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•

JP Morgan Global Manufacturing PMI remained in contraction territory and recorded
a reading of 49.3 in September. The average reading for 2Q19 of 49.3 is also a steep
decline from 50.6 in 1Q19.

•

In 3Q, we continue to see a softer PMI in the US, and Europe and Japan remained in
the contraction territory.

US
Labor Market remained strong
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•

Recent inflation remained benign amid slowing economic growth, with CPI remaining
at a low 1.7%.

•

The US Fed conducted a second rate cut in September as uncertainty “continues to
weigh” on the growth outlook.

•

Market has priced in a 64.7% possibility of a third rate cut at the Fed’s October
meeting
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Economic Highlights
Global
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•

G4 central banks have supplied a dramatic amount of liquidity since the GFC but has
begun to taper off going into 2019.

•

Main asset classes appear to have benefitted from the liquidity expansion resultantly.

•

Going forward, the FOMC announced intention to purchase T-bills at least into 2Q20 in
order to supply reserves, but yet highlighting that it is not Quantitative Easing.

China

ASEAN
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•

China’s Caixin and official PMIs improved in September, reaching 51.4 and 49.8
respectively.

•

ASEAN’s manufacturing PMI remained in contraction territory for Q3 2019 on the back
of widespread trade tensions and slowing manufacturing activities recorded.
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Equity Market
Global
The month of September saw equity markets rebound by 1.9% after the 2.6% decline
recorded last month. Within sectors, financial (4.5%) and energy (4.3%) outperformed while
healthcare fell (-0.3%). The world’s largest petroleum processing facility in Saudi Arabia was
attacked by drone strikes on 14 September, which resulted in oil prices skyrocketing as
there were fears that there were major disruptions in the oil supply chain. However, at the
time of writing, nearly half of the output capacity has returned and full capacity would
resume in November. Within regions, Japan was the top performer (3.2%) followed by
Europe (2.6%), while US (1.6%) and Asia ex-Japan (1.4%) underperformed.
For the second time this year, the US Federal Reserve lowered the target range for its key
interest rate by 25bps to 1.75% - 2.00% during the September FOMC meeting citing current
global economic conditions and muted domestic inflationary pressures. However, just like
the previous meeting, Fed chairman Jerome Powell and the board were once again
noncommittal on further cuts in the future. The decision over the current rate cuts indicate
that there is a divide amongst officials, as seven of the ten voted in favour of a 25bps rate
cut, while two opposed the move and one argued for a larger 50bps cut. The committee
was also unusually split in Dots plot, with just seven of the 17 participants wanting another
rate cut by the end of the year. This suggests that most Fed officials still expect a rebound in
economic growth for the remainder of the year and that the underlying health of the US
economy remains positive – a claim justified by the uptick in projections for economic
growth, where the Fed increased growth expectations for 2019 to 2.2% (up from the 2.1%
projected in June). While the dots plot does suggest a more hawkish tone to the market,
Chairman Powell comments sounded more neutral rather than explicitly hawkish. The Fed
Funds futures market is pricing in a 71.5% chance of an interest rate cut in the 11th
December meeting at the time of writing. Nonetheless, the committee voted unanimously
to lower the interest rate paid on required and excess reserve balances (IOER) by 30bps to
1.8% (20 bps below the top of the target range for the federal funds rate) is intended to
foster trading in the federal funds market at rates well within the FOMC's target range. Fed
also lowered its overnight facility for reverse repo by 30bos to 1.7%. The interest rate cut
would help to mitigate some of the recent concern on the interbank funding. In addition,
Fed will conduct series of overnight and term repurchase agreement operations till 10th
October to help in the funding markets through the quarter-end.
The first tranche of the USD 300 billion’s 15% tariffs (USD 110 billion) kicked in on 1
September, and the second of the USD 300 billion is slated to kick in on 15 December. But
before that, the 25% imposed on the existing USD250 billion of Chinese goods will be
ratcheted up to 30%, effective 15 October, a delay from 1 October on good gestures from
President Trump as China celebrate its 70th Anniversary. All eyes are on the high level trade
talk between US and China in the week of 7 October.
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Equity Market
The European Central Bank announced new rounds of stimulus measures designed to boost
a slowing Eurozone economy, which include cutting interest rates deeper into negative
territory, net purchases of government and corporate debt, as well as support for struggling
banks. By restarting the quantitative easing program, departing ECB President has set a
footing for his successor Christine Lagarde, who will take over the position as the next
president of the ECB on 1 November. Lagarde, the former managing director of the IMF, is
unlikely to steer the ECB’s path away from its current direction. While global central banks
