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Economic Highlights
Global Manufacturing PMI

•

The
global
upswing
in
manufacturing activity appears to
have peaked.

•

From the low of 50 in Feb 2016, the
global manufacturing PMI rallied to
53 in Feb 2017 where it has started
to turn down again.

•

The OECD composite leading
indicator (CLI) tracks forward
looking indicators of the business
cycle and is designed to anticipate
turning points in the business cycle.

•

The CLI corroborates the signal
from the manufacturing PMI, that
the momentum in global activity is
fading.

•

Asia (ex China) was a beneficiary of
the strong recovery in external
demand with exports growing by
double digits in early 2017.

Source: Bloomberg, Macquarie Research
What caught my eye? 29 June 2017

OECD Composite Leading Indicator

Source: OECD, Macquarie Research
What caught my eye? 29 June 2017

Asia ex China Exports

Source: Credit Suisse, CEIC
2017 Midyear Global Outlook
The Other Side of the Wall of Worry, 27 June 2017
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Economic Highlights
Asia
•

Asian export growth is likely to
moderate in 2H2017.

•

This is in line with weaker new
orders for manufactured goods.

•

China is also likely to see slower
growth after peaking in 1Q17.

•

New orders for manufactured goods
have started to decline.

•

Asia’s corporate earnings is
expected to grow by 19% in 2017, a
sharp recovery after stagnating
from 2011-2016.

Source: Credit Suisse, CEIC
2017 Midyear Global Outlook
The Other Side of the Wall of Worry, 27 June 2017

China Industrial Production vs PMI New Orders

Source: Credit Suisse, CEIC
2017 Midyear Global Outlook
The Other Side of the Wall of Worry, 27 June 2017

MSCI Asia ex Japan EPS

Source: UBS, Datastream, Bloomberg, IBES
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Economic Highlights
United States
US Small Business Confidence

•

Optimism in the economy surged
following Trump’s election victory in
Nov 2016.

•

However the surge in business
confidence has not been reflected
in ‘hard data’.

•

For example, capital expenditures
(represented by durable goods
orders) have stayed flat in 2017.

•

Employment data is also weak with
the pace of hiring (3-mo moving
average) dropping to 120k in May,
the slowest since 2012.

•

The data suggests that CEOs are still
adopting a ‘wait and see’ attitude
till there is more clarity on taxes,
trade, immigration and other
policies

Source: NFIB, BofAML
Cause and Effect 8 June 2017

US Core Durable Goods Orders (m/m %)

Source: BofAML
Cause and Effect 8 June 2017

US Nonfarm Payrolls Change (3-mo mov
average, 100k)

Source: BofAML
Cause and Effect 8 June 2017
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Economic Highlights
Global
Securities Purchased by Global Central Banks
(rolling 12m, $bn)

•

Central banks have continued to buy
securities at record high rates of
purchases,
approximately
$150bn/month.

•

The bulk of buying is done by the ECB
and BoJ.

•

Massive liquidity injections by the
central banks have been supporting
asset prices in bonds, equities and
other asset classes.

•

However Central Banks are making
plans to reduce or reverse their
purchase of bonds.

•

The FED is expected to shrink its
balance sheet in 2H17, equivalent to a
‘Reverse QE’.

•

The ECB is expected to taper its bond
purchase program in 2018.

•

The net effect is that the bond market
will have to absorb an incremental
supply of bonds of $1-1.5tn from 2018
which is likely to pressure rates higher.

•

Equity valuations will likely face
downward pressure as rates rise.

Source: National central banks, Citi Research
Why buying on impulse is soon regretted, June 2017

Net Issuance of DM Bonds after Central Banks
Purchases $tn

Source: National central banks, Citi Research
Why buying on impulse is soon regretted, June 2017
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Economic Highlights
Asia
MSCI Asia ex Japan EPS

•

Asia’s
corporate
earnings
are
expected to grow by 19% in 2017, a
sharp recovery after stagnating from
2011-2016.

•

The strong rally in Asian equities year
to date has brought valuations back to
long-term average levels.

•

Seasonality in the months of June-Sep
suggests a higher probability of poor
returns than in Oct-April.

