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Maybe in March

o It has been half a year since Malaysia was put on a watchlist for a
potential exclusion from the WGBI sovereign bonds index. This morning,
FTSE Russell effectively said that it needs more time to decide.

¢ An outright exclusion could have risked a reallocation of about USD4bn
of funds, or ~10% of foreign MGS holdings. Viewed against that scenario,
the actual kick-the-can-down-the-road move is good news, undoubtedly.

e To be sure, until the next review in March 2020, the overhang is still
going to be with us. However, the extended watchlist move might well
be another impetus for further FX liberalization moves onshore.

We need more time

“FTSE Russell will continue to engage with market participants to
understand the practical impact of recent initiatives announced by Bank
Negara Malaysia to improve market liquidity and accessibility.”

With these words, FTSE Russell confirms this morning after US market close
that Malaysia will be retained on the watchlist for potential downgrade
from the so-called ‘Market Accessibility Level’ grading of 2" to ‘1.

The downshift to the latter grade could have prompted fund managers who
track the WGBI (“World Government Bond Index”) to downsize the holdings
of MGS (“Malaysian Government Securities”) in their portfolios. Assuming
USD 1 trillion of funds that benchmark themselves against this index and a
weighting of about 0.4% for Malaysia, as much as USD 4 billion could have
been viewed as being susceptible to portfolio reallocations. This would
constitute close to 11% of the foreign holdings of MGS and just above 4% of
total outstanding amount of MGS, as per end-August numbers.

Even as the depth of Malaysia’s domestic financial markets and the long-
term nature of some of the remaining foreign holdings of MGS would have
helpfully countered the impact of any WGBI index exclusion, there are
nevertheless likely to be at least some knee-jerk adverse reactions in the
hypothetical scenario.

Hence, while the now-extended waiting period for the final decision would
continue to feel like an overhang to the MGS market specifically and the
overall Malaysian assets generally, the latest FTSE Russell announcement
should still be seen as a slight net positive. Tellingly, MYR strengthened
mildly by about 0.2% against the USD on the news, although it has since
retraced alongside broader markets.

Moreover, the FTSE Russell’s ‘move of no move' might well come to be seen
as dangling the carrots to entice further onshore FX liberalization moves by
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the authorities, potentially. Already, BNM has been on the case actively,
with its latest action to further liberalize the FX administration policies
coming as recently as August 16", allowing non-resident treasury centres to
hedge on behalf of their related entities, for instance.

Ultimately, our base case is for a regulatory environment that is sufficiently
welcoming for the index provider to tick the boxes on ‘market liquidity’ and
‘accessibility’. This will then allow FTSE Russell to retain Malaysia on the
WGBI, albeit at a slightly lower weight to accommaodate China’s inclusion.

Foreign Holdings of MGS
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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)
(“MIiFIR”) (together referred to as “MiFID 11”), 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 Il, as implemented in any jurisdiction).
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