are getting more accommodative, there are more talks of having fiscal support to create
sustained upside and the market has been more interested in potential higher fiscal
spending out of Europe and out of Germany in particular. The German economy contracted
0.1% in second quarter amid weaker exports.
The UK. government said it will send the EU a new negotiating proposal this week, but a
senior EU official suggested Britain will have little chance of leaving the bloc by 31 October
if the deal Boris Johnson proposes is substantially different from the one obtained by
Theresa May. Labour leader Jeremy Corbyn said his party wouldn't seek a no-confidence
vote in the government until after a no-deal divorce is off the table.
In Japan, the consumption tax will be raised to 10% from 8% on 1 October, but tax on food
produce would remain at 8% - outside of food consumed in restaurants and alcohol. While
holding on at its September policy meeting, Governor Kuroda hinted that the Bank of Japan
could cut rates in October. In a speech shortly after the September BoJ meeting, Governor
Kuroda stated that the BoJ had become keener to ease. He also stressed than any easing
would be designed to push down short- and medium-term rates, but the BoJ would adjust
its bond-buying operation to prevent “excessive” declines in long-end yields.
In the month of September, activity data remains soft and manufacturers are reluctant to
invest, but the increase in infrastructure is starting (just) to become visible in FAI data.
PBOC has cut RRR and we see further cut. Pork prices are still rising, as public dissatisfaction
is increasing. On top of tapping on its strategic pork reserves, China has announced that it
would not impose additional tariffs on US pork in the run-up to October trade talks, as US
exports of meat to China hit a 8-year high.
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Equity Market
Singapore
Singapore’s 2019 GDP forecast was narrowed to 1.5-2.5% from 1.5-3.5% previously. The
reduction was due to the less supportive global backdrop weighing on an outward-oriented
sectors, electronics and precision engineering. External sources of inflation looks to be
benign in 2019 with MAS/MTI maintaining a 2019 headline forecast of 0.5-1.5% and core
inflation near the mid point of 1-2%. MAS expects domestic sources of inflation to increase
along with a pickup in domestic demand and faster wage growth.
In July, Singapore index was weighed down by poor performance from Banks. Hong Kong
related stocks such as Hong Kong Land, Jardine Matheson, Jardine Strategic , Hutchison Port
were also negatively affected by the prolonged protests taking place in the city. Yangzijiang
also fell drastically on news that its chairman, Mr Liu, was on leave as part of a corruption
investigation. Furthermore, on the macro side, the Ministry of Trade and Industry
downgraded 2019 GDP forecast again from 1.5 - 2.5% to 0 - 1%. NODX forecast was also
revised lower to -9 to-8% from -2% to 0%.
Singapore’s August NODX was -8.9% year-on-year, marking a slight rebound from July’s 11.4% reading. MAS core inflation eased 0.8% in July, down from 1.2% in June. The official
2019 growth forecast has been revised down to 0 - 1% year-on-year, where the previous
range was between 1.5% - 2.5%. The Jardine group of companies continue to remain under
pressure as no end is in sight for the Hong Kong protests. The Singapore government has
also enhanced housing grants for first time buyers with an income ceiling of SGD12,000 to
SGD14,000, while grants for executive condominium will be raised from SGD14,000 to
SGD16,000. The last time this took place was four years ago.
Going forward, we continue to like REITs in a declining interest rate environment and the
search for yields. We believe that REITs will benefit from further interest rate cuts in the US
and the lowering of the SGD NEER band. We also like selected property developers on the
back of potential revaluation gains and strong demand seen in the new launches. We are
also well-positioned in selected industrials name on renewed orders coming through. We
remained neutral on the telecommunication space amid the ongoing structural challenges
faced by the players, but like their steady dividend policies.
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Equity Market
China/Hong Kong
Hong Kong and China delivered a mixed performance in September, with both positive and
negative developments during the month (MSCI China Index –0.2%, Hang Seng Index
+1.4%). On the positive side, we saw a slight turnaround in US-China trade negotiations as
both sides are set to resume high level negotiations in the week of 7 October. China has
also increased soybean purchases from US farmers in a gesture of goodwill, and the US has
postponed its scheduled tariff hike by 15 days out of respect for the 70th Anniversary of the
People’s Republic of China. On global monetary policy, as anticipated by the market, the US
Federal Reserve cut benchmark interest rates by 25bps. The People’s Bank of China also
announced RRR cuts of 50bps in mid-September, with an additional 100bps cut
implemented in two phases during the fourth quarter as the Central Bank attempts to
stabilize the economic slowdown. However, on the flip side, we do not see any easing in
tensions domestically, in which the level of violence of Hong Kong’s street protests
continued to escalate. On the macro front, China’s official NBS Manufacturing PMI
increased to 49.8, up 0.3pts month-on-month – slightly beating market expectations.