Source: UBS, Datastream, Bloomberg, IBES

MSCI Asia ex Japan forward P/E Ratio

MSCI EM Monthly Performance Seasonality
(since 1998)

Source: MSCI, Factset, Morgan Stanley Research
Asia/GEMs Equity Strategy 19 May 2017
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Economic Highlights
China
China’s official manufacturing PMI

•

Official manufacturing PMI rebounded
to 51.7 in June from 51.2 in May. Both
output and the new export order subindex rose to the highest levels in
more than 3 years, suggesting
continued improvement in external
demand. Input prices and imports also
rebounded in June, after the gradual
slowdown in previous months.

China Monthly change in FX reserve

•

China’s FX reserves rose for the fourth
consecutive month in May, adding FX
reserve in a total of US$43.1 billion for
the first five month, supported by the
improved fundamentals including
China’s growth recovery, raising
interest rate and the reduced RMB
deprecation expectation.

•

Taiwan Industrial production grew
3.7% year-on-year in May, reversing
the decline of 4.6% year-on-year in
April. In the tech sector, IP for
information and electronics rose 2.4%
year-on-year, after falling 5.9% yearon-year in April whereas Non-tech
manufacturing IP rose 2.0% year-onyear in May, after declining 3.0% yearon-year in April.

Taiwan

7

Equity Market
Regional indices ended 1H17 positively, both YTD and y-o-y since Jun 16. The KOSPI Index
has been the best performer YTD at 18.03%. Conversely, the SET Index registered a meagre
2.06% return, placing it as the worst performing index in the region. For the full year,
returns range from 0.60% (PCOMP Index) to 28.62% (Nikkei 225 Index).
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In recent years, central banks across Advanced Economies (“AE”) have mostly tended to
err on the dovish side when confronted with mixed data on growth or inflation, political
uncertainties or financial market turmoil. Recent communications from a number of AE
central banks suggest that this attitude may now be changing. For example, the Fed hiked
by 25bp in June (as we expected), offered a blue-print for the first year of balance sheet
shrinkage and seemed relatively unfazed by the recent weak inflation data. In the UK,
three MPC members voted for a hike at its June meeting despite mixed recent growth data
and a very uncertain political outlook and several Bank of Canada officials indicated that
some tightening could be on the cards soon.
In our view, we continue to think that the Fed will be the only AE central bank to raise
interest rates in 2017, but the risks of additional hikes are rising, despite the downside
risks to AE inflation we discussed above. Among AE central banks, the European Central
Bank’s (“ECB”) situation appears particularly tricky. At its June Press Conference, ECB
President Draghi recently urged patience and confidence when it comes to achieving the
central bank’s objectives. Underlying inflation in the Eurozone is probably rising slowly but
remains low and fragile, while the euro has strengthened recently. However, the ECB is
once again increasingly challenged by a growing scarcity of assets (notably Bunds) to buy
to continue its asset purchase programme. We correspondingly expect the ECB in
September to announce an extension of its purchase programme likely at a lower monthly
purchase size (i.e. more tapering) and to end its net asset purchases in 2018.
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Equity Market
With the ECB expected to lower its net asset purchases further from January 2018 and
ending net asset purchases later that year, the Bank of Japan “(BoJ”) dialing down its
purchases further over time, and the Fed reducing its balance sheet, we forecast that
aggregate net asset purchases by AE central banks will fall from the current pace of roughly
$120bn per month to roughly zero by late 2018. Reduced central bank purchases imply that
the net flow supply of high-quality assets (notably government bonds which account for the
bulk of central bank purchases) available to the private sector is set to rise sharply between
now and late 2018. The rise in the net supply of such bonds and the reduction of central
bank liquidity creation could well lead to at least some temporary indigestion by financial
markets and it could also put risky assets (which may have benefited disproportionately
from central bank liquidity) under pressure. Should that be the case, and with downside
risks to inflation rising, it could easily interfere with AE central banks’ current tightening and
balance sheet reduction plans.

