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•

JP Morgan Global Manufacturing PMI rebounded to expansionary territory at 52.3 for
the month of September after contracting for 5 consecutive months since February

•

US and Eurozone PMI remained in expansionary for September at 53.2 and 53.7
respectively. Meanwhile, Japan remained in contraction territory at 47.7
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•

US inflation recovered from 0.6% in June to 1.3% in August

•

US hourly wage growth declined slightly to 4.6% in September. Unemployment rate
saw improvement to 7.9% in September, down from 8.4% in August and 10.2% in July
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Economic Highlights
Global
Barclays Global-Aggregate Total Bond Return Index
vs G4 Central Bank balance sheet (% of GDP)
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•

Central governments around the globe have embarked on various measures to tackle
the Covid-19 situation, ranging across several rounds of monetary and fiscal policies

•

Liquidity expansion helped support the market and several companies that were
impacted during this period

•

Going forward, Central Banks are still considering the effect of Covid-19 and may look
to implement more measures wherever needed
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•

China’s official PMI PMI improved by 0.5pts to 51.5 in September from a month ago,
while Caixin is stable at to 53.0 in September compared to 53.1 in August

•

ASEAN’s manufacturing PMI remained in contraction territory in September at 48.3
amid the Covid-19 outbreak
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Equity Market
Global
Global equity markets retreated for the month of September, weighed down by building
risk factors across the globe. These include rising cases in Europe, a spike in hospitalizations
in Spain, new lockdown rules in UK and France, weaker PMIs across the globe, as well as US
political uncertainty. The global equity markets fell by 3.4% in September, bringing the year
to date return flat. No sector registered a positive return. Industrials (-0.9%), utilities (1.1%) and materials fell the least in the month of September. Energy was the worst
performing sector, as it fell -12.4% in the month. Within regions, Japan (+0.3%) registered
positive return in USD terms. US (-3.9%), Europe (-3.5%), UK (-5.1%) and Asia ex Japan (1.7%) positive negative return in USD terms.
US politics is coming in to focus as the election draws near, with current poll seeing support
for Biden (Figure 2-4). The death of Supreme Court Justice Ginsburg has introduced a huge
element of uncertainty and volatility into the situation. The most direct impact is likely to
be further delays in the stimulus package, as markets believe that it is unlikely for a deal to
come before the election, as the Republican-led Senate’s focus is to push through a
replacement for Justice Ginsburg. The US Senate passed a bipartisan spending bill that will
keep the government funded through December 11, averting a much-dreaded shutdown.
The House of Representatives already passed the stopgap measure by a 359-57 vote.
Separately, President Trump’s latest comments on the legitimacy of mail-in voting are not
new, but reinforces concerns about possible unrest after elections, with VIX futures remain
elevated into December.
The FOMC delivered no surprise (0.0-0.25%; USD 80 billion per month) and the overall
message remain dovish. The FOMC committee gave its first forward guidance by the new
principles agreed to at the end of its recent framework review (flexible average inflation
targeting). Under this new framework, the Fed will have much more discretion to allow
higher inflation and tighter labor markets, with an underlying message of lower for longer
rates. The BOJ adopted an inflation-overshoot strategy back in 2016. According to the
updated Summary of Economic Projections as the FOMC rolls forward the end of its
forecast horizon by one year to 2023, rates remain low at least until 2023.
Markets are digesting the rising infection rates across Europe. France and the UK are seeing
record daily infection rates, while the number of hospitalizations are increasing as well
(especially in Spain). The good news is that deaths are nowhere near the first wave of the
pandemic. The bad news is that limited lockdowns and self-imposed lockdowns will still
have a chilling effect on economic activity, and September flash PMIs across Europe are
already reflecting this. However, Europe successfully crushed the curve in the first wave and
we are confident that it can be done for this second wave, albeit at the cost of slower
growth in Q4. Indeed, business confidence in Italy saw a surprising strong reading,
reinforcing that it is dealing with the second wave far better than it dealt with the first. US
virus numbers are also rising again, but as the US has not crushed the “first” wave in the
first place and so the US is starting from an already weakened position. With stimulus
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running out, the US economy may underperform
in Q4.

