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Market Review                                
Interest rates decision key to Asian Central Banks in May 

 

� The KLCI fell 0.66% MoM in April as uncertainties over the global 
economy due to the rising commodity prices provided little comfort for 
investors to indulge heavily in the local market. The overall performance 
was slightly neutral to bearish in the last two weeks as the KLCI was not 
able to cut above the 1,540 level due to the accelerated selling pressure 
on key blue chips as well as the rotational plays on sector laggards and 
mid-cap stocks. We are expecting the KLCI to remain within a tight 
trading band of 1,520-1,550 for this month whilst any upward trajectory 
will be limited due to the waning momentum.  
 

� Crude Palm Oil (CPO) prices ended the month at RM3350/MT or down 
0.52% on the back of slowing demand after soybeans and corn fell as 
improving weather conditions boosted cooking oil supply prospects from 
the world’s top producers. The drop was exacerbated further after 
Pakistan, the world’s third largest importer of palm oil said it may cut 
purchases by 13% this year. 

 
� Crude Oil ended the month on a bullish mode, closing 6.76% higher 

MoM to US$113.93/bbl as better than expected consumer spending in 
the U.S., the world’s biggest energy consuming country continue to 
drive prices up amidst the ongoing tensions in the Middle East coupled 
by the weakening of the US$ against other major currencies, boosting 
the appeal for commodities as an alternative investment. 

 
� The Ringgit appreciated 2.12% MoM to end the month at RM2.961 

against the greenback on speculation that regional central banks will 
boost borrowing cost to tame inflation from foreign fund inflows after the 
Federal Reserve signaled plans to maintain its record monetary stimulus 
by keeping interest rates near zero levels. 
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Corporate Moves 
 

• Malaysia’s inflation accelerated to a 23-month high in March after consumer 
prices rose 3% YoY after climbing 2.9% in February, putting pressure on the 
central bank to tighten its monetary policy at its next meeting in May. The rise 
in consumer prices was led by the increase in alcohol /tobacco and food 
prices which rose 6.3% and 4.7% respectively.  Source: Bloomberg 

 

• The countries exports rose 10.7% YoY in February, the fastest pace in 
seven months as manufacturers shipped more electronics as well as oil and 
gas products. Exports to Hong Kong jumped 30.8% YoY while exports to 
Japan surged 28.5% YoY. Source: Bloomberg 

 

• Malaysia’s industrial production growth accelerated in February as 
manufacturers and power companies increased output. Production at 
factories, utilities and mines rose 5% YoY led by the increase in the 
manufacturing sector with a 7.9% YoY increase as global demand for goods 
picks up. Source: Bloomberg 

Equity Market Outlook 
� The month of April was clouded by the Middle East upheaval and questions 

about the US economic strength that have prevented the KLCI from staging a 
continuous recovery after failing to pick up the strong returns in the month of 
March. The KLCI eased almost 1% to end at 1,530 level as investors were 
seen jittery on external concerns. Inflationary pressures were the main culprit 
for the mediocre performance as economic growth will be derailed by the 
severe waxes and wanes of the crude oil prices.  The local market showed 
further vulnerability to the domino effect of oil as March inflation rose to 3.0% 
from 2.9% in February (3-month headline inflation average is now at 2.67%). 
We are expecting the May performance to be slightly volatile with the KLCI 
locked in a trading band of 1,520-1,570 as rising commodities still weighs 
more pressure on the selling activities this month. Investors should also be 
wary of any significant upside movement as the waning momentum (average 
volume of < 1.0bn) could possibly indicate a vulnerable trend for mid-term 
investors. At best, investors should continue to accumulate shares at the 
stipulated support zone as the technical indicators will also be extremely 
oversold at the 1,520-1,510 base level. 

 

� The regional market performance was also in a jittery trend as the uncertainty 
over Japan’s rebuilding exercise and power shortages affecting the 
manufacturing line could dampen growth in Asia. Unrest in MENA is also not 
illustrating any recovery process as investors continue to be wary on the 
recent updates in Syria that has driven crude oil prices above the 
US$110/barrel. Although Japan’s Nikkei 225 has shown a slight recovery 
tone after rising 0.97% MoM, sustainable upside visibility of the market 
remains low. China’s Shenzen and Shanghai Index were the worst 
performers as the People’s bank of China continued to increase target rates 
to hive off inflationary pressures (China’s target rate is now at 6.25%). This 
month’s theme is also on Asian Central Bank raising interest rates with India, 
Australia, Philippines and Malaysia taking the centre stage on rate decisions. 
To that effect, we are expecting a slightly volatile market taking place this 
month with significant swings especially on Japan and China’s indices.  

