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Market commentary: Fixed income market review and outlook

REVIEW

»

Domestically, Bank Negara Malaysia (“BNM”) lowered the Overnight Policy Rate (“OPR”) from 2.50% to
2.00%, the third consecutive cut for the year, bringing the OPR to its lowest level since 2009. In the
monetary policy statement, BNM highlighted that the global economic conditions have weakened
significantly and the measures to contain the Covid-19 pandemic have disrupted most economic
activities. BNM also announced that financial institutions may use MGS and GlI 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.

April 2020’s headline inflation declined by 2.9% YoY, lower than March 2020’s reading of -0.2% YoY,
primarily due to a higher contraction in Transport, -21.5% YoY (Mar: -8.9%). Meanwhile, core inflation
was unchanged at 1.3% YoY (Mar: 1.3% YoY).

Malaysia sovereign bond yield curve steepened in May 2020 with 3-, 5-, 10- and 15-years MGS yields
closed -13bps, -4bps, -9bps and +9bps at 2.27%, 2.47%, 2.80% and 3.17% respectively. The mixed
yield movement reflected the short-end buying interests from both local and foreign investors, while the
longer-end was pressured by profit taking activities following the bond rally in the previous month.
Similarly, MGII yield curve steepened during the month, as 3-, 5-, 10- and 15-year Gll yields closed -
15bps, -11bps, -14bps and +9bps at 2.32%, 2.47%, 2.70% and 3.24%, respectively.

There were 2 government bond auctions in May:

» RM3.5b re-opening of the 15-year GlI averaging 3.235% at a bid-to-cover ratio of 2.171x.
» RMA4.5b re-opening of the 10-year MGS averaging 2.799% at a bid-to-cover ratio of 1.732x.

31/12/2019 30/4/2020 29/5/2020
Yield Yield Yield

3-year MGS 2.98%
5-year MGS 3.15% 2.51% 2.47% -4 bps - 68 bps

10-year MGS 3.30% 2.89% 2.80% -9 bps - 50 bps

BENCHMARK MOM Change YTD Change

15-year MGS 3.60% 3.08% 3.17% + 9 bps - 43 bps

Source: Bloomberg
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OUTLOOK

»

Global investment risk appetite improved on the better than anticipated economic recovery and positive
news from vaccine developments. Nonetheless, recent headlines have been dominated by the renewed
US-China tension and the social unrest in the US. The US announced that it will strip Hong Kong off its
special trade status in response to China's new security law to the city, while China ordered state-owned
firms to suspend large scale purchases of US farm products- both actions are putting the Phase-one
trade deal inked in January in jeopardy. As this is an election year in the US, both Republicans and
Democrats wish to appear as being tough on China therefore there is likely to be no rapprochement
between the two countries in the near term. Global market sentiment is expected to turn cautious again
on this geopolitical risk.

The US Federal Reserve (“Fed”) will convene its FOMC meeting in June 2020 where the policymakers
are expected to keep the current 0.00%-0.25% policy rates unchanged. In the April FOMC statement,
the Fed highlighted that Covid-19 posed considerable downside risks on economic activity, employment
and inflation and the Fed was prepared to use their tools, including asset purchases and lending
facilities, as needed to support growth and financial conditions. We believe the future direction of US
monetary policy will largely hinge on the underlying economic performance and condition.

On the domestic front, following the RM260 billion package (“PRIHATIN”) announced earlier to bolster
an economy hit hard by the pandemic, the government had announced a RM35 billion short-term
economic recovery plan (“PENJANA”). The recently announced PENJANA plan will result in the fiscal
deficit increasing by RM18b, RM10bn of direct fiscal injection and RM8bn of revenue shortfall from relief
measures. The MOF now expects the budget deficit to widen from 4.7%-5.0% (due to PRIHATIN) to
5.8%-6.0% of GDP, and the total government debt to exceed the current self-imposed statutory limit of
55% by about 5%, which would require Parliament approval through a simple majority vote at the next
parliamentary session. Simultaneously, the conditional movement control order (“CMCOQO”) will be
replaced by a recovery movement control order (“RMCQO?”) effective from 10 June to 31 Aug 2020. As
part of the exit strategy of MCO, more economic activities, including domestic tourism, will reopen in
phases with standard operating procedures (“SOP”) to be adhered to.

While Covid-19 spread subsided, Malaysia’s political uncertainties re-emerged as the ex-Prime Minister
Mahathir Mohammad sought a no-confidence motion against the new government in the first parliament
sitting in May 2020. However, this motion has been delayed to next parliament sitting scheduled from 13
July to 27 Aug 2020. Should the political risk be heightened, we will likely see volatilities in the domestic
bond market.

In June, there will be re-openings of 3-year Gll and 20-year Gll and a new issuance of 30-year MGS,
which we expect to be well supported by the ample liquidity from the domestic market. 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

31-May-20
MBB O/N* 0.50%
MBB1-Week* 0.60%
MBB 1-Mth FD* 1.90%
MBB 6-Mth FD* 2.05%
MBB 1-Year FD* 2.10%
1-mth BNM MN 2.03%
3-mth BNM MN 2.05%
3-mth KLIBOR 2.29%
CP

1-mth (P1) 2.68%
3-mth (P1) 2.88%

Source: Bloomberg/Bondstream
* Maybank2u.com.my

Table 2: Indicative Bond Yields (%)
____

2.29 2.45 2.63 2.87 3.22
Gll 2.30 251 2.69 2.70 3.29
Swap rate* 2.13 2.27 2.44 2.66 2.92
AAA 2.87 3.02 3.17 3.34 3.63
AAl 3.05 3.21 3.36 3.55 3.88
AA2 3.22 3.38 3.54 3.74 4.10
AA3 3.37 .58 3.69 3.92 4.30
Al 4.20 4.49 4.77 5.10 5.65
A2 5.00 5.40 5.80 6.27 7.01
A3 5.80 6.36 6.82 7.45 8.29

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.




