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Economic Highlights
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•

JP Morgan Global Manufacturing PMI declined from 54.5 in Dec to 54.4 in Mar 2018.
Whilst the orders are still expanding, the pace is weakening across the board.

•

In Asia, new export orders are trending down in Taiwan, Japan and Korea, but
increasing in China.
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•

Core CPI continues to remain in positive territory. The US Fed raised its interest rate
by 25 bps to 1.5% - 1.75% in March.

•

Leading indicators are still supportive of continued economic expansion, albeit the
pace of growth may be slightly slower than seen in 2017. Sentiment has been slightly
volatile, reflecting topical issues such as geopolitical tensions or trade dispute.

•

The stable and firm recovery in the employment market has increased the likelihood
of further rate hikes by the Fed. Market is looking at Fed fund rates peaking beyond
3% in 2019.
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Economic Highlights
Global
Barclays Global-Aggregate Total Bond Return Index
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•

Europe and Japan are expected to reduce the global liquidity levels from H2 2018,
given a broadening of macro growth in these countries.

•

As central banks start to tighten policy, markets are set to face stronger headwinds. We
expect a reining in of the PE ratings and expectations of corporate earnings.

China
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•

China’s Caixin PMI was flattish at 51.0 in Mar compared to 51.5 in Dec 2017, suggesting
a continued expansion in the SME sector.

•

US Markit index continues to trend upward in 1Q18, lending credence to continued
growth in the economy.
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2018

Equity Market
Global
Global markets started Q2 2018 on a wobbly footing whilst incoming global growth data
has been mixed. Continuing pressure on US Technology stocks and lingering concerns over
US-China Trade issues have led to a whip saw in US Treasury yields and putting
commodities under pressure.
Leading indicators such as purchasing managers’ index released in March showed that
global activity is receding slightly, albeit still in an expansionary mode. Peak optimism for
the global business cycle may have passed. However, we continue to expect global growth
of 3.4% yoy in 2018 and 2019, given the steady global inflation and moderate monetary
policies in the Asian markets. The initial signs from Japan’s spring wage negotiations
suggests limited increases in wage growth. We expect BOJ and ECB to remain cautious in
reining in the liquidity, whilst the Fed is expected to normalize interest rates and balance
sheets in a steady manner. The overall monetary policy tone is decidedly mild.
This is reflected in the decline in the long term interest rates and financial market volatility
from the recent highs in February. The renewed flattening of the Treasury yield curve is
suggesting a near term stability in the DXY. Over in Asia, inflation data has remained benign.
March inflation data from Thailand and Korea have been below expectations. The six
consecutive months of soft CPI data in Thailand suggests that the bank of Thailand may
adopt a less hawkish stance going forward. In Korea, headline CPI was generally lower than
market expectations. The Bank of Korea’s governor highlighted that falling growth potential
has limited his ability to hike rates much.

