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Market commentary: Fixed income market review and outlook

REVIEW

»

In its 2019 Annual Report, Bank Negara Malaysia (“BNM”) projected 2020 GDP growth to be between -
2.0% and + 0.5% YoY. BNM expects growth to be dragged down by weak exports (forecast: -8.7% YoY)
and private investment (forecast: -1.6% YoY) due to weak global demand, supply chain disruptions and
Covid-19 containment measures both abroad and domestic. Inflation is forecasted to between -1.5%
and 0.5% YoY on the back of low energy prices and weak demand whilst core-inflation is forecasted to
be between 0.8% and 1.3% YoY due to the weak labour market and the economy operating below
capacity.

CPI declined by 0.2% YoY in March 2020, lower than February 2020’s reading of +1.3% YoY.
Meanwhile, core inflation was unchanged at 1.3% YoY (Feb: 1.3% YoY).

Malaysia sovereign bond yields fell across the curve in April 2020, with 3-, 5-, 10- and 15-years MGS
yields decreasing by 35bps, 56bps, 46bps and 54bps to close at 2.40%, 2.51%, 2.89% and 3.08%
respectively. The decline in yields reflected buying interest from both local and foreign investors due to
the expected BNM policy easing in the May Monetary Policy Committee (“MPC”). Similarly, MGl yield
curve shifted lower during the month, as 3-, 5-, 10- and 15-year Gl yields closed 43ps, 42bps, 61bps
and 57bps lower at 2.47%, 2.58%, 2.84% and 3.15%, respectively.

There were 3 government bond auctions in April:

» RM3.5b re-opening of the 20-year MGS averaging 3.855% at a bid-to-cover ratio of 1.973x.
» RM4.0b new 10.5-year GllI averaging 3.465% at a bid-to-cover ratio of 3.118x.
» RM4.0b re-opening of the 7-year MGS averaging 2.679% at a bid-to-cover ratio of 2.239x
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OUTLOOK

»

After imposing movement restrictions and economic shutdowns to gain control over the Covid-19
pandemic, governments across the world sought ways of easing the blanket lockdowns as the economic
cost became unaffordable. Several states in the US, the country hardest hit by the pandemic, have
started relaxing restrictions as unemployment has risen sharply, 33 million jobless claims have been
made over the last 7 weeks up to first week of May Oil prices recorded their first ever negative readings
in the month of April, WTI was once traded at $40/barrel, despite the US, Saudi and Russia-led pact for
record cuts in oil production, as the lockdown severely reduced oil demand and storage capacity was
exhausted.

Moving forward there is likely to be an increase in US-China geopolitical tensions as the US seeks to
punish China for what it deems to be coverups of the Covid-19 pandemic. President Trump has
threatened new tariffs against China and the US has tightened restrictions of US tech exports to China.
Given that this is an election year in the US and both Republicans and Democrats parties wish to
appear as being tough on China, there is likely to be no rapprochement between the two countries in the
near term. Beyond the Covid-19 pandemic-related headlines, global market sentiment is expected to
turn cautious again on this resurgence of US-China tension.

On the domestic front, the movement control order (“MCQ”) has now been extended until at least 12
May 2020. The government has relaxed some aspects of the MCO given the economic cost — each day
of the MCO was estimated to cost MYR 2.4 billion in economic output — and reduction in Covid-19 new
infection. Most economic activities will be allowed to operate from 4 May 2020 on the condition that
social distancing guidelines and stricter health and safety SOP are adhered to. We believe that the
government will continue to gradually ease the restrictions but mass movement of people, i.e. “balik
kampung” and bazaars, will continue to be curtailed. After taking a backseat by the Covid-19 pandemic,
Malaysian politics may move back into the limelight as the ex-Prime Minister Mahathir Mohammad
seeks a no-confidence motion against the new government. There will be a special 1 day sitting of
parliament on 18 May 2020, followed by a full sitting of parliament for 25 days starting on 13 July 2020.

