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EQUITY 
Malaysia stock market rebounded from its March 2010 lows, as signs emerged that the global economy would 
likely avoid collapse triggered by Japanese earthquake. Stocks carried this momentum throughout the remainder 
of the month, rising sharply before the start of 2Q 2011. Positive economic data from US helped reignite the stock 
market, but skepticism and uncertainty remain prevalent among those who previously expected the worst. For the 
month, the  FBM KLCI gained 54 points or 3.6% to close at 1,545 points. The broader market’s performance was 
even stronger than the FBM KLCI with the FBM Emas rising 3.9% to 10,612 points. Smaller caps also outper-
formed the benchmark index as seen by the FBM Small cap which rallied 4.7% to 12,996 points and the FBM 
ACE, an even more impressive 5.2% month-on-month (MoM) rise to 4,333 points. Average value traded on Bursa 
Malaysia in March increased 17% MoM to RM2.64 billion per day. 
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REVIEW OF THE LOCAL MARKET  
(Period: March 2011) 

FIXED INCOME 
For the first half of March 2011, benchmark Malaysian Government Securities (MGS) yields were range-bound 
ahead of upcoming Monetary Policy Committee (MPC) meeting and reopening of 5.5-year benchmark MGS 
auction. The when-issue for the new 5.5-year benchmark MGS was dealt at a tight range of 3.60%-3.55% dur-
ing the same period. Of note, the RM4.0 billion of 5.5-year MGS auction attracted a bid-to-offer ratio of 2.24x at 
an average yield of 3.567%. 
 
Following the massive earthquake in Japan on 11 March 2011, global safe-haven shift dominated global mar-
kets including Malaysia. Strong buying interest flattened the benchmark yield curve as 10-year MGS yield 
plunged 12 basis points (bps) as compared to 3-year MGS yield which fell by much smaller quantum of 2bps.  
 
However, MGS market took a turn and weakened by 7-14bps across all benchmark tenures after indication 
from central bank’s 2011 Annual Report being wary of greater inflationary pressure in the medium term. On a 
month-on-month basis, the 3- and 7-year benchmark MGS jumped 10bps and 12bps respectively to 3.45% and 
3.84%. Meanwhile, the 10-year benchmark MGS climbed 5bps to 4.10%. As for the new 5.5-year benchmark 
MGS, the yield climbed 3bps to close at 3.60% from its post-auction closing yield. 
 
For the new 3.5-year Government Investment Issue (GII), the RM4.0 billion auction on 30 March 2011 garnered 
a weak bid-to-cover ratio of 1.4 times at an average yield of 3.505%. The When-Issue trading was seen trans-
acted within 3.57-3.44% range prior to the auction, closing at 3.52% post-auction on 31 March 2011. 
 
On policy front, as widely expected, Bank Negara Malaysia (BNM) left the Overnight Policy Rate (OPR) un-
changed at 2.75% on 11 March 2011, but raised bank’s Statutory Reserve Requirement (SRR) ratio to 2% from 
1% effective 1 April 2011. BNM indicated that while the stance of monetary policy is expected to remain suppor-
tive of growth, the degree of monetary accommodation may be reviewed given sustained growth in the econ-
omy and risks to inflation. In addition, BNM cautioned that inflation may shift towards demand pull in the later 
part of the year. From the release of BNM’s Annual Report, official real GDP growth forecast for 2011 remains 
at 5%-6% (2010: +7.2%), while inflation is expected to accelerate to 2.5%-3.5% (2010: +1.7%).  
 
On Malaysia economic data, exports grew the least in three months, at a pace of +3.0% year-on-year (YoY) in 
January 2011 (+4.6% in December 2010) as reflected in less electronics product shipments to China and the 
US. Meanwhile, Industrial Production Index (IPI) slowed down markedly by 1.0% YoY in January 2011, from an 
upward revised +4.5% in December 2010 due to larger fall in mining output and a slowdown in manufacturing 
and electricity output. Both economic data missed consensus’ forecasts. On the other hand, February 2011’s 
CPI was announced at 2.9% YoY, ahead of economists’ consensus of +2.7% YoY and +2.4% YoY in January. 
The increase was mainly driven by high cost of food, transport and utilities amid some seasonal demand-
induced price pressures during Chinese New Year celebration. 
 
