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 Steady Swan Song 

Malaysia holds rate, 

as an exalted chief exits 

 
 Mar 9, 2016 

  

 It feels like an end to an era. Having presided over countless MPC meetings 

since 2000, Governor Zeti has just helmed her last one today, before retiring 

next month. 

 True to form, she continued to guide the central bank with steady hands, 

holding the policy rate unchanged at 3.25%. For good measure, the SRR is 

held steady too at 3.5% after an unexpected cut previously. 

 How things will change from now on remains an open question. No 

successor is announced yet to date. The lady has opened the possibility of a 

rate cut down the road just a wee bit today, however. Inflation momentum is 

said to be slower than anticipated before. 

 

Chief Concerns 

Going into today’s meeting, there is practically no expectation in the market that Bank 

Negara would cut its overnight policy rate from the 3.25% that it has kept it at since 

July 2014. So, purely from the perspective of policy rate, this is a non-event and 

probably not worth staying back in office for. 

 

There were some murmurs, including from ourselves, however, that the central bank 

might just trim the statutory reserve requirement ratio. After all, even after January’s 

unexpected 50bps cut to from 4% level, there is still significant space for it to move 

down, considering that the ratio stood at 1% until March 2011. Alas, BNM decided to 

refrain from doing so.  

 

While we think the possibility of such actions remains there, the central bank might 

have been comforted enough by the drop in the interbank rate since its cut to not 

move on the reserve requirement just yet. Unlike the previous statement which noted 

how “external outflows reduced the amount of liquidity in the system,” today’s 

mentioned relatively chirpily that “The financial system continues to be sound with 

financial institutions operating with sufficient liquidity buffers.”  

 

In a nod to the flow of financial intermediation process, the statement today also 

mentioned that “The growth of financing to the private sector have also remained 

healthy.” In other words, shortage of liquidity is less of a concern, so there is little point 

in cutting the reserve requirement at this stage. 

 

Meanwhile, in terms of growth outlook, there is not much that has changed from the 

last statement. It continues to mention heightened risks to global growth and that the 

“Malaysian economy is expected to expand at a more moderate pace in 2016.” There 

is no mention of any revision to its growth forecast for the year just yet, however, 

although there is likelihood that it may do that in the annual report to be published two 

weeks from now. 
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Source: Bloomberg, OCBC. 

 

Now, for the more interesting bit, we would have to zoom in on inflation. While BNM still talks about how 

2016 inflation will be higher versus 2015, it has started to play up the idea that “continued low energy 

and commodity prices” as well as the “generally subdued global inflation” would be mitigating factors. 

Tellingly, it noted that “the inflation momentum is expected to be slower than earlier anticipated.”  

 

Putting all these nuances together, we get the sense that BNM continues to inch closer towards 

positioning itself for a potential rate cut. Talking about downside risks to growth equals dialling up the 

case for rate cut just a bit, while mentioning a tamer-than-previously-expected inflation outlook 

effectively says that it has more space to do so than anticipated before. Both are on a relative basis, of 

course, and there is nothing that screams it is ready to pull the trigger just yet. 

 

In terms of timing, it gets complicated by the handover process, as well. The next meeting is going to be 

on May 20
th
. Crucially, that will also be the first meeting of the new governor, since the current chief, 

Zeti Aziz, is due to retire on April 30th. For the successor to start his/her tenure with a rate cut right out 

of the gate would compound the risk factor of a market misunderstanding, whether the appointee ends 

up being seen as more of a continuity candidate or otherwise. 

 

All in all, we still think a rate cut remains a low-likelihood scenario in the near term, even if the 

probability has increased a notch after today’s tamer inflation outlook by the central bank. A lot of things 

can change on both domestic and external fronts from now, of course. From the current vantage point, 

however, a rate cut is still unlikely in May. The earliest we might see it happening will have to be in H2, 

and that is provided that growth loses more momentum than expected. 
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in part to any other person without our prior written consent. This publication should not be construed as an offer or solicitation for 

the subscription, purchase or sale of the securities/instruments mentioned herein. Any forecast on the economy, stock market, bond 

market and economic trends of the markets provided is not necessarily indicative of the future or likely performance of the 

securities/instruments. Whilst the information contained herein has been compiled from sources believed to be reliable and we have 

taken all reasonable care to ensure that the information contained in this publication is not untrue or misleading at the time of 

publication, we cannot guarantee and we make no representation as to its accuracy or completeness, and you should not act on it 

without first independently verifying its contents. The securities/instruments mentioned in this publication may not be suitable for 

investment by all investors. Any opinion or estimate contained in this report is subject to change without notice. We have not given 

any consideration to and we have not made any investigation of the investment objectives, financial situation or particular needs of 

the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever is accepted for 

any loss arising whether directly or indirectly as a result of the recipient or any class of persons acting on such information or opinion 

or estimate. This publication may cover a wide range of topics and is not intended to be a comprehensive study or to provide any 

recommendation or advice on personal investing or financial planning. Accordingly, they should not be relied on or treated as a 

substitute for specific advice concerning individual situations. Please seek advice from a financial adviser regarding the suitability of 

any investment product taking into account your specific investment objectives, financial situation or particular needs before you 

make a commitment to purchase the investment product. OCBC and/or its related and affiliated corporations may at any time make 

markets in the securities/instruments mentioned in this publication and together with their respective directors and officers, may have 

or take positions in the securities/instruments mentioned in this publication and may be engaged in purchasing or selling the same for 

themselves or their clients, and may also perform or seek to perform broking and other investment or securities-related services for 

the corporations whose securities are mentioned in this publication as well as other parties generally. 
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