We remain broadly positive in 2018 growth and inflation outlook. In the near term, we see
increasing downside risks from growing geopolitical risk and the increasing importance of
the weak dollar to global and EM growth. A return to a dollar strength may upset the
financial market balance but this is not our base case given a global growth that is teetering
on a slowing growth trajectory and a relatively mild inflation outlook.
Within equity, we prefer EM equities and Japan on the basis of cheap valuation and
expectations of continued dollar weakness. Volatility could throw a spanner in the works as
it tends to increase in a reflationary environment, which in turn puts equities under some
pressure.
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Equity Market
Malaysia
In Malaysia, the general election is being held on 9th May 2018. Barisan Nasional (BN) is
not taking this fight lightly as it presented a well thought-out 200-page BN manifesto. The
manifesto is a carefully crafted piece of work which is more transactional-based, rather
than emotional-based. The manifesto is focused on work needed to do to achieve goals,
such as infrastructure, savings, comfortable living, affordable housing and transport. On the
other hand, the opposition manifesto is less focused, although the main message is on
wealth distribution.
The BN process is well thought out, and this is the best machinery that BN has put on stage
to win this election. Our base case assumption is that the incumbent wins the election with
simple majority which would be positive for the market. Sectors that have underperformed
ahead of the election include small caps, gaming, property and construction. Construction
appears to be the sector that is most at risk should there be a political change and this has
been reflected in the share price weakness. Using past general election as a guide, the
market did not show a specific broad market trend 1-3 months after polling in the 10th to
13th GE. Post GE13, however, property, oil and gas, small cap, developers, construction and
healthcare delivered the best returns.
Despite the noise surrounding the US-China trade dispute and questions on the impact on
the Malaysian market, we hold the view that the KLCI index will be driven by corporate
earnings rather than sentiment. We are looking at a KLCI target of 1890 from 1870
currently. We are not expecting a PE expansion. The market is expected to remain range
bound until May 2018, when we get the next set of signals from the slew of corporate
result releases. Any small cap recovery would be subject to the USD strength.
It is worth pointing out that the noise in the US-China trade dispute would remain just that
– more noise than action. China will soften the tone and concede some ground on
intellectual property rights, and liberalize the financial market eventually. Trump does not
have a lot to defend in the tech hardware component space. We hold the view that the
fundamentals in the hardware component sector will not be affected. USA does not have
the capacity to produce, and China is not able to acquire intellectual property rights from
key players such as Intel.
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Equity Market
Singapore
The Singapore (Straits Times Index) Index experienced a choppy trading session in 1Q18
and the Singapore dollar appreciated 1.8% against the US dollar in the 1Q. As expected,
Monetary Authority of Singapore increased the slope of the SGD NEER policy band in April
due to upward pressures on core inflation.
The government raised the top marginal Buyer’s Stamp Duty (BSD) for residential price
from 3% to 4% in February for properties valued in excess of S$1m. Singapore private
property prices have been on an upswing. The URA private residential price index rose for
the 3rd consecutive quarter, +3.1% q-o-q in 1Q18. New launches have been very well
received and new launch prices were transacted at significant premiums over nearby
developments. With such buoyancy in the property market, we are cognizant of heightened
policy risks.
For the Singapore market, the previous earnings season saw the majority of Singapore
corporates reporting in-line / beating revenue and earnings expectations. We anticipate
that earnings will be driven by the reflationary trades in areas such as Banks and selective
Oil and Gas plays in the short term. We are positive on the market given near term
tailwinds such as stronger Singapore dollar, recovery in the commodities space and firm
export trends.
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Equity Market
North Asia
China equities fell in tandem with global markets toward the end of the first
quarter. Although no policy risk incurred from the National Peoples’ Congress in March,
equity markets was still tarnished by the Trump’s move to impose hefty tariffs on Chinese
imports, which was followed up with the retaliation threats from China itself. On the other
hand, with corporate earnings generally brisk as revealed by the corporate results, investor
opted to take profit, instead of placing a wager, amidst the risk-off situation.
On the macro front, the official Purchasing Managers’ Index (PMI) rose to 51.5 in March,
from 50.3 in February, and was well above the 50-point mark that separates growth from
contraction on a monthly basis. This was also higher than market expectation of 50.5. The
sub-index for output jumped to 53.1 from 50.3 in February, while total new orders rose to
53.3 from 51.0 and export orders climbed to 51.3 from 49.0.
We hold our long-term positive view over China equities. The strong official PMI in March
suggested robust economic momentum after the seasonal lull around the Spring Festival,
with output, imports, and exports all growing. However, volatility in the stock market would
still be amplified in the near term by the trade tension, which is unlikely to be resolved
soon. We think that cooler heads will prevail and there won't be a trade war this year, but
the stock market will suffer more from the volatility during the course of the negotiation,
given that date of conclusion and the outcome are still unpredictable. Sectors with high US
revenue exposure such as tech, basic materials, apparels and semiconductors will remain
vulnerable.
On the other hand, 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. We also like consumer staples which are set to
benefit from inflation and rising pricing power. Healthcare is also our favorable sector,
backed by the solid product pipelines and improved competitiveness. For the new economy
sector, we maintain our long- term positive view over the leading internet names despite
weaker-than-expected fourth quarter earnings. We still expect the sector to enjoy high
earnings growth potential fundamentally.
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Equity Market
Indonesia
The Jakarta Composite Index (JCI) declined in March 2018, triggered in part by concerns
over the volatility and valuations of US markets, and US President Donald Trump’s
aggressive stance towards rebalancing US trade arrangements with the use of tariffs. The
JCI weakened 2.6% in local currency terms in 1Q 2018 as the equity market experienced
US$ 1.7 billion in foreign outflows. Equity market performance was dragged by the
consumer (staples and discretionary) and telecommunications sector, whilst commodities
and some financials outperformed. Indonesia’s 2017 headline GDP growth was 5.07%,
lifted by mild acceleration in 4Q 2017 growth to 5.19%. 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. 1Q 2018 GDP growth is
expected around 5.1%.
Bank Indonesia (“BI”) kept its policy rate on hold at 4.25% throughout 1Q 2018, 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.
The Rupiah depreciated by ~3.2% in February and March 2018, from 13,300/USD to
13,750/USD due to external concerns and growth in imports leading to trade deficits in the
past 3 months (December 2017 to February 2018). Indonesia’s foreign reserves fell by US$
6 billion from its high of US$ 132 billion in January 2018 to US$ 126 billion in March 2018.
We expect reserves to continue to decline as Bank Indonesia will intervene to prevent
significant depreciation of the Rupiah throughout 2018.
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, heavy equipment, and other commodity /
export sectors including oil & gas and pulp. Two sectors with less demanding valuations
and where we advocate selective exposure are property and telecommunications.
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Credit Market
Global Bond Market
U.S. Treasuries
US Treasury (“UST”) yields whipsawed throughout most of the month of March 2018 before
bull flattening toward the month and 2018 quarter end as market participants were dealing
with a stellar non-farm payroll (“NFP”) report of 313,000 jobs vs 239,000 jobs for the
previous month, but were buffeted by talks of a possible trade war stemming from the
Trump administration’s announcement of imposing tariffs of 25% on steel and 10% on
aluminium.
In terms of significant economic data release, the Institute of Supply Management (“ISM”)
Manufacturing Index, the barometer for national factory activity reached a new peak for
February 2018 at 60.8 (highest reading since May 2004. At the early part of the month, the
Nonfarm Payrolls (“NFP”) in the United States was released and the NFP number for
February 2018 surpassed expectations and beat the previous Month’s number by over
100k. The NFP in February added 313,000 new jobs against 205,000 consensus estimate.
Average Hourly Earnings however fell slightly below expectations, registering 2.6% versus
2.8% consensus estimation and a strong print of 2.9% the prior month. On inflation, the
United States Consumer Price Index (“CPI”) rose 0.2% in February 2018, lower than last
month’s 0.5% print. Headline CPI rose 2.2% on an annualized basis in line with expectations
while core CPI increased 1.8% against estimates of 1.8%.
On March 21-22, Jerome Powell’s first Federal Open Market Committee (“FOMC”) as Fed
Chair saw The Fed raising rates by 25bps, with the upper bound moving to 1.75% as fully
expected by the market. Whilst the 2018 dot plot remained unchanged (indicating three
rate hikes in 2018), the plots for 2019 and 2020 rate increases both steepened slightly.
US Treasuries reacted with 10y Benchmark breaking above 2.90%, however retaliatory
action by China to the US tariffs which were revealed later on to be clearly targeted at
China’s large trade surplus against the US stoked fears of a trade war. After President
Donald Trump ordered the US trade representative to level tariffs worth $50 - $60 billion
worth of Chinese imports, China retaliated by targeting US soybeans and other agricultural
products, cars, aerospace and chemicals.
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Credit Market
Global Bond Market
U.S. Treasuries (cont’d)

