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Economic Highlights
Global PMI
JP Morgan Global Manufacturing PMI

North Asian New Export Orders PMIs
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•

JP Morgan Global Manufacturing PMI rose from 52.8 to 54.5 in 2017

•

In Asia, new export orders are up in Taiwan, Japan and Korea. Flat in China.
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•

Core CPI rose 0.30 in Dec, the highest levels since Jan ’17.

•

The US Fed raised its interest rate by 25 bps to 1.5% in Dec.

•

Strong inflation figures increases the likelihood of further rate hikes by the Fed.
Further rate increases or strengthening of the USD will be negative for Asian Equities
and Financial Institutions.
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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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•

G4 central banks have supplied a dramatic amount of liquidity since the GFC,
continuously increasing in % of GDP terms.

•

Main asset classes appear to have benefitted from the liquidity expansion supplied by
the central banks.

•

As central banks start to tighten policy, markets are set to face strong headwinds.

China
China PMIs (Caixin)

Change in PMI (YoY)
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•

China’s Caixin PMI increased to 51.5 (Dec) from 50.8 (Nov) suggesting strengthening in
the SME sector.

•

US ISM is elevated and has historically been a contrarian indicator at these levels.
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Equity Market
Global
2017 was a great year for equity investors, with all of the major indices providing positive
returns when cast in both local currency and US dollar terms. The S&P500 chalked in
+21.8%, but fell behind most other indices when taking into account the depreciation of the
US dollar. Indeed, European bourses performed well, with the Italian FTSE MIB (+31.1%)
playing catch-up after deep losses in 2016. The German DAX30 (+26%) and the French
CAC40 (+26.6%) also posted strong gains.
2017 was full of political noise, but ultimately, investors held their nerves and continued to
push risk assets higher. 2016 had ended with a relief rally in equities which delivered a
respectable year in the end, but this was thanks to the electoral victory of Donal Trump,
and the anticipation that he would deliver significant market-friendly fiscal stimulus. Of
course, Trump’s approach to politics brought concerns too, ranging from the deportation of
illegal migrants to potential trade wars. These concerns have not gone away, but investors
appear to have focused on the potential gains for corporate profits.
As 2018 begins, the activity picture remains strong. Business is confident and leading
indicators signal robust growth ahead. IMF and economists upgraded global growth
forecasts towards the end of 2017, but activity since then has proved to be even stronger
than expected. Retail sales in the US have been very firm following a buoyant Black Friday
and Cyber Monday. The Atlanta Federal Reserve estimate that US GDP is on track for 2.8%
growth in the final quarter of 2017.
Business confidence in Germany is close to all time highs according to the Ifo institute
survey and Japanese Tankan surveys is strong. The picture is less robust in the emerging
markets where China’s growth is moderate rather than booming, but overall the
synchronised global recovery lives on. One of the key elements of the upswing is the revival
in capital investment which is expected to continue judging from orders data in the US,
Germany and Japan.
The risk that we foresee are where earnings fall short of expectations and valuation are not
cheap. First, growth expectations are higher than a year ago. At that time the consensus for
global GDP growth in the year ahead was 2.8%. Today the equivalent figure is 3.2%. Clearly
the hurdle for markets to be positively surprised is higher. Second, unlike in 2017, stronger
growth is more likely to be accompanied by higher inflation and higher interest rates. As
growth and inflation rise, the environment will become more reflationary and central banks
will be keen to withdraw stimulus.
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Equity Market
Interest rate increases are not necessarily bad for risk assets if they are accompanied by
stronger growth, as in 2017. Further rate rises in the US will continue the process of
normalising real rates and markets may well take them in their stride.

