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Malaysia Bond Flows

March marks 2024's first inflow: Investors favour local bonds as ringgit strengthens

e Foreign investors reverse trend, net-buying Malaysia’s . : ;
debt in March after three straight months of outflows I Graph 1: Monthly Net Foreign Capital Flows
(RM1.7b; Feb: -RM1.2b) RM bil

— As a result, total foreign debt holdings increased to 15 q
RM265.8b in March (Feb: RM264.1b). However, its
share of the total outstanding debt dropped to a 44-
month low of 13.10% (Feb: 13.11%) due to new
issuance and reopening of Gll amounting to RM10.0b
and reopening of MGS amounting to RM5.0b.

— Initially, during the period of March 13-15, foreign
investors divested RM1.0b worth of Malaysian
government bonds, a move attributed to the
unexpectedly robust core inflation reading in the US.
However, subsequent actions taken by the government
and BNM to facilitate the repatriation and conversion of -10 -
foreign investment income of Government Link Mar-22 Sep-22 Mar-23 Sep-23 Mar-24
Investment Companies contributed to a strengthening  Source: BNM, Kenanga Research
of the ringgit, thereby enticing investors to redirect their
funds into the Malaysian debt market. As expected, the allure of a potentially strengthening ringgit, along with
expectations of a possible Fed rate cut in June, may have revived some interest in Malaysian debt securities.

e Foreign investors loaded up on long-term bonds, that is, Government Investment Issue (Gll) and Malaysian
Government Securities (MGS), but reduced their exposure to Malaysia Treasury Bills (MTB)

— Gl (RM1.4b; Feb: -RM2.2b): largest inflow in four months, increasing the foreign holdings share to 8.9% (Feb:
8.8%), which is the second lowest point in a year, partly due to an increase in the total outstanding.

— MGS (RMO0.8b; Feb: RMO0.6b): second consecutive months of net foreign buying. However, the foreign holdings
share continued to decline to 33.2% (Feb: 33.3%).

— MTB (-RMO0.4b; Feb: RMO0.0b): reverted to an outflow after last month's marginal net buying (RM1.6m), resulting in
the foreign holdings share reaching 3.8% (Feb: 10.1%) its lowest level since January 2015 (1.5%).

e Foreign investors reversed almost all their net equity purchases from the preceding four months, leading to
significant outflows in the local bourse in March (-RM3.0b; Feb: RM1.3b)

— The equity market experienced its first net foreign outflow in five months, marking the largest net selling since the
first wave of the pandemic in June 2020. This decline was primarily driven by the offloading of financial services
stocks. The diminished foreign demand for domestic stocks can be attributed in part to subdued sentiment in
regional markets, profit-taking activities, and investors' inclination towards small-cap stocks.

e Following a brief inflow last month (RMO.1b), the capital market withessed a reversal in fund flows (-RM1.3b)
e Malaysian debt market remains attractive due to the potential for price and currency appreciation

— Despite reduced hard landing risks for the US economy, the Fed is still expected to cut rates this year, likely starting
in June. This expectation stems from the ongoing disinflationary trend, which is expected to persist as the lag
impact of the 525 basis points (bps) cumulative rate hikes take effect. However, the resilient US economy suggests
the Fed may now only reduce rates by 75-100 bps, down from as high as 100-125 bps previously.

— As such, investors may seek current attractive yields and shift towards high-quality emerging markets with currency
appreciation potential once signs of a cooling US economy emerge. Malaysia stands to gain from this shift, as
potential subsidy rationalisation in 2H24 is expected to boost fiscal resilience and credit outlook. Additionally, BNM's
policy stability and measures for repatriating foreign earnings could support a stable ringgit with an upward bias.
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| Table 1: Foreign Holdings of Malaysian Bonds

Oct-23 Nov-23 Dec-23 Jan-24 Feb-24 Mar-24
Value 199.7 203.0 202.9 201.1 2016 2024
MGS (MYR billion) ' ' ' ' ' '
% of Total MGS 34.4% 35.0% 34.4% 33.8% 33.3% 33.2%
Value 506 529 50.7 50.1 479 493
Gl (MYR billion) ' ' ' ' ' '
% of Total GlI 9.7% 10.0% 9.6% 9.3% 8.8% 8.9%
Value
MTB (MYR billion) 1.3 19 2.0 0.5 0.5 0.2
% of Total MTB 27.8% 34.4% 35.8% 12.6% 10.1% 3.8%
Value
MITB (MYR billion) 2.8 1.7 1.8 0.8 04 0.5
% of Total MITB 13.2% 11.8% 12.6% 4.6% 2.6% 3.7%
Value
Corporate Bond and/or Sukuk (MYR billon) 128 131 13.0 129 137 135
(CBS)
% of Total CBS 1.5% 1.5% 1.5% 1.5% 1.6% 1.6%
Value 2672 2726 2704 2653 264.1 265.8
Total Foreign Debt Holdings (MYR billion)
% of Total Securities 13.5% 13.8% 13.6% 13.2% 13.1% 13.1%
Source: BNM, Kenanga Research
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This document has been prepared for general circulation based on information obtained from sources believed to be reliable but we do not
make any representations as to its accuracy or completeness. Any recommendation contained in this document does not have regard to the
specific investment objectives, financial situation and the particular needs of any specific person who may read this document. This document
is for the information of addressees only and is not to be taken in substitution for the exercise of judgement by addressees. Kenanga
Investment Bank Berhad accepts no liability whatsoever for any direct or consequential loss arising from any use of this document or any
solicitations of an offer to buy or sell any securities. Kenanga Investment Bank Berhad and its associates, their directors, and/or employees
may have positions in, and may affect transactions in securities mentioned herein from time to time in the open market or otherwise, and may
receive brokerage fees or act as principal or agent in dealings with respect to these companies. Kenanga Investment Bank Berhad being a
full-service investment bank offers investment banking products and services and acts as issuer and liquidity provider with respect to a security
that may also fall under its research coverage.

Published by:
KENANGA INVESTMENT BANK BERHAD (15678-H)

Level 17, Kenanga Tower, 237, Jalan Tun Razak, 50400 Kuala Lumpur, Malaysia
Telephone: (603) 2172 0880 Website: www.kenanga.com.my E-mail: research@kenanga.com.my

ononga &

Page 2 of 2



http://www.kenanga.com.my/
mailto:resear
mailto:wansuhaimi@kenanga.com.my
mailto:saifuddin.sapuan@kenanga.com.my
mailto:afiqasyraf@kenanga.com.my

