in crude oil and LNG prices, as well as 
uninspiring macroeconomic data releases from Malaysia as well as 
the much of the developing markets region during the month.   
 

 The Ringgit ended the month of January significantly higher, up 
3.92% MoM, at RM4.1537/USD, off last year’s low of 
RM4.4570/USD on reduced selling pressure by foreign funds on the 
Malaysian equity and bond markets, with certain domestic 
sociopolitical issues beginning to show signs of nearing resolution 
and short covering by currency traders on a rebound in energy 
commodity prices and on PM Najib Razak’s announcement of the 
“recalibrated” Budget 2016.    
 

 Crude Palm Oil (CPO) prices increased 5.23% MoM, closing at 
RM2,315.00/tonne at the end of January 2016,as Malaysia Palm Oil 
Board data showed CPO inventories falling 12% MoM to 2.31 mil 
tonnes (MT) and CPO output sliding a greater than expected 19% 
drop to 1.13 mil MT, capping the biggest monthly slide in CPO 
production for January since 2011, echoing market expectations of a 
similar level of monthly decline in production of CPO and palm oil 
shipments from Indonesia in January. 
 

 WTI Crude Oil had a pretty volatile ride in January, ending 9.23% 
lower MoM at US$33.62/barrel but sharply off a 13-year low of 
US$26.55/barrel on expectations that the energy market had 
overshot on the selldown and has already priced in OPEC’s decision 
last December to abandon its long time production ceiling of 30m 
bpd, a strong US Dollar, coupled with expectations that the non-
shale oil producers, OPEC in particular, would co-operate in 
decreasing crude production, which was partially confirmed by Saudi 
Arabia and Russia very recently agreeing to “freeze” their combined 
oil output at January levels. 
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Economic Review   
 Malaysia’s December ‘15 trade surplus narrowed to MYR7.99bil (November ‘15: 

RM10.23b), well below the consensus estimate of RM10b. In USD terms, the trade 
surplus shrank to US$1.87bn, from US$2.38bn in Nov. Source: Bloomberg. 

 
 Malaysia’s December exports were up 1.4% YoY, falling below the median 

estimate of +4.9% YoY and +6.3% YoY growth in November. Source: Bloomberg 
 

 Malaysia’s industrial production index (IPI) unexpectedly rebounded to +2.7% 
YoY in December from +1.8% in November and +4.2% y-o-y in October. The 
sequential jump in IPI was led by higher manufacturing and electricity output. 
Source: Bloomberg. 
 
 

Equity Market Outlook  
 

 The FBM KLCI index bounced off its infra-month and YTD low at the psychological 
1,600-point level on 21 January, coincident with Bank Negara Malaysia announcing 
a cut in the Statutory Reserve Ratio by 50bps to 3.5%, freeing up an estimated 
MYR6b of liquidity into the local financial system. The strengthening of the Ringgit 
3.3% MoM to about MYR4.15/USD, the strongest run up vs USD since 15 October 
2015, as optimism on CPO inventory decline since last December overshadowed 
concerns over falling crude oil prices, added another 4% to the KLCI from the low at 
month-end closing. 

 
 Overall market expectation of a cut in the Government’s official Malaysia GDP 

growth forecast was proven to be true when at the announcement of the Budget 
2016 recalibration, the GDP growth target range was lowered to 4%-4.5% from 4%-
5% previously, whilst keeping the fiscal deficit to GDP target steady at 3.1%. The 
Budget now pegged to assumed Brent oil price of USD30-35/bbl vis-à-vis 
USD48/bbl previously, of the MYR9.5bn in total government spending cut under the 
revised Budget for 2016, operating expenditure will be lowered by MYR4.5bn and 
development expenditure by MYR5bn As a quick recap, PM Najib said that the 
primary purpose of recalibrating the Budget is to provide additional relief for the 
Rakyat given the rising cost of living and economic slowdown, coupled with the 
need to strengthen the government’s revenue collection. To address these, the 
Federal government has come out with 10 proactive measures, as shown in the 
table below: 

