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Consolidation will continue, weaker ringgit to the rescue 

Market Review KLCI Index 

• KLCI rebounded to close at 1,100.50 on Budget day. 
Overall, investors are positive on the potential budget 
impact as there were no duty hike for gaming and 
alcohol, with goodies thrown in for the people.  

• Despite the moderate operating and development 
expenditure, it will widen the government budget deficit 
to 4.8% of GDP as at the end of 2008.  

• However, inflationary pressure from rising oil price 
eased off further by over 25% from a peak of 
US$145.29/barrel on 3 July 2008 to US$109.71/barrel 
currently. RHBRI is expecting it to fall below 
US$100/barrel at year end due to demand drop in US.  

• CPO has dropped by 17% to RM2,503.00/mt during the 
month. Meanwhile, Malaysian currency weakened 
further to a level of RM3.4235/USD which account for 
4% increase in m-o-m.  
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Corporate Moves 

• Sarawak Energy has awarded the 944MW Murum hydroelectric project on a built, operate and transfer basis to 
Yangtze Three Gorges Technology and Development Co Ltd for a lump sum total of RM2.64bn which is expected 
to be completed by 2013.  

• Telekom Malaysia has won the government's nod to roll out the high-speed broadband project (HSBB) in early 
September 2008. Government will be investing RM2.4billion and the remainder from TM. 

• Capital Land delayed launches of its retail property trust (REIT) in Malaysia worth of RM2billion if market 
conditions worsen over the next few months. 

• IOI Corp has agreed to buy Menara Citibank for RM586.7m cash with the proposed acquisition as if presents a 
rare opportunity to acquire a Grade A investment property located at the vicinity of Kuala Lumpur City Centre.  

• British American Tobacco announced a revision of its cigarette prices from 1 September 2008 resulting from the 
incorporate budget 2009 excise duty hike of 20%. The new prices range will be from RM7.50 to RM10.00 for a 20-
stick pack and RM5.50 to RM6.50 for a 14-stick pack.   

Equity Market Outlook and Strategy Market Indices and Sectoral Performance 

• There are selective goodies coming from the Budget 
2009. To some sectors it was a relief, as what had 
earlier been expected, did not materialize like the toll 
rate cut and higher gaming tax. 

• Lower than expected 1H earnings particularly from the 
power, construction and infrastructure sectors have 
resulted in the consensus adjusting their forecast for 2H 
of the year. Lower CPO prices are also to be blamed for 
the plantation’s expected lower earnings outlook. 

• The KLCI is expected to continue consolidate within the 
1,060 to 1,100 level in the immediate term, as there is 
lack of positive catalysts. We maintain our KLCI target 
for the year-end at 1,200.  

• We see the market at the current juncture offering good 
value as the ringgit valuations continue to weaken.  

• At the current juncture, our defensive stance on the 
market remains with a stock picking tactical approach 
as the market sets “cheaper”. 
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Gross Domestic Product Earnings per Share Projections 

 

 
 

 

 

Consumer Price Index Foreign Exchange Reserves 

 
 

 
 
 

 

 
 

Industrial Production Index External Trade 

 
 

 

 

 

Oil Price Selected major bourses YTD performance 
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BOND MARKET REVIEW, OUTLOOK AND STRATEGY 

US Treasuries 
• In August 2008, the economic data was the main catalyst 

for the US Treasuries markets. The marker was initially 
firmer on back of weak economic reports. US 2QGDP was 
recorded at 1.9%, lower than market expectations of 2.3%. 
Unemployment rate was also weak as it rose to 5.7% in 
July 2008 (the lowest in 4 years), compared to 5.5% in the 
previous month.  Meanwhile, US consumer confidence 
increased slightly by 0.9 to 51.9, but still near its 16-year 
low.  

 
• In the later part of the month, the CPI was recorded higher 

at 0.8% MOM and 5.6% YOY. This trend will continue to 
move in line with crude oil prices.  