Equity Market
The Bank of Japan left its policy settings unchanged but upgraded its economic assessment.
The bank said the economy "has started to pick up with economic activity resuming
gradually," though adding that conditions remain severe , compared to what it described as
“extremely severe” previously. Despite recognizing the recovery, it’s pretty clear that the
BOJ will keep on the current policy track until the 2% comes into sight. According to its July
forecasts, that target won’t be reached until well after FY2022 (where it sees inflation at
0.7%). The bank will release updated macro forecasts at the next meeting October 29. The
Liberal Democratic Party of Japan (LDP) held its presidential election on Monday to appoint
a successor to current LDP leader (and Prime Minister) Shinzo Abe, who announced on
August 28 that he will be stepping down due to deterioration in a pre-existing health
condition. Chief Cabinet Secretary Yoshihide Suga won the LDP’s leadership election and is
appointed as the Prime Minister during a special Diet session on September 16, with Mr.
Suga forming his own cabinet. This suggests continuity in Japan’s post-Abe politics. Less
uncertainty for asset prices given that the simulative fiscal and monetary policy will remain
intact. Incoming Prime Minister Suga will look to shore up his credentials with another
round of fiscal stimulus before year-end.
China left its Loan Prime Rates (LPR) unchanged, as markets expected. The 1-year rate
remains at 3.85% and the 5-year at 4.65%. They are likely to remain for some time with the
domestic economy still recovering at a good pace. A fallout in external demand might be
the key variable that could prompt further action. The main risks to external demand are
probably further economic restrictions from government reactions to a second virus wave,
and a potential escalation of the US-China trading conflict. Separately, FTSE Russell said it
would include China in its flagship World Government Bond Index (WGBI) from October
2021, with a 12-month staggered inclusion process. CGB is expected to eventually
constitute 5.7% of the benchmark. As of now, all three major Global Bond Indices have
announced their China inclusion, with Bloomberg-Barclays Global Aggregate Index and JP
Morgan GBI-EM’s phase-in last till November this year. Malaysia continues to be included in
the FTSE World Government Bond Index (WGBI), but will remain on the FTSE Russell Fixed
Income Watch List for a potential downgrade. “This follows recent initiatives by Bank
Negara Malaysia (BNM) to improve secondary market liquidity and to facilitate foreign
exchange (FX) transactions”, according to FTSE statement.
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Equity Market
Singapore
Singapore held its General Election on 10th July 2020 with the incumbent party, PAP
holding onto its supermajority seats at 61.2%. This election’s showing was weaker than
prior year’s elections as the opposition won 10 parliamentary seats and a reduced majority
vote compared to prior year of 69.9%
Singapore August home sales was 1227 units, 13.6% y/y which seem to benefit from pent
up demand. The strong sell through for Singapore property was evident in the HDB
upgraders. New launch, Penrose project reported 60% units sold was far better than market
expectations.
The Singapore government capped the extension of Option to Purchase (OTP) to 12 weeks
vs. the previous market practice of reissuing up to 18 months with effect from 28
September 2020. Previously, the government made special cases for buyers to extend OTP
to allow buyers sufficient time to dispose of their existing property.
Non-domestic oil exports (NODX) continued to expand in August, 7.7% y/y, supported by
both non-electronics and electronics.
On corporate news, SGX announced a formal agreement with India’s National Stock
Exchange to formalize key terms for operationalizing the NSE IFSC-SGX Connect. UOB
imposes a hiring freeze, pay and promotions until further notice
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Equity Market
China/Hong Kong
MSCI China declined 5.0% in September, underperforming EM and World by 2.0% and 1.1%.
Onshore equities also weakened with small-mid caps leading the correction. SHCOMP and
SZCOMP dropped 4.6% and 5.7%, respectively. Key drivers for the lagging performance of
China equities include: (i) Elevated US/China tensions, especially on the technology front.
Following China’s attempt to include broad policy support for third-generation
semiconductor in the 14th Five Year Plan, the US has announced to impose export control
over SMIC), which triggered waves of sell-offs, with the semiconductor index down by ~10%
this month. Moreover, Trump’s attempt to ban WeChat could raise concerns over
broadening sanctions as the US election nears. Escalating geopolitical tensions could
overshadow the domestic recovery theme in coming months. (ii) Stretched valuations
required risk rebalancing. Despite the external factor of US Tech correction, the MSCI China
P/E has already reached a multi-year high in August at ~15x and surpassed the 2015 peak
level. Sector-wise, YTD winners led the corrections, with IT, staples and healthcare falling 68% this month. Energy lost 10% given the slowing demand prospects and weakening oil