 
 
 



 
Monthly Newsletter 

 

February Issue ▪19 February 2016 Page 3 of 10 

Malaysia’s Federal Government’s Financial Position  
 

 
 

 
 
 For 2015, since the first trading day of the year, Bursa Malaysia faced a cumulative 

net foreign fund outflow of RM19.5b, vis-à-vis RM6.9b in net foreign fund outflow 
from Malaysian equities for the entire 2014, with Bursa having reported net foreign 
injection in only 15 out of 52 weeks of trading during the year, this being offset by 
RM21.7b of net local fund inflow. Despite the Fed having raised interest rates as 
expected in mid December, Wall Street suffered its biggest year opening drop in 
history in the first week of the 2016, mainly attributed to steep losses on the 
Shanghai and Shenzhen composite indices in that week which caused two trading 
halts to China’s stock exchanges.  
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 Most global equity funds remained in risk-off mode YTD, with most stock rallies 
capped by wild swings in crude oil prices and escalating geopolitical tensions in the 
Middle East, centered on the civil war in Syria and Iraq, exacerbated by mounting 
investor concerns over China’s erratic stock market behavior and economic growth 
slowdown. Foreign net selling in the Asia-7 markets i.e. Thailand, Indonesia, 
Philippines, Korea, Taiwan, India and Malaysia last month amounted to USD6.4b, 
37% higher than the level seen in December last year. Taiwan’s TSWE Index is 
showing signs of turning around and surging past the psychological 8,000 level 
after a tumultuous 2015 for the Taiwan stock market, as foreign funds turned net 
buyer in the final week of January after four straight weeks of selling after Taiwan 
2015 GDP growth reported at its slowest in 6 years and tech earnings weakness 
stemming from slowing global semiconductor and smartphone sales. The pace of 
foreign funds buying into the ASEAN market appears to be picking up, backed by 
some improvement in macro data from the region of late. For instance, Indonesia’s 
current account deficit ratio narrowing from 3.09% to 2.06% of GDP in 2015 vs 
2014.   
 

  
 
 
* Note: Asia 7: Thailand, Indonesia, Philippines, Korea, Taiwan, India and Malaysia 
 
Source: MIDF Research, Bursa Malaysia   

 
 From the basket of 

ASEAN equity 
indices that we 
track, Thailand’s 
SET index and 
Indonesia’s Jakarta 
Composite Index 
(JCI) were the only 
two markets that 
closed the month of 
January in the black 
MoM. The worst 
index performer in 
the ASEAN region 
for the month was the Hang Seng index which plummeted 10.2% MoM, in sync with 
the mainland China equity rout and Hong Kong’s cooling property market. 
Singapore’s STI reversed from a slight 0.94% MoM increase in the prior month to a 
8.8% drop in January, on investor worries that cooling demand for local property, 
evidenced by Singapore posting the worst monthly new home sales since 2009 and 
sluggish non-oil domestic exports in 2015 may weigh on the city state’s industrial 
production figures in coming months which would in turn have a negative spillover 
on Singapore’s GDP figures in 2016. 
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 Back to the local market scene, whilst the KLCI stock components appear en route 
to cap a 2-year long quarterly corporate earnings contraction in 4Q15, with 
Bloomberg consensus predicting -8.7% YoY KLCI aggregate EPS contraction in 
2015 (2014: +1.9%), judging by how the 3Q15 results season had fared and 
consensus expectations for sub-par 4Q results from plantations, banking and 
telecommunications sectors, it appears that most of the challenges were imputed in 
the expectations.  
 

