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Equity 
 
Despite the sharp double-digit 10.1% year-on-year (yoy) surge in the real 
GDP growth registered in 1Q 2010, KLCI plunged below the 1,300 psy-
chological support or 61 points to close at 1,285.01 points in May 2010; 
sparked off by a combination of a) Europe’s sovereign debt crisis; b) 
Germany unexpectedly banned naked short-selling and prohibited specu-
lation against European government bonds using credit default swaps; c) 
US regulators considering restricting risk-taking activities of banks; c) 
probes on Goldman Sachs; d) credit tightening measures implemented by 
China to cool down the surge in asset prices; e) brewing tensions on 
Korean peninsular; and f) riots in Thailand over its continued political 
impasses.  This represent the steepest monthly fall since December 
2008.  The broader market performance was weaker than the KLCI with 
the FBM Emas falling 5% to 8,645. Smaller caps underperformed as seen 
by the FBM Small Cap which fell 8.3% to 10,527 points and FBM ACE 
which fell 9.9% to 3,756 points.  Average value traded on Bursa in May 
fell 1% mom to RM1.412bn per day. 
  
The heightened market anxiety is reflected in the sudden surge in Chi-
cago Board Option Exchange’s volatility index to above 45 for the first 
time since March 2009 and the spread between the London Interbank 
Offered Rate (Libor) and the Overnight Indexed Swaps (OIS) reached 
31.5 basis points on 26 May 2010, highest since July 2009.   
  
After 3 consecutive quarters of positive earnings surprises, there were no 
significant revisions to analysts’ estimate during the recently concluded 
earnings reporting season.  The upgrade to downgrade ratio has fallen 
from 1.8x in the previous quarters to 0.78x.  In fact, there could be a risk 
of earnings disappointment in the quarters ahead given a weaker than 
expected recovery in external demand caused by debt crisis in Europe 
and the effect of global stimulus spending packages dissipates; impact 
from a stronger Ringgit vis-à-vis US Dollar and the Euro; reduction/
restructuring of government subsidies as well as unforeseen write-downs 
of companies. 
 
Equity Market Outlook  
 
Sparked by fears over the deteriorating sovereign debt crisis in Europe, 
global equity markets endured its first major correction in May after 14 
months of virtually uninterrupted rally.  Thus, the MSCI World Index and 
the MSCI Asia ex. Japan Index plunged -13% and -11% from their re-
spective peak recorded in mid-April 2010.  This was despite the pre-
emptive move by the EU and the IMF to provide a €750 billion package to 
ensure none of the EU members will face sovereign solvency risk over 
the next 3 years.  In addition, the core EU members have made it clear 
that the euro will not be abandoned while the European Central Bank will 
buy government bonds in the secondary market to provide funding needs 
for the EU members. 
 
However, it is worth taking note that global equity markets were long 
overdue for a correction and the sharp sell off can be explained by the 
synchronized unwinding of risky assets by investors as volatility spike up.  
Nevertheless, if the root causes of the sovereign debt crisis in Europe are 
not being addressed properly over an extended period due to structural 
deficiencies, it could weigh on business and consumer sentiments, which 
could derail global growth.  Some even believe this may subsequently 
push the world back into recession.  Hence, net foreign selling in emerg-
ing Asia ex. China and Malaysia has reached US$12.9 billion in May 
2010, marking its third biggest month of net foreign selling in history. 
 
Currently, the market is watching Spain closely as the next potential can-
didate for sovereign debt default.  This is because Spain runs a massive 
fiscal deficit of 9.3% of GDP for 2010 and has the second largest current 
account deficit (after the US) of 5.1% of GDP for 2010, which equates to 
7.2% of the combined global current account deficits.  Although the Spain 
government is committed to reduce its fiscal deficit to 6.0% in 2011, but it 
will be politically challenging to do so as the ruling party relies on the 
regional party’s support for a majority in the Parliament.  Meanwhile, the 
Spain banking system is also highly vulnerable given the country’s high 

private sector debt of 330% of GDP at end-2009, high unemployment rate 
of > 20%, high inventory for unsold properties which equivalent to 4 years 
of supply, and rising non performing loans (5.2% of outstanding loan as at 
end-March 2010). 
 
