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With central bank across the globe maintaining
low interest rate for longer and massive liquidity
injection to keep credit flowing during economic
fallout due to COVID-19, bond yields are
expected to remain well supported (remain low).
Nonetheless, low bond yield has also reduced
the higher yield pickup opportunity.
We remain NEUTRAL both short & longer term
as we believe the rally is driven by the stimulus
measures, low interest rate environment (hence
strong retail interest in Malaysia equity market),
stronger-than-expected pricing power of the
glove makers, and bottoming out of oil price.
However, the risks are less attractive equity
valuation, slower than expected economic
recovery (hence earnings growth) and rising
political uncertainty. Our end-2020 KLCI target
is 1449.
We remain OVERWEIGHT as Regional Equity
shall benefit from continued targeted fiscal and
monetary stimulus and relatively attractive
valuation. There are more signs of growth
stabilization in Asia (the lifting of full lockdowns,
a decrease in new COVID-19 cases, pick-up in
growth momentum). However, escalating USChina tension and the 2nd wave of COVID-19
remain the key risks, hence we prefer domesticfocus sectors.
We downgrade Short term to UNDERWEIGHT
as US Equity multiples (valuation) relative to
other markets are trading at highs now and
potential worries of 2nd wave of COVID-19 could
be a risk. However, we maintained long term
NEUTRAL as US is benefiting from stronger
fiscal stimulus and an extraordinary Federal
Reserve’s backstop.
We upgrade to NEUTRAL as European equity
valuations appear relatively more attractive
compared to the US. However, its fiscal
response to the crisis was delayed and
monetary response was smaller compared to
US.

GLOBALJAPAN

We remain NEUTRAL as Japan has a less
stringent shutdown, a relatively stable yen, an
increase in the targeted purchase of ETFs.
Although valuation remains undemanding, the
return of deflation is a concern.

GOLD

We remain OVERWEIGHT both short and
longer term as gold price shall remain supported
by lower for longer global interest rate
environment, concern on virus second wave,
vaccine uncertainty and geopolitical risk (US
Presidential Election, rising US-China tension).
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Note: UW = UNDERWEIGHT, OW = OVERWEIGHT, BLACK DOT = NEUTRAL.
NEUTRAL allocation equals to the Model Portfolios Allocation for respective risk profiles.
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OIL

We upgrade Oil to short term NEUTRAL, longer
term OVERWEIGHT on oil as we expect oil to
recover gradually due to rising global oil
demand thanks to reopening of economies,
continued OPEC production cuts, lower US
production, and geopolitical risk that could come
back again to drive oil price higher. The near
term risk is the resurgence of 2nd wave COVID19 that causes the scaling back of re-opening.

COVID-19 CASES – FROM STEEPENING TO FLATTENING
KEY POINTS:


COVID 19 cases slowing, though risk of resurgence increased.

Since our last quarterly outlook publication, the total COVID-19 cases worldwide have soared up from
less than 1 million cases to more than 9.5 million cases with over 484,000 lost their lives.
The United States still firmly stays on top of the table with the most infected cases of over 2.4 mil and
death toll of over 120,000 as of 25 June 2020. The rest of the European countries such as Italy, Spain
and Germany have shown signs of “flattening” curves after the draconian lockdown measures. The
Asian countries, such as China, South Korea, Taiwan and Malaysia, have seen their effort of
containment working.
CHART 1 - Selected Countries Cumulative COVID-19 Cases

Source: Johns Hopkins University Centre for Systems Science and Engineering, Bloomberg – 18 June 2020
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Note: UW = UNDERWEIGHT, OW = OVERWEIGHT, BLACK DOT = NEUTRAL.
NEUTRAL allocation equals to the Model Portfolios Allocation for respective risk profiles.

Key Topic

HUMAN MOVEMENT ACTIVITIES & ENERGY USAGE- FROM
LOCKDOWNS TO RE-OPENING
KEY POINTS:


Most countries have re-opened their economies

China Wuhan relaxation started on 13 Mar and its lockdowns ended on 8 Apr 2020. While most of the
states in the U.S have re-open their businesses in the month of May. The following charts shows the
driving mobility trends for the major cities, energy usages and the flight activities in selected cities have
come back to levels seen during pre-COVID-19 lockdowns.
CHART 2 - Driving Mobility Trend

Source: Apple Inc - https://www.apple.com/covid19/mobility as of 6 June 2020.
5

Key Topic

CHART 3 - Daily Energy Demand

CHART 4 - Number of Flight Departure

Source: Hubei Provincial Dev & Reform Commission, Grid system operator, China Flightstat,
BloombergNEF - 9 June 2020
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ECONOMIC ACTIVITIES – FROM SHARP CONTRACTION TO
RECOVERY
KEY POINTS:


Government & central banks across the globe have been launching unprecedented massive
amount of stimulus packages