 

� The Dow Jones Industrial Index had one of its best performances in April 
after rising to a three-year high despite the tumultuous events in the last two 
weeks. The possible downgrades by S&P on US credit ratings were more of 
a splash in the media as the Dow Jones was able to rise from its low level of 
12,100 to close the month at 12,800 level. Strong quarterly earnings 
managed to thwart the accelerating selling pressure as more US companies 
were showing further evidence that the US economy is on track to recover in 
2011. At this juncture, it remains to be seen whether the US is already ‘out of 
the woods and into the mountains’ as the mixed economic numbers are still 
showing uncertainties. The 1Q11 GDP growth also fell to 1.8% from 3.1% in 
the last quarter as most economic activities were squandered by the rise in 
gasoline prices. The vulnerable housing data also showed instability as the 
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Case Shiller home prices fell 1.1% last month. Based on the current situation, 
we are expecting the US markets to be slightly volatile and although it 
remains premature to signal a toppish market, the steep rise recently has 
pushed all the technical indicators to the extreme overbought region. 
Resistance level for the month of May is seen at 12,900-13,100 whilst any 
downside risk will be well absorbed at the 12,400-12,200 level this month. 

 

� On a new development, the reported death of the most wanted terrorist and 
the leader of Al-Qaeda will be seen as a victory for the western countries in 
the fight against terrorism. Although the death of Osama has brought cheers 
to the global markets, it remains to be seen whether there will be retaliation 
and ramifications by the remnants of Al-Qaeda supporters. Our views are 
positive in terms of the market performance but would also warn investors on 
the possibility of a fight back especially in Afghanistan and Pakistan. Further 
escalation and any despicable act of terrorism are likely to be a dampener to 
any market recovery. Hence, investors should be cautiously optimistic on the 
overall market and avoid placing heavy bets on stocks in the short-term.  

Market Indices and Sectoral Performance 
� There will be no change in our approach towards the local market as time 

and again, the KLCI has shown both weakness and strength within the last 
one month. We are still adopting the buy on weakness and sell into strength 
strategy as the KLCI is still in a volatile tone throughout the last week of April. 
In terms of the sectoral performance, the oil & gas sector continued to 
dominate the buying segment and we are expecting the trend to continue in 
May. The financial sector was also actively traded and we are expecting the 
same trend ahead. The market notion of ‘Sell in May and Go Away’ could still 
be practiced by investors but our view is that the last two weeks before the 
end of May will provide investors with a sustainable buying pattern. More 
importantly, investors should not play ‘catch up’ with shares that have risen 
significantly in the last two weeks but wait for a downtick before buying as the 
technical indicators for some of the sectors are slightly overbought. Among 
the sectors that are in our buying radar are oil & gas laggards, plantations, 
consumer and financial stocks.  

 

� All eyes will be on the next meeting for BNM on 5th May 2011 as most 
investors are anticipating BNM to make a statement on the current OPR. 
Nonetheless, we are expecting the SRR rate to be increased by another 
100bp to 3% as BNM continues to mop out flush liquidity in the market. The 
M3 money supply has also increased at a higher annual rate of 8.2% in 
March, an indication of foreign inflow to other asset classes in Malaysia 
besides the equity markets. We are only expecting the OPR rate to be raised 
in the 2H11 as the current economy is still unstable due to the rising inflation 
in the last three months.  
 

� The local Ringgit was in a bullish tone as it was able to cut above the 
RM2.990 level on strong economic data and a weaker US$. Our views are in 
line with most economists’ consensus as we are expecting the Ringgit to stay 
above the RM3.0300-RM2.9800 level this month with intermittent selling 
activities that will cap the Ringgit from falling below RM3.0300 this month. 

 

SECTORAL PERFORMANCE TABLES 

 
 

 

   

 

 

 

 

 

 

 

Gross Domestic Product Foreign Exchange Reserves 



 
 
Monthly Newsletter 

 

May Issue ▪ 4 May 2011 Page 4 of 7 
 

 

RHB INVESTMENT MANAGEMENT SDN. BHD.
(174588 -X ) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Motor Vehicle Sales – YoY Line Graph Consumer Price Index – YoY Line Graph 

Industrial Production Index – YoY Line Graph 

WTI Crude Oil Price – MoM Candlestick Chart Major Bourses - YTD Performance  

US Unemployment Rate – Yearly Price Line US Consumer Price Index – MoM Line Graph 

Leading Indicator – MoM Line Graph 
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Bond Market Review  
 

US Treasuries 
 
 

• US treasury prices rallied significantly during the month of April as yield rose 
11 to 31bps across all the benchmark papers. There was support from safe 
haven flow amidst weak performing stock markets on news that Japan raised 
its warning level for nuclear contamination from its Fukushima plant. Buying 
was further reinforced by the falling US dollar, Standard & Poor’s downgrade 
of the U.S. sovereign rating outlook (to negative from stable on concerns over 
the large budget deficit and that policymakers may not agree on a long term 
deal for fiscal health by 2013) as well as the Feds commitment to maintain its 
accommodative monetary policy.    

 
• On the economic front, the 1Q11 GDP grew slower by 1.8% compared to 

3.1% in 4Q10. However, consumers were more optimistic in April 2011 with 
the conference Board’s confidence index climbing more than expected to 
65.4 versus 63.8 in March 2011. The ISM non-manufacturing Index fell to 
57.3 from 59.7 in February 2011, reflecting concern of sales being impacted 
by higher oil prices and the consequences of Japan’s disaster to American 
factories. 

