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Bond market to continue bearish run in June after brief respite

Foreign interest returned to the Malaysian bond market in May after three consecutive
months of net outflows (totalling RM22.4 bil). This was supported by a more upbeat
global sentiment. However, this skidded to an abrupt halt in early June amid
heightened concerns over the escalating COVID-19 outbreak in the US and the
consequent impact on the global economy. Further, the recent launch of the new
PENJANA stimulus package totalling RM35 bil by the Malaysian government raised
investors’ concerns about the wider fiscal deficit and debt levels. These concerns
pushed up the 10-year MGS vyield by 25.5 bps to a peak of 3.12% on 9 June, before
swiftly retreating below 3%. Since then, this benchmark yield has stayed above the
level seen throughout May (average yield: 2.89%), on account of persistent foreign
investor risk aversion. This trend suggests that foreign buying of MGS is likely to
remain dull for the rest of June.

Over the longer term, all-time low global interest rates amid liquidity-boosting
measures by central banks would continue to suppress domestic bond yields. At its
last Federal Open Market Committee meeting on 10 June, the US Federal Reserve
indicated that the benchmark short-term interest rate (i.e. the Federal Funds Rate)
will remain near zero through 2022. Similarly, expectations of further Overnight Policy
Rate cuts by BNM in 2H 2020 would also keep a lid on domestic bond yields.

The PENJANA stimulus package, launched in June, is expected to widen Malaysia’s
fiscal deficit to 5.8%-6.0% of GDP (from RAM’s previous projection of 4.8%). Given
the Government’s intention to fund this deficit domestically, RAM has revised its
MGS/GII issuance to RM155 bil-RM165 bil for 2020, from the previous RM135 bil-
RM145 bil.
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About RAM Rating Services Berhad (RAM Ratings)

Established in 1990, RAM Ratings is a leading credit rating agency registered under the Securities
Commission’s Guidelines on Registration of Credit Rating Agencies, 2011. In addition to the provision of
credit ratings for corporate bonds and sukuk and their issuers, RAM Ratings also provides research and
publications on Islamic finance, fixed income and macro-economic and industry analysis as well as data
analytics relating to credit risk, counterparty assessments and other related domains.

Disclaimer

ALL INFORMATION IS PROVIDED “AS IS” WITHOUT WARRANTY OF ANY KIND. Although every
reasonable care has been taken to ensure the accuracy, completeness and objectivity of the information
contained in this Media Release, RAM Ratings makes no representation or warranty, whether express or
implied, as to its accuracy, completeness and objectivity and accept no responsibility or liability relating to
any losses or damages howsoever suffered by any person arising from any reliance on the views expressed
or information in this Media Release. RAM Ratings assumes no obligation to update any information or
statement contained herein, save for any information required to be disclosed by law.
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