The COVID-19 has caused significant disruption in economic activities and dragged the global growth
into negative territories. The central banks have reacted quickly by providing massive liquidity and
monetary supports. The US Federal Reserve (Fed) has cut rates by a cumulative 150 basis points to the
0.0% to 0.25% range. It has also pledged to provide up to $2.3 trillion in lending to support households,
employers, financial markets, and state and local governments, for example, it has launched multiples
lending facilities such as the “Main Street Lending Program” and “Paycheck Protection Program Liquidity
Facilities” to support the hardly-hit Small & Mid-size businesses that were in sound financial condition
before onset of the COVID-19 pandemic and to provide incentive (eg, loan forgiveness if certain
conditions met) to keep their workers on the payroll.
In addition, that governments have also stepped up to provide fiscal support to ensure that the climb out
of the hole would be faster and that the damage is impermanent. This in itself would facilitate the upturn
in growth expected in the second half of this year. At an immediate glance, the US, with sizeable
monetary and fiscal stimulus, looks set to ride a more significant growth wave higher. Similarly, Japan’s
cabinet has also approved another round of stimulus packages that is worth over USD1 trillion, bringing
the tally of measures to around 40% of its GDP, to help struggling companies pay rents and also ramp
up health care assistance. In Malaysia, the government has launched the 4th round of stimulus package
worth USD8.2bil to help subsidizing wage and supporting SMEs that are most impacted.
TABLE 1 - Selected Countries Government Stimulus Packages

US
JAPAN
GERMANY
FRANCE
ITALY
UK
CHINA
MALAYSIA

FISCAL STIMULUS AS OF JUNE 2020 % GDP (estimates)
USD2.9 tril
15%
JPY234 tril
42%
EUR220 bil
7%
EUR42 bil
2%
EUR75 bil
4%
GBP107 bil
5%
based on Bloomberg estimates
11%
Cumulative RM295 bil
20%

Source: Bloomberg Economics – 5 June 2020
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CHART 5 - Central Banks Expanding Their Balance Sheet by Purchasing More Bonds to Boost Liquidity
and Lowering Borrowing Costs

Source: Bloomberg Economics – 5 June 2020
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CHART 6 - Business Activities Index as of end May 2020: China came out of the COVID-19 fallout
earlier before others re-opened their economies

CHART 7 - ASEAN countries export growth were badly impacted during lockdowns, but expected to
recover after re-openings

Source: Bloomberg Economics – 5 June 2020
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FINANCIAL MARKETS – MAJOR STOCK MARKET INDEXES HAVE
SEEN A “V”-SHAPED RECOVERY, INDICATING INVESTORS HAVE
BEEN FORWARD LOOKING THAN THE REAL ECONOMIES BY A
“HUGE” MARGIN
KEY POINTS:



Investors are forward-looking, pricing in the “V” shaped recovery post COVID19 recovery
Key headwinds are COVID-19 2nd wave, US-China trade tension, longer than expected
economic drag, Hard Brexit.

The signs of COVID-19 new cases “flattening”, the news that the vaccines are introduced in the next 12
to 18 months and reopening of the business activities in the US and most part of the world help to
support the investors sentiments in the risky asset – eg, Equity. In addition, the combination of
government fiscal stimulus packages and central banks ultra-loosening measures that could help
speeding up the recovery have also turbo-charge the equity markets turning from a seemingly
descending into a recessionary path into a “bull” market trend, in a matter of 3 months.
The pandemics that occurred over the past 3 months has indeed change the way we live and also
business conducts. A few numbers could tell a story. According to Nokia’s COVID-19 Network Traffic
Dashboard weekday internet traffic has increased by over 40%. Usage of cloud-based collaboration
platforms has also surged, with Microsoft Teams logging a record 2.7 billion meeting minutes on 31
March, three times the 16 March level as turning to tech solution to solve business problems. ACI
Worldwide Research announced this week that global e-Commerce retail sales had achieved 209%
year-over-year revenue growth. All of these impacts have occurred against a background of sudden and
enforced social distancing.
Therefore, the current economic downturn has left some of the sectors unscathed such as IT (eg,
Microsoft, Apple), Consumer Discretionary (eg, Amazon, Home Depot), and communication services
(Facebook, Alphabet).
Although we expect the worst of the economic impact may be dissipating and expecting the 2H 2020
should start to recover, this does not mean there’s no potential headwinds ahead, especially when the
market has priced in substantially positive news into the equity valuation, while we still see the analyst
consensus has been downgrading the companies’ earnings per share (EPS), based on data from
Factset. The key headwinds that could potentially cause the increase in market volatility in the next 6 to
12 months are:



COVID-19 2nd wave that could increase risk of scaling back the re-opening



Resurgence of US-China trade tension, partly due to the unpredictable policies from President
Trump, especially when he’s still lags in poll compared to his opponent, Joe Biden, when leading
up to the Presidential Election in Nov 2020.
Longer than expected drag in US and other major economy recoveries.





Hard Brexit – Though the risk has tapered down, the UK & Europe could still be entangled
in the deadlock when come to year end.

Source: Ernst & Young Global, Forbes – May 2020
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CHART 8 - Selected Equity Indexes Performance
YTD Change of Selected Equity Index as of 19 June 2020
(Normalised on 27 Dec 2019)
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CHART 9 - Within the US S&P 500 subsectors performance, the top 3 sectors have recovered to prelockdowns levels
YTD Change S&P 500 Subsector as of 19 June 2020
(Normalised 100 on 27 Dec 2019)
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Source: Bloomberg data – June 2020

Key Topic

CHART 10 - Selected Equity Indexes Forward Price to Earnings Ratios Pointed to Relatively Stretched
Levels

Source: Bloomberg data – June 2020
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FIXED INCOME
We maintain NEUTRAL for short and longer term
KEY POINTS:



Central banks across the globe are lowering the policy rates (in order to keep borrowing cost low)
and injecting huge amount of liquidity to the banking system to stem economic fallout.
Bond yield is expected to remain low for longer, which in turn lower its attractiveness.