price (link). Nevertheless, ongoing positive developments, such as a domestic demand
recovery, CNY strength and the upcoming 14th Five Year Plan, should provide some support
for China equities.
The Hang Seng Index fell 6.8% m/m in September, highly dragged by HSBC (-11.8% m/m) on
news that it may be put on China’s Unreliable Entity List. MSCI Hong Kong was also down by
5.6% m/m and underperformed MSCI China (-2.9%) and the region (-2.5%). Macau casinos
led the decline, plunging 15.4% m/m on the back of the weaker-than-expected GGR
recovery, which fell 90% in September (consensus: -86%). The Property sector also
retreated, with weakness on the developers amid sluggish property prices (CCL -1.1% m/m).
With regards to the COVID-19 situation, the daily number of locally transmitted cases fell to
single digits throughout September. The Hong Kong SAR government has further relaxed
some of the social distancing measures, which include extending dine-in services to
midnight but the limit on public gatherings was kept at four people. Meanwhile, the
government announced the roll-out of the third round of anti-epidemic stimulus amounting
to HKD24bn.
August activity data confirms that the economy continued to recover through 3Q. The
momentum of industrial production appears to have stabilized, while the demand recovery
seems to be gradually broadening out to retail sales, manufacturing FAI and exports. More
recently, September NBS manufacturing PMI increased 0.5-pt to 51.5, mainly backed by the
export order component as global demand rebounded. Service PMI improved further, rising
0.7-pt to 55.9 in September, with the new orders component reaching a YTD high at 54.0.
HK trade activities stayed sluggish as the global economy remained weak. Total exports and
imports fell 2.3% oya and 5.7% oya, respectively, in August. Exports to Asia slowed as a
whole, with exports to China also turning weak and down by 1.4% oya. CPI remains in
deflation territory in August, falling 0.4% oya compared
to -2.3% oya in July.
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Equity Market
Indonesia
Positive sentiment continued in the first 2 months of 3Q20. Optimism on the economic
recovery around the world after months under lockdown or mobility restrictions
underlined market rally. Positive news on continuing stimulus and Covid-19 vaccine
development also supported the market globally. Oil price rose and reached around USD
45/bbl in August. Gold price reached all time high in July as UST 10y yield drops to all time
low after the Fed gave guidance that they would allow inflation to go well above 2% and
sustained before deciding to raise interest rate again. However, global market drop in
September, initiated by news that AstraZeneca Plc need to paused its coronavirus vaccine
test after a person participating in one of the company’s studies had a suspected adverse
reaction in UK. Therefore, after recorded positive MoM performance in July (+5%) and
August (+1.7%), JCI drop -7% MoM in September. Foreign investors recorded outflow of
USD 1.1 Bn in September. As a result, foreign participation still recorded negative flow of
USD 2.9 Bn YTD.
On domestic bond market, IndoGB was closed at positive territory in the July and August.
Bank of Indonesia finally participated on burden sharing arrangement to help the
government to fill deficit gap and took IDR 80.2 Tn of government securities through
private placement. In addition, BI’s policy to lower reserve requirement by 250 bps since
beginning of the year created strong liquidity in the banking sector. Near end of August,
concern on BI law revision created noise among bond investors. Nevertheless, IndoGB still
able to close month of September with relatively flat performance.
Move into 4Q20, we cautiously maintain our positive sentiment on the reopening of
economy. Investors will need to weighing effectiveness of the government’s policies to
navigate the economic recovery through continuing pandemic and budget deficit situation.
Investors also expect some signal of recovery showed in 3Q20 results in order to maintain
the positive sentiment. In our view, due to lack of catalyst, market will move mostly
sideways. Omnibus Law approval should have been one of the positive catalysts as it is pro
investment; however, wave of protests from labor unions and college students that are
currently taking place in many cities after it approved may add some volatility in the
market. In our view, market downside is limited but the volatility may persist in next couple
of weeks. The strong catalysts will be positive news on Covid-19 pandemic containment
and vaccine approval.
On bond market, we view that ample liquidity from domestic investor persist, indicated by
banks’ liquidity profile and higher demand for retail bond program, which attract more
than IDR 25 Tn for the latest SR013 issuance. At the same time, support from BI also strong.
However, we still hold cautious stand and closely monitor the development of pandemic
and macro environment.
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Equity Market
Malaysia