For local corporate bond market, strong demand was seen on a primary offers as well as selective Government-
related/AAA-rated papers, followed by AA-rated segment. Investors’ interest remains on banking, toll, power, oil 
and gas, construction as well as shipping sectors. 
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Fixed Income Strategy 
Continue to overweight corporate bonds with focus on AA rated bonds 
and new issuances for yield play. Trade MGS on momentum for fur-
ther return enhancement.  

HOUSEVIEW 

Equity Outlook 
 
Asia equity markets rebounded convincingly in March after being sold 
down persistently since mid-January.  With a sharp rise of +6.2% in the 
MSCI Asia ex. Japan Index (i.e. the barometer for Asia stock markets) 
for the month of March, Asia equity markets has recovered its losses 
since early this year with a slight gain now of +0.9% recorded for 1Q11.  
Similarly, the S&P 500 Index (i.e. the barometer for the US stock mar-
ket) and the EURO STOXX 50 Index (i.e. the barometer for the Euro-
pean stock markets) gained +5.4% and +4.2% respectively in 1Q11 
despite the disastrous earthquake in Japan, rising global oil prices amid 
social unrest in the MENA region (Middle East North Africa) and rising 
commodity prices leading to tightening of monetary policy. 
 
The surprisingly strong market momentum and its ability to continuously 
shrug off looming shocks in 1Q11 implies that the market viewed the 
impact of these shocks as temporary and it is unlikely to change the 
sustainability for global growth and corporate earnings outlook in the 
medium-term.  Moreover, these shocks occurred at the time when the 
fundamental supports for global growth are still strong while appetite for 
risky assets is still healthy.  Thus, the Asia-6 (India, Indonesia, Korea, 
Philippines, Taiwan and Thailand) recorded a net foreign buying of 
US$1.5 billion in March, reversing from a net foreign selling of US$7.0 
billion in February, bringing the cumulated net foreign selling in 1Q11 to 
US$4.0 billion. 
 
We do not share the above view as we believe the market has not 
discounted sufficiently the short-term impact of higher global oil prices 
and the Japanese earthquake.  In our view, a large increase in global oil 
prices will lead to an economic slowdown as this will undermine 
household spending and asset prices.  Meanwhile, the earthquake in 
Japan has damaged the local infrastructures and disrupted its power 
supply.  Thus, this will not only affect Japan’s industrial production but it 
will also affect global’s industrial production especially its largest trading 
partners in Asia.  Hence, the market will probably begin to react when 
these impacts started to reflect in the macroeconomic numbers in 
2Q11, which is expected to slowdown.  Couple with the pending end of 
QE2 (Quantitative Easing), we expect global equity market to remain 
volatile in 2Q11. 
 
In Malaysia, we expect the country’s GDP to grow at 5-6% for 2011 and 
2012, which is supportive for a corporate earnings growth of 12% for 
2011 and 10% for 2012.  The strong headline GDP growth was driven 
largely by strong private consumption and government’s pump-priming 
activities.  While consumer spending has been strong in the urban 
areas (supported by low interest rate, high savings, almost full em-
ployment and a sharp rise in stock market and property), we are seeing 
consumer spending picking-up in the rural areas as prices for com-
modity rises (such as palm oil and rubber). 
 
As the Sarawak state election is now fixed on 16 April 2011, which is a 
precursor to the next General Election, we expect more government 
pump-priming activities to be fast-tracked.  Already, the government’s 
development expenditure for 2011 has ballooned from RM49 billion to 
RM125 billion when we include projects under the public-private part-
nership scheme (PPP) while Petronas is said to have upped its capital 
expenditure from RM25 billion in 2010 to RM40-45 billion for each 2011 
and 2012 to develop its marginal oil fields.  Together with the appreci-
ating ringgit on the back of rising current account surprises (from RM6.0 
billion in 3Q10 to RM7.8 billion in 4Q10) and strong domestic growth 
momentum, we believe the investment case for Malaysia is too big for 
foreign investors to ignore this time.  Meanwhile, in a recent interview 
with Bank Negara Malaysia, its governor acknowledges that it is very 
important to maintain a supportive monetary policy to ensure Malaysia 
will achieve 5-6% GDP growth.  Coupled with the subdued inflation 
(projected to average at 3% for 2011 due to controlled prices for food 
and energy items), this mitigated the needs for more aggressive rate 
hikes in Malaysia. 