Our base case would be that the current retaliatory tariffs are unlikely to escalate into a full
blown trade war, with the ultimate agenda being the addressing of the alleged Intellectual
Property Rights Violations of US firms by China. Immediate key risks include further
escalation to the trade war and any spillover effects to other countries.
The overall extend of impact to economic fundamentals are still premature, although given
the current global trading landscape, it would likely lead to a negative impact to economies
involved. Large economies that rely on US and/or China as their main trading partners
would likely be hit the hardest, as opposed to economies driven largely by domestic
demand.
In the near term, investors are likely to keep an eye out for the Public Hearing of Proposed
Tariffs which will likely take place by May 15. There will be a consultation period of around
60 days, as mentioned by the United States Trade Representative (USTR), so any tariffs
would likely only come into effect earliest in 3Q18.
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Credit Market
Global Bond Market
U.S. Treasuries (cont’d)
Further to this, Facebook led tech stocks lower on breaking news that Cambridge Analytica,
a political consulting firm associated with Donald Trump's presidential campaign, gained
access to the personal data of about 50 million Facebook users. These coupled with quarter
end buying led UST to bull flatten massively toward the end of the month.
At the end of March close, the 2-, 5-, 10- and 30-year UST were last traded at 2.266% (Feb2018: 2.25% +1bp), 2.562% (2.64%; -8bps), 2.74% (2.861%; -12bps) and 2.97% (3.124%; 15bps) respectively.
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Credit Market
Ringgit Sovereign Bond
Malaysian Ringgit (“MYR”) rallied strongly against United States Dollar (“USD”) mainly on oil
rallying ~6% in the month of March 2018. USDMYR rallied from 3.9285 at the start of the
month to finish strongly at 3.8635, representing a 1.65% total return, making MYR the 2nd
best performing Asian currency behind Korea for March 2018. Local government bonds bullsteepened with the 10-year Malaysia Government Securities (“MGS”) closed the month at
3.95% (-9bps lower) while the 5-year MGS closed. At month-end closed, MGS yields 3-, 5-, 7, 10-, 15-, 20- and 30-year MGS were reported at 3.448% (February-2018: 3.398%), 3.484%
(3.626%), 3.827% (3.937%), 3.949% (4.037%), 4.412% (4.462%), 4.537% (4.603%) and
4.821% (4.814%) respectively. The Government Investment Issues (“GII”) – Shariah
compliant version of MGS mirroring the same pattern with its MGS counterpart and saw
yields supported across the curve with exception of the 30-year which saw yield ended up
by 3 basis points. At closed, the 3-, 5-, 7-, 10-, 15-, 20- and 30-year GII were reported at
3.559% (February-2018: 3.605%), 3.824% (3.878%), 4.004% (4.104%), 4.149% (4.222%),
4.549% (4.586%), 4.758% (4.767%) and 4.927% (4.897%) respectively.
On the local economic front, Malaysia’s Consumer Prices Index (“CPI”) for February 2018
was flat month on month, printing at 1.4% YoY vs 2.7% previous month and below
consensus estimates of 1.9%. The benign inflation reading was reflected in all 10 of the 12
main groups where seasonality factors due to the lunar New Year holiday pass through was
less than expected. Transport and Clothing costs led the decline at -0.3%YoY and -0.7%YoY
respectively. Alongside a 2.8% fall in RON95 prices in the first 21 days of March, headline
inflation could remain modest at 1.5% in March, and stay below 2% in April. Assuming
relatively stable pump prices, headline inflation could remain below 3% through June. The
dovish tone of the March Monetary Policy Committee (“MPC”) meeting alongside the data
reiterate our view that there will be no further rate hikes for the rest of this year.
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Credit Market
Ringgit Corporate Bond
Ringgit corporate bonds saw an improvement in the average daily volume as the stabilized
government securities level lent support to the corporate space for yield hunting. For the
month of March 2018, the average daily trading volumes recorded RM590 million
compared to RM375 million in previous month of February. This time around, activities
were most concentrated on AAA space which printed about 39% of the transacted volume
followed by Government Guaranteed (“GG”) space of 32%. AA space recorded 28% and
single-A or lower by 1%.
Within the GG/AAA category, the bulk of the trades recorded from shorter-dated Cagamas
maturity 2021 and Prasarana 2019 which saw over RM 1 billion changing hands with no
changes in yield month-over-month for the Cagamas paper but higher by 8 basis points for
the Prasarana name. On the longer-dated paper, volume was seen in the new issued Danga
2033 which saw some RM 375 million trades done at 7 basis points from issuance level.
Similarly, Tenaga 2037 bond traded 3 basis points lower at 5.07% for the amount of RM255
million. Elsewhere in AA-rated space, YTL Power with maturity of 2027 saw RM130 million
transacted no change at 4.89%. Bumitama 2019 paper was also actively traded during the
month with yield unchanged at 4.46% for a cumulative amount of RM115m. For the Arated universe, AMMB Holdings which just issued last month traded 20 basis points lower
and closed at 5.03% for an amount of RM40 million. Elsewhere, Affin Bank Sub-debt closed
3 basis points lower month-over-month for merely RM20 million in volume. During the
month, some remarkable issuances were seen tapping the market with Danga Capital
issued for RM2 billion for tenor maturing 15-year that yielded 5.02%. On the other hand,
Putrajaya Bina opened its book building for a size of RM600 million across 3-year, 5-year, 7year and 10-year with yield of 4.34%, 4.50%, 4.56% and 4.77% respectively. On the AA
space, MMC Corporation issued their 10-year paper with a size of RM1 billion that yielded
5.70% solely to refinance its term loans. CIMB Thai on another note issued its subordinated
Tier 2, 10 years non-callable 5 years at 5.20% yield with a size of Rm 400 million.
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Credit Market
Outlook & Strategy
US China Tensions
Malaysia - The immediate threat to domestic corporate credits from a US – China trade war
remains to be seen. Any impact would be sector specific, with export oriented companies
and national gateways such as ports and airports among the hardest hit should global trade
slow down as a result. The US and China are the country’s top trading partners so, any
credit impact would also depend on how significant their exposure is to these 2 countries
whether directly or indirectly. A trade war is not all bad news as plantation companies
could stand to benefit from China’s proposed tariff on US soybeans since palm oil is often
regarded as the perfect substitute in vegetable oil consumption. That said, there are no
winners in the long term if a trade war erupts as ultimately everyone is affected when the
global economic growth derails with a trade war especially small open economies like
Malaysia.
Global - On the global front, emerging market credits, especially those with the potential to
ride on synchronised global economic growth should continue to remain positive Trade war
tensions aside, rising global interest rates, however, remain a key risk for emerging bond
markets. That said, the impact of a trade war should not be underestimated and
developments between the US and China for spillover impact on countries and their real
sectors should be closely watched. To navigate these headwinds and greater market
volatility, our credit selection will continue to focus on those which exhibit long-term
fundamentals and resilient credit risk profiles.
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Credit Market
Advanced Economies