Malaysia
The FTSE Bursa Malaysia KLCI Index (KLCI) closed lower in June, losing 2.20 points or 0.12%
to close at 1763.67 points. Average daily volume traded on Bursa Malaysia was 15.81%
lower month-on-month (MoM) at 38.3 billion shares, from an average daily volume traded
of 2 billion shares in June. The broader market moved upwards, with the FBM Emas Index
closing up 0.23% MoM at 12598.94 points. Both the FBM Shariah Index and the FBM Small
Cap Index closed up in June, gaining 0.41% and 1.14% to close at 12822.15 and 17443.96
points respectively. Out of 10 sectors, 7 showed positive results ranging from 0.7%
(Industrial) to 6.1% (Technology) while the remaining 3 reveals negative results from -0.2%
(Property) to -1.4% (Trade and Services).
The Ringgit appreciated 0.28% MoM to RM4.29 against the greenback in June. Year-to-date
(YTD), the ringgit was the sixth worst performer among the region’s currencies against the
USD, behind the Taiwan Dollar, Thai Baht, Korean Won, India Rupee, and Singapore Dollar.
Crude Palm Oil (CPO) prices closed 5.8% lower for in June at RM2,600.50 per metric tonne
(MT), from RM2,761.00 a month ago. Meanwhile, Brent crude closed 4.8% lower in June at
USD47.92/bbl. WTI crude closed 4.7% lower for the month at USD46.04/bbl.
Malaysia’s foreign reserves rose in both US Dollar and ringgit terms to USD98.7b
(RM436.1b) as at June 15, 2017. The amount is sufficient to finance 8.2 months of retained
imports and is 1.1 times the short-term external debt. Inflation was on the uptick with the
consumer price index (CPI) rising 3.9% YoY in May to 119.1. The higher CPI was led by
increases in the indices of Transport (+13.1%), Food & Non-Alcoholic Beverages (+4.4%),
and Recreation Services & Culture (+2.9%).
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Equity Market
On the external front, Malaysia's exports increased RM79.4b (+32.5% YoY) in April, due
mainly to the increase in exports of E&E (+31.3%), Palm Oil and Palm-Based Products
(+26.8%), Crude Petroleum (+19.2%) and Timber and Timber-Based Products (+12.8%).
Meanwhile, imports increased 30.4% YoY to RM56.7b, driven by increased imports of
intermediate goods, capital goods, and consumption goods.
The confluence of positive growth factors globally and domestically prompts us to maintain
our positive stance on domestic equity markets. Exports have picked up with business and
consumer sentiment gradually rising. Improving market fundamentals have been lifted by
the ongoing infrastructure boom helped along by various One Belt One Road initiatives.
While Malaysia has attracted robust net foreign portfolio inflows amounting to MYR10.8bn
YTD, this is still only a fraction of the net cumulative disposals totalling MYR29.8bn in 20142016. Rich US equity market valuations at close to record levels coupled with an overvalued
USD suggest that higher growth Emerging Market would continue to look relatively more
attractive.
With the FBM KLCI having registered YTD (as at ended 30 June 2017) gains of 7.4% after a
relatively buoyant 1H17 for the market, some reticence amongst local investors reflect
rising valuations and persistent earnings disappointments seen in the preceding years. The
market’s caution has been exacerbated by oil prices moving back into bear market territory,
with Malaysia vulnerable, given its status as ASEAN’s only net oil & gas exporter and its
reliance on oil revenue.
We believe oil prices are unlikely to revisit its 2016 low, with our view for Brent crude to
average USD54.00 per bbl this year. We remain confident that corporate earnings would
rebound in 2017, as business conditions improve and economic growth trend higher.
Accordingly, we remain of the view that the market’s caution may continue in the shortterm although the correction is likely to be shallow, notwithstanding a market moving black
swan event.
Our expectations that corporate earnings are to recover going forward along with a
brightening macroeconomic outlook points to a continued focus on cyclical stocks and
sectors that would be the most sensitive to the upturn in the economic cycle. These sectors
include financials, basic materials, logistics, tourism, and consumer cyclicals.
On the technical side, the recent correction of FBM KLCI that decisively breached below the
upward trend line at 1,780 has formed a pullback phase in the near term.
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Equity Market
With regards to outlook in Malaysia, upside risks to growth leaves open possibilities of rate
adjustment in late 2H2017 or 2018 on stronger demand-pull inflation. For now, the MPC’s
assessment of “only” a modest increase in core inflation clearly suggests the MPC is not
ready to hike in Jul on inflation concerns – which is also consistent with the fact that there
was no hint of imminent hikes. Still, if full year growth tests or breaches the upper end of
BNM’s 4.3-4.8% forecast range, the MPC’s benign view of demand-pull inflation could be
eventually challenged. Even if demand-pull inflation remains benign, the option to hike on
financial stability grounds (to counter negative real policy rates) remains, provided growth
surprises positively. On portfolio strategy, we continue to advocate for tactical over weight
duration (moderately) to capture the return of foreign flows. However, investors should
stay vigilant on any upside risks on inflation and growth as it might very well change BNM’s
tone in accommodative interest rates outlook. As for fixed income instruments allocation,
we overweight credit over government bonds for yield pick-up and might increase cash a
tad for primary participation.

