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Ease to Assist

Wellian Wiranto Malaysia cuts policy rate to counter the double trouble

+65 6530 6818 « First, it was the breakout of virus. Then, it was the breakup of the governing
WellianWiranto@ocbc.com coalition with all its ensuing political drama. It does not seem that the
Malaysian economy can catch a break at all so far this year.

e The already-dovish BNM, which cut rate in its last meeting, was thus
compelled to step into the fray once more. In a rare move, it has decided to
adopt a back-to-back rate cut, trimming the OPR once more today, to 2.5%.

« While it tries to play up the potential for H2 rebound, its focus on downside
risks is inescapable, from virus outbreak to commodities supply weakness.
Even though the political situation was conspicuously absent from the
statement, it must have weighed on the MPC members’ minds, as well.

Timely Help

With all the outbreak scare afflicting the world, the year 2020 must have
already felt like a really long one for you and me. However, perhaps we should
spare a thought for Malaysia. Not only does it have to deal with the outbreak
like more and more countries now, it has had to experience political plots
with twists and turns that are worthy of the next Oscar.

Given the double whammy of potential hits to the economy coming from the
virus and the politics, it is hardly surprising then that the central bank has
opted to cut its OPR by 25bps to 2.5%, in a rare back-to-back move following
January’s trim. This is a level last seen a decade ago.

In its accompanying monetary policy statement, BNM has highlighted how
“Downside risks to the global growth outlook have increased, particularly in
the near term.” It further noted greater risk aversion in the market which
would result in a “resurgence in financial market volatility.”

On the domestic front, the statement further noted a series of downside risks,
as well. Growth will be weak, particularly in Q1 due to effects on tourism an
manufacturing sectors especially. In what is likely to be a reference to the
continued palm oil supply issues, it noted that “The weakness in the
agriculture sector is also likely to persist in the first quarter.”

While the statement tries to bring up “silver lining” elements in the economic
outlook — talking about how growth is “expected to gradually improve” in H2
for instance — the in-your-face presence of the host of downside risks is
inescapable.

Perhaps at least equally important to the consideration of the landscape
ahead has been the political uncertainties afflicting Malaysia over the last 10
days or so. While the drama has been conspicuously absent from the
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statement, it must have featured into today’s decision to cut rate as well,
given the inadvertent hit to business and consumer confidence when the
timing could not have been worse.

While the statement did not offer any update on the central bank’s 2020
growth forecast, which had been between 4.3-4.8% previously, our sense is
that it would have come down considerably. During the stimulus package
announcement by the interim PM Mahathir Mohamad last week, the
government’s growth forecast has been cut from the admittedly lofty 4.8% to
a more realistic 3.2-4.2%. BNM’s own calculations would have largely
dovetailed with that.

From our end, we had recently shaded down our already-conservative 4.2%
forecast to 4.0% in consideration of the virus impact. However, the recent
political crisis and the subsequent hit on confidence is likely to hit growth
even further. Depending on whether there is a relatively quick resolution to
the sense of uncertainty about political leadership, growth is more likely to be
between 3.6-3.8% now.

Overall, BNM’s statement today — with its repeated focus on near-term
downside risks, even if it tries to strike a confident tone on H2 outlook —
should signal to the market that it remains open to further rate cuts. We think
at least one more rate cut is in the pipeline, potentially coming as soon as the
next meeting in May, especially if either or both of the virus and political
concerns continue to weigh on growth. Of course, if the Fed cuts rate in the
coming weeks, the odds of BNM cutting rate for a third time this year would
go up considerably as well.
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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 Bank, its related companies, their respective directors and/or employees (collectively “Related Persons”) may or
might have in the future interests in the investment products or the issuers mentioned herein. Such interests include effecting transactions in
such investment products, and providing broking, investment banking and other financial services to such issuers. OCBC Bank and its Related
Persons may also be related to, and receive fees from, providers of such investment products.

This report is intended for your sole use and information. By accepting this report, you agree that you shall not share, communicate, distribute,
deliver a copy of or otherwise disclose in any way all or any part of this report or any information contained herein (such report, part thereof and
information, “Relevant Materials”) to any person or entity (including, without limitation, any overseas office, affiliate, parent entity, subsidiary
entity or related entity) (any such person or entity, a “Relevant Entity”) in breach of any law, rule, regulation, guidance or similar. In particular,
you agree not to share, communicate, distribute, deliver or otherwise disclose any Relevant Materials to any Relevant Entity that is subject to the
Markets in Financial Instruments Directive (2014/65/EU) (“MiFID”) and the EU’s Markets in Financial Instruments Regulation (600/2014)
(“MiFIR”) (together referred to as “MIFID II”), or any part thereof, as implemented in any jurisdiction. No member of the OCBC Group shall be
liable or responsible for the compliance by you or any Relevant Entity with any law, rule, regulation, guidance or similar (including, without
limitation, MiFID I, as implemented in any jurisdiction).
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