Sector wise, semi-conductors, mobile hardware and household electronics outperformed
the market. On the opposite end, drug manufacturers and distributors, education and
retail/hotel sectors underperformed due to policy headwinds.
We think the market will stay event driven and range bound in near term, although we
remain bullish towards China in a longer horizon. First, China and the US relations are
fluctuating unpredictably with rounds of negotiation. Furthermore, we are seeing more
weakness in China’s economy but a more supportive stance from the central government.
Last but not least, the increased weighting inclusion of A-share into international indices
continues to provide favorable fund flows. Valuation wise, the market is now trading close
to its long-term average level again after recent corrections. We strongly believe sector
rotation and stock pick will be the key to achieve outperformance down the road.
At sector level, we still favor insurers and brokers mainly because of their strong A-share
exposure and correlation. In longer runs, we have not changed our positive views on
technology and consumption sectors. We believe their secular growth story is still very
much intact, while business is picking up momentum recently. Margins may also have
upside on stringent cost control. We think these trends will continue to strengthen and
remain to be the key themes going forwards.
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Equity Market
Indonesia
3Q19 was the most challenging quarter for equity market this year. After flattish in July, JCI
drop for two consecutive months, closed at 6,169.10 at end of September. Higher-thanexpected excise tax increase for cigarette and concern on lower-than-expected growth rate
are the main reasons for the decline. Massive outflow that happened in August and
September resulted net foreign outflow of USD 31 Mn or IDR 442 Bn since beginning of this
year..
Bond market, on the opposite, continue to stay strong. Boosted by BI rate cut in three
consecutive months, bond market consistently recorded positive return. Foreign support
remain solid, with net inflow of almost IDR 20 Tn in September, boosted up total inflow in
bond market to IDR 136 Tn since beginning of this year.
USD/IDR remain stable, mostly moving at range of IDR 14,000 to IDR 14,200/USD,
strengthened 1.4% YTD.
Move into 4Q19, we see investors will continue to positioning more on rate-cut play and
flow-driven game, which will benefit property and constructions, consumer and telco
sectors. Despite three rate cuts in 3Q19, we see another cut is likely to be decide by BI in
4Q19.
Nonetheless, investor confidence need to be fueled by good 3Q19 results, better macro
figures, more clarity on President Jokowi cabinet members and less noise from political side
in order to support equity market in 4Q19. More clarity on trade war dispute between the
US and China will also support equity market from the global side.
On bond market, we are still maintaining our positive view on Indonesia local currency
bond, supported by easing monetary policy trend, attractive bonds valuation compared to
other EMs and wide yield spread, benign inflation and lower government bond supply in
the final quarter of this year following front load strategy.
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Equity Market
Malaysia
Asian market equities were down as US-China trade tensions escalated and concerns over
global growth continued to mount. The quarter was marked by a continued slowdown in
the global economic data. In the third quarter besides external factors mentioned above,
negative domestic news also contributed to the weak market performance.
Investors were wary on the possible removal of Malaysia from the FTSE Russell World
Government Bond Index (WGBI) and disappointing second quarter corporate earnings.
However, Malaysia remains on the World Government Bond Index (WGBI following FTSE
Russell’s annual review on 27 September 2019, but the global index provider kept Malaysia
on its watch list until next review in March 2020. Malaysia has been on the watch list since
April 2019.
Despite having introduced several initiatives and changes to boost market accessibility and
liquidity, Malaysia is still at risk of being excluded from the WGBI if its market accessibility
level is downgraded from the current ‘2’ rating.
Malaysia currently prohibits offshore ringgit trading both on the NDF market and for
futures trading, a consequence of the 1997-1999 Asian Financial Crisis as authorities moved
to contain speculation and capital outflows in the domestic financial markets.
Earlier in August 2019, Bank Negara Malaysia (BNM) announced further liberalisation of its
foreign-exchange (forex) administration policy, alongside other initiatives to boost market
access, on the looming risk of Malaysia being dropped from the WGBI.
The market volume is getting smaller which may indicate that most of the investors who
want to exit the market may already done so. We are of the view that the FBMKLCI index
downside is limited but the market lacks positive earnings catalysts. We are NEUTRAL on
the market for now and would remain highly invested. Due to lack of positive catalysts the
strategy will still be focusing on companies with strong balance sheet and cash flow and
companies with good dividend yield and selective exporters companies as we reckon MYR
will follow the weak RMB. MYR follows closely RMB as China is one of the country’s major
trading partners.

