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Market commentary: Fixed income market review and outlook

REVIEW

»

The Government recently announced its third stimulus package - short-term economic recovery plan
(“PENJANA”), worth around RM 35b, targeting wage subsidies, subsidizing consumer spending and
extending financing to SMEs. The direct fiscal impact of PENJANA is expected to be around RM18b or
1.2% of GDP. The total of 3 stimulus packages announced to date, is expected to bring the 2020 fiscal
deficit to 5.8% - 6.0% of GDP against the 3.2% of GDP deficit target at the start of the year.

May 2020’s headline inflation declined by 2.9% YoY, the same as April 2020’s reading of -2.9% YoY
and slightly lower than consensus expectations of -2.7 YoY, primarily due to a price deflation in the
Transport category, -20.8% YoY (Apr: -21.5%). Meanwhile, core inflation was lower at 1.1% YoY
(Apr: 1.3% YoY).

Malaysia’s sovereign bond yield curve steepened in June 2020 as 3-, 5-, 10- and 15-years MGS yields
moved -2bps, -1bps, +6bps and +12bps to close at 2.25%, 2.46%, 2.86% and 3.29% respectively.

The market movement generally reflected the concern on bond supply risk amid funding need from the
PENJANA stimulus package, in which the supply is expected to come from the longer-term government
bonds, while shorter tenors were supported by some investors positioning for a speculated rate cut in
July. Similarly, MGlI yield curve steepened during the month, as 3-, 5-, 10- and 15-year Gll yields closed
-1bps, +6bps, +17bps and +17bps at 2.31%, 2.53%, 2.87% and 3.41%, respectively.

There were 3 government bond auctions in June:

» RMA4.5b re-opening of the 3-year Gll averaging 2.306% at a bid-to-cover ratio of 2.502x.
» RM3.0b new issuance of the 30-year MGS averaging 4.065% at bid-to-cover ratio of 2.167x.
» RM3.5b re-opening of the 20-year Gll averaging 3.761% at a bid-to-cover ratio of 2.055x.
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MGS Yield Curve

4.00

= 30/6/2020 === 31/5/2020 m—— 31/12/2019

3.80
3.60
3.40

3.20
3.00

Yields

2.80
2.60
2.40
2.20

2.00
3Y 5Y 10y 15Y

Source: Bloomberg

31/12/2019 29/5/2020 30/6/2020

B MElRIARLS Yield Yield Yield

Source: Bloomberg

MOM Change YTD Change

MGiII Yield Curve

4.50
4.30
4.10
3.90
3.70
3.50
3.30
3.10
2.90
2.70
2.50
2.30
2.10
1.90

= 30/6/2020 = = = 31/5/2020 m— 31/12/2019

Yields

3Y 5Y 10Y 15Y

Source: Bloomberg




Market commentary: Fixed income market review and outlook

OUTLOOK

»

White House trade advisor Peter Navarro caused a minor storm when he stated that the US-China trade
deal was “over” before President Trump tweeted that the trade was fully intact. Despite the survival of
the trade deal for now, US-China tensions continue as the US Congress approved The Hong Kong
Autonomy Act against Chinese and Hong Kong authorities in response to China passing a new national
security law for Hong Kong. The Act imposes sanctions on banks that do business with Chinese officials
who are involved in cracking down on pro-democracy protesters in Hong Kong. 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 remain cautious on this geopolitical risk.

The US Federal Reserve (“Fed”) held rates steady at 0-0.25% during its June FOMC meeting. In the
FOMC minutes, Fed officials noted that “the current stance of monetary policy remained appropriate”
and the need for a “highly accommodative monetary policy for some time”. Fed officials also noted the
need for more forward guidance, a policy where the Fed states and commits to the direction of future
interest rates and asset purchases. The US Treasury yield curve steepened slightly in June where 2y
fell 1bps to 0.15% and 10y rose 1lbps to 0.68%. In the near term, we expect yield movement to be driven
by risk sentiment, especially on the back of the concerns of a second wave of Covid-19 pandemic and
US-China tension.

In June, S&P revised Malaysia’s sovereign rating outlook from stable to negative driven by the negative
impact of the Covid-19 pandemic on the country's economic growth and fiscal position. Nonetheless, we
only saw short-lived selling sentiment and the bond market was well-supported by local investors as the
rating outlook revision was not unexpected. Going forward the government’s long-term commitment to
fiscal discipline, political stability and economic growth will be key rating factors to monitor.

Ex-Prime Minister Mahathir Mohammad withdrew from the contest to be Pakatan Harapan’s prime
minister candidate and in an unexpected move, mooted for Sabah chief Minister Shafie Apdal to be
Pakatan’s Prime Minister candidate. Mahathir's no-confidence motion against the new government in
set to be tabled in the upcoming Parliament sitting scheduled from 13 July to 27 Aug 2020. Should the
current government lose a vote of confidence in parliament, a snap election may ensue — a development
that will likely lead to volatilities in the domestic bond market.

Stimulus packages announced by the Government is expected to increase net government bond supply
up to RM 100b in 2020 compared to RM 52b at the start of the year. Nonetheless the additional supply
is expected to be partly absorbed by BNM's earlier cut of SRR by 100 bps to 2.00% and allowance for
financial institutions to recognize MGS and GlI as part of their reserve requirements which will release
around RM46b of liquidity into the banking system.

BNM reduced the overnight policy rate (OPR) by 25 bps on 7 July to provide additional stimulus to
accelerate the pace of economic recovery following the sharp contraction in 2Q2020. BNM stated “that
the Bank will continue to utilize its policy levers as appropriate to create enabling conditions for a
sustainable economic recovery”, indicating that it will ease monetary policy further if circumstances
require it.

There are re-openings of 3y MGS, 10y Gll and 15y MGS (expected total RM 15bn) in July against RM
8bn in government bond maturity. We expect the issuances to be well supported given the ample
domestic liquidity and dovish policy outlook. On the corporate bond front, we expect demand for
corporate bonds to be mixed, with a preference for higher quality names. Corporate issuances have
slowed in recent months as corporates assess their funding needs on the back of low economic activity.
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Table 1: Indicative Rates

30-Jun-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 2.02%
3-mth BNM MN 2.03%
3-mth KLIBOR 2.28%
CP

1-mth (P1) 2.66%
3-mth (P1) 2.83%

Source: Bloomberg/Bondstream
* Maybank2u.com.my

Table 2: Indicative Bond Yields (%)

____

2.27 2.44 2.68 2.94 3.36
Gll 2.33 2.57 2.73 2.84 3.48
Swap rate* 2.11 231 2.53 2.69 3.01
AAA 2.91 3.07 3.22 3.41 3.72
AA1 3.08 .2 3.40 3.60 3.93
AA2 3.22 3.40 3.55 3.76 4.13
AA3 3.35 BI55 3.71 3.94 4.32
Al 4.21 4.50 4.77 5,413 5.68
A2 5.01 5.42 5.81 6.28 7.02
A3 5.81 6.37 6.83 7.46 8.30

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.