 

• In the Eurozone, services activities expanded the most in 3 ½ years, with the 
PMI for the services sector increasing to 57.2 in March 2011 from 56.8 in 
February 2011. The stronger growth was driven by Germany, France and 
Italy, while growth in Ireland eased sharply from February 2011 and Spain 
slipped back into contraction. However, retails sales fell by 0.1% MoM in 
February 2011, after rising by 0.2% in January 2011 compared to a 0.3% 
increase in December 2010. This suggest that consumer spending in the 
region remained weak, as surging energy costs forced consumers to cut back 
on  spending.  

 
• The global crisis during April 2011 in Japan, MENA and Europe, supported 

safe-haven buying in most of Asia-Pacific ex-japan. Govvies bullish 
steepened in China, Indonesia, the Philippines, Thailand and Hong Kong 
supported by weaker trade expectations after the IMF cut growth forecasts for 
the US and Japan.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

US Treasury Yield – MoM Yield Changes 
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Market Commentary- Malaysian Government Securities 
 
 

• The Malaysian Government Securities (MGS) was  bullish with prices rallying 
across the curve, largely boosted by the stronger ringgit against the 
greenback (+2.12% MoM to RM2.9615/USD on 29 April 2011) and a 
preference for emerging market debt as risk aversion wears-off from the 
market shocks of March 2011. The 3-year benchmark yield fell the most by 
16bps MoM to 3.29% followed by the 10- and 7-year benchmark yields which 
settled at 3.97% (-13bps MoM) and 3.72% (-12bps MoM), respectively. The 
5-year benchmark posted mild buying pressure as yield dipped 5bps MoM to 
3.55%.  

 
• Malaysia’s inflation accelerated to a 23-month high for the month of March, as 

the CPI gained 3.0% YoY, higher than the 2.9% recorded in the previous 
month. The February 2011 industrial production index (IPI) showed an 
increase of 5.0% YoY, over the previous month’s 0.5% increase YoY. Export 
for February 2011 grew 10.69% (Jan 2011: +3.0%), rebounding after five 
months of single-digit growth. At the same time total import growth 
unexpectedly eased to 11.5% YoY in February 2011 from 13.5% in January 
2011. As a result trade surplus widened significantly to RM12.64 billion in 
February 2011 from RM9.99 billion in January 2011.  

 
• On a separate note, Prime Minister Najib officially launched the Capital 

Market Masterplan 2 at Invest Malaysia 2011. Positive catalyst for the 
domestic bond market under this plan hinges around the management and 
implementation of a wider distribution list by reducing unnecessary red tape 
for a faster turn-around of approvals for security issuances, developing a new 
framework to encourage corporate bond investments by retail investors as 
well as strengthening Malaysia’s forte in Islamic finance.PM Najib is confident  
that the Malaysian capital market (currently worth RM2 trn) will double by 
2020 to Rm4.5 trn, possibly even reaching RM5.8 trn with greater 
internalization.  

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 

Malaysian Government Yield – Mom Yield Changes 
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Market Commentary- Private Debt Securities 
 

Ringgit Corporate Bond 

 

• The PDS market witnessed a strong rally with mark-to-market yield declining 
by 1-11 bps MoM across the curves. Nonetheless, trading volume decreased 
10% MoM to RM6.4 billion (March 2011: RM7.2 billion). 
 

• As usual, the crux of trading involved AAA and AA-segment. Leading the 
activities in the AAA-segment includes Cagamas, Cagamas MBS, PASB, 
Danga Capital and Malaysia Airports Capital. While on the AA-segment 
names such as BGSM, JEV, Hyundai Capital, Encorp, CIMB, Maybank and 
OCBC saw decent volumes.  There were only selected single-A bonds 
transacted particularly the bank’s such as Special Power, RHB Bank Hybrid, 
Alliance, EON and OSK Investment. 
 

• Along the primary segment, a few issuances were concluded in April with an 
overwhelming response, namely CIMB Group Holding bond, CIMB Islamic 
Sub-Debt, Star Publication and Hong Leong Non-Innovative Tier-1 and Sub-
Debt.  

 

 

 

Market Outlook and Strategy 
 
 

• The MGS market is well supported and potential consolidation could be seen 
in the near term. While in the longer term, given that the economic recovery is 
gaining traction and inflationary pressure remains a concern, the downside 
risk for MGS market still persists.   
 

• In the meantime, the local PDS market is anticipated to be well supported on 
the back of flush liquidity in the system, scarcity of new supply and improving 
corporate earnings in tandem with improving economic growth. Corporate 
bid/ask spreads are expected to remain wide due to the lack of new PDS 
issues despite the heighten concerns on inflationary pressures.   
 

• In view of the above, we continue to be overweight on corporate bonds to 
enable the fixed income portfolios to benefit from the bullish outlook in the 
PDS market.   
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