Since the start of the year, we had noted on the upside risks to the global growth, higher
market-based inflation expectation and synchronized global growth leading to most
Advanced Economy (“AE”) tightening. This was broadly the case for the first couple of
months but trade war fears have caused volatility to return to the markets and bonds to
finally rally toward the end of the 1st Quarter of 2018. The Standard & Poor’s 500 Index
(“SPX”) is threatening to break through the 200 DMA support on the downside at 2,589.13
(SPX closed the quarter at 2,640.87) while the SPX Volatility Index (“VIX”) gradually crept
higher to close above 21 from a low of 15 in the month.
While our core view remains that AE rates (with the exception of QE countries like Europe
and Japan) should go higher, we’re using any rally in bonds to take profit or reduce duration
despite the topic of trade wars dominating headlines in March. Our rationale being that the
current proposal of $50-60 bil of tariffs on China imports to the US were met with China
imposing a $3 bil tariff on US imports into China and given total value China exports into US
was around $463 bil in 2017 , the overall impact of the current measures represent a small
fraction of total exports, and we feel it’s more signaling to the US industries that have
supported Trump’s campaign while forcing China to deal with the alleged Intellectual
Property Rights Violation of US companies in China.
Since the start of the year, the increase in yields across AEs reversed the sell-off seen in the
first 2 months with YTD US yields higher by almost 33 basis points, Eurozone and United
Kingdom (“UK”) yields up at around 16 basis points with exception to Japan due to its yieldtargeting policy which saw yields flat on the year at only -0.8 basis points. On the fiscal
side, the US spending package and tax reform at the end of 2017, would result in the need
to fund this via the sale of additional debt which is likely to put upward pressure on
sovereign bond yields in the US, Treasury has estimated it needs to borrow $955bio in FY
2018, which represents an 84% increase over the $519bio of debt issued in 2017.
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Credit Market
China