With the re-opening of most of the states in the US, together with massive stimulus packages approved
by the US congress and the central bank’s liquidity injections, the job market has shown signs of recovery,
particularly the recent upbeat US non-farm payroll which shows 2.5 million of job creation. Nonetheless,
the weekly number of Americans filing for jobless claims is still dwarfing the levels seen during 2007 / 08
financial crisis, which is around 1.5 mil, while the unemployment rate is still at 13.3%, as compared to peak
of 10% recorded in 2009.
In addition to that, should the 2nd wave of COVID-19 were to occur and causing some states scaling back
the re-opening, or should the US-China political spat worsen, this could mean a lower growth for longer.
Therefore, CIMB chief economist expects that the US GDP growth to decline at -6.9% in year 2020, before
recovering in 2021. We expect the 10-Year US government bond yield to stay low for longer before
increasing moderately towards 1H 2021, and stay in the range between 0.9% to 1.25% in next 12 months
CHART 11 - US Fed Fund rate to remain near zero when the job market is still recovering from the fallout

COVID-19 and the downbeat global environment increases risks on Malaysia’s growth and could even
cause a recession, as the country is an open economy materially reliant on trade and commodities exports.
There is now added risk to global trade seeing deteriorating US-China relations. CIMB expect Malaysia
GDP growth to drop to -4.3% in year 2020 before recovering in 2021 and expect BNM to cut the OPR rate
by another 25 bps to 1.75% by end 2020.
Hence, we expect Malaysia Government (MGS) bond yield to stay low for longer, despite the risks comes
from higher government bond issuance to fund the increasing deficits and potential exclusion from the
World Bond index. We expect 10-Year MGS yield to range between 2.8% to 3.05% in next 12 months.

Source: CIMB Treasury & Market Research – June 2020, Bloomberg – June 2020
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CHART 12 - Bank Negara Malaysia is expected to cut the OPR by another 0.25% to 1.75% by end 2020

Source: CIMB Treasury & Market Research – June 2020, Bloomberg – June 2020
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LOCAL EQUITY
We maintain NEUTRAL for both short and longer term
KEY POINTS:




Recent market rally was driven by the stimulus measures, low interest rate environment (hence
strong retail interest in Malaysia equity market), stronger-than-expected pricing power of the
glove makers, and bottoming out of oil price.
However, the risks are less attractive equity valuation, slower than expected economic recovery
(hence earnings growth) and rising political uncertainty. Our end-2020 KLCI target is 1449.

Low interest rate environment - strong retail interest
The KLCI recorded a strong gain since the March bottom. We think the gain was driven by positive
sentiments and liquidity. The rally in the equity market suggests that investors are pricing in
expectations of a significant recovery in corporate earnings in 2H20, as well as liquidity from the
stimulus package (For example - RM100bn loan moratorium for households and SMEs) and BNM OPR
cuts. Strong net buys from retail investors helped to partially offset net selling by foreign investors.
CHART 13 - Bursa’s trading volume surged in May 2020, thanks to retail participation

CHART 14 - Breakdown of local institutional, retail and foreign participations since 2018

Source: CGS-CIMB – June 2020, Bursa Malaysia – May 2020
Source: CGS-CIMB – June 2020
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PENJANA package - RM35bn painkiller for MCO recovery
The nationwide movement control order (MCO) has moved from a conditional phase into a recovery
phase (RMCO) from June 10 to August 31. To aid the post-MCO rehabilitation, the government has
announced the RM35bn National Economic Revival Plan (PENJANA), marking the fourth
comprehensive package and bringing the cumulative stimulus to RM295bn or 20% of GDP. PENJANA
broadly consists of RM10bn in direct fiscal spending, RM8bn in tax breaks and incentives and the
remainder through measures implemented by the quasi-public sector and GLC entities.
The Finance Ministry expects PENJANA to be the last major stimulus until Budget 2021 in early-Nov,
when we foresee a more comprehensive plan targeted at medium-term recovery. The PENJANA fiscal
outlays and a lower oil price assumption of US$30/bbl (vs. US$35-40/bbl previously) will widen the fiscal
deficit to 5.8% of GDP in 2020, with the incremental deficit funded via issuance of MGS and GII bonds.
Based on our assessment, the stimulus package is mildly positive for the plantation (exemption of
export duty for CPO till 31 Dec), property (tax exemption during Home Ownership Campaign and limited
time RPGT exemption), casino (tourism tax exemption, service tax exemption for providers of
accommodation, extension of personal income tax relief for domestic travel expenses to end-2021),
auto (sales tax exemption of up to 100% for completely-knocked down passenger vehicles and 50% for
fully-imported completely built up [CBU] passenger vehicles till 31 Dec 2020) and construction sectors
(introduction of Covid-19 Temporary Measures Act). The incentives will help boost near-term sales as
the economy reopens.
More rate cut expected to cushion growth
Bank Negara Malaysia has cut OPR to 2%, bringing YTD policy easing to 100bp, the lowest since 2009.
Our economist expects BNM to cut OPR further by another 25 bps in 2H2020 to support the slowing
GDP growth (refer to CHART 12).
We now project KLCI earnings to decline by -15% in 2020F before rebounding 17% in 2021F. Taking
the view that the earnings impact from Covid-19 is now largely reflected in our earnings estimates and
the higher market liquidity, we raise our KLCI target to 1,449 points. Downside risks are less attractive
equity valuation (the current Forward P/E of KLCI is at 3 standard deviation above its 3-year average,
see CHART 15), corporate earnings disappointment, second COVID-19 wave and political uncertainty.
CHART 15 - FBM KLCI's 12M forward core P/E and standard deviation