Malaysia
In Asia, rising commodities prices are also good for countries like Indonesia and Malaysia. In
Malaysia, we expect the general elections to be held soon between March to May 2018 (i.e.
after festive holidays CNY and before Ramadan fasting month). In view of this, political
stocks may stole the lime light in the 1Q2018. While the Malaysian market was among the
worst performing emerging markets last year in 2017, it is worth pointing out that there
have been a series of positive developments lately that would increase investors’
sentiments. Positive developments worth highlighting are currency strengthening with a
favourable outlook and 3Q17 GDP beat street estimates again. Commodities prices in
particular oil prices have recovered and stabilized above USD60 per barrel. We remain
invested in the equity market to take advantage of the strong macroeconomic numbers
which will eventually translate into better consumption demand. We do not expect any
drastic sell down in the market given that current valuation are not that expensive. A strong
macro print, and gradual appreciation of the MYR will likely sustain foreign inflows into
equities.

Singapore
The Singapore equity market (FTSE Straits Times index) returned -0.7% in December.
Singapore’s Non-oil domestic exports (NODX) rose 9.1% y-o-y, from 20.5% in the previous
month. This was driven by 10.6% expansion in the non-electronics sector with strong
growth in non-monetary gold, specialized machinery and primary chemical. Electronics
shipments expanded at 5.2% and may continue at a more moderate pace as a result of high
base and peaking inventory build-up in China. Inflation expanded 0.6% y-o-y with core
inflation up 1.5% y-o-y.
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North Asia
Global equities ended mixed in December. Developed market equities ended higher, led by
the rally in the US as investors cheered the passing of the US tax reform. Although the US
long-end treasury yield spiked after the tax reform, investors still welcomed the Fed’s
dovish tone on interest rate outlook, which underpinned investment sentiment in equities.
ASEAN equities, being the laggards throughout the year, posted a relief rally in December.
On the other hand, Greater China equities suffered from profit taking and easing macro
data.
China equities fell amidst volatility in December. With less southbound fund inflow, the
market showed healthy sector rotation. Investors took profit on pricey new-economy
sectors, such as tech hardware and internets. Old economy sectors remained relatively
resilient. At the Central Economics Work Conference (CEWC) concluded on mid-December,
China’s top leadership confirmed the continuation of prudent and neutral monetary policy
and proactive policy in 2018. Such policy tone had been widely expected which posted
neutral impact on the equity market. On the macro side, economic data showed a mixed
signal. Manufacturing Purchasing Managers' Index (PMI) picked up to 51.8 in November,
reaching its second-highest level in 2017. The output and new orders sub-indices led the
increase, going up to 54.3 and 53.6 respectively, indicating domestic manufacturing activity
remained strong. In contrast, industrial profit growth continued to moderate in November,
falling to 14.9% year-on-year from 25.1% in October.
We hold our long-term positive view over China equities. Our view built on plenty liquidity
and strong earnings growth prospects remains unchanged. However, as discussed in the
preceding commentary notes, higher degree of market volatility has really kicked in, and we
expect such volatility to extend into the first quarter next year. We still believe earlier
clampdown of shadow banking by the central government is only an ongoing deleverage
measure, but it would keep restraining the southbound fund flow in the near term. We
maintain our positive view over old economy names such as financial sector in view of the
improvement in loan asset quality, better new business value margins and still
undemanding valuation. The basic material and machinery sectors, in the longer term, will
continue to benefit from ongoing supply-side reforms, while near term pressure would be
derived from the weaker fixed asset investment data. For the new economy sector like
internet, earnings growth outlook remains brisk while valuation still looks demanding. We
therefore only suggest bargain hunting and selection of high-quality, industry leader names
that could enjoy multiple years of earnings growth.
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Indonesia
The Jakarta Composite Index (JCI) experienced a late surge in December 2017 and
delivered 7.7% return through 4Q 2017. Equity market performance was dominated by the