In China, strong February economic data out of China reinforces our view for increased
tactical allocation into China bonds this year; Caixin February Manufacturing Purchasing
Manager’s Index (“PMI”) printed at 51.6 vs 51.5, February Trade Surplus widened to USD
$33.74 Bio vs USD $20.34 bio in January mainly on a surge in exports to 44.5%YoY, February
Consumer Price Index (“CPI”) rose 2.9%YoY from 1.5%YoY in January, February Industrial
Production (“IP”) rose 7.2%YoY vs 6.6% in January while February Fixed Asset Investments
(“FAI”) rose 7.9%YoY vs 7.2%YoY in January, all much higher than expected. One week after
the NPC meeting, on March 29, the State Council announced that starting from May 1: (1)
the value-added tax rate will be lowered from 17% to 16% for manufacturing and from 11%
to 10% for transportation, construction, telecom and agricultural sectors; (2) the standard
for small-scale taxpayers will be unified (and lowered), as it raises the threshold of taxable
annual sales volume for industrial and commercial enterprises from Chinese Yuan (“CNY”)
500,000 and CNY 800,000, to CNY 5 million; and (3) eligible enterprises in advanced
manufacturing, modern services and electric utility will receive a lump-sum refund for their
input VAT payments yet to be deducted. The move came earlier than expected and will
lower corporate tax burdens over CNY 400bn– The State Council estimated the cuts would
benefit corporates more than CNY 400bn, which is 7.1% of the VAT revenue in 2017. The
cuts should boost profits of manufacturing companies and support the advanced
manufacturing initiative and the targeted nature also echoes the policy priority to promote
advanced manufacturing. In particular, when various sectors are facing external pressures
in US-China trade frictions, the tax cuts should help maintain competitiveness. Since the
government planned to abolish domestic data roaming charges and cut rates for mobile
internet services by 30% in order to support the Internet Plus economy, the action would
also compensate the income loss of telecom companies from the fee cuts. We are
constructive on advanced manufacturing and the new economy, which should be
important investment themes in future. However, with those in mind, we remain cautious
about the government’s efforts to deleverage and view former US Secretary of State Rex
Tillerson’s departure as negative for China given the huge trade surplus, giving less
headway for Trump to push through tariffs.
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Credit Market
Malaysia