The FBM KLCI was stuck in range bound in the 3Q20 as profit-taking kicks in after a sharp
rebound in the FBMKLCI index from March low. The index has been trending down since
touched its high of 1,611.42 on 29 July 2020 due to the concerns over the sell off from
retail investors as the 6-month automatic loan moratorium will end by 30th September, the
escalation of tension between US and China as Trump administration keep on expanding
the number of blacklist sectors and companies and fear of the delay in the recovery in the
economy globally due to rising Covid-19 cases globally recently. Quarter-on-quarter, the
FBM KLCI added 3.85 points, or 0.26 percent to 1,504.82.
Malaysia economy was in technical recession after a moderate expansion in the first
quarter this year, the Malaysian economy posted the worst performance on record
following the implementation of three Movement Control Order (MCO) and Conditional
MCO phases to curb the spread of Covid-19. Real Gross Domestic Products (GDP) plunged
by 17.1% year on year (YoY) to RM289.56bn as compared with 0.7% YoY gain in 1Q20.
Consensus were looking at -10.9% YoY. It was also the steepest on record, even surpassing
the height of Asian Financial Crisis of -11.2% YoY in 4Q98. April was the peak of output loss
where most of the businesses were out of operations and consumers stayed home during
the full month of lockdown. Though most economic sectors were gradually allowed to
reopen since 4th May 2020, Malaysians were still under the Conditional MCO (CMCO) until
9 June 2020.
The conclusion of the 2Q20 corporate results ended in late August showed better results
than 1Q20 despite GDP went down to -17.1% a year ago. More companies are now
reporting profits better than equity market expectations.
At its second last MPC meeting this year, Bank Negara Malaysia kept the Overnight Policy
Rate (OPR) to 1.75%. Consensus were previously divided into camps in predicting the
decision. BNM maintained cautiously optimistic stance. Latest high frequency indicators
showed that labour market conditions, household spending and trade activity have
continued to improve, rebounding from the trough in April.
The government unveiled another economic stimulus package worth of RM10bn, aiming to
bolster the economic recovery amid the still on-going Covid-19. This would lead to a total
stimulus package of RM305bn or 20% of GDP
FBMKLCI Index is expected to consolidate in the short term pending 3Q20 corporate results
announcement from end of October, the extent of the absence in liquidity in local stock
market after the 6-month automatic loan moratorium end by 30th September, and the
tension between US and China as Trump administration keep on expanding the number of
blacklist sectors and companies which may prolong until the conclusion of US presidential
election in November 2020. In addition, investors are also waiting for US election results as
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this will have an impact on US’s foreign policies
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Credit Market
Global Bond Market
U.S. Treasuries and G10 Bonds
The Benchmark 10y US Treasury Bonds (“UST) was largely sidelined in the month of
September 2020, trading in a very tight range of less than 10bps, closing the month at
0.684%. On US economics, the Institute of Supply Management (“ISM”) Purchasers
Manufacturing Index for September 2020 sustained the expansionary mode with a 55.4
reading, though lower than expectations, is still sustaining the expansionary mode
following the 56 reading in August. 14 of 18 industries reported growth in September, down
from 15 in August, led by paper products, wood products, food and furniture. US Initial
jobless claims declined to 837k in the week ended September 26 from the previous week’s
number of 873k, while continuing claims also dropped in the week ended September 19,
though remained extremely elevated at 11.767 million. Non-farm Payrolls for September
2020 show a gain of just 661,000 jobs, lower than median expectations of a 890,000 gain.
However, September unemployment rate fell more than forecast, falling 0.5% to 7.9% YoY
though this was driven mainly by a sizeable drop in labour force participation following the
spike in August. Average Hourly earnings moderated to 4.7%YoY (+0.1% MoM).
The mid-September Federal Open Market Committee (“FOMC”) meeting saw all members
voting to keep policy rates unchanged at the current 0-0.25% range and largely reiterated
Chair Powell’s speech at the August Jackson Hole symposium that the Fed intends to target
average inflation of 2.0% in the long run, while allowing for a moderate overshoot. 2
members dissented on the majority policy action, with Robert Kaplan preferring that the
Committee retain greater policy rate flexibility even after the Fed’s target of maximum
employability and price stability, while Neel Kashkari, prefers that the Committee indicate
that it expects to maintain the current target range until core inflation has reached 2
percent on a sustained basis. All in all, we view this as dovish and rates to stay at the
current low range for a while.
At the end of September 2020 close, the benchmark 2-, 5-, 10-, 20- and 30-year UST were