The index is at 1 standard deviation below the mean or trading at 15.6x 12-month forward
earnings. The index is trading at the lower band of the PER chart. The downside will be at
15x PER which is translated into index of 1500 or at 2 standard deviation below the mean.
The upside to the FBMKLCI has now been revised downwards from 1,670 previously to
1,650 after further earnings downgrade. However, the index might be capped at 1,600 or at
the mean for now.
9

Equity Market
The just announced 2020 Budget fails to excite the market much but in our opinion it will
help corporate profits to recover in 2020. Improvement in corporate earnings is important
to chart the next direction of the FBMKLCI index as we do not expect expansion in price
earnings ratio multiple.
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Credit Market
Global Bond Market
U.S. Treasuries and G10 Bonds
US Treasury (“UST”) 10-year yields started out the month of September 2019 pensively at
1.496% before proceeding to sell off higher throughout the month, reaching 1.89% in midSeptember, prior to closing the month at 1.66% as market found short term relief in what
was perceived as a thawing in US China Trade Tensions as US President Donald Trump
announced on 10 September that he would be open to an interim trade deal with China
whereby administration officials were discussing internally on offering a limited trade
agreement to China that includes delaying and even rolling back certain US tariffs in
exchange for Chinese commitments on intellectual property and increased agricultural
purchases. The latest round of positive development were in addition to Trump delaying
the next tariff hike from 1 October to 15 October out of respect for China’s National Day
and China announcing that it would exempt US drugs and other goods from its initial tariff
list.
In terms of supply, the UST issued a total of $1,039 bio, across bills and 2y, 3y, 5y, 7y, 10y
and 30y bonds in the month of September 2019 with supply distribution still mainly skewed
in the front end bills of 1 to 6 month tenor.
September saw some sharp spikes in repo rates, due largely to banks holding more
collateral and less reserves. The recent spike in Secured Overnight Financing Rate (“SOFR”)
and Effective Federal Funds Rate (“EFFR”) surprised many regarding the magnitude of the
impact, originating on September 16 due to corporate tax payments and UST settlements
happening on that same date. As the Fed started the process of the balance sheet
normalization from the end of 2017, the market has been receiving more GC collateral
while reserves (liquidity to fund such collateral) declined over time
On US economics, the Institute of Supply Management (“ISM”) Manufacturing Index for
September 2019 was softer and fell further into contractionary territory at 47.8, due to
contracting demand (seen since July) likely premised on poor global trade. This was the 2nd
consecutive month of contraction and lowest reading in a decade. Nonfarm Payrolls (“NFP”)
in the United States released for August 2019 showed 130k new jobs created, lower than
market expectations following a 164k gain in July. Average Hourly Earnings for August
increased by 3.2% YoY (+0.4%MoM), above consensus estimates. Unemployment Rate
registered at 3.7%YoY for August 2019. On inflation, the United States Personal
Consumption Expenditure (“PCE”), the Fed’s preferred measure of inflation, rose slightly
higher to 1.80% YoY for August 2019 compared to 1.6% YoY in July 2019, however still
below the Fed’s 2% target. US July 2019 trade deficit (exp. $53.4 Bio) was within
expectations, reducing slightly to $54Bio.
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Credit Market
The Federal Reserve in the September FOMC cut rates as expected by 25bps, though the
statement and accompanying press conference was fairly hawkish, with upbeat language
describing the current state of the economy. There were 3 dissenters, with 2 asking for no
change and one participant calling for a 50bp rate cut. The dot plot now reflects stable
rates through 2020, only 7 members want more cuts this year (out of 15, ie not majority),
which suggests one and done. Market participants on the other hand are pricing in a 63.5%
chance of another Fed rate cut by the end of 2019 (with just 2 more meetings to go).
At the end of September 2019 close, the benchmark 2-, 5-, 10- and 30-year UST were last
traded at 1.62% (July-2019: 1.50% +12bps), 1.54% (1.39%; +15bps), 1.66% (1.49%; +17bps)
and 2.11% (1.96%; +15bps) respectively.