 Although the rate and quantum of U.S. interest rate hikes by the Federal Reserve is 
looking uncertain with increasingly dovish language used in the recent FOMC 
meetings’ minutes, with heightened global financial market volatility as more central 
banks in developed countries dial in on negative interest rate policies to spur 
lending and resuscitate their economies reeling from macro headwinds from the 
likes of China, we expect the Malaysian equity market to be well supported by its 
undemanding valuation relative to the ASEAN region, the Ringgit beginning to 
stabilize and foreign shareholding of local large cap stocks being at its lowest since 
the Global Financial Crisis, going forward. 

 
 February has historically been a good month for the FBM KLCI, with the index 

posting losses MoM in only 9 out of the last 22 years to date, with the historical 
average monthly index return of only 2.5% vs 0.35% on average for the month of 
January. For this month, we global financial market volatility particularly in equities,  
to persist in the emerging markets and the U.S., as concerns on the world economy 
grappling with the ongoing crude oil and commodity glut as well as investors playing 
“wait-and-see” game on a potential stabilising of China’s falling manufacturing PMI 
data and trade figures, for clues on how soon the emerging as well as the global 
real economy will return to more solid ground. 

 
 

 
 

Local Market Indices and Sectoral Performance 
 

 Alongside the FBM KLCI’s fall last month, the FBM Emas lost 1.92% MoM, and 
the FBM Shariah shed 2.97% MoM. 

 Notable Bursa Malaysia sectoral equity indices which fared worse MoM than the 
aforementioned indices were Technology (-12.18%), Properties (-6.41%) and 
Industrial Products which lost 3.41% MoM, sparked mainly by the recent “re-
strengthening” of the Ringgit against the greenback which had a broad-based 
negative effect on USD sensitive counters lying in the local technology and 
manufacturing exporter sectors, coupled with lukewarm sentiment on the 
Malaysian property market outlook for 2016.  
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KEY ECONOMIC TABLES 
 

 
 

 
  
 
 
 
 
 

 
 

 
 
 
 
 
 
 
 
 

 
 

 
 
 
 
 

 
 
 
 
 
 
 
 
 
 

 
 

 
 
 

 
 
 
 
 
 

Gross Domestic Product Foreign Exchange Reserves 

Consumer Price Index – YoY Line Graph 

U.S. Unemployment Rate – Yearly Price Line 

WTI Crude Oil Price – MoMChart Major Bourses - YTD Performance 

U.S. Consumer Price Index – MoM Line Graph 

Motor Vehicle Sales – YoY Line Graph 
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Bond Market Review  
 

U.S. Treasuries 
 

 US Treasuries (“UST”) bullish flattened in January as IMF downgraded global growth 
in 2016 and also potential growth rate for 2016. The 2-, 5-, 10- and 30-year UST 
were traded tighter to 0.78% (December: 1.05%), 1.33% (1.76%), 1.92% (2.27%) 
and 2.74% (3.02%) respectively. 
 

 ISM manufacturing index continue to drop in December to 48.2 (Nov: 48.6, 
consensus: 49.2). The story is much the same as it was in November with both 
months showing slight contraction underway for both new orders and production. 
Industrial Production also reported contraction of 0.4% MoM in December 
(November: -0.9% MoM, consensus: -0.2% MoM) with most of the drag reported in 
Utility output. Mining, reflecting low commodity prices and contraction in energy 
extraction has also been week, down 0.8% for a fourth straight decline. On 
Employment situation, Nonfarm Payroll reported a strong +292k job with 
unemployment still reporting at 5.0%. However, the participation rate and average 
hourly earnings are still flat, with December reporting at 62.6% and no gain in hourly 
earnings respectively. Both Consumer Price Index (“CPI”) and Producer Price Index 
(“PPI”) were still in concretionary area in December, with each reporting at -0.1% 
MoM and -0.2% MoM respectively. Weak energy prices were still the main factor 
behind the drag. In the first Federal Open Market Committee (“FOMC”) meeting of 
the year, the committee members kept the Federal Fund Rate unchanged at 0.25 – 
0.50%, citing increased downside risk from the global economic health condition.  
 
