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Malaysia Bond Flows

January domestic bond market rattled by Fed’s hawkish shift, triggering bigger net outflow

e For the second consecutive month in January, foreign
investors reduced their exposure in Malaysia's debt
securities, recording a bigger net outflow of RM5.1b RM bil
(Dec: -RM2.1b), mainly driven by a sell-off in Malaysian 15 -
Government Securities (MGS) and Malaysian Treasury
Bills (MTB)
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Consequently, total foreign debt holdings declined to
RM265.3b in January (Dec: RM270.4b), with its share
to the total outstanding debt reaching an 11-month low
of 13.2% (Dec: 13.6%).

The shift in global risk sentiment, triggered by
escalating tensions in the Middle East and China's
weak macroeconomic conditions, has significantly
reduced demand for risk assets in January. The
largest outflow of the month (-RM1.7b), were recorded
on January 15 due to the hawkish repricing of Fed's
rate hike expectations following a hotter-than-
expected US CPI reading. However, these net sales
were marginally offset by RM1.6b inflow on January 25, fuelled by China's unexpected stimulus measures
announcement, which sparked a risk rally. Additionally, the optimism was reinforced as Bank Negara Malaysia
(BNM) maintained the overnight policy rate (OPR) at 3.00%, accompanied by a positive outlook on the economy.
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e Broad-based outflows, driven by divestment from MGS, MTB, and Malaysian Islamic Treasury Bills (MITB)

MGS (-RM1.8b; Dec: -RMO0.2b): recorded its largest outflow in five months, reducing the foreign holdings share to
33.8% (Dec: 34.4%), the lowest since May 2011.

MTB (-RM1.5b; Dec: RMO.1b): first outflow in four months, resulting in the foreign holdings share reaching an 80-
month low of 12.6% (Dec: 35.8%).

MITB (-RM1.0b; Dec: RMO0.1b): reverted to outflow; foreign holdings share shrank to an almost five-year low of
4.6% (Dec: 12.6%).

e Foreign investors remained net buyers (RMO0.7b; Dec: RMO0.3b) of FBM KLCI stocks for the third straight month

Inflows doubled from the amount recorded in December as foreign investors continued to purchase domestic
equities, particularly utilities stocks (e.g., YTL Power International), which saw a net buying of RMO0.6b (as of the
week ending on January 26). Notably, the pace of inflows was partly curbed by the RM0.2b outflows recorded on
January 18, marking the largest daily outflow since mid-October 2023.

e Overall, the capital market recorded its second consecutive net foreign outflow (-RM4.4b; Dec: -RM1.9b)
e Investors to gradually shift their focus away from the US debt market to higher-yielding emerging market assets

While investors might continue to hold US debt for a while longer due to its attractive yields and high coupons, the
anticipated Fed rate cuts in 2H24 could lessen their interest, especially in Treasury floaters. As Fed Fund rates
decrease, investors seeking to maintain their yields may turn towards high-yielding emerging market debt,
especially to countries where central banks are not planning rate cuts.

Despite potential challenges from slowing global economic activity and rising geopolitical tensions, Malaysia's debt
capital flows are expected to see an uptick in portfolio investments. This optimism stems from growing investor
confidence, buoyed by a stable OPR and a positive outlook on the government’s reform policies.
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| Table 1: Foreign Holdings of Malaysian Bonds

Aug-23 Sep-23 Oct-23 Nov-23 Dec-23 Jan-24
Value 2019 2013 199.7 203.0 202.9 201.1
MGS (MYR billion) ' ' ' ' ' '
% of Total MGS 35.8% 35.4% 34.4% 35.0% 34.4% 33.8%
Value 50.4 508 506 529 50.7 50.1
Gll (MYR billion) ' ' ' ' ' '
% of Total GlI 9.8% 9.7% 9.7% 10.0% 9.6% 9.3%
Value
MTB (MYR billion) 1.3 1.2 1.3 1.9 2.0 0.5
% of Total MTB 37.8% 34.0% 27.8% 34.4% 35.8% 12.6%
Value
MITB (MYR billon) 75 3.2 2.8 1.7 1.8 0.8
% of Total MITB 24.3% 12.4% 13.2% 11.8% 12.6% 4.6%
Value
PDS (MYR billon) 1341 132 12.8 131 13.0 129
% of Total PDS 1.6% 1.6% 1.5% 1.5% 1.5% 1.5%
Value 2742 26907 2672 2726 2704 265.3
Total Foreign Debt Holdings (MYR billion)
% of Total Securities 14.0% 13.7% 13.5% 13.8% 13.6% 13.2%
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
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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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