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REVIEW OF THE LOCAL MARKET  
(Review period: June 2010) 
 
Equity 
The FBMKLCI staged a recovery alongside with the regional equity mar-
kets, rising +6.9% from the low after the steep sell down in late-May 
2010.  Apart from the technical rebound, investor sentiment rose following 
China’s move to abandon the RMB6.83 peg to the dollar, opening way for 
a gradual appreciation of its currency coupled with Malaysia recognized 
as approved investment destination under China’s Qualified Domestic 
Institutional Investor (QDII) scheme administered by the China Banking 
Regulatory Commission.  However the recovery was crimped by renewed 
concerns over the financial health of some European banks as well as the 
pace of global economic recovery returned to haunt investors. 
 
On the domestic front, the unveiling of the 10th Malaysia Plan (10MP) 
has been neutral to equity market, it is positive specifically for the con-
struction and property sectors.  Key highlights of the 10MP include a 
targeted GDP growth of 6% p.a. for 2011-2015, an allocation of RM230bn 
for development spending and RM36bn for MRT project. 
 
For the month of June 2010, the FBMKLCI Index gained +29 points or 
+2.3% to close at 1,314 points, underperforming the broader market 
where the FBMEMAS Index rose +2.5% to 8,863 while the FBM Small-
Cap Index gained +2.2% to 10,759 points.  Average value traded on the 
Bursa fell -28% month-on-month (MoM) to RM1.02bn per day . 
 
Equity Market Outlook  
The relief rally in global equities and commodities have finally succumbed 
to the weak macroeconomic numbers released in the US recently and the 
on-going concerns over the deteriorating sovereign debt crisis in Europe, 
causing risk appetite to fall sharply.  The flight to safety helped to push 
the 10-year US treasury yields down to below 3%, a level that we last 
seen during the Lehmans’ crisis in 4Q08 but it is still above the low of 
2.05% recorded in December 2008. 
 
In the US, the recent macroeconomic numbers indicated a slowdown in 
inventory rebuilding, export orders, consumer confidence and employ-
ment growth.  In our April 2010 issue, we highlighted that there was an 
upswing in the capital expenditure cycle as corporate profitability and 
balance sheet improves, leading to a re-leveraging process with further 
creations of employment, income and spending.  However, our latest 
observations advocated that the upswing has come below expectation as 
most corporate America are cautious to add capacity at the time when 
utilization is below 80% while the economic growth may not be as strong 
as most anticipated earlier.  Thus, this suggests the unemployment prob-
lems in the US may prolong, leading to a structural weakness in con-
sumer spending which could potentially derail growth. 
 
In Europe, fiscal austerity was committed not only by the troublesome 
peripheral Europe but also the core Europe now (i.e. Germany and 
France).  This is to contain the rise in CDS spread on their sovereign 
debts.  Thus, the 5-year CDS spread on government debts for Greece, 
Spain, France and Germany has risen close to 1000bps, 300bps, 80bps 
and 40bps respectively.  This compared with the CDS spread of 150bps, 
100bps, 20bps and 20bps for the respective countries at the start of this 
year.  It is inevitable that the fiscal austerity measures will start to bite the 
real economy in the months to come and the major trading partners for 
the EU like the US and China will also be affected negatively.  Mean-
while, the funding conditions have not improved so far where the periph-
eral Europe is increasingly relying on the ECB for funding.  The most 
critical issue here is the health of the European banking system as Euro-
pean banks had a total exposure of US$2.84 trillion to Portugal, Ireland, 
Italy, Greece and Spain (PIIGS) where the German and French banks 
account for 56% or US$1.60 trillion of the total European banks’ exposure 
to PIIGS.  Hence, it is in the best interest of the core Europe to continue 
supporting the bailout plans for PIIGS in order to safeguard their own 
banking system. 
 