 

 
 
 

 
 
 
 
Market Commentary- Malaysian Government Securities 

 

 With BNM delivering 50bps of Statutory Reserve Rate (“SRR”) cut in the first 
Monetary Policy Meeting (“MPC”) of the year, the Malaysian Government Securities 
(“MGS”) market bullish flattened especially on the long-end of the yield curve. At 
close, the 3-, 5-, 7-, 10-, 15-, 20- and 30-year MGS were traded at 3.21% 
(December: 3.21%), 3.35% (3.43%), 3.61% (4.04%), 3.85% (4.19%), 4.24% 
(4.58%), 4.57% (4.67%) and 4.74% (4.85%) respectively.  

 
 

U.S. Treasury Yield – MoM Yield Changes 
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 There were 3 auctions in January namely the new issuance of 7.5-year GII (GII 
07/23, RM4.0bil, average yield 4.390%), reopening of 3-year MGS (MGS 03/19, 
RM3.0bil, 3.271%) and reopening of 20-year GII (GII 10/35, RM2bil, 4.647%) which 
garnered only strong to moderate bid-to-cover (“BTC”) ratio of 2.68x, 2.06x and 
1.92x respectively. The GII 07/23 was the best performer among the 3 auctions with 
yield tightened to 3.93% as at end of the month. 
 

 In January, MPC kept OPR unchanged at 3.25% but reduced SRR by 50bps to 3.5% 
citing recovery in advanced economies was seen “not as strong as earlier expected”, 
while growth of emerging economies has “slowed”, with downside risks from 
“heightened” financial market volatility. In Malaysia, The 50bp cut in SRR is expected 
to free about RM6bil of permanent liquidity, shifting the burden of liquidity 
management away from regular open market operations. BNM stressed the SRR 
was not a signal of monetary policy but the SRR cut was to alleviate tighter liquidity 
from capital outflows. Also, the revised budget delivered at the end of the month saw 
2016 fiscal deficit target kept at 3.1% of GDP with lower oil price and GDP 
assumption, from 4.5% - 5.5% growth to 4.5% -5.0% growth in 2016. At lower oil 
price assumption of USD30 – 35/ barrel (against USD48bil during Budget 2016 
speech), revenue is expected to drop by RM7 – 9bil, factoring in greater measures to 
bolster non-oil revenues. In contrast, there would be RM9bil cuts in both operating 
and developing spending in combating lower oil related revenue. Overall, the revised 
budget were well within expectations, and take at face value, would signal resilience 
of fiscal position to oil price declines. 

 
 
 
 
 

 

 
 
Market Commentary- Private Debt Securities 
 

Ringgit Corporate Bond 
 

 Ringgit corporate bond market saw higher trading volume in January as investors started 
to rebalancing portfolio. The average daily corporate bond trading volume increased 
noticeably from RM333mil in December to RM680mil in January. GG/AAA rated bonds 
continue to dominate the total trading volume with 66% of transaction accounted for, 
followed by AA rated at 32% and the rest are single-A rated and below. 
 

Malaysian Government Yield – Mom Yield Changes 
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 The MGS flattening trend on the long-end curve was also mirrored in the GG/AAA 
segment. Prasarana 2030 flattened by 13bps to 4.76%, representing one of the best 
performing credit in January. The newly issued Jimah East Power continues to see MTM 
tightening with lower MGS curve. Overall, the issuer’s curve saw around 5 – 7bps of 
tightening since end of last year. Lastly, the newly issued East Klang Valley Expressway 
bank guaranteed paper (rated AAA, guaranteed by Maybank Islamic and Bank 
Pembangunan) saw strong interest in the primary market with certain tenure received 
more than 4x btc. The Sukuk was issued on the last day of the month with day 1 MTM 
already tightened by 3bps overall against its sell down level. 