On the Malaysian front, there has not been much of a follow through impact from the
overall selloff in US treasuries and global government bonds for the past month. Instead,
10 and 15-year MGS were well bid up on several occasions which was in contrast to the
price action in US treasuries. 10-year MGS was still trading at 3.90% yield despite US 10year having reached 2.85% (+51bps for the past 3 months). We believe that the quantum of
the overall selloff may not follow the magnitude seen in treasuries as Malaysia there is still
ample liquidity within the Malaysia financial system and demand should outweigh supply
of domestic bonds. The overnight policy rate (“OPR”) 25bps hike in January also bodes well
for the MYR, We believe the 25bps OPR hike for 2018’s first Monetary Policy Committee
(“MPC”) meeting was part of a normalisation of interest rates and is consistent with global
central bank moves since global growth picked up.
Malaysia’s GDP for 2017 full year, printed 5.9%, well above the official forecast of 5.2%5.7% due to sterling quarters of GDP numbers that we have seen last year. In 2018, the
recently published BNM’s annual report noted modification on the BNM assessment to
GDP forecast which has been revised higher to a range of 5.5%-6% from previously 5.05.5%, while average inflation is circa 2%-3% which comfortably below the current OPR rate.
Fiscal consolidation is on track to meet 3.0% for 2017 and most likely to achieve 2.8% in
2018. In addition, the supply of domestic government debt would likely be kept
manageable with gross supply at MYR107bn and net supply MYR40bn (Gross supply in
2017: MYR107.5b, net supply: MYR40.8b) since the government aspires to tighten fiscal
deficit. We believe that given the above reasons, demand for MYR bonds would likely be
healthy, much attributed to the ample liquidity within the domestic banking system and
investors are still in search of yields.
Going forward, we foresee Malaysia’s growth to remain resilient but may trend lower than
last year’s sterling growth. While the domestic consumption shall sustain aided by
generous cash transfers in the Budget, tech exports may moderate lower from a higher
base recorded last year. With inflation assessment expected to average lower in 2018 and a
stronger MYR supports lower imported inflation, we are of the view that the current policy
rate is still accommodative to the economy as MPC continue to assess the balance of risks
in growth and inflation. In term of strategy, we remain neutral on duration while mildly
bullish in domestic bonds with the expectation that local demand dynamics to remain
healthy and exceeding supply in 1st Quarter of 2018. As part of asset allocation strategy,
we continue to overweight credit over government bonds for yield pick-up despite higher
risk-free rates because we see improving credit profile in corporates in certain sectors
thanks to sterling GDP performance to date.
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Credit Market
That said, we continue to be vigilant in monitoring the bond market and any significant sell
off could be an opportunity to buy bonds especially government securities as we do not
see significant hikes in OPR from here.
Malaysian Election – GE 14

MGS yields sold off during 2008 and rallied during 2013 post elections, but the aggressive
sell-off was triggered more on external factors

USD-MYR trend pre and post-election during 2008 and 2013 GE
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Commodity Market
Oil
US Crude Production rising faster than the fall in
OPEC’s production (Orange Line)

WTI struggling to break Jan 18’s high

Source: Bloomberg. April, 2018.