Ringgit Sovereign Bond
Malaysian Ringgit (“MYR”) appreciated slightly against the United States Dollar (“USD”),
USDMYR rallied from 4.2203 at the start of the month to close the end of the month of
September at 4.1877, and representing a +0.43% total spot return. This was mainly due to
correction of USD strength seen last August.
On the local rates, both Malaysia’s sovereign papers ie; Malaysia Government Securities
(“MGS”) and Government Investment Issues (“GII”) curve bear-steepened during the
month as UST-led bond rout that saw developed-market bond yields broadly higher
impacted local sentiment at the time when yields were generally lower and warrant
cautiousness among the local investors. The sharp correction in UST probably prompted
some local investors to lock-in their year-to-date gains given the event risk from FTSERussell’s decision on Malaysia’s status in World Government Bond Index (“WGBI”) towards
the end of the month. Local government traded weaker as investors prefer to stay on the
sidelines. Approaching the event risk, liquidity was thin and eventually resulted in lower
bid-to-cover ratio of government auction in 7-year space ie MGS 7/26 which weighted on
weaker market sentiment locally. The MGS and GII curve were sold off 15 bps to 30 bps
higher at one point but yields have since retraced partially lower as some were probably
attracted to buy on the cheapened levels.
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Credit Market
On the much awaited announcement of watchlist results by FTSE-Russell on 26 September
2019, the index provider has revealed that Malaysia’s position on WGBI remains at least for
the next review in March 2020. The MYR open stronger versus USD in early trading while
the 10-year benchmark as well as off-the runs saw higher prices, suggesting markets
welcomed the news positively. The market accessibility measures will remain under
assessment by FTSE-Russell for review by March 2020 but the fact that Malaysia was
maintained in the index suggests that the steps taken are in the right direction. Additional
time to address FTSE-Russell concerns and the likelihood of further proactive measures by
BNM would bode well for Malaysian financial markets. Alongside the quarter-end
rebalancing and positioning, the curves continued to remain supported and erased some
losses occurred during the month. Month-on-month, the MGS yields seen supported up to
the belly of the curve and softer at the longer tenor by up to 5 basis points (“bps”). The 3-,
5-, 7-, 10-, 15-, 20- and 30-year MGS closed the month at 3.11% (August-2019: 3.15%),
3.23% (3.23%), 3.33% (3.28%), 3.36% (3.32%), 3.54% (3.48%), 3.57% (3.56%) and 3.89%
(3.78%) respectively. On the other hand, action on the GII – the Shariah compliant version
of MGS also mirroring the yield movement of MGS with the 15-year sell-off by 15 bps
during the period. The outperformer being the 5-year GII which rallied 3 bps compared to
previous month’s closed. At month end, the 3-, 5-, 7-, 10-, 15-, 20- and 30-year GII were
reported at 3.12% (August-2019: 3.13%), 3.22% (3.25%), 3.37% (3.31%), 3.39% (3.35%),
3.64% (3.51%), 3.71% (3.62%) and 3.85% (3.84%) respectively.
On the local economic front, Malaysia’s Consumer Prices Index (“CPI”) for August 2019
released at a slightly higher figure of +1.5% YoY compared with prior month’s reading of
1.4% YoY but was in line with consensus expectation. The transport index fell 2.1% as lower
RON97 petrol prices deepened the decline in fuel and lubricants sub-index. Despite higher
oil prices recently due to the supply shock in Saudi Arabia from the drone attack, average
RON97 petrol price from 1st to 27th September 2019 remained lower compared to a year
ago. Accordingly, economists expect inflation to inch up gradually towards year-end as the
favorable low base effects should fully fade by September 2019. Forecasted 2019 inflation
to be around 1.0% to 1.4% is in line with Bank Negara Malaysia (“BNM”) projection of 0.7%
to 1.7%. The downside risk to the forecasted inflation number is if the targeted fuel subsidy
(with price caps on RON95 lifted concurrently) could be delayed. In the scenario where the
RON95 prices remain to be capped at RM2.08/liter through 2019, full year inflation could
instead come in closer to 0.8% to 1% accordingly.
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Credit Market
In other economic data, the Producer Price Index (“PPI”), a key barometer of corporate
profitability, dropped 1.9% in August 2019 bringing the average first eight months of 2019
to around -1.9% year-on-year. The latest data reflects a deflationary environment for eight
consecutive months. Price pressures are weak overall even with pockets of strength from
finished goods. Details showed that factory gate prices remained weak in the
manufacturing, mining and agricultural sectors. Manufacturing price fell by 1.0% in August
2019 and in deflationary for 20 straight months. Meanwhile both mining and agriculture
prices fell 10.9% and 0.9% respectively. At this point, the key risk according to some
economists is not inflation, but more to dis-inflation. Hence, it allows room for BNM to ease
its monetary policy in a move to support growth.