Source: CGS-CIMB – June 2020
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Chart 16 - Foreign shareholding in Malaysian equity market

Source: CGS-CIMB – June 2020
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REGIONAL EQUITY
We maintain OVERWEIGHT for both short and longer term
KEY POINTS:



Regional Equity shall benefit from continued targeted fiscal and monetary stimulus and relatively
attractive valuation.
However, escalating US-China tension and the 2nd wave of COVID-19 remain the key risks,
hence we prefer domestic-focus sectors.

COVID-19 – First in first out?
China came out from the COVID-19 lockdown the earliest among the peers from the west (refer to
CHART 17). While there could be some sporadic cases in certain clusters that could trigger worries of
partial lockdowns of capital, such as the recent cases in Beijing, these spread cases have been
announced under control, and therefore, minimizing the impact as compared to situation in earlier part of
the year.
CHART 17 - China Daily New COVID-19 Cases

CHART 18 - China business activities recovering from the COVID-19 fallout
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Source: worldometer, Bloomberg – June 2020
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“Targeted” Fiscal Stimulus
This year China abandoned its setting of GDP growth target. Instead, China is devoting more resources
into protecting employment and relieving corporate stresses. The Chinese government has widened the
official budget deficit target to -3.6% of GDP. Compared to 2008 in the wake of Global Financial Crisis,
China’s official fiscal deficit was about -3% of the GDP and the stimulus package was about RMB4
trillion (around 13% of GDP then) and that was the largest stimulus in China history.
There is some concern that the Chinese government this time around have less room to spend amidst
the already high debt levels. In fact, we believe China is spending based on targeted, strategic priorities
approach.
Based on estimation from Bloomberg Economics, by including the special government bond and local
government bond issuances announced to be raised for this year are focusing more investment into
projects other than the traditional “Hard” infrastructure, transportation facilities and industrial parks, but
also the “future” infrastructure, like charging station for new energy vehicles, 5G networks, data centre,
Artificial Intelligence and IoT. Investments in these sectors would fall in line with the Chinese
government’s ambitions to transition from polluting, export-led manufacturing economy towards a hightech and service-driven ones.
In 2008 stimulus, the state-owned enterprises were given a large role to participate in the construction
projects. For the current stimulus, they may be better executed by private firms that include those giant
tech firm as well as start-up enterprises. Based on Nikkei Asian Review, on May 26, Tencent announced
a USD70 billion investment into digital infrastructure including cloud, AI, IoT and blockchain over the next
five years. This announcement came after Alibaba announced in April it plans to invest $28 billion into
cloud infrastructure. Venture capital investors are also ramping up their funding to digital start-ups.
The overall total fiscal size could be as large as 10% to 11% of the GDP (refer to CHART 19). In 2008,
most of the stimulus went towards the “hard” infrastructure such as high speed railway, train station and
airports.
CHART 19 - China Targeted Fiscal Size to be Larger to Stabilize the Economic Slowdown
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Concerns on US-China Political Spat Rising
As China domestic activities has been recovering towards the norm, the external sectors are still being
distorted by the lockdowns experienced in the Europe and US in months of April and May (refer to
CHART 20). While the trend is expected to be improving when more western countries are re-opening
their economies, the on-going concern is whether the US-China relationship would deteriorate from here,
during times when President Donald Trump is preparing his speeches to woo more supporters leading
up to the Presidential Election in Nov 2020.
Looking into the US Department of Agriculture (USDA) data as of end May 2020, the Chinese has been
ramping up imports of soft commodities, partly to honour the phase-1 trade deal reached with the US in
Jan 2020. While this help to taper down the risk of further tariff hikes from the US, the uncertainties in
President Trump policies could just turn the whole scenario upside down when he logs in to his tweeter
account.
CHART 20 - China export activity has yet to normalise

CHART 21 - Cumulative US export of agriculture goods to China as of May 2020

Source: Bloomberg – June 2020
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Undemanding Equity Valuation, Prefer Domestic Focus Stocks
Refer to the forward price to earnings CHART 10, of 12 times, it’s still below its 5-year average of 12.6
times and on par to its 10-year average of times 11.8 times. We would more prefer to China companies
deriving more of the revenue from domestic sectors given the focus from the stimulus on the strategic
sectors to recover from the fallout of the COVID-19 and also the lingering external risks from the USChina relationship moving forward. Based on Morningstar’s companies’ revenue contribution data
representing close to 97% of the global equity market capitalization, Chinese companies, collectively
generated 92% of their revenue domestically.
CHART 22 - Morningstar Country Index’s Domestic Revenue Exposure (%) as of 31 Mar 2020

