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December was a month of policy actions. While the Fed raised rate as expected in December, the Fed
surprised markets by guiding for 3 hikes in 2017 (previously 2 hikes) on higher inflation expectations.
Meanwhile, the European Central Bank cut monthly purchases under its quantitative easing program from
EU80b to EU60b in April but extended the purchase to end 2017. The Bank of Japan stay put and held its
policy rate at -0.1. Crude oil price rallied 12.6% mom to $56.82/barrel as OPEC and non-OPEC countries
agreed in a landmark deal to cut output by about 1.8m barrels per day. CPO price gained 1.1% mom to
close the year at RM3109/ton.
On the local front, Bank Negara took measures to stabilise Ringgit movement after its 6.5% depreciation
against USD in November. These measures include curtailing non-deliverable forward (NDF) activities and
mandatory conversion of 75% export proceeds into Ringgit. The Ringgit closed the year at RM4.4862,
depreciated 4.5% against USD in 2016.
The FBM KLCI (+1.40%) held up well in December on window dressing activities. Gains were posted by FBM
SC (+2.70%), FBM ACE (+1.40%), FBM EMAS (+1.00%). For 2016, the FBM KLCI, FBM EMAS, FBM SC were
down -3.00%, -2.80% and -7.70% respectively. FBM ACE was down -25.20%.
US Treasuries extended losses (but with a smaller margin as yields rose less than 10 bps m-o-m), as players
priced in stronger inflationary pressure, spurred by anticipation of vast fiscal stimulus promised to be
implemented by the incoming Trump administration.
On top of that, bond market went through more net selling pressure post the December FOMC meeting,
as the Fed sounded increasingly hawkish. The Federal Reserve as widely expected hiked the Fed Funds
Rate (FFR) from range of 0.25-0.50% to 0.50-0.75% or up by 25 bps. And in hiking, the Fed in its policy
statement relayed that the US labour market had continued to strengthen, household spending
moderately risen, and market based inflationary measures considerably higher. The Fed also boosted its
economic projections. It sees GDP growth at median of +2.1% in 2017, versus its projection of +2.0%
released after the September FOMC. It sees inflation (as measured by the PCE rate) at +1.9% in 2017
(same as its September projection) but sees a faster pace of interest rate hikes from now onward. As
reflected in the latest ‘dot-plot’ survey released last month, 11 out of 17 FOMC members see a series of
three 25 bps rate hikes in 2017, in contrast to only six members who saw the same back at the September
2016 FOMC meeting.
Aside, post FOMC meeting Fed chief Yellen continued to share her upbeat view on the labour market and
wages, saying the unemployment rate at 4.6% is ‘near what it was before the recession’, whilst job
creation continues at a ‘steady pace’ and wage growth is ‘picking up’.
Ringgit government bonds strengthened in December 2016, recovering some of the losses of the “Trump
tantrum”. The surprise victory of the Republicans in the US election had triggered substantial outflows
from emerging markets. However, sentiment in December was aided by the positive OPEC and non-OPEC
members’ decision to lower oil production beginning January 2017 (which boosted crude oil prices), and in
conjunction with bargain hunting after the surge in yields in November. Despite that, gains were pared by
cautious trading heading towards the December FOMC meeting.
In economic data releases, Malaysia’s exports and imports contracted by 8.6% and 6.6% y-o-y respectively
in October (consensus 5.6% and 0.1% decline). The numbers translate into a $9.76 billion trade surplus.
Elsewhere, foreign reserves fell by $1.9 billion to $96.4 billion as at end November. On the positive side,
industrial production expanded by 4.2% y-o-y in October, above consensus 3.4% growth.
The 20 year GII reopening auction was the sole auction held throughout last month, which was well
received, indicated by a bid-to-cover ratio of 3.75 times for a relatively small issue size of RM1.5 billion.
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Average yield generated was 4.811%, within a range of 4.768-4.850%, and way lower than WI level 4.99%
quoted before the tender close.
There were net foreign outflows in Ringgit government securities along with the weaker Ringgit in the
month of November. Total foreign holdings fell from 36.0% in October, to 33.2% in November, taking into
account of RM7.25 billion and RM11.55 billion worth of GII and MGS trimmed by foreign investors. In our
opinion, foreign players remained guarded, but we think that foreign outflows should have eased in
December, as the Ringgit and Malaysian bonds showed signs of stabilizing during the past month.
Corporate bonds were dealt on stronger footing, after being pressured along with sovereign bonds the
month before. However, as rates showed signs of stabilizing, bargain hunting interest emerged
(particularly on higher yielding papers), paring the earlier losses, and amid portfolio rebalancing activities
heading into year end.
For December 2016, the Overnight Policy Rate (OPR) remained at 3.25%. However, the deposits rates rose
in December as some banks offered higher rates for their year-end closing and at the same time
lengthened the duration of their liabilities.
Bank Negara Malaysia (BNM) maintained that at the current level of OPR, the degree of monetary
accommodativeness is consistent with the policy stance that the domestic economy continues on a steady
growth path amid stable inflation, supported by continued healthy financial intermediation in the
economy. Private consumption remains the growth engine while ongoing infrastructure investments and
capital expenditure in both manufacturing and services sectors will continue to boost investment
activities.
The consumer price index (CPI) increased by 1.8% year-on-year in November 2016 compared to 1.4% in
October. Core inflation rose 2.2% year-on-year in November 2016 compared to 2.0% in October.