Equity Strategy 
While we are cautious on another round of market correction in the short
-term, we remained positive on Malaysia equities in the medium-term 
and maintain our year-end index target of 1,650 as we believe global 
growth will remain largely intact while equities is still comparatively more 
attractive than fixed income and cash.   

Fixed Income Outlook 
 
On local macroeconomics, we have started to see some slowdown in 
economy but it should remain sustainable as domestic consumption 
and private investment are still expected to drive our economic 
growth. Meanwhile, inflationary fears for most emerging countries are 
seen tapering off. However, for Malaysia, with the latest CPI number 
surprising consensus, we expect renewed inflationary concerns trig-
gered by further subsidy rationalization by the government in response 
to higher oil and food prices. 
 
Following the last hawkish Monetary Policy Committee (MPC) state-
ment and coupled with the higher-than-expected CPI data for Febru-
ary, many economists view the statement as a signal that central bank 
may resume rate normalization in the next upcoming MPC meeting in 
May. We reiterate our view that BNM will at most increase OPR by 
another 50-75bps from the current 2.75% this year, with likelihood of 
bringing the rate increase in 2Q11.  
 
On supply and demand dynamics, market has generally expected a 
larger issuance size for government bonds for 2011. We think the 
unanticipated influx of Government Guaranteed (GG) papers and 
issuance size of the Private Placement for government bonds may 
present new supply pressure and influence direction of the bond 
yields. Having said that, ample liquidity in the market, coupled with 
constant demand for long-end papers from pension funds and insur-
ance portfolios may continue to lend support to the new supplies.   
 
Meanwhile, foreign holding in MGS will be another important statistics 
closely watched by the market. The latest number as of February 
2011 shows continual surge of holding in MGS and short-term bills by 
foreign investors. Total holding jumped to another record high of 
RM137.9 billion from RM129.2bn in January 2011. Foreign investors 
currently hold 29% of total MGS outstanding. This continues to offer 
some confidence to the market that current sentiment remains suppor-
tive of ringgit assets. However, suspicion over potential reversal of 
capital flows are likely to constantly cloud the market sentiment and 
may intensify further should US economic data continue to surprise on 
the upside. On the above backdrop, we expect local MGS market to 
remain volatile. 
 
For corporate bond market however, we maintain our view that credit 
market will be supported in conjunction with economy recovery. We 
expect companies to continue to report improvement in balance 
sheets and cash flow positions going forward. While we expect to see 
more bond offers coming on stream in 2011 on the back of more infra-
structure projects announcement by the government, the current sup-
ply of new issuances is showing otherwise. Unless and until we see 
influx of corporate bond issuances that warrant supply concerns, we 
expect the current demand for credit will be sufficient to support the 
new issuances due to pent up demand. Last but not least, rising risk 
appetite in tandem with positive credit outlook should continue to en-
courage investors to move down the credit curve in search for value.     



LOCAL MARKET KEY DRIVERS 

 Key Drivers Key Risks Risk Ratings 

Local  
Economy 

• Strong private consumption, ETP projects, 
improving consumer confidence and rising 
exports. 

• Policy mistake and slow execution by 
authorities. 

  

• High 

Equity • Strong macroeconomic momentum and con-
crete corporate earnings upgrade. 

• Slowing growth in China as well as U.S 
and Europe. 

• MENA geopolitical unrest 
• Rising inflation in Asian economies 

• High 
  
• High 
•  High 

Fixed Income – 
Corporate 
bond 
  
  

• Pent-up demand for corporate bonds on yield 
enhancement requirement 

•  Increasing risk appetite for credits on  econ-
omy recovery 

•  Healthy liquidity in the system 
 

• Supply risks on significant funding from 
private sectors for mega projects an-
nounced by the Government 

• Aggressive tightening of interest rate by 
the central bank. 

• Renewed inflationary pressure in tan-
dem with  subsidies rationalization and 
economy recovery 

• Medium 
   
• Low 
  
  
• Medium 
  
  

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

• Higher rollover yields on increasing rates 

• Ample liquidity in banking system, result-
ing in continual low Money Market rates 
despite increasing benchmark rates. 