Source: Bloomberg Economics – 19 June 2020, Xinhuanet – 3 Apr 2020, Chinabriefing.com – 4 June 2020,
Nikkei Asian Review– 27 May 2020, USDA - May 2020, Bloomberg - 15 June 2020, Morningstar data – 31
Mar 2020.
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US EQUITY
Short term, downgrade to UNDERWEIGHT from NEUTRAL. Long term, maintain NEUTRAL.
KEY POINTS:





US Equity multiples (valuation) relative to other markets are trading at highs.
Key headwinds persist - potential worries of 2nd wave of COVID-19 that could cause the economy
longer than expected duration to recover, the coming US presidential election and the rising USChina political risk.
However, we maintained long term NEUTRAL as US is benefiting from stronger fiscal stimulus
and an extraordinary Federal Reserve’s backstop.

Jump starting the economy too fast?
All states in the US has begun to reopen in some way after the lockdown started in March. With massive
stimulus support and liquidity injection measures from the US government and the US Federal Reserve,
the economy is expected to recover in a speedier way (refer to TABLE 1).
Unattractive Valuation & Key Headwinds
Nonetheless, as we mentioned in earlier part of the report, the market has been pricing in substantial
amount of positive development into the US equity market, with the forward Price to Earnings of 24.3
times, vs its 5-year average of 13.5 times and 10-year average of 12.7 times.
Though our base case assumption is the worst of the economic fallout from the COVID-19 lockdown is
probably behind us, nonetheless, its relatively higher valuation within the Global Equity asset class has
contributed to the UNDERWEIGHT in the US Equity. In addition, the headwinds such as the possible
2nd wave of COVID-19 in the US could cause investors to worry should some states start to consider
scaling back the re-openings. As a result, a longer duration would be required to restore the weak US job
market back to normalised levels (eg, bringing the unemployment rate down to sub-5% from currently
13.3%). The other headwinds includes the US election in Nov 2020 which could potentially result in
higher corporate tax rate should Democrats win and the increasing US-China political risk.
CHART 23 - The US has re-opened all states

Source: New York Times – 18 June 2020
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CHART 24 - Daily US COVID19 New Cases Shows 2nd Wave Risk Is Rising

CHART 25 - US Unemployment and Initial Jobless Claims Number Remain High

US election – Potential unwinding of corporate tax and impact
Washington Post on 22 May 2020 reported that Joe Biden, the Democratic nominee, vowed to raise the
US corporate tax rate from the current 21% to 28% if he’s elected.
Based on the estimation from Goldman and Credit Suisse, the unwinding of the corporate tax rate, if
implemented, could reduce the US companies’ earnings per share growth of by around 5% to 12%.
Therefore, could trigger higher market volatility especially the when the global economy is facing the
slowdown caused by the pandemic.
Nonetheless, with the on-going stimulus packages launched by the government and the liquidity injection
by the central banks, these should help cushion the negative impacts. In May 2020, the US House
Democrats proposed a $3 trillion virus relief bill, combining aid to state and local governments with direct
cash payments, expanded unemployment insurance and food stamp spending.

Source: Worldometer.com – 19 June 2020; Bloomberg – 18 June 2020

23

Asset Class Outlook

CHART 26 - Joe Biden is leading the incumbent President Trump by 8.8% in latest polls

Source: Credit Suisse, Goldman Sachs, Washington Post – 22 May 2020, Bloomberg – 10 June 2020,
Realclearpolitics poll – 18 June 2020
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ALTERNATIVE – GOLD
Maintain OVERWEIGHT for short and long term
KEY POINTS:


Gold price shall remain supported by lower for longer global interest rate environment, concern
on virus second wave, vaccine uncertainty and geopolitical risk (US Presidential Election, rising
US-China tension).

We expect that Gold price should stay in the range between USD1730 per troy ounce to USD1760 in the
next 12 months.
Although our base case expects the worst of the economic downturn from the COVID-19 might be over,
however, the central banks would still be expected to keep the loosening monetary supports for longer. As
also warned by the US Fed Jerome Powell during the testimony to the US Congress, that the U.S. economy
faces a deep downturn with “significant uncertainty” about the timing and strength of a recovery. He further
cautioned that the longer the recession lasts, the worse the damage that would be inflicted on the job
market and businesses. Therefore, we expect the borrowing cost would remain low for longer before
increasing moderately moving into end 2020 and 1H 2021.
In addition, the return of US-China trade tension, resurgence of COVID-19 2nd wave, and the surge of
interest in gold among central banks across the world, commonly used in foreign reserves for safety and
diversification, has encouraged other investors to consider gold’s positive investment attributes.
Nonetheless, the key risks are the sudden surge of the US government bond yields and faster than
expected global economic recoveries.
CHART 27 - Gold Spot Price vs US Government Bond Yield

Source: ABC news – 17 June 2020, Bloomberg – 17 June 2020
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ALTERNATIVE – CRUDE OIL
Downgrade short term to NEUTRAL, maintain OVERWEIGHT for long term
KEY POINTS:




We expect oil to recover gradually due to rising global oil demand thanks to reopening of
economies, continued OPEC production cuts, lower US production, and geopolitical risk that
could come back again to drive oil price higher.
The near term risk is the resurgence of 2nd wave COVID-19 that could cause the scaling back of
re-opening.

