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Market commentary: Fixed income market review and outlook

REVIEW

»

Domestically, Bank Negara Malaysia (“BNM”) surprised the market in its first Monetary Policy
Committee (“MPC”) meeting for 2020 in January by lowering the Overnight Policy Rate (“OPR”) from
3.00% to 2.75%. This “pre-emptive” cut and the pro-growth fiscal measures announced by the
government in Budget 2020 are expected to lessen the pressure on monetary policy to push growth.
BNM’s monetary policy direction for 2020 broadly is expected to be data-dependent and event-driven
given the uncertainties surrounding geopolitical developments and the potential spillover effects onto the
domestic economy.

December’19 headline inflation increased 1.0% YoY, slightly higher than November +0.9% YoY mainly
contributed by the increase in Food & Non-Alcoholic Beverages +1.7% (Nov: +1.5% YoY) and lower
contraction in transportation costs -1.9% YoY (Nov: -2.4% YoY). On the other hand, core inflation
remained stable at +1.4% YoY in December. For 2020, BNM expects the headline inflation to average
higher than 0.7%, nonetheless it is dependent on global oil and commaodity price development and the
timing of the lifting of the domestic retail fuel price ceilings.

Malaysia sovereign bond yields bull-flattened in January where 3-, 5-, 10- and 15-years MGS decreased
by 12bps, 20bps, 17bps and 35bps to close at 2.86%, 2.95%, 3.13% and 3.25% respectively. The yield
curve movement was mainly reflective of the 25bps OPR cut which took the market by surprise and to a
lesser degree, the global risk-off sentiment due the spread of coronavirus. Broadly, we expect the
direction of domestic bond market in the next few months to largely hinge on BNM monetary policy and
to a certain extent the global risk sentiment. Similarly, MGII yield curve shifted downwards during the
month, as 3-, 5-, 10- and 15-year closed 15bps, 18bps, 22bps and 37bps lower at 2.91%, 3.01%, 3.20%
and 3.35%, respectively.

There were 3 government bond auctions in January:

» RM3.5b re-opening of the 7-year MGS averaging 3.281% at a bid-to-cover ratio of 2.498x.
» RM2.5b re-opening of the 15-year Gll averaging 3.507% at a bid-to-cover ratio of 3.396x
» RM3.0b re-opening of the 3-year MGS averaging 2.858% at a bid-to-cover ratio of 2.183x.

Meanwhile, trading in corporate bonds for the month of January mostly concentrated in selected quasi-
government and AAA rated bonds.
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OUTLOOK

»

Globally, the market started off 2020 with a risk-on mode on the back of positive progress from the US-
China Phase 1 deal which was signed off by the two major economies in mid-January 2020. During the
month, the killing of Iran’s leading general by the US injected volatilities in the global market for a
potentially full-blown geopolitical conflict however the tension was eventually de-escalated by both
sides.

The market further turned into risk-off mode when the outbreak of coronavirus loomed in and the
Chinese Government locked down more than 10 cities and extended the Chinese New Year holiday by
3 days and banned package travel. Uncertainties on the effective containment of the spread of
coronavirus, the finding of a cure or vaccine, prolonged travel restrictions and business closures in
China and affected areas will affect business activities around the world and weigh on the global
economy.

The risk-off sentiment has sent the 10-year US Treasury yields from 1.92% at end-Dec 2019 to 1.51% at
end-January 2020. Should the spread of the virus be contained in the near term or an effective
treatment be found and fear abates, we expect to see some correction to the yield levels.

US Federal Reserve (“Fed”) maintained its policy rate at 1.50 — 1.75% in its January meeting as widely
expected by the market. The policy language for the January meeting was largely unchanged from the
previous meeting in December, in that the US economy remains firm and the committee would monitor
“global developments and muted inflationary pressures” while marginally downgrading its assessment of
consumer spending from “strong” to “moderate”. In the press conference, the Chairman noted the
seriousness of coronavirus outbreak which may weigh on global growth. Its monetary policy will largely
hinge on the underlying economic performance and condition, and the development of the spread of

coronavirus but there is still policy space in the US in the event that signs of downside risks materialise.

In February, there will be re-openings of 10-year MGS, 5-year MGII and 30-year MGII with no
government bond maturity. We believe the demand for government bond auctions will remain healthy as
seen in the last three government auctions in January on the back of ample domestic liquidity.

The recent coronavirus outbreak is likely to weigh down on the domestic GDP growth for 2020, which
may fuel speculation of another BNM rate cut and put pressure on local yield curve. Nonetheless, the
Government has recently announced that it is ready to deploy additional economic stimulus package to
tackle the impact from the virus.

On the corporate bond front, the pickup in new issuances is expected to be sustained amidst the
relatively low-interest rate environment which is still favorable for issuers. We expect demand for
corporate bonds to remain strong due to scarcity of quality corporate bond supply and ample domestic
liquidity.
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Table 1: Indicative Rates

31-Jan-20

MBB O/N* 1.30%
MBB1-Week* 1.40%
MBB 1-Mth FD* 2.65%
MBB 6-Mth FD* 2.80%
MBB 1-Year FD* 2.85%
1-mth BNM MN 2.78%
3-mth BNM MN 2.79%
3-mth KLIBOR 3.10%
CP

1-mth (P1) 3.29%
3-mth (P1) 3.51%

Source: Bloomberg/Bondstream
* Maybank2u.com.my

Table 2: Indicative Bond Yields (%)
____

2.88 2.99 3.09 3.15 3.28
Gll 2.90 3.05 3.13 3.22 3.36
Swap rate* 3.04 3.09 3.15 3.27 3.45
AAA 8869 3.45 3.52 3.60 3.80
AAl 3.52 3159 3.66 3.76 4.00
AA2 3.63 3.71 3.78 3.90 4.17
AA3 3.73 3.82 3.89 4.03 4.32
Al 4.25 4.49 4.73 5.08 5.70
A2 4.93 -8 5.69 6.20 7.03
A3 5.64 6.19 6.67 7.31 8.17

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.