• Low 

Fixed Income – 
Government 
Bond 
  

• Continual foreign demand for MGS on both 
currency theme and long-term strategic in-
crease in Asian debts allocation in general 

•  Further shift of global liquidity to emerging 
markets  including Malaysia 

•  Healthy liquidity in the system 

• Supply risks on higher than projected 
fiscal deficit for 2011 translating into 
significant increase in MGS issuances 

• Aggressive tightening in monetary policy 
by the central bank 

• Foreign investors unwinding MGS posi-
tions on reversal of global liquidity shift 
from emerging markets in general 

• Renewed inflationary pressure in tan-
dem with  subsidies rationalization and 
economy recovery 

• Medium 
  
  
• Low 
  
•  Low 
  
  
•  Medium 
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KEY MARKET INDICATORS 

Source: Bloomberg 

 Level as at 
28/2/2011 

Level as at  
31/3/2011 % Change MoM Level as at 

31/12/2010 % Change   YTD 

FBM KLCI 1,491.25 1,545.13 3.61 1,518.91 1.73 

FBM 100 9,962.67 10,341.22 3.80 10,116.56 2.22 

FBM Emas 10,215.54 10,612.46 3.89 10,374.98 2.29 

FBM Emas Shariah 10,001.69 10,373.21 3.71 10,058.15 3.13 

FBM Small Caps 12,413.33 12,996.49 4.70 12,625.36 2.94 

Dow Jones Industrial Average 12,226.34 12,319.73 0.76 11,577.51 6.41 

Euro Stoxx 50 3,013.09 2,910.91 -3.39 2,792.82 4.23 

MSCI Asia ex-Japan 539.07 572.40 6.18 567.35 0.89 

Japan Nikkei 225  10,624.09 9,755.10 -8.18 10,228.92 -4.63 

China CSI 300 3,239.56 3,223.29 -0.50 3,128.26 3.04 

Hong Kong Hang Seng 23,338.02 23,527.52 0.81 23,035.45 2.14 

Taiwan Taiex 8,599.65 8,683.30 0.97 8,972.50 -3.22 

India BSE Sensex 30 17,823.40 19,445.22 9.10 20,509.09 -5.19 

Australia ASX 200 4,831.70 4,837.90 0.13 4,745.20 1.95 

Stock Exchange of Thai 987.91 1,047.48 6.03 1,032.76 1.43 

Jakarta Composite Index 3,470.34 3,678.67 6.00 3,703.51 -0.67 

Philippines SE Index 3,766.73 4,055.14 7.66 4,201.14 -3.48 

Singapore Strait Times 3,010.51 3,105.85 3.17 3,190.04 -2.64 

KEY CURRENCIES (Against Malaysian Ringgit) 

Source: Bloomberg 

 Short Code Level as at   
28/2/2011 

Level as at  
31/3/2011 

% Change   
MoM 

Level as at 
31/12/2010 

% Change   
YTD 

U.S. Dollar USD 3.0463 3.0233 -0.76 3.0600 -1.20 

Euro  EUR 4.2058 4.2801 1.77 4.0964 4.48 

Great Britain Pound  GBP 4.9525 4.8456 -2.16 4.7771 1.43 

Japanese Yen  JPY 3.7250 3.6369 -2.37 3.7703 -3.54 

Chinese Yuan  CNY 0.4636 0.4617 -0.41 0.4636 -0.41 

Hong Kong Dollar  HKD 0.3912 0.3887 -0.64 0.3937 -1.27 

Taiwan Dollar  TWD 0.1023 0.1028 0.49 0.1050 -2.10 

India Rupee  INR 0.0673 0.0678 0.74 0.0684 -0.88 

Australian Dollar  AUD 3.1032 3.1288 0.63 3.1315 -0.28 

Thai Baht  THB 0.0994 0.0988 0.40 0.1019 -2.06 

Indonesian Rupiah  IDR 0.0346 0.0347 0.46 0.0340 2.00 

Philippine Peso  PHP 0.0700 0.0697 -0.43 0.0702 -0.71 

Singapore Dollar  SGD 2.3957 2.3983 0.11 2.3844 0.58 
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