financials sector as had been the case during the whole of 2017. Indonesia’s 3Q 2017
headline GDP growth was only 5.06%, showing no improvement compared to the prior
four quarters and is not expected to materially improve in 4Q 2017. In 2018, the current
Jokowi administration will complete its 4th year and will want to show the positive results
of its economic transformation programme. Economic growth is expected to accelerate to
5.3% as the government delivers policies to support real incomes, some infrastructure
projects particularly toll roads near completion, and private sector and foreign direct
investments accelerate. This inflection point for the economy is crucial.
Bank Indonesia (“BI”) kept its policy rate on hold at 4.25% throughout 4Q 2017, viewing
the policy rate as sufficient and reflecting favourable factors: 1) inflation is expected within
its target 3%-4% range through 2018 and 2019; 2) current account deficit remains below
3% of GDP; and 3) risks from US FOMC rate hikes and balance sheet normalisation have
been accounted for. We do not expect any changes in BI’s policy rate in 2018 and risks are
slightly skewed towards policy tightening because of factors driving a rise in inflation and
imports.
For the Indonesian equity market, we expect earnings growth in 2018 to be primarily
contributed by banks and consumer sectors where we are overweight. Tactically, we also
expect earnings upgrades from coal mining and heavy equipment sectors as spot coal price
remains elevated above US$ 100/MT at the start of 2018. Three sectors with less
demanding valuations and where we advocate selective exposure are construction,
property and telecommunications.
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Credit Market
Global Bond Market
U.S. Treasuries
US Treasury (“UST”) yields flattened with the longest 30y UST rallying 9bps from the
previous month’s close as outcomes from the Federal Open Market Committee (FOMC)
meeting were appropriately interpreted by the market as a dovish-hike. At close, the 2-, 5-,
10- and 30-year UST were last traded at 1.883% (November-2017: 1.782%), 2.206%
(2.138%), 2.405% (2.410%) and 2.739% (2.827%) respectively.
The latest data from the Institute for Supply Management’s Manufacturing PMI in the US
edged lower to 58.2 in November of 2017 from 58.7 in October and below market
expectations of 58.4. However, the underlying details were stronger with both new orders
and production showing better figures while employment fell only marginally from 59.8 in
previous month to 59.7 in November. On the other note, Industrial production in the
United States was slightly short of consensus, recording 0.2% in November against an
expected 0.3%. The already strong October number has been revised upward to 1.2% from
0.9%, which offset the lower number printed in November. During the past 12 months,
total industrial production increased 3.4% partly due to energy prices that climbed to levels
that are encouraging more production. Manufacturers are also showing signs of strength
after a period of slowdown from two years ago when falling energy prices hurt orders and
the strengthening dollar made US exports less competitive. Nonfarm Payrolls in the United
States grew by 228,000 in November, above consensus of 195,000 but relatively lower
compared to 252,000 recorded in October. Goods producing categories were especially
strong with mining, construction and manufacturing all showing solid progress. The
unemployment rate remained at a low 4.1% as expected but the closely watched wage data
fell short of expectations. The wage growth rose just 0.2% for the month and 2.5% on an
annualized basis, compared to estimates of 0.3% and 2.7%. The report neatly summarized
the data flow for this year which showed solid growth in economic activities, while the tight
labor market did not seem to push for higher inflation impact. At the December 13th
Federal Open Market Committee (FOMC) meeting, the Federal Reserve increased its federal
funds rate by 25 basis points to a range of 1.25%-1.50% as widely expected. It was the final
meeting chaired by Janet Yellen as she will be replaced by Jerome Powell. The most
important takeaway was that despite the inclusion of fiscal stimulus, the median dot plots
for 2018 continue to indicate three rate hikes and did not lead to a steeper path of hikes, a
sign that the tax legislation moving through Congress would have a modest and possibly
fleeting effect.
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This has been interpreted by the market as dovish as it is now unclear on what is the nearterm catalyst for Fed officials to revise up their rate hike path. Despite a weak core inflation
reading, Chair Yellen continues to emphasize the transitory nature of the undershoot
inflation figure.