Ringgit Corporate Bond
In the Malaysian Ringgit corporate bond/sukuk space, overall monthly trading volume
remain supported as investors were skewed towards profit taking and switching to the
upcoming primary issuances for absolute yield preservation. Overall trading volume
recorded MYR10.05 billion, slightly lower compared to MYR11.20 billion recorded in
previous month as investors prefer to stay sidelined ahead of FTSE-Russell decision. The
average daily volume closed higher at approximately MYR558 million in August 2019,
compared to MYR509 average daily volume recorded in corresponding month. Overall
during the month, a combination of Government Guaranteed (“GG”) and AAA space top
the transaction activities at 49% followed by AA space by 48% and single-A or lower by 3%.
Within the Government Guaranteed (“GG”)/AAA space, Danainfra Nasional Berhad top the
transaction volume with MYR1.49 billion recorded across the tenors which saw the yield
closed more than 10 bps higher month-over-month especially on the longer-tenor maturity.
Perbadanan Tabung Pendidikan Tinggi Nasional (“PTPTN) recorded the second highest
transaction volume in GG category with MYR500 million changing hands across the tenors.
On average, the yield closed 8 bps to 10 bps upwards compared to the prior month. In AAA
space, Pengurusan Air SPV Berhad (“PASB”) successfully garnered secondary market
interest with MYR440 million transactions during the month for an average moved of 7 bps
higher. Elsewhere in AA-rated space, Edra Energy top the trading activities with MYR265
million transacted across the tenor with yield adjusted higher especially in the 2034
maturity. In A-rated space, Bank Islam Malaysia Berhad (“BMMB”) Sukuk attracted some
MYR80 million transaction activity during the month. The yields transacted tighter by 6 bps.
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In the primary issuance space, total issuances in August 2019 have been encouraging as
issuers tapped the market at a low financing rate, raising a total issue size of MYR13.2
billion compared to MYR4.15 billion size issued in previous month. Danainfra Nasional
Berhad raised MYR2.5 billion for the Pan Borneo Highway project in multiple tranches of 7year (MYR250 million/3.34%), 10-year (MYR400 million/3.47%), 15-year (MYR350
million/3.62%), 20-year (MYR400 million/3.69%), 25-year (MYR500 million/3.80%), 30-year
(MYR600 million/3.90%) at spreads of 10 bps to 18 bps over the equivalent tenor MGS.
Kuala Lumpur Kepong Berhad (“KLK”) which currently rated AA1 gathered strong interest
on its two-tranche deal. KLK upsized its issuance of 10-year and 15-year to MYR2 billion
from MYR1.5 billion expected at a final yield of 3.75% and 3.95% respectively. In the single
A category, WCT Berhad raised MYR620 million for its Perpetual Sukuk Musharakah
Programme. The two-tranche deal closed at 5.80% yield for its non-callable 5-year and at
6.00% yield for its non-callable 7-year.