In Malaysia, 1Q10 result season was just over with 45% of the reported 
results in line with expectation, 28% above expectation and the remaining 
27% below expectation.  In total, 1Q10 net profit grew 4% yoy, implying 
the earnings momentum is still largely intact, supported by the conducive 
macro economic outlook in Malaysia 
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Equity Market Strategy 
 
Although we have turned more cautious on equities and reduced our 
portfolio beta accordingly, the recent sell down in global equity markets 
appear to be more of a correction rather than the start of a protracted 
downtrend as global growth momentum so far (especially the emerging 
Asia) has remained largely intact.  Furthermore, a weak euro should help 
to boost EU exports, and money should continue to flow from the EU to 
emerging Asia as this is the only space offering solid growth with currency 
appreciation.  With that, we are maintaining our FBM KLCI target of 1470 
for now.   
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Fixed Income 
 
Malaysian Government Securities (MGS) yield curve bearish flattened as 
selling pressure along the short-end of the curve lifted yield on the 3-year 
MGS benchmark up by 0.22% to close 3.21%. The selling was partly 
triggered by speculation that the foreign investors will unwind the earlier 
positions on weakness in Ringgit. The bellies and long-end of the curve 
were however well supported with no government bond auctions during 
the month. The 5-year and 10-year yields were traded down by 0.02% and 
0.04% to close 3.59% and 4.03% respectively.  
 
Bank Negara Malaysia (BNM) raised Overnight Policy Rate (OPR) for the 
second time this year by another 0.25% to 2.50%. This came in well within 
market expectation and thus rather muted reaction from the bond market 
players. BNM reiterated that monetary policy will remain accommodative 
and supportive of economic growth.  
 
On economic front, Malaysia’s exports picked up strongly by 36.4% yoy in 
Mar-10 (+18.4% in Feb-10) on the back of rising global demand. Malay-
sian industrial production advanced by 14.1% yoy in March 2010 (Jan 
2010: +13.8%, Feb 2010: +4.8%) due to higher manufacturing production 
and electricity output after the festive break in February 2010. Above all, 
Malaysia’s 1Q10 real Gross Domestic Product (GDP) grew faster than 
forecast by 10.1% yoy, the strongest in a decade (4Q09: +4.5%). This was 
due partly to a pick-up in exports by 19.3% yoy (4Q09: +6.0%) and a low 
base effect. Meanwhile, Price Index (CPI) rose 1.5% yoy in April 2010 
(+1.3% yoy in March 2010) but was flat month-on-month for the third con-
secutive month. Increase in Consumer Price Index is primarily due to 
prices of food and non-alcoholic beverages, transport and health.  
 
During the month, Malaysia issues USD1.25 billion Global Sukuk. The 
securities were issued with a five-year bullet maturing on 4 June 2015. 
The Sukuk received good responses from the foreign investors and car-
ries a 3.928% fixed-rate coupon.  
 
Another focus of the month was the Subsidy Rationalisation Lab Open 
Day, held by the Performance Management and Delivery Unit (Pemandu) 
in the Prime Minister’s Department on 27 May 2010 to gather feedback 
from the public. Pemandu laid out a list of subsidies and expected reduc-
tion and target time-frame, including fuel and energy, tolls and food items. 
Nonetheless, it was highlighted the rationalisation will not be overnight but 
over a period of 3 to 5 years. 
 
For corporate bond market, secondary trading picked up compared to 
previous month. Focus remained along the AAA and AA segments. Appe-
tite for credits remained strong on the back of pent-up demand with lack-
luster primary market. There were increasing pick-up along the AA and A  



LOCAL MARKET KEY DRIVERS 

 Key Drivers Key Risks Risk Ratings 

Local Economy • Strong consumer confidence, higher government 
spending and consumption, improving labour mar-
ket conditions, and rising exports. 

• Policy mistake made by authorities. 
  

High 
  

Equity 
• Strong macroeconomic momentum and concrete 

corporate earnings upgrade. 
• Impending contagion from the sovereign debt 

crisis in European Union.  
High 

Bonds • Pent-up demand for corporate bonds on yield en-
hancement requirement 

• Increasing risk appetite for credits on  sustainable 
economy recovery 

• Strong foreign demand for MGS on both currency 
play and strategic increase in Asian debts allocation 
in general  

• Healthy liquidity in the system  

• Aggressive tightening of interest rate by the cen-
tral bank. 