 
 

Market Outlook and Strategy 
 

 After months of debate, the Fed raised policy interest rates for the first time in over 
nine years in the last FOMC meeting of 2015. The overall tone of the post-meeting 
statement was dovish, however, noting that future hikes would be gradual and 
flagging attention to actual and expected progress towards its inflation target. This 
suggests future hikes will be dependent on realized inflation as well as labor 
markets. In addition, while the median of the Fed dots for 2016 was unchanged, both 
the 2017 and 2018 dots were lowered. 
 

 Nevertheless, we think that those hoping for a return to a ‘normal’ world of robust 
growth, positive real interest rates, inflation close to central bank targets and 
normalizing monetary policy are likely to be disappointed. Global growth — which 
expected to come in at 2.6% in 2015 at market exchange rates and based on official 
statistics — is probably going to be disappointed, once we adjust for ‘moderate’ 
Chinese growth.  Weak growth — and risks of a further slowdown — are mainly EM-
centered and we think that the drivers of weak growth in EMs are at least in part 
structural. Many EMs are in dire need of a new growth model. 
 

 Growth in most advanced economies (“AE”) seems relatively robust in comparison. 
Nevertheless, we expect the two long-standing trends of low inflation and 
extraordinarily easy monetary policy in AEs to persist. Even though the domestic 
drags on activity and inflation are diminishing, domestic inflationary pressure 
remains weak and external disinflationary pressure (through continued weakness in 
commodity prices and in some AEs — notably the US and the UK — currency 
appreciation) is generally rising, capping the prospects for a sustained rise in AE 
inflation or policy rates. 
 

 The Fed’s rate hike in contrast to the ECB’s and BoJ’s more likely easing 
reinvigorates the debate about monetary policy divergence. In our view, continued 
extraordinarily easy monetary policy remains a more dominant theme than monetary 
policy divergence. We expect the Fed to raise interest rates only very gradually. We 
expect the Federal Funds Target rate to rise by only 1.0% by end-2016 and 50bp 
further to 1.5% by end-2017. By contrast, in the last 3 Fed hiking cycles policy rates 
rose by 200bps in the first year alone, with the trough-to-peak difference in a post-
1971 cyclical recovery typically around 500bps, with a similar magnitude peak-to-
trough Federal Funds target rate 

 

 Back home in Malaysia, monetary policy is likely to remain status quo in 2016 
especially after the budget announcement with GDP growth target remained revised 
lower to 4.0% - 5.0% for 2016 (from 4.5% - 5.5% in 2015). Further reduction in fiscal 
deficit is a plus, which means that our sovereign rating is likely to remain stable for 
the time being. With GST base effect waning come April next year, Malaysia’s long 
term inflation trend is likely to remain at 2% - 3% which sits well with our Overnight 
Policy Rate (“OPR”) of 3.25% currently. Also, with relatively low government bond 
maturity in 2016, the net supply will be moderate which should anchor the yield 
curve at a healthy level. With external uncertainties removed post December 2015 
FOMC meeting, local currency may appreciate against the US Dollar which could 
bring fund flows back to the country. We continue to advocate on an overweight 
duration strategy call, as interest rate outlook is expected to remain stable in 2016. 
Also, we suggest to overweight corporate bonds over govvies for spread pick-up and 
the pipeline for 2016 corporate bond offering remains thin at this juncture, which 
bodes well from demand-supply point of view.  
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The Disclaimer: 
 

This document is prepared by RHB Asset Management SdnBhd (RHBAM). The opinions and information contained herein are 
based on available data believed to be reliable. It is not to be construed as an offer, invitation or solicitation to buy or sell the 
securities covered by this newsletter. RHBAM does not warrant the accuracy of anything stated herein in any manner whatsoever 
and no reliance upon such statement by anyone shall give rise to any claim whatsoever against RHBAM. RHBAM and/or its 
associated persons may from time to time have an interest in the securities mentioned in this newsletter. This newsletter may not 
be reproduced, copied or circulated without the prior written approval of RHBAM. 
 