Outlook & Strategy
The rally we saw in US Treasury bonds throughout the year due to headlines ongoing trade
tensions swinging back and forth caused some volatility in yields whereby there were 1015bps intraday moves. The bigger picture remains that there are no clear cut near term
resolutions, in addition to the Brexit negotiations with EU and overall poor global growth
readings.
Draghi delivered on QE expectations on his penultimate ECB policy meeting. The package
consisted of a 10bps rate cut, tiering of bank’s excess liquidity which won’t be subject to
negative rates, open ended QE with a start of EUR20bn monthly asset purchases. Rates
won’t be raised until inflation is “robustly” in line with its goal of just under 2%. TLTRO here
to stay as expected and lengthening to 3yrs from 2yrs.
The Chinese Yuan (CNY) closed little changed from a month ago at 7.1483 as of September
2019 end, right before the markets closed for the weeklong national day celebrations. The
trade surplus narrowed to USD 34.8bn in August, as exports unexpectedly contracted
mainly on sales to the US. Exports decreased -1% YoY in August (Est +2.2%) while imports
declined 5.6% YoY. Trade surplus with the US was $26.95bio in August. China
Manufacturing for August remained weak at 49.8, the 5th consecutive month of below 50
readings. 2nd Quarter 2019 GDP came out at 6.2%YoY, non-seasonally adjusted, slightly
lower than the 1st Quarter 2018 GDP at 6.4%YoY.
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For the global strategy this year, we expect a decline in overall global growth. The positive
US economic growth momentum we witnessed in 2018 is showing signs of wear year to
date. US Treasury yields have reversed their upward trajectory in 2018 and yields seem to
continue their rally, as the Fed’s dovish pivot in the last FOMC of 2018, continued dovish
rhetoric and escalating US China trade tensions has led the market to not only price out any
probability of a further rate hike in 2019, but rate cuts instead. The FOMC median dot plots
were revised downward post March meeting and the June FOMC meeting saw the removal
of the word “patient” from the statement, signalling readiness to cut if economic outlook
doesn’t improve soon. The ECB had also delayed their policy rate hike initially planned for
“as early as the second half of 2019”, downgraded their growth projections for the region
and launched QE instead. Trade tensions between the U.S., China and the rest of the world
are likely to drag on throughout 2019 and 2020, as Trump heats up the pressure in the lead
up to his 2020 re-election campaign
Any major risk off events could potentially lead to ‘flight to quality’ trades that benefit U.S.
Treasuries, leading to even lower US yields and overall lower corporate bond prices as
investors search for yield. Risk off events could be triggered by either possible contagion
effects from emerging market countries, worsening trade tensions between the US and
China and/or Mexico, Europe and Japan. A key risk factor for fixed income currently is a
sooner than expected successful trade deal and/or rollback of tariffs which market will
interpret positively, and given major central banks on an easing path it may spur a "risk on"
sentiment in the global markets and a sell-off in UST yields.
Domestically, Bank Negara Malaysia (“BNM”) at their September 2019 Monetary Policy
Meeting (“MPC”) has maintained Overnight Policy Rate (“OPR”) at 3.00%. The decision was
expected by 16 out of 24 economists surveyed by Bloomberg. The MPC considered that the
current monetary policy stance remains “accommodative and supportive of economic
activity”. The statement was seen as neutral by the market and failed to reignite market
momentum ahead of FTSE-Russell event risk at the end of the month. The statement was
also silent on the 2020 outlook which is expected to be announced during the 11th Budget
in October 2019. Having cut pre-emptively in May 2019 to insure against downside risks for
2019, the MPC may have judged it could afford to wait for more domestic macro data to
unveil. Nevertheless, policymakers’ conviction over baseline GDP forecasts of 4.3% to 4.8%
for 2019 might have reduced a notch as the downside risks to GDP from further escalation
of trade war (estimated to be around 0.1% in 2019 and likely larger in 2020) and higher
financial volatility that will lead to tighter financial conditions could suggest a further OPR
adjustment is needed in this cycle. With headline inflation also expected to be broadly
stable for the year (averaging 0.7% to 1.7%), the hurdle for BNM to ease could nonetheless
be lower. Given BNM’s pre-emptive behaviour, it is therefore possible for BNM to ease as a
means to purchase growth insurance against downside risks to 2020 outlook.
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Credit Market
In the local fixed income market, the decision by FTSE-Russell to maintain Malaysia in the
WGBI was perceived positively and market initially opened to a relief rally. There is still a
chance of Malaysia’s small weight of 0.39% to be tweaked lower as other markets may be
added. In the event if Malaysia is excluded from the index, we foresee it to be manageable
with a view that the outflows will be staggered over time and thus would have a limited
impact on yields, which will find greater direction from the global decline in rates at this
low yield environment and easing cycle from global central bankers. With a rising share of
negative-yielding markets (closed to USD17 trillion), alpha seeking investors may further
find attractiveness in positive carry-trade theme in local bond market. In the primary
issuance space, we have noted more issuers are attracted to issue bonds to lock in medium
to longer term funding as the rates becoming more attractive and this may gradually
turning more balanced to the domestic supply and demand dynamic. In the government
space, we expect the supply dynamic to continue to be supportive towards the rest of 2019
as incoming maturities of MGS and GII at about MYR36.9 billion will result in negative net
issuance in that universe. Therefore, we remain positioned to capture any opportunities in
the corporate space where yield premium is compensated and actively searching for
opportunities to trades in government securities space as volatility is expected to surface
due to the uncertainty at the time where tightening pricing could turn less favourable in
term of risk-reward perspective. In summary, we will maintain our active management
strategy where we will be deploying cash into undervalued government bonds and
selective credits where we are comfortable at with higher secondary trading prospect and
liquidity potential for the flexibility of the portfolios.
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Commodity Market
Oil
Brent ($/bbl)