We expect the WTI Crude oil to gradually recover to the range of USD38 per barrel to USD49 in the next
12 months, in view of the recovery of the global economics post the COVID-19 fallout and the supply cuts
imposed by OPEC+.
The oil market is more constructive compared to the last quarter publication as the OPEC+ members
finalized the supply cuts of 9.7 million barrel per day (mbpd), amounting to some 10% of global oil supply
— but Mexico opposed the amount it was being asked to cut, holding up the final deal. The agreement will
be effective from 1 May until June, before taper down to 7.7 mbpd in July through end of 2020. The alliance
has also adopted a more stringent approach to ensuring that members will fulfil their production promises.
On another important note, the OPEC+ reiterated their intention to keep a close watch on the oil market,
by meeting every month until Dec-2020 to assess the balance between supply and demand amid an
uncertain economic recovery from the global pandemic.
The US is also taking measures to limit output, joining the efforts. This has been reflected in its declining
oil rigs count, stocks levels as well as production level.
CHART 28 - Major oil producer have been cutting down oil supply while US oil rigs in operation has
decreased

Source: Bloomberg – 19 June 2020
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INVESTMENT STRATEGY: PORTFOLIO DVERSIFICATION
KEY POINTS:
Benefits of portfolio diversification:




Minimizing the risk of loss
Provides return stability
Peace of mind

During periods of high volatility, investors are encouraged to stay invested through Investment Portfolio
diversification that commensurate with investors’ risk profiles. Why?
Investment portfolio diversification helps:
1)
Minimizing the risk of loss - A diversified portfolio could help to reduce potential huge losses at
times of uncertainty. If one asset class perform poorly during the investment periods, other asset classes
may perform better. The chart / table shows the annualized return and maximum drawdown (from the
highest to the lowest points) of the respective investment approach in single asset class as compared to
a Balanced investment portfolio.
2)
Provides Returns Stability - investment does not always perform as expected, a diversified
investment portfolio avoids relying upon one source of asset class for return.
3)
Peace of Mind - investors tend to “time” the market and get emotional during high volatility
periods. A diversified investment portfolio helps to reduce the time spent to study the market and going
through emotional stress, yet, achieving a realistic investment return over a longer period.
In conclusion, a well-diversified investment portfolio could help to reduce the return volatility and helps
investors to achieve a more stable expected return over a long run.
The following chart and table shows if investors invested in single asset class as compared to a
diversified investment portfolio – let’s take a “Balanced” risk profile model portfolio that consists of 46%
in Bond, 52% in equity and 2% in alternative asset classes.
Chart 29 - Portfolio Return

Source: Bloomberg – Mar 2020

27

Currency Outlook

US Dollar

EURUSD

USDJPY

Outlook
Multitude of factors leaves it trendless US, with sizeable monetary and fiscal
stimulus, looks set to ride a more
significant growth wave higher. This will
also mean that the Fed will be the first
central bank to pull back from the
significantly dovish stance currently and
drive Dollar gains. Dollar can also see
support from rising tensions between the
US and China where the impact to
growth expectations will be more acutely
experienced in Asia and Australia. Dollar
on the other hand can see bouts of
declines on rising risk sentiments
elsewhere as growth turns higher and
prices turn at technical points. Present
conditions point towards a stronger Dollar
with bouts of weakness providing
opportunities to add positions.
Growth to pick up but future remains
uncertain - EUR is likely to see
movements based on external
developments which would induce
trendless volatility. Near-term bias will be
towards the downside on anticipation of a
bigger upturn on growth stateside along
the prevalence of headline risks. Further
out, EUR is expected to be supported
amid US policy uncertainties and
preference for EU policy credibility. As
such, our longer term forecast is above
consensus while in the near-term,
weaker.

Technical
Technical point towards a trendless
market. The Dollar has moved back into
its trading range and has since moved
towards lower end of the range. The
price trend is generally flat with swings
becoming larger at each episode. We
expect the Dollar to revisit the upper
end of the trading range with any spikes
beyond that presenting a good selling
opportunity. A more gradual increase
would be sustainable but the Dollar
does not look set technically for a firm
trend move either way. This while a
repeated test of the 96.00 handle can
portend a sharp move lower should it
break.