Source: Bloomberg. April, 2018.

US shale production has registered stronger-than-expected growth with production exceeding
10m bbl/day for 8 consecutive weeks. In comparison, 2017’s average production was 9.5m
bbl/day. In the near term, strong output from the US is helping to balance the potential
escalation in prices from the geopolitical tension surrounding the US, Middle East and the
Korean Peninsular, sanctions against Russia and the upcoming Aramco IPO. We see the WTI
oil price at US$65-75 per barrel in the near to medium term.

Steel

Source: Bloomberg

Source: NDRC, MIIT, 5 Mar 2018

As we had flagged out in November 2017, China steel rebar domestic price consolidated at
end-2017 and has retraced 23.6% from peak price of RMB5044/ton as post 4Q to 1Q seasonal
build-up, China rebar inventory is at 5-year high. We are cautious, seeing increased volatility
in steel price in near term, because of the Sino-American trade tensions and uncertainty of
steel dumping into ASEAN by likes of China, Vietnam & South Korea. Current metals industry
talk is on risk that once China’s larger steel mills ramp up their steel production after China
recently uplifted winter production suspension in ‘2+26’ cities on 15 Mar, China’s steel output
come 2Q18 will be higher after than before the suspension began. So far, 115 mil tons (mt) of
excess China steel capacity has closed since 2016. Steel exports are down 33% YoY to 75.6mt
in 2017.
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Commodity Market
Aluminium

Primary Aluminium Output % of World
(Million Metric Tons)
Total
1
China Hongqiao
7.13
11%
2
UC Rusal
3.71
6%
3
Chalco
3.61
6%
4
Rio Tinto Alcan
3.55
6%
5
Shandong Xinfa
3.5
6%
6
EGA
2.5
4%
7
Alcoa
2.33
4%
8
State Power Investment Corp
2.3
4%
Top 8
28.63
47%
World Total
63.4
100%
No.

Aluminium Producers

Source: RHB AM, Company Filings, International Aluminium Institute

United Co. Rusal, the world’s largest aluminium producer outside of China, which accounts
for 6% of total global primary aluminium output, is one of the Russian entities and
individuals that the U.S. Treasury Department on 6-Apr-2018 slapped sanctions on. Global
aluminium supply side will be disrupted by the sanctions. LME and Comex metal exchanges
announced it will stop accepting any aluminium supplied by Rusal after the sanctions took
effect; 40% of LME’s worldwide aluminium inventory comes from Eastern Europe, Rusal’s
biggest market (45% of Rusal’s 4Q17 total shipment volume). To us, the recent postsanctions spike in aluminium spot price will be short-lived, as either i) China and other rival
aluminium producers churn more aluminium, closing the supply gap left by Rusal, and/or ii)
Rusal’s aluminium “slips out” to the world market, e.g. Rusal supplies aluminium ingots to
China to smelt into finished aluminium products that get shipped out to the world market.
Copper

We foresee a balanced demand vs supply situation in the world copper market in the
medium term future. We expect China’s backlog of infra and property construction projects
to underpin global copper demand while the initial threat of strikes and resultant supply
disruption at copper mines in Chile, the biggest copper producing country in the world, is
reportedly less now. Chilean government copper agency, Cochilco, said the key downside
risk to world copper demand is if the ongoing Sino-American tariff-slapping tit-for-tat
escalates into a full blown trade war, creating greater volatility in copper price.