Ringgit Sovereign Bond
USDMYR has continued to strengthen towards the end of Dec and there were several
reasons to it. One of the reasons was BNM to potentially hike interest rates in 2018 on the
back of solid Gross Domestic Product (“GDP”) numbers shown in 2017 and at the same time
the USD has also lost its luster towards the end of 2017 when US Congress passed and
adopted the new tax reform. It was expected that there will be more supply of US Treasuries
to hit market in 2018 and that would not bode well to the USD in a short term basis. In
summary, the Malaysia Government Securities (“MGS”) yield curve flattened but this was
more apparent on the longer end. A rundown of the month-end’s close were as follows: 3-,
5-, 7-, 10-, 15-, 20- and 30-year MGS were reported at 3.338% (November-2017: 3.406%),
3.531% (3.626%), 3.876% (3.907%), 3.905% (3.890%), 4.401% (4.441%), 4.580% (4.600%)
and 4.850% (4.893%) respectively. Contrast to MGS curve movement, Government
Investment Issues (“GII”) – Shariah compliant version of MGS, which exhibited negative
butterfly twist (i.e. short- and long-end yield curve tightened while intermediate yield curve
widened). The 3-, 5-, 7-, 10-, 15-, 20- and 30-year GII were reported at 3.469% (November2017: 3.462%), 3.791% (3.885%), 4.097% (4.050%), 4.187% (4.272%), 4.683% (4.680%),
4.771% (4.836%) and 4.945% (4.981%) respectively.
On the local economic front, Malaysia’s November 2017 Consumer Prices Index (“CPI”) rose
3.4% from a year ago as expected by the consensus due to higher transport and food costs.
Based on seasonally adjusted terms, the overall CPI for November increased 0.7% as
compared to October and core inflation rose 2.2% compared to a year ago. The Statistics
Department said among the major groups which recorded increases in November were the
indices for transport (+10.8%), food and non-alcoholic beverages (+4.0%), restaurants and
hotels (+2.8%), household equipment (+2.5%), health (+2.2%) and housing, water, electricity,
gas and other fuels (+2.2%). The average price of one liter of RON95 petrol was RM2.30 in
November 2017 compared to RM1.95 a year ago. As for RON97, the average price increased
to RM2.59 in November 2017 from RM2.30 a year ago. Nevertheless, the reading bias
skewed towards tighter monetary conditions.
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That said, the government has mooted the idea of mitigating the impact of higher crude oil
prices should the prices of RON95 rise beyond RM2.50/liter for consecutive three months.
If this is implemented, it would suggest some insulation of headline inflation from increases
in global fuel prices.

Ringgit Corporate Bond
On Ringgit corporate bonds, average daily volume continues to be lower ahead of the
illiquid December month due to the festive seasons. Average daily volume recorded
RM325mil in December compared to a slightly higher volume of RM369mil recorded in
November with most activities concentrated on AA space, which printed about 62%
transacted volume followed by GG/AAA space of 31% and single-A or lower by 7.7%.
Within GG/AAA, the notable transaction was seen in Danainfra 2039 which traded 10bps
lower month-over-month with 100mil changing hands. Cagamas 2020 traded RM190mil
with yield unchanged at 4.04%. Long-dated Tenaga bond (2037 maturity) collected
RM35mil trades with yield tightened 10bps to 5.08%. On AA rated, YTL Power 2027 traded
as much as RM300mil with yield moving up 2bps to 4.89% while the newly issued Gamuda
2022 traded 7bps down to 4.73% with volume of RM55mil.