OnePRS Outlook

Given a more aggressive rate hike schedule by the Fed in 2017, capital inflows into emerging markets
could reverse as carry trades are less attractive due to rising yields in the US, causing emerging market
currencies to underperform. Political uncertainty is set to continue in 2017, with the start of Brexit
negotiations and upcoming elections in France, Germany and the Netherlands.
We continue to monitor the direction and stance of US trade policies as protectionist policies will impact
the global supply chain, leading to higher inflation and pressure emerging market currencies.
In essence, we expect global markets to remain volatile in the near term as Trump takes office in January
2017. We continue to advocate a defensive portfolio strategy, buying on weakness into names driven by
resilient earnings – e.g. domestic consumption and infrastructure plays - and dollar strength – e.g.
exporters.
We believe that political economic issues will dominate the prospects of the global economy in 2017. In
the United States (US), policies under President-elect Donald Trump will be closely monitored. Of concern
is the likely repercussions of new US trade policies under his administration – if implemented – that could
lead to a trade war between the US and its major trading partner of China, a country with deep linkages
with Asian economies. The focus is on Article 50 of the Lisbon Treaty which would be triggered by 1H2017
to formalise Britain’s exit from the European Union (EU). The event could spark another round of
uncertainty as investors assess the impact on Britain’s and Europe’s economy.
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Notwithstanding this, global trade will get a helping hand from a modest but continuing recovery of
commodity prices in 2017. While it is too early to draw any conclusion from the recent surge in crude oil
prices, the positive sentiment looks more sustainable in the short to medium term as there is now a
serious effort by OPEC and non OPEC members to address the supply glut in the global market. Although
there is a possibility of a rebound in shale production, shale producers will likely do so only if they think
that high prices are sustainable in the long term. Against this backdrop, we foresee the average Brent
crude oil price to be in the range of USD50 – 60 per barrel in 2017.
The year 2016 was full of political surprises, ranging from the Brexit to Donald Trump’s election victory and
rejection of Italy’s constitutional reform. Going forward, we do not rule out more political surprises that
could arise from the elections in Germany, Italy, France, Netherlands and Austria. In Asia, Malaysia’s
general election is rumoured to be in 2017. Political surprises will continue to cause wild swings in global
financial markets, especially bond and currency markets. The global bond market is also expected to bear
the brunt of the anticipated policies of President-elect Trump and speedier rate hikes by the US Federal
Reserve (Fed). With more prospects of higher rates in 2017, further corrections in the global bond market
are expected to stir more volatility, especially in emerging market (EM) economies which are already
facing multiple headwinds.
With approximately 48% of Malaysian Government Securities (MGS) held by foreign investors at the end of
November (18% of total bonds which include Government Investment Issue or GII and Private Debt
Securities or PDS), there is a risk of the Ringgit remaining weak if the sell-offs persist in the short term. On
balance, we think that there is still room for further depreciation in the Ringgit against the greenback,
although the weakness will not likely continue in the medium term.
While it is true that Malaysia’s Overnight Policy Rate (OPR) has more downside room than other Asian
countries, the probability of a rate cut is rather slim due to the downward pressure on the Ringgit against
the greenback. The decision to discourage the use of non-deliverable forward (NDF) to hedge against the
Ringgit in the offshore market suggests that the authorities are trying to curb excess volatility in the Ringgit
that may impact onshore rates. Even in the absence of downward pressure on the Ringgit, we do not think
that Bank Negara Malaysia (BNM) would tinker with the OPR too much as there are concerns over an
outstretched level of household debt. Against the prospects of further weaknesses of the Ringgit, we are
of the view that the OPR will be more or less unchanged in 2017. We think that a reduction in the OPR, if it
happens, would only be limited to 25 bps as the monetary stance has to be tailored to minimize the
volatility of the Ringgit.
Bank Negara Malaysia (BNM) projects global growth to improve slightly in 2017. BNM sees the prospect of
a shift towards progressive use of fiscal policy in the developed economies that would support growth. The
domestic economy will continued to expand at a forecast rate of 4.2% in 2017. Banking system continues
to have excess funds and financial institutions continue to operate with strong capital and liquidity buffers.
Inflationary pressures have been on the wane in Malaysia over the last 12 months, largely due to declining
retail fuel prices and receding GST price adjustments. The recovery in global commodity prices could cause
food and energy inflation to resurface in 2017, skewing headline inflation higher though core inflation is
expected to remain fairly stable.