last traded at 0.13% (August-2020: 0.13% unch), 0.28% (0.27%; +1), 0.68% (0.70%; -2bps),
1.22% (1.24%; -2bps) and 1.46% (1.47%; -1bps) respectively. US Treasuries closed relatively
unchanged month on month
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Credit Market
Ringgit Sovereign Bond
On the local rates, both Malaysia’s sovereign papers ie; Malaysia Government Securities
(“MGS”) and Government Investment Issues (“GII”) cruised the month with nervous
moment as yields seen higher with three of the auctions held during the month ended-up
with weak bid-to-cover (“BTC”) ratio of circa 1.5 times and lower. Bond market sentiment
has been weak since the no Overnight Policy Rate (“OPR”) cut decision By Bank Negara
Malaysia (“BNM”) on 10 September 2020. The weak sentiment has further been shown
from the subdued bid-to-cover (“BTC”) ratio during the month with curve steepened on
auction tails for the 30-year GII which garnered low BTC of 1.36 times, with successful
yields averaged 4.18% and ended high at around 4.35%. Looking ahead, curve steepening
pressure might prevail on supply dynamics point of view following additional MYR10 billion
fiscal stimulus from Bantuan Prihatin Nasional 2.0. With that, economists seen revising the
budget deficit forecast slightly up to circa -6.7% for 2020 and -6.0% for 2021 from -6.5% and
-5.9% respectively previously. Nonetheless, we remain opportunistic as the correction in
yields will attracts good entry level as policy remain far from tightening cycle.
On top of that, investors were also seen positioning defensively ahead of FTSE Russell
decision towards the end of the month. In its most recent September annual review, FTSE
Russell has maintained Malaysia in the World Government bond Index (“WGBI”) but
remaining on watch-list for possible exclusion from the index. Even with recent measures
placed by BNM to boost liquidity and accessibility in the Malaysia’s bond market, FTSE
Russell would likely want to see longer term impact of the measures before its next course
of action. We view this as positive development as it reflects the willingness of the index
provider to further evaluate potential positive impact on the measures implemented by
BNM. We expect lesser impact on local government space as investors weigh on attractive
safe-haven and risk-free yield-carry options compared to the low and to some extent
negative-yielding global debt rate.
Month-on-month, MGS space was bear-steepened with yields roughly being corrected
higher along the curve with exception of 20-year space that closed the month lower by 11
basis points (“bps”). Overall, the 3-, 5-, 7-, 10-, 15-, 20- and 30-year MGS closed the month
at 2.00% (Aug-2020: 1.83%), 2.24% (2.08%), 2.42% (2.30%), 2.65% (2.59%), 3.04% (3.08%),
3.37% (3.48%) and 3.84% (3.75%) respectively. On the other hand, action on the GII – the
Shariah compliant version of MGS, appeared to also been in a same trend of higher yields
during the month especially on the 30-year space that closed around 32 bps higher. At
month end, the 3-, 5-, 7-, 10-, 15-, 20- and 30-year GII were reported at 2.04% (Aug-2020:
1.84%), 2.22% (2.06%), 2.37% (2.35%), 2.64% (2.58%), 3.15% (3.14%), 3.57% (3.37%) and
4.05% (3.73%) respectively.
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Credit Market
On the local economic front, Malaysia’s Consumer Prices Index (“CPI”) report for August
2020 was still in deflationary mode at a lower rate of -1.4%, following a reading of -1.3% in
July 2020. CPI dropped for the sixth consecutive month in August 2020 since March 2020’s
0.2% decline. The decrease in the overall index was attributed to declines in transport (9.9%), housing, water, electricity, gas and other fuels (-3.0%), clothing and footwear (0.6%), and furnishing and household equipment (-0.1%) which overall contributed about
45.7% of overall weight in CPI basket. For now, headline CPI forecasted to be staying in
negative territory for the rest of the year and only rising through for the first half of 2021
on base effects. Currently the average year-to-date Brent oil price is still hovering about
USD46/barrel which is above the Government’s assumption for average oil price at around
USD35/barrel, indicated during the release of the previous stimulus package. To recap,
BNM’s inflation rate forecast remains at -1.5% to 0.5% for 2020 and see the inflation could
pick-up to 1.0% to 3.0% in 2021.
On the other note, Malaysia reported a narrower trade surplus of MYR13.2 billion in August
2020 as exports unexpectedly fell 2.9% year-over-year against +4.9% consensus and +3.1%
in July 2020, contrary to expectations for an increase, as shipments to key markets tumbled
and demand for manufacturing, agriculture and mining goods dropped. Imports fell for the
sixth straight month, at -6.5% though smaller than -8.7% in August 2020. The drop in
exports number for the period was mainly contributed by worse off performance in LNG
exports (-49.1%), manufactured goods of metals (-30.8%) and petroleum products (-15.9%).
We expect Malaysia's exports to continue to struggle for the rest of the year given
slowdown in overall global growth though seem to pick-up recently by the improvement in
key indicator numbers.