Outlook & Strategy
Some of the most significant recent developments in the global economy are the broader
higher growth, steady inflation and the rising Advanced Economy (“AE”) policy rates. We
continue to expect global economic outlook to be largely characterized by these recent
developments as the synchronization of global economic growth appears to be somewhat
evidenced in recent major economy’s data and activities.
Global nominal GDP growth picked up quite sharply in 2017. However, going forward we
expect global nominal GDP growth moderate, although a significant slowdown is not
expected. This is likely due to higher base effects and efforts by central banks to raise policy
rates, which could trigger a slowdown in global growth as markets adjust to major
tightening in financial conditions. With subdued inflation despite robust growth recently,
financial imbalances appear to be building.
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In 2018, expectations are for the handful of AE central banks to continue on a tightening
path (US, UK, Canada, Australia and New Zealand), while global central bank purchases are
expected to fall from $180bil per month to roughly zero by end-2018. The Fed’s balance
sheet reduction should ramp up by end-2018 as planned to USD50bil per month. Risk free
asset supply will no doubt increase, but not to a level that will derail the real economy
recovery. Nevertheless, risk free asset corrections could still trigger or cause a global
slowdown if the “forward guidance message” from central banks are significantly detached
from the market participants.
Mirroring global growth trends, Malaysia’s growth data has continuously surprised on the
upside in 2017 with the recent 3rd Quarter GDP recorded 6.2%, the fastest quarterly growth
since 2nd Quarter of 2014. Headline inflation is expected to be at the upper end of the
forecast range of 3.5%-4.0% in 2017. Moving into 2018, headline inflation is projected to
moderate at about 2.5%-3.5% on expectation of smaller effect from global cost factors.
Nonetheless, from the mid-point of 3% inflation forecast in 2018, Bank Negara Malaysia
(“BNM”) hawkish stand recently will bring the real interest rates back into positive territory.
We therefore expect BNM to hike 25bps in 2018 but further tightening in policy rates will
broadly depend on incoming data as well as trajectory of global monetary conditions. In
terms of strategy, we are neutral on the duration with mildly bullish expectations that local
demand dynamics will tend to be more constructive in the first quarter. As for the
allocation, we overweight credit over government bonds for yield pick-up while
strategically taking opportunity on the re-pricing rewards of government bonds.
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Commodity Market
Oil
WTI ($/bbl)

US Oil Inventory (‘000 barrels)

Source: Bloomberg. January, 2018.

Source: Bloomberg. January, 2018.

WTI crude traded at an average of US$61.30 in 4Q17 and US$64.07 in Dec 2017. Near-term
sentiment remains bullish, supported by risk-on sentiments, strong global macroeconomic
data and
a drawdown
in US
inventory.
the medium term, we expect prices to be supported
Base
Metals:
Copper and
Steel
surveysInpoints
by the weakening
production Chinese
cuts leddemand
by OPEC and Russia, along with consistent Chinese demand.
toward
OPEC’s compliance aside, we should also be mindful of the increase in US shale production
as prices inch upwards.
Steel

Long steel price rally was supported mainly by ongoing seasonal supply cuts enforced in
China, amounting to about 150mil tons of excess and/or illegal steel capacity nationwide. The
World Steel Association estimates overall demand for the commodity will increase 1.6 per
cent to 1.65bn tonnes next year, down from an underlying growth rate of 2.8 per cent in 2017.
On the back of an expected structural slowdown in steel demand we think that steel price
rally may take a breather comes 2018.
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Copper

The International Copper Study Group expects world apparent refined copper demand to
increase by around 2% in 2017 and 2018. China is expected to drive half of the global
consumption growth over the next five years. Electric vehicles could also drive demand, using
substantial amounts of copper for its lithium-ion batteries and rotary motors. Compared to
some other base metals, copper prices are more driven by global economic fundamentals
rather than trading sentiment. Provided that global growth keeps up the pace of recovery,
copper prices should be sustained at current levels if not higher.
Aluminium

Rusal, Russia’s top aluminium producer, expects world (ex-China) aluminium demand to rise
by 4.3% to 29.5 million tonnes. China’s aluminium consumption is expected to continue to
outpace its real GDP growth in 2018. We believe the aluminium price rally has been driven by
China’s seasonal production cuts and crackdown on illegal capacity. We see a risk of the bull
run on aluminium prices losing steam in 2018, once domestic aluminium producers in China
install more cost efficient and “environmentally friendlier” smelters, which would be more
compliant with Beijing’s standards.
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