Pull-back to target higher. While the
longer trend looks to be lower, recent
moves can be an inception of an
upward wave. Recent pulls higher and
its subsequent pullback should it not
visit the support at 1.0775 can see the
downtrend relenting. The current double
top formation has a target of 1.1065 and
a turn there can see EUR revisiting the
top end of the range with attempts to
test the resistance at 1.1500. Moving
averages are turning courtesy of the
move higher and can indicate an
inception of a positive trend on a turn at
the double top target. Breaking below
the double top target will see prices
visiting the top end of the downward
sloping red-channel, and resume its
downward trend. The next few months
can determine the longer-term direction
of EUR depending on if it turns or
extends lower.
For Japan, domestic economic data is
A pullback to the bottom of channel
expected to deteriorate but be less
before continuing lower. USDJPY briefly
influential than market sentiments.
spiked higher on a break above the
Powerful stimulus measures will help with 108.00 handle and reverted to trading
an upturn but inability to meet the
between 106.90 and 108.00. Moving
inflation target suggests some monetary
averages are pointing towards a
policy inflexibility against a backdrop of
downward trend and so is its overall
growth data deteriorating on account of
price trend reflected by the downward
COVID-19’s impact. We expect
sloping trend channel. Considering the
pessimism to deepen further out as we
overall muted price movements, any
grapple with US elections and heightened spikes either higher or lower is a good
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geopolitical tensions, to the Yen's benefit.
The Yen may in the intermediate term
weaken should COVID-19 fears subside
or recede to the background. With
pessimistic longer-term growth prospects
and the presence of significant event
risks leads us to take a more cautious
tone leaving Yen forecasts stronger than
consensus.
Brexit uncertainties to rise - Brexit
negotiations are likely to induce downside
pressure on GBP as UK’s negotiation will
have to be completed by the end of this
year to ensure it is able to continue
having access to the European markets
and vice versa. In the near-term the
economy will get a boost from monetary
and fiscal stimulus as the country exits its
lockdown measures. Recent gains have
already reflected this eventuality and the
proximity of the Brexit extension deadline
will induce downside pressure. Going
forward the combination of growth
differentials between both sides of the
Atlantic, geopolitical tensions between
US and China and the difficulties in
negotiating a new trade deal with other
nations will see the currency moving both
ways but largely remain directionless.
Recent sharp turn higher was driven by
lockdown measures easing with
accompanying upturn in risk sentiments.
This, is in addition to the central bank
providing significant monetary support
and government providing stimulus.
Support will also come from a spike in
global activity driven by pent up demand.
The expected steady move higher this
year will be interrupted with periods of
weakness prompted by event risks. On
balance our AUD forecasts are stronger
than consensus and forwards.
Despite signs of improving economic
data as concerns on the pandemic abate,
Malaysia’s outlook will remain clouded for
the rest of the year as the fallout from the
COVID-19 pandemic plays out amid
emergent fears of second round effects.
While Malaysia’s fiscal and economic
situation is not unique in COVID-19
times, the country faces a particular set
of challenges (Sovereign rating risk, Oil
outlook adds to fiscal stress) . Despite

short-term opportunity to move in the
opposite direction.

The overall GBP trend is lower and
recent moves can signal a change in
the overall trend should prices remain
above 1.2300 or 1.2000. A fall beyond
this level will reassert the downside bias
driving it towards the 150%
retracement. Currently, prices look to be
proceeding higher and the bottom side
of the downward sloping channel
remains a key support to ensure the
positive trend remains intact. GBP is
vulnerable given breaks lower can
reinforced previous trends while a move
higher to break the 50% retracement
will drive it towards the 1.3000 handle.
On balance the bias is lower, tracking
the longer-term trends and moving
averages.

Price action indicates a pullback down
ahead AUD has seen a significant
pullback from multi-decade lows and
the downward trend will relent if price
remain trading above the 0.6600 handle
and makes new highs on subsequent
moves higher. This in addition to
moving averages crossing would see an
inception of a positive trend. Declines
are a good opportunity to add AUD
position.
Having exited the longstanding 4.05 –
4.25 range with aplomb in mid-March
and headed northwards, the USDMYR
is likely to stay at an elevated level
centered around 4.25 in the near-term
(which is near the 61.8% Fibonacci
level) with indicators (e.g. RSI is near
oversold on USDMYR) pointing to
renewed upside as risk sentiment gets
dictated by global developments.
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USDSGD

the uncertain outlook, our forecasts for
USDMYR are lower than current market
consensus given its historically lower
volatility and belief that risk-taking
sentiment will counter USD strength.
The past quarter has been a volatile one
for the SGD following
the fallout from the COVID-19 pandemic
as volatility picked up to levels last seen
with the European sovereign debt crisis
in 2011. The sharp decline in the SGD
seen as COVID-19 fears took hold was
reversed by the MAS’ establishment of a
USD60bln swap facility with the US
Federal Reserve. The biannual MAS’
policy review was brought forward by 2
weeks to 30th March where policy was
eased by lowering the center of the band
around the SNEER to its existing level
while flattening its slope. While its solid
fiscal position as well as the MAS’
commitment to a stable SGD could keep
the SNEER supported, the grim outlook
for the finance-, trade- and tourism-reliant
economy would counterbalance gains in
the medium-term. As such, a continuation
of the range from our Q2 may be seen,
with our forecast slightly higher than
current market consensus.

Q3 is shaping up to be the wait-and-see
quarter. The developments in the
coming weeks will inform the SGD’s
trajectory and MAS policy decisions into
year-end as hopefully more signs of
recovery take hold while the world
adjusts to the reality of COVID-19 amid
the promise of vaccines and cures.
A strong risk-on may also limit the SGD
should safe haven demand subside. In
the meantime, it is possible that the
1.37 – 1.43 USDSGD forecast for active
trading in Q2 will persist with current
spot near the range’s pivot of 1.40.
Excessive SGD strength is likely to
increase speculation that the MAS may
take more action to ease its SNEER at
its next policy meeting in October. The
SGD’s performance against its regional
peers and major trading partners have
been mixed and can be unpredictable
due to the increased importance of
actions by their respective central
banks.