9

Credit Market
Ringgit Corporate Bond
In the Malaysian Ringgit corporate bond/sukuk space, overall monthly trading volumes in
secondary market space was lower on the back of pent-up demand to raise funds in
primary issuances as lower cost of funding after consecutive OPR cut attracts corporates to
tap in the market. Investors remained side-lined in the secondary market space to
participate for noticeable upcoming primary issuances for better yield enhancement amidst
at low interest rate environment. We believe that investors are still skewed to prefer
selective credit and trades done have been mainly concentrated on higher graded credit
especially in GG and AAA segment. Additionally, we noticed improvement in trading
volume towards the AA space suggested that investors are starting to switch for a higher
yielded asset for portfolio’s yield preservation. Overall, secondary corporates trading
volume recorded MYR9.91 billion, slightly down if compared to MYR10.91 billion recorded
in previous month. The average daily volume recorded approximately around MYR472
million in September 2020, compared to MYR496 average daily volume recorded in
corresponding month. In summary, during the month, a combination of Government
Guaranteed (“GG”) and AAA space top the transaction activities at 66% followed by AA
space by 28% and single-A or lower by 6%.
Within the Government Guaranteed (“GG”)/AAA space, Danainfra Nasional Berhad top the
transaction volume with over MYR900 million recorded across the tenors which saw the
yield closed on average by 9 bps higher month-over-month. Prasarana Malaysia Berhad
recorded the second highest transaction volume in GG category with over MYR600 million
changing hands across the tenors. On average, the yields closed by an average 11 bps
higher compared to the prior month. In AAA space, Sarawak Energy Berhad successfully
garnered secondary market interest with over MYR700 million transaction volumes for an
average moved of 9 bps higher with longer tenor impacted more by 16 bps higher during
the period. Elsewhere in AA-rated space, Lebuhraya DUKE Sdn Berhad top the trading
activities with MYR300 million transacted with unchanged yield movement compared to
last month. In A-rated space, UMW Holdings Berhad attracted some MYR130 million
transaction activity for both its senior and perpetual issuances. The yields transacted lower
by an average 7 bps during the month.
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Credit Market
Outlook & Strategy
For the global strategy this year, we retain our view that global growth will be severely
impacted largely due to the COVID-19 pandemic, with inflation to remain largely depressed
throughout 2020. Monetary policy is likely to remain accommodative across both
Developed Market and Emerging Market economies in the near to medium term. IMF
expects global growth to fall 4.9% in 2020, 1.9ppts below their initial April projection as the
recovery is projected to be more gradual than previously forecast. Global growth for 2021
is also revised down by 0.4ppts to 5.4%. The focus for policymakers has shifted from
targeted emergency support to broader demand-boosting stimulus. This could help the
economy cope with pressures from a still-struggling private sector and limp domestic
demand. How far it will fall, and for how long, is difficult to predict, and would depend on
the pandemic, but also on the timeliness and effectiveness of government actions. The
different stages of outbreak in the globe means external demand may remain a
considerable drag until most countries are out of the lockdowns. Increasing political risks
ahead of US election and US-China tensions remain wildcards. Global markets continue to
witness volatility with heightened geopolitical tensions while monitoring how re-opening
unfolds. Countries that have the most stringent policies also experienced the largest
declines in their PMIs pointing to the need to balance “lives” vs “livelihood” of individuals
and businesses. Within developed markets, we continue to like the US relatively as it has
more policy space versus other developed markets. We like Asia ex-Japan on prospects of
growth uptick and within which, we favour China. China is in the early stage of restarting
the economy and has more policy space to revive activity, but we will remain cautious due