In contrast, the macroeconomic fundamentals of Malaysia is completely 
opposite to the west where its economy is targeting to grow at +6.0% this 
year compared with the US of +3.2% and the EU of +1.1%.  While Malay-
sia’s accommodative monetary policy are supportive for growth, its  

banking system is very well-managed with a net NPL of 2.0% and has no 
exposure to PIIGS.  The current government policies are pro-growth and 
Malaysia was recently approved as an investment destination under the 
China’s Qualified Domestic Institutional Investors scheme (QDII), which 
essentially means China investment funds can now flow into Malaysia 
capital markets.  Also, the relationship between Malaysia and Singapore 
has improved lately, leading to the signing of a land swap deal between 
the 2 countries involving KTMB’s land in Singapore.  This development is 
expected to bring about long-term economic benefits to both Malaysia and 
Singapore.  Thus, all the above positive attributes have made Malaysia 
the 4th best performing stock market in the 1st 6 months of 2010 with a 
total return of close to +10% in US dollar terms.  The 3 countries which 
outperformed Malaysia are all ASEAN countries (i.e. Indonesia, Thailand 
and Philippines) 
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Equity Market Strategy 
 
While the uncertainty and market volatility outside Malaysia is on a rise, 
we are seeing good value in Malaysia equities in the long run.  In fact, 
Asia as a whole should benefit from the sub-par growth in the west and 
the depreciation of Euro and Sterling because Asia sticks out to be the 
only place in the world that offers strong economic growth and currency 
appreciation.  Coupled with the loose monetary policy, rising savings rate, 
abundant liquidity seeking for higher yielding assets and low foreign 
shareholding, we expect Malaysia continue to outperform its regional 
peers for 2010.  Hence, we are maintaining our FBM KLCI Index target at 
1480, which is based on our projected corporate earnings growth of +22% 
and target PE of 16x for 2010, implying a 6.5% premium to the 5-year 
average market PE of 15x.  We remain well invested in equities for now. 
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Fixed Income  
 
For the month of June 2010, the Malaysian Government Securities (MGS) 
yields headed lower on the back of local and offshore flows, in tandem 
with the slight strengthening of the ringgit. The buying interests across all 
MGS benchmarks sent the 3-year, 5-year and 7-year MGS benchmark 
yields down by 4-7 basis points (bps) week-on-week (WoW) to close at 
3.15%, 3.52% and 3.75% respectively. The 10-year MGS benchmark 
rallied the most with the yields plunged 12 bps to 3.91%. 
 
Furthermore, the new RM2.5 billion 10-year Government Investment Issue 
(GII) as well as RM3 billion 3-year MGS auctions generated strong de-
mand with bid-to-cover ratios of 2.27x (average yield of 4.284%) and 
3.40x (average yield of 3.215%) respectively, higher than the year to-date 
(YTD) average of 1.94x. 
 
Meanwhile, S&P affirmed Malaysia’s foreign currency and sovereign credit 
ratings of ‘A-/A-2’ and ‘A+/A-1’ respectively, with a stable outlook. The 
rating was premised on the country’s moderately strong external liquidity 
position, open economy, and robust ability to refinance government debt. 
 
Of note, the 10MP unveiled saw the government announcing its intention 
to cut its 2010 budget deficit to 5.3% of GDP from an earlier estimate of 
5.6%, before ultimately having the gap to just 2.8% of GDP in 2015. To 
achieve this, the government aims to cut subsidies, enlarge its tax reve-
nue base as well as lower its expenditure. The government is also said to 
be mulling over the idea of tapping the international debt market for the 
second time this year with USD1 billion conventional bond offering by 30 
September. 
 
On economic front,  Malaysia’s Industrial  Production Index (IPI)  grew 
lower-than-expected, at 10.1% year-on-year (YoY) in April 2010, from 
14.2% in previous month. This is in tandem with the slowdown in April 
2010 exports at 26.6% YoY from 36.4% YoY in March 2010. The modera-
tion in April 2010 exports and IPI was led by manufacturing production. 
Meanwhile, Consumer Price Index (CPI) edged up to 1.6% YoY in May 
2010 from 1.5% YoY in April 2010, led by rising food and transport prices, 
partly on the back of a lower base last year.  
 
