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Malaysia Bond Flows

Local bond demand rises on strong fundamentals in April despite US inflation concerns

e Foreign investors continued to buy into Malaysia’s debt . : ;
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— Consequently, total foreign debt holdings rose to === Total Capital Flow
RM266.4b in April (Mar: RM265.8b). However, its share
of the total outstanding debt fell slightly to 13.0% (Mar:

13.1%), its lowest level since June 2020. This was
mainly due to new issuances and reopening of MGS
and Government Investment Issues, totalling RM19.5b.

— On April 9 and 10, foreign investors accumulated a total
of RM2.7b in Malaysian bonds, partly influenced by the
positive domestic industrial production data. However,
in the following week, from April 15 to 16, they divested
RM1.4b due to the Iran's unprecedented attack on -10 -

Israel over the weekend and hotter-than-expected Apr-22 Oct-22 Apr-23 Oct-23 Apr-24
inflation readings in the US. Another RM0.8b was net  Source: BNM, Kenanga Research
sold after the core PCE number came in higher than
consensus.

e Foreign investors are increasingly buying MGS, yet they have been net sellers of corporate bonds and sukuk

(CBS) as well as Malaysian Islamic Treasury Bills (MITB)

MGS (RM1.1b; Mar: RM0.8b): third straight months of net foreign buying. However, the foreign holdings share
continued to decline to 32.8% (Mar: 33.2%), its lowest level in 13 years.

— CBS (-RMO0.4b; Mar: -RM0.2b): outflows doubled, attributed to net selling in both the sukuk and bond space. As a
result, foreign holdings share edged down to 1.5% (Mar: 1.6%).

— MITB (-RMO0.2b; Mar: RMO0.1b): reverted to an outflow after last month's net buying, resulting in the foreign holdings
share shrinking to 3.2% (Mar: 3.7%).

e Although at a slower pace, foreign investors continued to sell off Bursa Malaysia equities for the second
consecutive month in April (-RM1.4b; Mar: -RM3.0b)

— Amid US economic uncertainty and geopolitical conflicts, foreign investors have shifted away from Malaysian
equities in the first three weeks of the month. A record RM1.6b in outflows was recorded during the third week of
April, primarily driven by the divestment of financial services stocks.

e The capital market recorded a net foreign outflow of -RM0.8b, marking the second consecutive month of
outflows, albeit at a smaller scale compared to March's -RM1.3b
e Domestic debt market set to benefit from favourable macro environment for risk assets

— Despite the uncertainties from current geopolitical conditions and US inflation concerns, we remain optimistic about
the prospects for Malaysian financial assets, especially local government bonds, buoyed by renewed confidence
in potential Fed rate cuts. We expect further weakening of the US economy, especially in the labour market, which
may lead the Fed to initiate its first rate cut in September.

— Investors seeking higher yields may start reallocating their portfolios, potentially benefitting the Malaysian debt
market as funds shift from the US to emerging markets (EM). While EM assets typically offer high yields, they are
also associated with greater volatility. However, in Malaysia’s case, the expectation of stable inflation rates,
unchanged monetary policy, and the potential for the ringgit to appreciate to its fair value make local government
bonds appealing to foreign investors.
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| Table 1: Foreign Holdings of Malaysian Bonds

Nov-23 Dec-23 Jan-24 Feb-24 Mar-24 Apr-24
Value 203.0 202.9 201.1 2016 2024 2035
MGS (MYR billion) ' ' ' ' ' '
% of Total MGS 35.0% 34.4% 33.8% 33.3% 332% 32.8%
Value 529 50.7 50.1 479 49.3 493
Gl (MYR billion) ' ' ' ' ' '
% of Total GlI 10.0% 9.6% 9.3% 8.8% 8.9% 8.8%
Value
MTB (MYR billion) 1.9 2.0 0.5 0.5 0.2 0.2
% of Total MTB 34.4% 35.8% 12.6% 10.1% 3.8% 5.1%
Value
MITB (MYR billion) 1.7 18 0.8 04 0.5 0.3
% of Total MITB 11.8% 12.6% 4.6% 2.6% 3.7% 3.2%
Value
Corporate Bond and/or Sukuk (MYR billon) 131 130 129 137 135 131
(CBS)
% of Total CBS 1.5% 1.5% 1.5% 1.6% 1.6% 1.5%
Value 2726 2704 2653 264.1 265.8 266.4
Total Foreign Debt Holdings (MYR billion)
% of Total Securities 13.8% 13.6% 13.2% 13.1% 13.1% 13.0%
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
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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.
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