Source: Bloomberg. 15 October 2019

Oil prices surged in the event of the 14th September drone attack on a Saudi Arabia Abqaiq
and Khurais oil facilities, removing about c.5% (~5.7mbpd) of global total oil supply. While
countries continue to pinpoint the blame, geopolitical concerns and huge supply fears led to
the rally. However, oil prices then fell as quickly as it has rose when Saudi Arabia announced
that about half of the disrupted production has been restored and it can temporarily tap on
its crude oil reserves to meet all commitments to its customers. Oil prices then eased back to
the price level at the start of the month as Saudi output appears to have normalized by a
combination of repairing the damaged production and processing facilities, as well as
increasing production in other oilfields going into October. Similarly, oil stock share prices rose
post the drone strikes before retreating downwards towards the end of the month

On the supply front, declining production growth in U.S. shale, transitory barrels off the
market from Venezuela and Libya, and ongoing US sanctions on Iran and Venezuela continue
to be supportive of oil prices. However, with the Saudi Arabia’s oil facilities almost restored to
pre-attack levels, global oil markets are expected to remain oversupplied through 2020.
Nonetheless, the OPEC will continue to comply with their agreement to cut production and
has extended the agreement through March 2020. All eyes remain on the next OPEC meeting
to be held on 5 December 2019. With still a lackluster global demand for oil as forecasted by
the various entities including IEA, and an oversupply situation, we expect oil prices to likely
remain range-bound going forward.
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Commodity Market
Gold

Source: Bloomberg. 15 October 2019

Gold began 4Q19 on the back foot, trending lower through 2H September following a
hawkish 25 bps Fed cut amid strong USD headwinds. On the flipside, the notable weak
manufacturing and services ISM data show that the slowdown in global trade is starting to
bite the US economy and we believe this will support the gold inflows and subsequently
prices. Price looks stretched but investors and governments will likely buy into the dips amid
the concerns flagged earlier. The rolling over of leading US activity indicators and global
growth downgrades will reduce risk appetite, put rich equity valuations and tight credit
spreads at risk and strongly position gold as a good portfolio hedge.
Copper

Source: Bloomberg. 15 October 2019

In line with poor activity data in China and deepening industrial recessions in several large
economies, physical metals demand has weakened further. In addition to cyclical factors,
China’s copper demand has been restrained by poor performance in the grid, property and
transportation sectors. We expect to see grid investment picking up strongly, but the impact
on demand may not be felt before 1Q20. As a result, copper’s demand may contract this year
before rebounding slightly in 2020. However, given that we may see a contraction on the
supply side, the S/D dynamics should favor prices given that market will more likely to be in a
deficit.
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