North Asia
Hong Kong/China maintained strong momentum in the 2Q17, with MSCI China index up
9.5% (in USD terms), buoyed by the strong fund inflow from mainland China. Recent China
macro data points showed softening trend but still remained at relatively robust level.
China’s 1Q17 GDP beat expectations, with real GDP growth accelerating to 6.9% year-onyear, following a 6.8% year-on-year in 4Q16, as most economic activities recorded broadbased strength across various sectors.
Taiwan equities remained firm in 2Q17, with MSCI Taiwan Index up 8.1% (in USD
terms). Taiwan’s 1Q17 GDP grew by 2.6% year-on-year , following a 2.9% gain in 4Q16,
mainly driven from strong export and investment. Overall, economic activities moderated
in 2Q but still on growth mode. For example , industrial production posted a 0.8% year-onyear increase, reversing from the decline in April. Export growth moderated further to
8.4% year-on-year in May, compared to 9.4% year-on-year in April, owing to the weaker
demand for smartphones made in China. Taiwan central bank kept its key policy rate
unchanged as it intended to maintain sufficient liquidity to support the economic growth.
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Equity Market
We hold our long-term positive view over China equities. We now opine the higher-thanexpected manufacturing PMI reading for June indicates as an early sign of economic uptick.
More importantly, the uptick is against the backdrop of ongoing financial deleveraging by
the government. Therefore, we have turned more positive on commodity and basic
material sectors. The previous correction in their share prices made current valuation more
attractive. We remain positive on infrastructure names, as public-private partnership
projects will continue to kick in throughout this year. However, in the longer term, the
strong fundamentals of this sector and the e-commerce sector remain intact. We have
turned into a neutral view over Taiwan equities. We have seen less vigorous net foreign
buying especially on tech sector. Weakened export number for May also highlighted a
higher risk of economic slowdown. Market valuation also appears less attractive at current
level given the outperformance of the broad market in June. We also believe that the
launch of a new iPhone model in the second half of 2017 could also support economy
growth. In view of weakened Taiwanese dollar of late, we have turned more positive on
insurance-laden financial names as they will benefit from re-steepening of the US yield
curve.