For local private debt securities (PDS) market, trading activity continued to 
be highly dominated by “AAA” segment, followed by “AA” segment. Liquid-
ity in the “A” segment remained dry. Safe-haven bonds such as govern-
ment-related enterprises (GREs) and defensive sectors like power, toll 
roads and banking papers remained as investors’ top picks. Of note, both 
local rating agencies placed 10 water-related entities on negative outlook. 



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.  

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

High 
 
 
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 
 
• 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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 highlighted the rationalization will take a period of 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. The inflation num-
bers are expected to remain benign at least for the rest of the year, al-
though it will continue to trend up gradually. In the medium to long term 
however, any aggressive implementation of the proposed subsidy rationali-
zation will likely renew inflationary pressure in the local bond market. 
  
As highlighted previously, gains in MGS triggered by foreign inflows on 
Ringgit appreciation is susceptible to potential unwinding of positions once 
the currency play tapers off. This may put more pressure on the front-end 
of the curve. 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. Despite risk 
appetites gaining momentum, new issuances have been much fewer and 
smaller than anticipated. Given the significant demand for yield, and the 
lack of new supplies, corporate bonds will continue to be sought after. In 
addition, market is also expected to be more receptive of credit risks in 
search for value, alongside with economy recovery. 

KEY MARKET INDICATORS 

 Level as at 30/6/2010 Level as at 31/5/2010 MoM Change  Level as at 31/12/2009 YTD Change 

KLCI 1,314.02 1,285.01 29.01 1,272.78 41.24 

FBM 100 8,643.78 8,428.12 215.66 8,308.89 334.89 

FBMEMAS Shariah 8,764.17 8,541.21 222.96 8,509.52 254.65 

FBMEMAS 8,863.39 8,645.86 217.53 8,507.61 355.78 

Nikkei 9,382.64 9,768.70 -386.06 10,546.44 -1,163.80 

Hang Seng 20,128.99 19,765.19 363.80 21,872.50 -1,743.51 

Xinhua China 25 17,652.38 17,343.71 308.67 18,905.42 -1,285.04 

MSCI China 10/40 TR 449.95 446.56 3.39 486.90 -36.95 

Taiwan 7,329.37 7,373.98 -44.61 8,188.11 -858.74 

Kospi 200 220.85 214.34 6.51 221.86 -1.01 

ASX 4,301.50 4,429.70 -128.20 4,870.60 -569.10 

EURO STOXX 50 2,573.32 2,610.26 -36.94 2,964.96 -391.64 

US S&P 500 1,030.71 1,089.41 -58.70 1,115.10 -84.39 

REVIEW OF THE LOCAL MARKET (cont) 
However, appetite for credits remained strong on the back of pent-up 
demand with lackluster primary market. 
 
Fixed Income Market Outlook 
From the macro fundamentals, economic data continued to chart recovery 
in general, although other economic indicators started to show some 
moderation in growth. Bank Negara Malaysia’s (BNM) last Monetary Pol-
icy Committee (MPC) statement maintained its optimistic tone on domes-
tic growth although concerns over uncertainties particularly in the ad-
vanced economies on the back of sovereign debt issues in Europe were 
highlighted. Having said that, BNM Governor reiterated positive outlook 
on domestic economy, citing growing domestic demand and rising intra-
regional trade as factors cushioning Malaysia against a slowdown in 
Europe. BNM Governor further hinted that monetary policy stance will 
take cue from the strength of domestic rather than external demand. On 
this back drop, interest rate direction for the 2H of the year remains a 
tough call as it will very much be data-dependent. For the next MPC 
meeting on 8 July 2010, market is between a pause in the Overnight 
Policy Rate (OPR) at 2.50% and another 25bps hike to 2.75% as BNM 
continues to normalize the interest rate. Nonetheless, BNM Governor Zeti 
has recently reaffirmed that monetary policy will remain supportive of the 
economy and will not be moving into a tightening phase. 
 
Meanwhile, following the last 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 

Fixed Income Strategy 

Accumulate selective “AA” and “A”-rated bonds. 

Source: Bloomberg 