 
• Meanwhile, July’s housing starts dropped 11% to 965,000 

in the US, the lowest in 17 years, suggesting that the 
anticipated recovery in the US economy is not in sight yet. 
This was further exacerbated by the Conference Board’s 
Index of Leading Indicators which plunged 0.7% in July, a 
much greater drop than the 0.2% fall predicted by the 
market. The persistent signs of a sluggish economy, 
coupled with high inflation, raised an additional worry that 
the US economy is heading for a period of stagflation.  

 
• The bullish sentiment ended when investors switched funds 

from the bond market to the equity market on the back of oil 
crude price falling to a lower of USD112 before ending the 
month at USD 115. The talks of the Federal government 
bailing out Fannie Mae and Freddie Mac also contributed to 
the selling sentiment of the market.   

 
• By the end of the month, the 2-year and 10-year US 

Treasuries declined to 2.37% (-13bps) and 3.81% (-14bps) 
respectively. 

 

Local Bond Market 
• The market continued to remain volatile on mixed news. The 

interest rate risk remained a concern on the back of potential 
secondary effects from June’s fuel price hikes.  

 
• After an export growth of more than 20% in May 2008, it 

eased to 18.4% in June. This was mainly on the back of 
weakening exports to US to 12.1% from 15.3% last year. 
The weakening of export growth is likely to continue given 
the weakening demand in the EU region as well.  

 
• The BNM also announced a MYR 3.5 biliion 5-year GII, 

which was moderately subscribed at 1.59x bid-to-cover at an 
average rate of 4.30%. Malaysia’s July CPI surprised the 
market with a 8.5% YOY increase against market 
expectations of 7.8%. This was a 26-year high, mainly 
attributed from higher food, fuel and electricity prices. 
Despite initial comments from the government that they will 
lower fuel prices from 1 September 2008, they announced a 
fuel price cut to MYR 2.55 per liter from MYR 2.70 per liter, 
effective immediately.  

 
• The Monetary Policy Meeting held on the 25th August 2008 

was a non-event the Overnight Policy Night (OPR) was 
maintained at 3.50%, as market expected.   

 
• At the end of the month, the Malaysia’s Budget 2008/09 was 

revealed, with a notable 4.8% budget deficit. It was mainly a 
populist budget, which included income tax cut and relief, as 
well as a substantial allocation of MYR 35 billion to develop 
the public transport sector. The stock market rallied on the 
back of higher government spending but there were selling 
pressure, albeit subdued, in the sovereign bond market. 

 
• By the end of the month, the 3-year MGS benchmark bonds 

were higher at 3.92% (+3bps) while the 10-year MGS 
benchmark bonds were lower at 4.72% (-8bps). 

 
• In the corporate bond market, buying interest returned to the 

market with trading activity focused on AA-rated bonds. 
Despite the relatively stable government bonds yields, 
corporate bonds yields declined, resulting in a flattening of 
the yields curve. However, investors remained credit risk 
averse as buying interest was mostly on familiar names, 
mostly bank-related and/or GLC-related. 

 

 



RHB Investment Management Sdn Bhd 

   

 

Outlook & Strategy 

• Although the latest CPI reported a 8.5%, the market expects the inflationary pressure to begin tapering off. The lower fuel price 
at MYR 2.55 per liter, for one, may help. The expected slower external demand from the US and EU region will lead to slower 
GDP growth for Malaysia. Therefore, there is more likelihood to maintain interest rate hikes until the end of the year. 

 
• However, the Budget 2008/09 announced on 29th August 2008, revealed a surprising 4.8% deficit. Although it was remarked as 

a one-off higher-than-usual deficit, the government will be funding this deficit with issuance of more sovereign bonds in the 
remaining of 2008. This will result in more sovereign bond supply, and ultimately higher yields. 

 
• Despite expected higher yields in the sovereign bonds segment, the buying interest in the corporate bond sector is likely to 

continue over the short term as the corporate investors are building their portfolios given the no-interest-rate-hike scenario. 
 
• In view of the above, the fund’s strategy is to maximise the returns of its investments via tactical asset allocation and coupon 

income. As a result, the fund should be able to withstand the market’s fluctuations while maintaining a target return which is 
above its benchmark.   

 

 

 