BNM cut its Overnight Policy Rate (“OPR”) by 50 basis points to 2.0% on 5 May 2020, the third
consecutive cut for the year, bringing the OPR to its lowest level since 2009. The cut was in line with
consensus expectations and the local bond market had largely priced in the cut due to the sharp
slowdown in both the global and domestic economies. BNM also announced that financial institutions
may use MGS and Gll to meet statutory reserve requirements (“SRR”) from 16 May 2020 until 31 May
2021 which is expected to release around MYR 16 billion of liquidity into the banking system. BNM’s
monetary policy direction for 2H2020 is broadly expected to be data-dependent given the uncertainties
surrounding the Covid-19’s impact on the domestic economic activities.

In May, there will be re-openings of 15-year Gll and 10-year MGS, which we expect to be well supported
from the additional liquidity in the financial system. On the corporate bond front, we expect demand for
corporate bonds to be mixed, with a preference for higher quality names. Corporate issuances have
stalled in recent months as corporates assessed the need for additional funding in a low demand
environment.
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Table 1: Indicative Rates

30-Apr-20

MBB O/N* 1.00%
MBB1-Week* 1.10%
MBB 1-Mth FD* 2.40%
MBB 6-Mth FD* 2.55%
MBB 1-Year FD* 2.60%
1-mth BNM MN 2.35%
3-mth BNM MN 2.36%
3-mth KLIBOR 2.79%
CP

1-mth (P1) 3.11%
3-mth (P1) 3.26%

Source: Bloomberg/Bondstream
* Maybank2u.com.my

Table 2: Indicative Bond Yields (%)
____

2.41 2.48 2.68 2.90 SRS
Gll 2.47 2.57 2.63 2.82 3.20
Swap rate* 2.27 2.36 2.48 2.67 3.00
AAA 3.01 3.11 3.24 3.41 3.65
AAl 3.19 iSR! 3.44 3.64 5193
AA2 25 3.47 iS50 3.84 4.15
AA3 3.49 3.62 3.74 4.00 4.35
Al 431 4.59 4.86 5.22 5.76
A2 5.08 5.48 5.86 6.36 7.10
A3 5.84 6.40 6.85 7.51 8.33

Source: Bloomberg*/Bondstream
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Disclaimer

This document is prepared for information purposes only and may not be published, circulated, reproduced or distributed in whole
or part, whether directly or indirectly, to any other person without the prior written consent of Eastspring Investments Berhad. It
should not be construed as an offer or solicitation for the subscription, purchase or sale of any securities mentioned herein. Whilst
we have taken all reasonable care to ensure that the information contained in this document is not untrue or misleading at the
time of publication, we cannot guarantee its accuracy or completeness. Any opinion or estimate contained in this document is
subject to change without notice. Investors may wish to seek advice from a professional adviser before making a commitment to
invest in units of any of our funds. Eastspring Investments Berhad and its related and affiliated corporations together with their
respective directors and officers may have or may take positions in the securities mentioned in this document and may also
perform or seek to perform other investment services for the corporations whose securities are mentioned in this document as
well as other parties. The graphs or charts are included for illustrative purposes only. Past performance is not necessarily a guide
to future performance. The predictions, projections, or forecast on the economy, securities markets or the economic trends of the
markets are not necessarily indicative of the future or likely performance of Eastspring Investments Berhad or any funds managed
by Eastspring Investments Berhad. The value and any income accruing to the investments, if any, may fall as well as rise. An
investment is subject to investment risks, including the possible loss of the principal amount invested. Eastspring Investments
companies (excluding JV companies) are ultimately wholly-owned/indirect subsidiaries of Prudential plc of the United Kingdom.
Eastspring Investments companies (including JV companies) and Prudential plc are not affiliated in any manner with Prudential
Financial, Inc., a company whose principal place of business is in the United States of America or with the Prudential Assurance
Company, a subsidiary of M&G plc, a company incorporated in the United Kingdom.