For currency forecast, please refer to page 32.

Source: CIMB Treasury & Market Research – 17 June 2020
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Model
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Currency
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2H2020 MODEL PORTFOLIO

Defensive

Conservative

19%

23%
1%

76%

81%

Balanced

Growth

36%

46%
52%

61%
3%

2%

Aggressive
ASSET CLASSES:

26%
4%

Equity
70%

Fixed Income & Money Market
Alternative

Source: CIMB Wealth Management. Note: Equity includes Local Equity, Regional Equity & Global Equity.
Alternative includes Gold & Crude Oil.
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0.4
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2.4
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Thailand
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Policy Rates
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Currency Outlook
2018A

2019A

2020F

3Q2020

4Q2020

US

2.50

1.75

0.00

DXY

Eurozone

0.00

0.00

0.00

Japan

-0.06

-0.06

China^

3.07

Malaysia

98.60

99.50

99.00

98.00

GBPUSD

1.22

1.19

1.26

1.28

-0.06

EURUSD

1.09

1.14

1.15

1.15

2.73

1.71

USDJPY

108
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3.25

3.00

1.75

USDCNH

7.10

7.20

7.15

7.10

Indonesia
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5.00
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USDMYR

4.25
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Singapore

n/a

n/a
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USDIDR

14400
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Thailand
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1.25
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USDSGD

1.40

1.40

1.39

1.39

USDTHB

32.25

32.00

31.50

31.00

AUDUSD

0.65

0.68

0.71

0.70

4Q2020 1Q2021

2Q2021

Stock Indices

1Q2021 2Q2021

Commodities Outlook
End2020

3Q2020

Malaysia KLCI

1449

Brent

40.00

45.00

48.00

50.00

Singapore FSSTI
Thailand SET

2495
1310

WTI
Gold
CPO

38.00
1730
2300

43.00
1750
2400

46.00
1740
2500

49.00
1760
2600

Source: CGS-CIMB Research, CIMB Treasury & Markets Research, CIMB Group Economic & Market
Analysis – June 2020.
^PBoC 7-Day Interbank Repo Rate
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Disclaimer

CIMB BANK BERHAD DISCLAIMER
The contents in this document are reasonably believed to be correct at the time of issue and are subject to
change.
CIMB Bank Berhad (“CIMB”) makes no express or implied representation, recommendation or warranty as to the
accuracy, desirability, reliability, or completeness of any information and opinion relating to any matter contained
in this document.
The information in this document is subject to change and correct at the time of issue. Neither does this
document purport to contain all the information that a prospective investor may require. Because it is not
possible for CIMB to have regard to the specific investment objectives, financial situation and particular needs of
each person who reads this document, the information contained in it may not be appropriate for all persons.
CIMB is not acting as advisor or agent to any person whom this document is directed. You, the recipient of this
document must consult your own professional financial, legal, accounting, taxation and all other advisers and
make your own independent assessment of the contents of this document. Under no circumstances should you
treat or rely on any of the contents of this document as advice in relation to any of your financial, legal,
accounting, taxation, technical, investment or any other matters.
CIMB , CIMB’s subsidiaries , CIMB’s holding company , the holding company and subsidiaries of CIMB’s holding
company and all companies which are in any way or howsoever related , associated or affiliated with CIMB and or
CIMB’s holding company (the “CIMB Group”) or any one or more of them may act as a principal or agent in any
transaction contemplated by this document, or any other transaction connected with any such transaction, and
may as a result earn brokerage, commission or other income .
Nothing in this document is intended to be, or should be construed as an invitation, offer or recommendation to
you to buy or sell, or subscribe for any, of the subject securities, related investments or other financial
instruments thereof. In the ordinary course of our businesses, any member of the CIMB Group may at any time
hold long or short positions, and may trade or otherwise effect transactions, for its own account or the account of
its customers, in debt or equity securities or senior loans of any company that may be involved in this transaction.
By accepting and relying on this document, the recipient hereof represents and warrants that he is entitled to
receive this document subject strictly however to the restrictions and limitations set forth below and the
recipient agrees to be bound by these restrictions and limitations contained herein. Any failure to comply with
any of these restrictions and limitations may constitute a violation of law. This document is being supplied strictly
on the basis that it will remain confidential. No part of this document may be (i) copied, photocopied, duplicated,
stored or reproduced in any form by any means or (iii) redistributed or passed on, directly or indirectly, to any
other person in whole or in part, for any purpose without the prior written consent of CIMB and or CIMB Group.
Neither the CIMB Group nor any of their officers, agents, directors, employees or representatives (“the CIMB
Group and Staff”) shall be held responsible or liable in respect of any omission, statement, opinion, information
or matter (express or implied) relating to or arising out of, contained in or derived from this document, except
liability under statute that cannot be excluded. Not in derogation of the generality of the foregoing or any other
provisions herein no claims or demands or actions shall be made or taken by the recipient or any person in
relation to this document and any matters herein against any companies within the CIMB Group whether such
companies are carrying on business or incorporated within or outside the jurisdictions in which this document is
distributed.
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