Singapore
Singapore’s 1Q17 GDP was revised upwards to 2.7% y-o-y, and this was led by
manufacturing and services sector. Non-oil domestic exports (NODX) decline 1.2% y-o-y and
this marked the second month of contraction. The electronics and non-electronics export
continue to show contrasting signal with the electronics export rising 23.3% y-o-y but nonelectronics export remained weak with a 9% y-o-y decline. Headline inflation rose 1.6% y-oy as a result of increased utility tariffs and higher accommodation costs. Industrial
Production fell 3.5% m-o-m and overall private residential prices decline 0.3% q-o-q.
GDP growth may moderate to a slower growth in 2H 2017. PMI has retraced from its March
high of 51.2 to 50.8. NODX has also turned negative for two months with a -0.8% and -1.2%
y-o-y decline in April and May. Bank lending slowed to 5.1% y-o-y in May, dragged by
slower loan demand from logistics sector and professionals. Domestic demand remained
weak and only recovered to 0.7% growth after falling 1.8% in 2H 2016.
The offshore and marine sector continue to show signs of weaknesses as a result of weak
oil prices. This may trigger concerns on non-performing loans in the Singapore banks. On
the property market, the Monetary Authority of Singapore reiterated that the property
cooling measures remain necessary for a stable property market and to encourage financial
prudence. Therefore, property prices will likely remain soft as the government continues to
adopt a calibrated approach to achieve a soft landing in the property market.
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Equity Market
Indonesia
Indonesia’s GDP growth in 1Q 2017 was 5.01% (2016 GDP growth: 5.02%), supported by
growth of exports by 8.0% which exceeded the growth of imports of 5.0%. Economists
expect 2Q 2017 GDP growth at around the same pace of 5.1% with the economy still in a
protracted L-shaped stabilization. The recovery in commodity sector exports in 2H 2016
and 1H 2017 provided a very timely boost to the economy to offset waning fiscal stimulus
from the prior 2-years. However, reports of lackluster growth in general consumer
spending during the crucial Lebaran holiday period in June suggests that household
spending lost some momentum by the end of 2Q 2017.
The government is aware of the stagnant economic growth and in July tabled a revision to
its 2017 Budget, notably increasing energy subsidies (for LPG cooking gas and electricity)
by IDR 26 trillion, allocating an IDR 12 trillion increase to the State Asset Management
Agency (LMAN) budget for infrastructure land acquisition, and providing IDR 2 trillion
capital injection to PT Kereta Api Indonesia (KAI) to support the Greater Jakarta LRT
project. Overall, the government’s infrastructure construction agenda continues to build
momentum, aided by accommodative monetary policy from Bank Indonesia which has
stirred bank loans and M2 growth back to ~11% in 2Q 2017.
The critical component that is lacking in the Indonesian economy is private sector
investment spending. We think that capacity expansions, a new wave of foreign direct
investment and private sector participation in infrastructure projects will eventually pick up
over 2H 2017 and 2018. We have a neutral view of Indonesian equities largely due to
premium valuations with market PE above +1 SD and the headwind presented by rising
yields in the US. Nonetheless, the domestic recovery story remains on track and appealing
over a medium term. In equities, we prefer the banking sector as business cash flows, asset
quality and loan growth improve in the early recovery cycle. The telecommunications
sector is also attractive as operators transition sustainably from voice/SMS to data, 3G/4G
network utilisation is rising rapidly and there remain substantial opportunities for
monetization of mobile data plans in the market. We also look at bottom up recovery cases
where the business model and/or balance sheet has been restructured and operating cost
reduced such that improvements in sales translate meaningfully into cash flow and profit.
This includes certain segments of retail (consumer discretionary) and deep cyclical /
commodity sectors like industrial estates, heavy equipment and coal mining.
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Credit Market
Global Bond Market
U.S. Treasuries
US Treasury (“UST”) curve bearish flattened in June 2017 as Federal Reserve (“Fed”)
delivered 25bps of Federal Reserve Fund Rate (“Fed Fund Rate”) hike. It was the second
hike of the year and Fed is still on track to deliver one more hike in later part of the year, as
the Committee members see the country is still on track in meeting inflation target. The 2-,
5-, 10- and 30-year UST was last traded at 1.384% (May 2017: 1.284%), 1.889% (1.752%),
2,305% (2.204%) and 2.835% (2.864%) respectively.
US ISM Manufacturing edged up to 54.9 in May of 2017 from 54.8 in April, beating
expectations of 54.5. New orders, employment and inventories went up, offsetting slower
growth in production. Industrial production in the United States increased 2.2% YoY in May
of 2017, following a downwardly revised 2.1% rise in April. It is the biggest annual increase
since January of 2015 as mining jumped 8.3%, manufacturing rose 1.4% and utilities edged
up 0.1%. US unemployment rate fell to 4.3% in May 2017 from 4.4% in the previous month
and below market expectations of 4.4%. It was the lowest jobless rate since May 2001, as
the number of unemployed persons was little changed at 6.9 million and the labor force
participation rate fell to 62.7%. Non-farm payrolls in the United States increased by 138K in
May of 2017, below a downwardly revised 174K in April and compared to market
expectations of 185K. In May, job gains occurred in health care and mining. Consumer