to the recent US-China tensions. The broader focus will be more on income preservation in
light of lower global rates for longer as global economies begin the move toward sporadic
and hopefully sustained recovery from the devastating effects of COVID-19 on the
economy.
Domestically in Malaysian fixed income, at the recent BNM Monetary Policy Meeting
(“MPC”) on 10th September 2020, BNM kept its overnight policy rate unchanged at a
record low of 1.75%, ending its streak of four straight easing decisions as the reopening of
economy shows sign of recovery. Nevertheless, BNM in a statement noted that the pace of
recovery will be uneven across sectors where economic activity in some industries
remaining below pre-pandemic levels on top of slower improvement in the labour market.
The central bank’s statement suggested that the door remains open for easing in the future
if necessary. As of now, BNM believe that previous cuts were enough to support domestic
growth and could wait to gauge on incoming risks to the growth outlook. Overall, BNM
policymakers were angled towards a balanced stance in its latest MPC statement as it
remained wary of the Covid-19 fallout though acknowledging recent signs of improvements
on the growth side. To recap, BNM’s real GDP forecast for 2020 is revised to -3.5% to -5.5%
from -2% to 0.5% previously set in April 2020.
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Credit Market
For 2021, BNM expects the economy to bounce back with real GDP growth of between
5.5% to 8.0%. In term of inflation trajectory, BNM forecasted it to be muted this year with
average headline inflation to be negative on account of substantially lower global oil prices.
On official forecast, BNM has guided that inflation to be around -1.5% to +0.5% in 2020.
That said, given the lower inflation trajectory amid a weaker growth backdrop, we opine
that even easing cycle might enter it tail end, it is still far for BNM as well as other central
bankers to embark on tightening cycle thus will leave the interest rate low for longer at this
juncture.
We are still maintaining our expectation that the local government space to stay supported
on widening yield differential versus the UST. We opine that investing in MYR bonds is
attractive from a real yield perspective given the benign outlook on growth and moderate
inflation prospects globally. With subdued inflation which will likely be in negative territory
in 2020, we view it will further boost the attractiveness of MYR bond market, thus keeping
real yields attractive. On top of that, with The Fed pledging for interest rates to remain
unchanged at current level at least until 2022, we see the increase of attractiveness
towards emerging market yields which are still decent compared to develop nation.
Therefore, the prospect of lower global interest rates for longer also may increase the
appeal for yield hunting strategies which may potentially see foreign inflows. Nevertheless,
we will continue to monitor the market situation given cautious investors’ sentiment due to
higher supply going forward in both government securities and corporate space as well as
heightened policy and political uncertainty domestically. We remain constructive on the
local bond market as the current macro backdrop continues to provide support for fixed
income investments. With these views, we remain positioned to capture opportunities to
actively trade in the government securities space as volatility is expected to present value
from a risk-reward perspective especially on recent yields’ correction which deemed
healthy and more attractive compared to couple of months before. In the corporate space,
we will remain selectively invested for portfolio yield preservation, amidst historical low
yield environment. While cognizant of higher supply of bond issuances ahead, we are
holding on towards our higher yielding bonds for income accrual of the portfolio going
forward. 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 with; focusing those that has higher secondary trading prospects and relatively
liquid potentials to enable the portfolio to remain flexible as we navigate challenging
market times.
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Commodity Market
Oil
Brent ($/bbl)

