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Malaysia: Overnight Policy Rate

Up to Them 
Malaysia signals how rate path depends heavily on global outturn 

▪ The chances have declined over the past few weeks, but we thought that, 
on balance, they might still cut rate in the name of safety. Too bad for us; 
BNM decided there is enough juice in the economy to hold for now. 

▪ Their statement today betrays no sense of urgency for any easing in the 
immediate future too. Talks of how growth remains anchored by private 
consumption and additional boost from the government abound. 

▪ Any lingering dovishness stems primarily from global uncertainty. 
Exports are hurt, but increasingly, so is investment activity. BNM’s rate 
path ahead – like a lot of others – depends on US and China more than 
anything else. 

  

Vision 2020 

Going into the meeting, there was a growing sense that BNM might not be 
in an immediate hurry to cut rate. For one, while it was not anything close 
to what might be termed a largesse, the fiscal support to be expected from 
the 2020 budget was still sizable, given that the overall deficit was not going 
to be shrunk as sharply as expected.  

Still, on balance, we thought that the tame-side surprise in September 
inflation and a sharp decline in latest exports data would prompt them to 
ease, in what is the last MPC meeting for the year. 

As it turns out, those factors did not prove to be enough to tip the balance, 
and BNM opted to hold its overnight policy rate at 3.0% for the third 
meeting in a row. Given that this is the last meeting for the year, it has also 
effectively pushed back any expectation of rate cut into 2020. 

 

                Source: OCBC, Bloomberg 

Going through the statement today, the decision to hold appears to be 
primarily driven by BNM’s confidence that the domestic engines of growth 
will be powering up enough to compensate for sputtering external ones. 
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In the near term, a “moderate expansion of economic activity for the third quarter” is expected, while “Going 
forward, growth is expected to remain anchored by firm private sector expenditure,” which is in turn supported by 
“continued employment and wage growth.” For good measure, suggesting an extra helping hand from fiscal 
support that was an unknown factor before, the statement added that “The recent Government measures will 
provide additional impetus to economic activity.” 

The same sanguine confidence is missing when it comes to the discussions on external drivers of growth, however 
and rightly so.  

From the broadest point, while slowing global growth has been pointed out before, today’s statement notes how 
the slowdown has become “more synchronized across both the advanced and emerging economies,” suggesting 
BNM’s concern about the ripple effect of slower growth in advanced economies on Malaysia’s own shores. 
Specifically, it added that on the global front, “There is also evidence of the weak global trade affecting domestic 
demand, particularly investment activity” and that, domestically, “private investment is projected to remain 
modest.” 

Meanwhile, on exports, it expects to see continued impact from slower global demand, even as the statement 
tries to play up the mitigating effect of the “diversified structure” of Malaysia’s export business community. 

To us, the call on whether BNM will cut anytime soon or not, including in its next MPC announcement on 22 Jan 
2020 has ultimately become a call on whether there is going to be a Phase 1 deal between US and China in the 
coming weeks. This is especially so given that BNM’s statement suggests that, even as it is still comforted by 
domestic growth drivers, it remains cautious of how global development has affected not just exports but also 
investment activities.  

With our baseline expectation that there is going to be a deal, we would have to push back our call on any OPR 
rate cut to mid-2020. If – for whatever reason – the deal falls through and trade disputes escalate once again, 
then expect BNM to be one of the first central banks in the region to react quickly to it with easing. 
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This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in whole or 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 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 II, as implemented in any jurisdiction). 
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