prices in the United States increased 1.9% YoY in May of 2017, easing from a 2.2% rise in
April and below market expectations of 2%. It is the lowest inflation rate since November
last year although it was still above the 1.6% average over the past 10 years. On a monthly
basis, CPI fell 0.1% mom in May of 2017, following a 0.2% rise in April and compared to
market expectations of a 0.1% gain. Energy cost fell 2.7%, mainly due to a 6.4% slump in
gasoline prices and was the main downward contributor. Sales of new single-family houses
in the United States increased 2.9% to a seasonally adjusted annual rate of 610 k in May of
2017 from an upwardly revised 593 k in April. The figure came above market expectations
of 597 k, as sales rose in the South and the West. Meanwhile, sales of previously owned
houses in the United States went up 1.1% mom to a seasonally adjusted annual rate of 5.62
million in May of 2017, following a downwardly revised 5.56 million in the previous month
and beating market expectations of a 0.5% drop. Sales of single family houses went up 1%
to 4.98 million after falling by 2.8% in the previous month and those of condos increased
1.6% to 0.64 million, following a flat reading in April. The Federal Reserve raised the target
range for its federal funds rate by 25bps to 1% to 1.25% during its June 2017 meeting, in
line with market expectations. Policymakers kept forecasts for one more rate hike this year
while increasing growth projections and lowering inflation expectations. In addition, details
on how the central bank will start reducing its USD 4.5 trillion portfolio were also provided.
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Credit Market
Malaysian Government Securities
Mirroring higher UST rates, Emerging Market (“EM”) local currency government bonds also
bearish flattened, Malaysia Government Securities (“MGS”) included. The front to belly of
the yield curve shifted almost parallel, by 8 – 10bps average. At month-end close, the 3-, 5-,
7-, 10-, 15-, 20- and 30-year MGS were reported at 3.360% (May-2017: 3.274%), 3.643%
(3.549%), 3.899% (3.830%), 3.934% (3.875%), 4.254% (4.166%), 4.561% (4.554%) and
4.759% (4.744%) respectively. The Government Investment Issues (“GII”) – Shariah
compliant version of MGS – also saw similar movement with belly of the yield curve moved
up circa 9 – 10bps. The 3-, 5-, 7-, 10-, 15-, 20- and 30-year GII were reported at 3.624%
(May-2017: 3.632%), 3.843% (3.739%), 3.988% (3.932%), 4.102% (4.003%), 4.566%
(4.526%), 4.660% (4.614%) and 4.906% (4.905%) respectively. There were 2 government
bond auctions in June, re-opening of 20-year MGS (MGS 04/37, RM2.5bil issuance size,
4.558% average yield) and re-opening of 10-year GII (GII 07/27, RM3bil, 4.013%) which
recorded moderate bid-to-cover ratio of 1.704x and 2.541x respectively.
On the local economic front, April 17 trade surplus widened more than expected on import
slowdown. In MYR terms, April imports slowed more than expected to 24.7% yoy (March
2017: 39.4%, consensus: 31.3%), while exports moderated in line with consensus at 20.6%
YoY (March 2017: 24.1%). Sequential decline in exports was led mainly by machinery,
appliances and parts, crude petroleum, petroleum products and optical/scientific
equipment while sequential drop in imports was led by a 29.6% mom plunge in capital
goods, but after a 43.7% rise in March 2017. However, both consumption and intermediate
goods also fell in April 2017. April 2017 IP rise lower than expected by 4.2% yoy (March
2017: 4.6%, consensus: 4.8%) as mining and electricity fall offset manufacturing
acceleration. Despite underperforming market expectations, the sequential uptick in
manufacturing led by food and E&E suggest that manufacturing and net exports may be key
growth drivers in 2Q2017, though restocking lift may wane. Lastly, May 2017 CPI moderated
to 3.9% yoy (April 2017: 4.4%, consensus: 4.1%) and was led mainly by pump price-related
moderation in transport CPI, with moderation also seen in clothing and footwear, recreation
services, restaurant and hotels and miscellaneous items. The data confirms that headline
CPI likely peaked in March 2017 at 5.1%. Going forward, with RON95 prices in the first three
weeks of June 2017 averaging 2.6% lower than in May, headline inflation could moderate in
June 2017. This could lower the upside risks to BNM’s 2017 headline forecast range of 3-4%,
though much depends on the trajectory of oil and pump prices, which remains highly
uncertain.
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Ringgit Corporate Bond
In Ringgit credit space, due to festive holiday season, daily turnover has reduced
substantially to RM438mil from RM650mil a month ago. Among the credit rating space, AArated credit saw the highest turnover – at 53.5%, followed by GG/AAA at 42.2%. The
remaining trades were single-A and unrated. UMW Holding’s new Sukuk issuance (5-year
and 7-year) were the most traded issuer in June with collective trading volume of
RM585mil. The 5- and 7-year Sukuk carry profit rate of 4.63% and 4.83% respectively, and
was subsequently traded down to 4.60% and 4.80%. YTL Power’s maiden 10-year Sukuk
continue to garner trading interest with yield traded down 2bps to 4.96%. The Sukuk was
originally priced at 5.05%. July 2017 is expected to be a busy month for credit as Lead
Arrangers are refreshing the pipeline with mostly project financing deals. Among them
there is expected to be one natural gas fire-powered plant deal in East Malaysia and two
solar-powered plant deals in Peninsular Malaysia. These Sukuk is expected to be rated at
AA3/- with maturity ranging to 15-years.
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Commodity Market
Brent & WTI out of OPEC’s comfort zone.