Source: Bloomberg. 7 October 2020

Oil prices were unexciting in 3Q20 after staging a strong recovery. In the early part of the
quarter, oil prices were supported by demand recovery as economies gradually opens up and
transportation demand returns while supply remains stable as the US oil rig count was largely
unchanged. In the month of September, oil prices once again was unexciting and closed
slightly lower for the period. Earlier in the month, oil prices came off amid the general sell-off
throughout the markets and the US dollar strengthened. Although prices were supported in
the mid-week on higher-than-expected drawdown of inventory, the positive news were
quickly dissipated by the supply concerns across various nations which could potentially cap
the upside potential of oil prices. Higher Russian oil production above quota in September
2020 stoked concerns about ongoing OPEC+ cut compliance and Libya’s crude oil production
soared during the period. Positively, US oil balances continue to tighten and oil rig counts
remain stable.
Despite the headwinds of higher production coming through and still challenging year-end
demand outlook, prices have continued to grind higher as the world recovers from the
pandemic and the rising likelihood of widely availability vaccines. Going into 4Q20, the market
continue to expect higher drawdown of oil, which will help support oil prices. OPEC will meet
again in November, but till then production compliance remains a concern. In the longer run,
oil prices will continue to trend higher as current oil price levels still remain unsustainable for
some of the oil companies in terms of average marginal cost. However, the shift towards
renewables may eventually cap some of the upside of oil prices going forward.
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Commodity Market
Gold

Source: Bloomberg. 7 October 2020

Over the last few months, concerns of a contested US election in November have led to
meaningful de-grossing from investors causing some of the most popular trades to come
under pressure (growth equities and gold lower). While this is an important risk, it perhaps
isn’t as worrying over the medium-term as the slowdown in global growth’s recovery
momentum. The FOMC committee indicated that it expects to keep rates near zero until the
labour market has reached full employment and inflation has risen to 2.0% and appears likely
to moderately overshoot. A low-interest environment is likely to sustain, as the Fed's dot plot
shows median rate projections at zero through 2023.. This environment will lend support to
gold prices.
Copper

Source: Bloomberg. 7 October 2020

Despite the global economic downturn presenting the most challenging demand environment
in over a decade, copper prices have staged a remarkable recovery since March. We expect
prices to continue to recover towards $7000/t over the medium to long term, with demand
set to benefit from growth in electric vehicles and mine supply facing a number of challenges.
In addition, a rising cost curve as well as minimal threats from alternatives will also continue
to support copper prices. Refined copper import remained elevated on strategic stock
building in China.
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Disclosure & Disclaimer
This update has been prepared by RHB Asset Management Sdn Bhd (“RHBAM”) and is solely for your information only. It may
not be copied, published, circulated, reproduced or distributed in whole or part to any person without the prior written consent
of RHBAM. In preparing this update, RHBAM has relied upon and assumed the accuracy and completeness of all information
available from public sources or which was otherwise reviewed by RHBAM. Accordingly, whilst we have taken all reasonable
care to ensure that the information contained in this update is not untrue or misleading at the time of publication, we cannot
guarantee its accuracy or completeness and make no representation or warranty (whether expressed or implied) and accept no
responsibility or liability for its accuracy or completeness. You should not act on the information contained in this update
without first independently verifying its contents.
Any opinion, management forecast or estimate contained in this update is based on information available as the date of this
update and are subject to change without notice. It does not constitute an offer or solicitation to deal in units of any RHBAM
fund and does not have regard to the specific investment objectives, financial situation or the particular needs of any specific
person who may receive this. Investors may wish to seek advice from a financial adviser/unit trust consultant before purchasing
units of any funds. In the event that the investor chooses not to seek advice from a financial adviser/unit trust consultant, he
should consider whether the fund in question is suitable for him. Past performance of the fund or the manager, and any
economic and market trends or forecast, are not necessarily indicative of the future or likely performance of the fund or the
manager. The value of units in the fund, and the income accruing to the units, if any, from the fund, may fall as well as rise.
Investors are advised to read and understand the contents of the relevant Prospectus / Master Prospectus / Information
Memorandum / Replacement Master Prospectus and its relevant supplemental prospectuses (if any) for the Funds, all of which
have been registered with the Securities Commission Malaysia before investing in any Fund. Copies of the Prospectuses are
available at all authorized distributors of RHBAM. Any issue of units to which the Prospectuses relate to will only be made on
receipt of an application form referred to in and accompanying copy of the Prospectuses. If in any doubt, consult your banker,
lawyer, stockbroker or an independent financial adviser. Investors should consider the fees and charges involved. Past
performance is not necessary indicative of future performance. Investors should note that prices of units and income
distributions payable, if any, may go down, as well as up.
RHBAM wishes to highlight the specific risks and other general risks are elaborated in the Prospectus / Master Prospectus /
Information Memorandum.
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