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Monthly Newsletter                                                               JUNE 2010 

Subsidies Revealed 

Market Review FTSE BURSA MALAYSIA KLCI Index 

• The local bourse started the month at 1346.89 points 
and continued to rise higher reaching a one-year high 
of 1346.92 on 13 May 2010 in line with regional 
markets as the European crisis begun to ease. The 
FBMKLCI held up well throughout the month 
compared to the other major equity markets, only 
falling 4.6% MoM to close at 1285.01 points. 

• CPO ended the month at RM2,535MT, 1.0% lower 
MoM as the local currency continued to strengthen 
against the US Dollar. Palm oil prices fell due to 
uncertainty concerning the euro debt crisis and market 
expectations of higher production of CPO in June. 

• Crude oil started the month at USD86.15/barrel 
before gradually falling and finally ending the month at 
USD73.97/barrel, dropped 14.1% MoM. Euro zone 
worries saw oil traders seeking less risky assets.  

• The Ringgit eased 2.3% MoM in May ending the 
month at RM3.2630/USD, as the US Dollar continued 
to strengthen despite the European debt uncertainty. 
The ringgit lost its footing as the local bourse fell, 
causing investors to reduce their exposure. 

 

 
 Source : Bloomberg 

Corporate Moves 

• Bank Negara on 13 May 2010 raised the overnight policy rate (OPR) by 25 basis points to 2.5% in a 
move towards further normalisation of interest rates. “At the new level of OPR, the stance of monetary 
policy continues to remain accommodative and supportive of economic growth,’’ said the central bank 
(The Star) 

• Sime Darby Bhd’s board of directors asked its president and group chief executive Datuk Ahmad Zubir 
Murshid to take a leave of absence prior to the expiry of his contract on Nov 26, 2010. Sime Darby 
incurred significant cost overruns that the group’s energy and utilities division had suffered in carrying out 
projects in Qatar and the Bakun hydro-electric dam. (The Star) 

• Sunway City Bhd (SunCity) has entered into an agreement with the Government of Singapore 
Investment Corp Ltd (GIC), whereby GIC has agreed to acquire 134mil units or 5% of the proposed 
listing of Sunway Real Estate Investment Trust (REIT) at the lower of the institutional price and 98 sen 
per unit. (The Star) 

Equity Market Outlook and Strategy Market Indices and Sectoral Performance 

• After three consecutive quarters of positive 
earnings surprises, the earnings reporting season 
for 1Q10 has ended and most of the corporate 
results came in within market expectations.  

• Going forward we expect earnings growth and 
corporate results to be more positive given no 
major negative news and external shocks. 

• We remain cautious on the market as the 
Europe’s sovereign debt and China’s credit 
tightening plans are still pretty much the talk of 
the market.   

 

Source: Bloomberg 
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BOND MARKET REVIEW, OUTLOOK AND STRATEGY 

US Treasuries 

• US Treasury prices rallied due to heightened risk 

aversion following recent rating downgrades on 

Greece, Portugal and Spain by Standard & Poor’s. 

Investors are also currently watching Italy and Ireland, 

whose borrowing costs have soared since Greece’s 

rating deteriorated. Nevertheless, US Treasury prices 

pared gains after the Federal Reserve raised its 

growth estimates for 2010 to 3.2%-3.7% from 2.8%-

3.5% previously and lowered forecasts for 

unemployment and inflation rates. On a month-on-

month basis, the 2-, 10- and 30-year benchmark 

securities closed 19bps, 37bps and 31bps lower at 

0.77%, 3.28% and 4.20% respectively.     

 

• On the economic front, Europe’s PMI composite 

expanded further in April 2010, but jobless rate 

remained high at 10% in March 2010. Therefore, 

England Central Bank held interest rate steady at 1%.  

On the other hand, Europe, UK and Italy revealed 

plans to cut the respective countries’ deficits, in a 

move to restore investors’ confidence, given concerns 

that their sovereign debt crisis will affect global 

economic growth.   

 

• In the Asia Pacific region, economic growth continued 

to gather pace. Singapore and Taiwan reported a 

strong GDP growth in 1Q10 by an annualised 38.6% 

and 13.3% YoY. Japan’s 1Q10 economy grew at the 

fastest pace in three quarters, while its consumer 

sentiment rose for the fourth month in April. Despite 

the more positive note, its benchmark interest rate 

was left unchanged. Meanwhile, the Chinese PMI 

Manufacturing index expanded further. On the other 

hand, the Reserve Bank of Australia raised its policy 

rate further to 4.50% and revised upward Australia’s 

GDP and inflation forecast for 2011 and 2012. In 

contrast, both as Korea and Indonesia kept its policy 

rates unchanged 

 
  

 

Local Bond Market 

• The Malaysian Government Bonds (MGS) posted 

losses alongside the weaker Ringgit. The 3-year MGS 

benchmark surged 22bps to 3.21% while the 5-year 

MGS benchmark declined 3bps to 3.59% and the 10-

year MGS benchmark shed 3bps to 4.03% MoM. 

Essentially, the correlation between Ringgit levels and 

the shorter tenured MGS yields in recent weeks was 

likely due to foreign investors’ participation in the bond 

market. Based on the latest statistics, foreign 

ownership along the government bond segment 

improved to 17%, slightly above its pre-crisis level, 

after declining to 10% during the middle of last year.  

 

• BNM hiked the OPR for the second time this year by 

another 25bps to 2.50%. This was supported by the 

strong double-digit GDP growth of 10.1% YoY in 1Q10 

(4Q09: +4.5%). Despite the hike, the stance of 

monetary policy is expected to remain accommodative 

and supportive of economic growth.   

 

• On the economic front, inflation expectations remained 

benign. The April CPI inched up 1.5% YoY from +1.3% 

in March 2010, and marginally below the consensus 

forecast of +1.6%. This was the fifth consecutive 

month of increase, albeit posing minimal threat to the 

economy currently. The higher CPI in April 2010 was 

attributed to a pick-up in food & non-alcohol beverage 

prices as well as a faster increase in the core inflation 

rate. 

 

• Trading volume in the corporate bond market continue 

to see active flows with average daily volume about 

RM370 million. Trading volume was mostly seen on 

high grade papers with short to medium tenures. 

Government-related entities paper remained investors’ 

favourites. Among the heavily traded papers included 

Prasarana, Khazanah, Cagamas, Rantau Abang and 

Danga. Yields for AAA and AA segments generally 

bullish flattened 2 to 10 bps across the tenures, 

signaling mild buying interest in those segments.   
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Outlook & Strategy 

 

• Over the recent months, the MGS market has performed well, generally due to the bullish view on Ringgit 
against the US dollar and Euro currencies. However, we expect the Malaysian sovereign market to be more 
subdued in light of the current headwinds in the Euro region. Risk aversion may temporary set in until more 
certainty prevails.  

 

• Despite some concerns in the MGS market, the demand versus supply for corporate bond is expected to 
remain healthy. We expect yields to remain relatively stable. The AAA and AA will still be preferred against the 
A rated credit although investors may be receptive to more credit risk. 
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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. RHBIM does not warrant the accuracy of anything stated herein in any manner whatsoever 
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