OnePRS Fund
Strategy

For all PRS funds;
Refer to the respective underlying fund(s).
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FUND PERFORMANCE (%)

FUND OBJECTIVE
Seeks to provide capital growth.
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Benchmark
Composite of All MGS Index (30%) and FBM 100 (70%)

Kenanga OnePRS Growth : 23.14

70% FTSE BM Top 100 + 30% quant shop MGS All Index : -2.62

Source: Novagni Analytics and Advisory Sdn Bhd

Designated Fund Manager
Lee Sook Yee
Sales Charge
Up to 1.50%
Annual Management Fee
1.55% p.a.
Annual Trustee Fee
0.015% p.a. of the Fund's NAV, subject to a minimum of RM6,000 p.a.

CUMULATIVE FUND PERFORMANCE (%) #
Period
Fund
Benchmark
1 month
0.37
1.07
6 months
1.89
-1.38
1 year
0.56
-0.69
3 years
21.54
-4.39
5 years
Since Launch
23.14
-2.62

CALENDAR YEAR FUND PERFORMANCE (%) #
Period
Fund
Benchmark
2016
0.56
-0.69
2015
14.15
-0.53
2014
5.88
-3.22
2013
2012
-

# Source: Novagni Analytics and Advisory Sdn Bhd ; Lipper,
31 December 2016

FUND SIZE *
RM32.37 million

Redemption Charge
Nil

NAV PER UNIT *
RM0.6157

HISTORICAL FUND PRICE *
Date
Since Inception
Highest
RM 0.6294
24-Oct-16
Lowest
RM 0.4998
16-Dec-13

Initial Offer Price
RM 0.5000

All fees and charges payable to the Manager and the Trustee are subject to GST
as may be imposed by the government or other authorities from time to time.

ASSET ALLOCATION *
December
November
October

SECTOR ALLOCATION (% NAV) *

2.00%
98.00%
Collective Investment Scheme

2.00%

98.0%

98.00%
2.00%

Liquidity

Short Term Deposit and Cash

2.0%

98.00%
Collective Investment Schemes

TOP HOLDINGS (% NAV) *
1 Kenanga Growth Fund
2 Kenanga Bond Fund

DISTRIBUTION HISTORY
69.00%
29.00%
Not Applicable

* Source: Kenanga Investors Berhad, 31 December 2016

The Kenanga First Replacement Disclosure Document (“DD”) in relation to the OnePRS Scheme dated 28 October 2014, its Product Highlights Sheets (“PHS”) or Supplemental
Disclosure Document (“SDD”) (if any) have been registered with the Securities Commission Malaysia, who takes no responsibility for its contents. A copy of the Master Prospectus,
Supplemental Prospectus (if any), SDD (if any) and the PHS are obtainable at our offices. Application for Units can only be made on receipt of application form referred to in and
accompanying the Master Prospectus and/or Supplemental Prospectus (if any), SDD (if any) and PHS. Investors are advised to read and understand the Master Prospectus, its PHS
and any other relevant product disclosure documents involved before investing. Investors are also advised to consider the fees and charges before investing. Unit prices and
distributions may go down as well as up. Where a unit split/distribution is declared, investors are advised that following the issue of additional units/distribution, the NAV per unit
will be reduced from pre-unit split NAV/cum-distribution NAV to post-unit split NAV/ex-distribution NAV. Where a unit split is declared, investors should note that the value of their
investment in Malaysian Ringgit will remain unchanged after the distribution of the additional units. A Fund’s track record does not guarantee its future performance. Investors are
advised to read and understand the contents of the unit trust loan financing risk disclosure statement before deciding to borrow to purchase units. Kenanga Investors Berhad is
committed to preventing Conflict of Interest between its various businesses and activities and between its clients/directors/shareholders and employees by having in place
procedures and measures for identifying and properly managing any apparent, potential and perceived Conflict of Interest by making disclosures to Clients, where appropriate. The
Manager wishes to highlight the specific risks of the Fund are interest rate risk, liquidity risk, credit/default risk, stock-specific risk, derivatives risk and collective investment scheme
risk.