Source: Bloomberg.

Crude Oil: OPEC needs to do more if it wants
to remain credible.
Brent & WTI trends look bearish, having
crashed 22% from the year's highs. It simply
reflects a fickle, volatile sentiment this time:
the OPEC/non- OPEC cuts may be removing up
to 1.7m b/d from the market, but growth in
US, Libyan and Nigerian output is putting more
than 1.5m b/d back, leaving net reduction at
less than 200,000 b/d.
The numbers speak for themselves.
US oil production, at an average of 9.33m b/d
so far in June, is up about 845,000 b/d
compared to last October, the “baseline” or
starting point for OPEC in calculating the size
of OPEC/non-OPEC production cuts under the
deals of November 30 & December 10, 2016.
Libyan output, currently averaging about
885,000 b/d according to the National Oil
Company, is 357,000 b/d above last October’s
output. Nigerian output, which has climbed
with the reopening of the Forcados crude
export facilities in early June, is expected to
average around 1.93m b/d this month, about
315,000 b/d above last October. That amounts
to about 1.52m b/d of additional supply in the
market, against an estimated 1.6-1.7m b/d
being removed by the OPEC and non-OPEC
members restraining output.
What can be done?
To prop crude back into the $50-60 band, OPEC
needs to reduce the net supply by far more
than the currently estimated 100-200,000 b/d.
If the OPEC/non-OPEC adjustments are to
accommodate recent increases in Nigeria and
Libya, an additional 660,000 b/d of output will
have to be curbed.
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Commodity Market
Gold
Gold price before and since the first rate hike.

Gold Versus Fed Fund Rates

Gold Versus USD Index.

Gold: More than ever FED dependent
With Gold having traded in a tight range
for the last two months, the market
remains more focused than ever on the
FED policy and its impact for Gold.
After its rebound ahead of the June FED
meeting, Gold traded downward in the
aftermath of the meeting as the FED went
beyond some expectations by publishing
a plan to reduce its balance sheet.
For the medium-term, the Fed remains
the key risk and opportunity for Gold.
Raising rates despite low inflation, and
promising far more hikes to come, seems
bearish for Gold and in the short-term it
is. We believe the Fed will realise that it
cannot deliver – so rates will remain low –
or it makes a policy error and risks a
recession. Both scenarios mean higher
Gold prices in the medium-term.
The short-term environment for Gold
investment remains slightly negative in
the face of headwinds from stronger USD
and higher interest rates. However, if the
reflationary policy to be implemented in
the US by President Trump is successful,
this would inevitably create inflation
pressures that would be a major tailwind
for Gold.
On the other hand, if the US enters a
recession given higher interest rate costs,
the FED may be under pressure to move
again to a more accommodative speech,
meaning safe haven investments like Gold
would once again appear as a needed
insurance against any policy mistakes.
Finally, for those who see the US dollar as
an overcrowded trade, Gold remains a
sensible hedge against a reversal.
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