20

Disclosure & Disclaimer
The term ‘RHBAM’ used herein refers to the asset management entities of RHB Bank Berhad Group (RHB Group), namely RHB Asset
Management Sdn Bhd, RHB Asset Management Pte Ltd, PT RHB Asset Management Indonesia, RHB Asset Management Ltd and RHB Islamic
International Asset Management Berhad. Except as otherwise disclosed, RHBAM or RHB Group has no interest in the securities of the
companies discussed in this document or member companies within the same group of such companies as at the date of issuance of this
document. Companies within the RHB Group and/or their officers, directors and employees may have positions in and may trade for their own
account in all or any of the securities or investments mentioned in this document. Companies within the RHB Group may have provided
investment services (whether investment banking or non-investment banking related), may have underwritten, or may act as market maker in
relation to these securities. Commission or other fees may be earned by RHB Group in respect of the services provided by them relating to
these securities or investments.
This report is intended for general circulation and/or discussion purposes only, and is not intended for distribution to, or use by, any person or
entity in jurisdiction or country where such distribution would be contrary to law or regulation. It does not take into account the specific
investment objectives, financial situation or particular needs of any particular person. This does not constitute an offer or solicitation to buy or
sell or subscribe for any security or financial instrument, or to enter into any transaction, or to participate in any particular trading or
investment strategy. Any projections and opinions expressed herein are expressed solely as general market commentary and does not
constitute as investment advice or guaranteed return.
The information provided herein is based on certain assumptions, information and conditions available as at the date of this document
provided by sources which RHBAM believes to be reliable but has not independently verified. They may be subject to change at any time
without notice. This document may also contain materials from third-parties which are supplied by companies that are not affiliated with any
RHBAM entity (Third-Party Content). RHBAM has not been involved in the preparation, adoption or editing of such third-party materials and
does not explicitly or implicitly endorse or approve such content. No representation or warranty whatsoever (including without limitation any
representation or warranty as to accuracy, usefulness, adequacy, timeliness or completeness) in respect of any information (including without
limitation any statement, figures, opinion, view or estimate) provided herein is given by RHBAM and it should not be relied upon as such.
RHBAM does not undertake an obligation to update the information or to correct any inaccuracy that may become apparent at a later time.
RHBAM shall not be responsible or liable for any loss or damage whatsoever arising directly or indirectly howsoever in connection with or as a
result of any person acting on any information provided herein.
The information provided herein may contain projections or other forward-looking statements regarding future events or future performance
of countries, assets, markets or companies. The research analyst(s) who prepared this document certifies(y) that the views expressed herein
accurately reflect the research analyst’s(s’) personal views about the company(ies) or products covered therein and that no part of
his/her/their compensation was, is or will be directly or indirectly related to the specific recommendation(s) or views contained in this
document. Actual events or results may differ materially. No guarantee, representation, warranty or undertaking, express or implied, is made
as to the fairness, accuracy, timeliness, completeness or correctness of any information, projections and/or opinions contained in this
document and the basis upon which any such projections and/or opinions have been made, RHBAM and the relevant information providers
accept no liability or responsibility in relation to the use of or reliance on any such information, projections and/or opinions whatsoever
contained in this document.
Investments involve risks. Investors should take note that the value of securities and investments can go down as well as up, and past
performance is not necessarily indicative of future performance. RHBAM does not and is not intended to guarantee that all risks associated to
the transactions mentioned herein have been identified, nor does it provide advice as to whether you should enter into any such transaction.
This document does not and is not intended to identify any or all of the risks that may be involved in the securities or investments referred to
herein. Any reference to any specific company, financial product or asset class in whatever way is used for illustrative purposes only and does
not constitute a recommendation on the same. Foreign investments carry additional risks not generally associated with investments in the
domestic market. Investors should read and fully understand all the offering documents relating to such securities or investments and all the
risk disclosure statements and risk warnings therein before making any investment decisions.
This report is disseminated in Malaysia by RHB Asset Management Sdn Bhd and RHB Islamic International Asset Management Bhd of Level 9,
Towers 2 & 3, RHB Centre, Jalan Tun Razak, 50400 Kuala Lumpur. In Singapore, this material is issued by RHB Asset Management Pte Ltd and
has not been reviewed by the Monetary Authority of Singapore (MAS). In Hong Kong, this material is issued and distributed by RHB Asset
Management Ltd, and has not been reviewed by the Securities and Futures Commission (SFC) of Hong Kong. RHB Asset Management Ltd is
licensed by the SFC to conduct Type 1 (dealing in securities), Type 4 (advising on securities) and Type 9 (asset management) regulated
activities. In Indonesia, this material is issued by PT RHB Asset Management Indonesia.
All Rights Reserved. This report is for the use of intended recipients only. Re-distribution or adaptation in whole or in part of this document by
any means or in whatever form is strictly prohibited. No part of this document may be reproduced, stored in a retrieval system, or
transmitted, in any form or by any means, electronic, mechanical, photocopying, recording or otherwise, without the prior written permission
of RHBAM and RHB Group.

.

21