•  Renewed inflationary pressure in tandem with  
price adjustments and economy recovery 

Low 
  
  
  
Medium 
  

Money Market • Continual strong demand for short-duration instru-
ments for yield enhancement 

• Higher rollover yields on increasing rates 

• Ample liquidity in banking system, resulting in 
continual low Money Market rates despite in-
creasing benchmark rates. 

Medium 
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As highlighted previously, should economic data continue to point to robust 
recovery, market may start to price in more interest cut by BNM. In addi-
tion, gains in MGS triggered by foreign inflows on Ringgit appreciation is 
susceptible to potential unwinding of positions once the currency play ta-
pers off. This may put more pressure on the front-end of the curve. The 
short-term MGS have indeed seen some selling pressure lately, partly 
driven by some speculation that foreign investor may start to unwind their 
positions due to the recent weakness in Ringgit. Long-end MGS is however 
expected to be supported on the back of the prevailing demand-supply 
dynamics, benign inflation outlook as well as healthy liquidity in the market.  
 
For local corporate bond market, pent-up demand and ample liquidity in the 
market is likely to continue to lend support to credit market. With risk appe-
tites continue to gain momentum, more issuers are expected to come back 
to the corporate bond market ahead of the full cycle of rate normalization. 
Having said that, new issuances have been much fewer and smaller than 
anticipated. Given the significant demand for yield, issuance for corporate 
bonds is expected to be well received. While high-grade corporate bonds 
will continue to be the main interest, market is also expected to be more 
receptive of credit risks in search for value, alongside with economy recov-
ery 

KEY MARKET INDICATORS 

 Level as at 31/5/2010 Level as at 30/4/2010 MoM Change  Level as at 31/12/2009 YTD Change 

KLCI 1285.01 1346.38 -61.37 1272.78 12.23 

FBM 100 8428.12 8844.16 -416.04 8308.89 119.23 

FBMEMAS Shariah 8541.21 9056.23 -515.02 8509.52 31.69 

FBMEMAS 8645.86 9105.25 -459.39 8507.61 138.25 

Nikkei 9768.70 11057.40 -1288.70 10546.44 -777.74 

Hang Seng 19765.19 21108.59 -1343.40 21872.50 -2107.31 

Xinhua China 25 17343.71 18389.98 -1046.27 18905.42 -1561.71 

MSCI China 10/40 TR 446.56 476.76 -30.20 486.90 -40.35 

Taiwan 7373.98 8004.25 -630.27 8188.11 -814.13 

Kospi 200 214.34 227.95 -13.61 221.86 -7.52 

ASX 4429.70 4807.40 -377.70 4870.60 -440.90 

EURO STOXX 50 2610.26 2816.86 -206.60 2964.96 -354.70 

US S&P 500 1089.41 1186.69 -97.28 1115.10 -25.69 

REVIEW OF THE LOCAL MARKET (cont) 
 
papers specially the banking and infrastructure names.  
 
Fixed Income Market Outlook 
From the macro fundamentals, economic data continued to chart recovery 
in general. BNM’s Monetary Policy Committee latest statement main-
tained its optimistic tone on domestic growth although concerns over 
uncertainties particularly in the advanced economies on the back of sov-
ereign debt issues in Europe were highlighted. Having said that, the cen-
tral bank governor last week, reiterated positive outlook on domestic 
economy, citing growing domestic demand and rising intra-regional trade 
as factors cushioning Malaysia against a slowdown in Europe. The gover-
nor further hinted that monetary policy stance will take cue from the 
strength of domestic rather than external demand. On this backdrop, we 
continue to think that interest rate direction for the second half of the year 
remain a tougher call and will be much data-dependent. 
 
Meanwhile, following the latest announcement by Pemandu on subsidy 
rationalization, market is expected to reassess the impact of the rationali-
zation on inflation. While the list of subsidies and target reductions seems 
to be extensive, implementation remains uncertain. In addition, Pemandu 
highlighted the rationalization will take a period of 3-5-year. Thus, cut in 
subsidies is expected to be gradual and manageable in view of concerns 
of the implications of the subsidy cuts to the general public. At least for 
the rest of the year, inflation numbers are expected to remain benign, 
although it will continue to trend up gradually. In the medium to long term 
however, any aggressive implementation of the proposed subsidy ration-
alization will likely renew inflationary pressure in the local bond market.  

Fixed Income Strategy 
Accumulate selective “AA” and “A”-rated bonds. 

Source: Bloomberg 


