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Increased issuance amid continued foreign fund outflows

The latest edition of the Bond Market Monthly shows that in contrast to the increased
rationalisation of foreign-held Malaysian bonds amounting to RM26.2 billion in March,
robust above-trend gross issuance by both the government and corporate sectors
lifted the y-o-y issuance value by a respective 33.3% and 48.8% in 1Q 2017. Gross
issuance of government debt papers summed up to RM14.5 billion while the
corporate sector reported RM21.1 billion for the month - making up 76.5% of
corporate bonds issued in 1Q 2017. The private sector was the main contributor of
this robust issuance, with close to 61% of the issuance value for the quarter, unlike
February when issuance was dominated by the quasi-government sector. We note
that approximately 57% of the corporate issuance in March took place before the US
Federal Reserve’s (the Fed) rate hike on the 15%. Expectations of future rate hikes
will influence the pace of issuance activity as companies attempt to lock in better
rates ahead of further tightening.

Increased rationalisation of foreign-held Malaysian bonds due to the Fed’s tightening
cycle had aggravated the outflow of foreign funds in March, marking a record
monthly net outflow of RM26.2 billion. As at end-March 2017, foreign holdings of
Malaysian bonds summed up to RM178.2 billion, with the proportion of foreign-held
government bonds shrinking to 24.5% of the total outstanding, compared to 34.7%
last October (just before the US presidential election). Given the continuation of the
Fed’s hiking cycle, tightening global liquidity is expected to exert further negative
pressure on the direction of foreign fund flows.
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The credit rating is not a recommendation to purchase, sell or hold a security, inasmuch as it does not
comment on the security’s market price or its suitability for a particular investor, nor does it involve any
audit by RAM Ratings. The credit rating also does not reflect the legality and enforceability of financial
obligations.

RAM Ratings receives compensation for its rating services, normally paid by the issuers of such securities
or the rated entity, and sometimes third parties participating in marketing the securities, insurers,
guarantors, other obligors, underwriters, etc. The receipt of this compensation has no influence on RAM
Ratings’ credit opinions or other analytical processes. In all instances, RAM Ratings is committed to
preserving the objectivity, integrity and independence of its ratings. Rating fees are communicated to
clients prior to the issuance of rating opinions. While RAM Ratings reserves the right to disseminate the
ratings, it receives no payment for doing so, except for subscriptions to its publications.

Similarly, the disclaimers above also apply to RAM Ratings’ credit-related analyses and commentaries,
where relevant.
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