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It’s a Matter of Trust

The Impact of the Fed's Rate Cut on the Malaysian Market

The Federal Open Market Committee (FOMC) meeting in January 2024 concluded with the decision to
maintain the Fed funds interest rate within the range of 5.25% to 5.50%, as widely anticipated by the market
consensus. Notably, the Fed funds rate has been held steadily for about eight months since the last rate hike
of 25 basis point back in July 2023 (see Exhibit 1).

Exhibit 1. Fed funds rate since 2019
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Since March 2022, the FOMC began a 25-basis point interest rate hike aiming to bring inflation back to its 2%
target. Following several rate hikes in the past two years to combat inflation, a sustained decrease in inflation
rates has prompted the Fed to ease its stance, temporarily pausing rate hikes (see Exhibit 2).

Exhibit 2. US Headline CPI
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The market had previously expected the first rate cut to occur during the March 2024 FOMC meeting. However,
due to the recent hawkish tone in the Fed's statement (coupled with still-sticky January inflation figures),
expectations are now shifting, with the market expecting the first rate cut to begin as early as the June FOMC
meeting (see Exhibit 3), with a 53.1% probability as of 21 February 2024.

Exhibit 3. Market consensus of Fed funds rate

CME FEDWATCH TOOL - MEETING PROBABILITIES

MEETING DATE 325-350 350-375 375-400 400-425 425-450 450-475 475-500 500-525 525-550

/20/2024 00% 00%| 0.0% 00% 6 85% 91.5%
5/1/2024| 00% 00% 6 00% 0.0% 00% | 00% 26% 34.0% 63.3%
6/12/2024 0.0%  0.0% 00% 00% 6 00% 1.7% 23.1%] 53.1%| 22.1%
7/31/2024 0.0%  0.0%  00% 00% 6 1.1% 158% 429% 326% 7.5%
9/18/2024 0.0% 0.0% 0.0% 09% 126% 37.0% 349% 13.0% 1.6%

11/7/2024| 00% | 00% 05% 6 7.1% | 256% 359% 233% 7.0% 0.8%

12/18/2024 0.0% 03%| 50%| 19.7% 326%| 27.3%  121% 2.7% 0.2%
1/29/2025 0.2% 3.0%| 13.5% | 27.1%  29.5% | 18.6% 6.7% 1.3% 0.1%
311212025 1.2% 6.9% 185% 28.0% 254% 142% 47% 09% 0.1%

Source. CME FedWatch tool, as of 21 Feb 2024

What are the potential implications for the Malaysian market following a U.S. rate cut?

1)

2)

Potential appreciation of MYR against USD

A rate cut by the Fed usually results in the depreciation of the US dollar as lower interest rates reduce
the yield on investments in US dollars, making them less attractive to foreign investors. The movement
of capital towards higher-yielding assets in alternative currencies would favour emerging market
currencies, including the Malaysian Ringgit. Appreciation of the Malaysian Ringgit in relative to the US
dollar can result in cheaper imports, which is advantageous for sectors heavily reliant on imported
goods, i.e. Construction sector that rely heavily on import of construction materials (Iron and Steel),
Utilities sector (i.e. Tenaga) whereby a significant portion of its operational expenses comes from
importing coal, which is priced in USD. Separately, the Automotive and Consumer sectors could also
see benéefits since their raw materials are sourced through imports.

Increase of Foreign Direct Investment (FDI) flow into Malaysia

Investors often seek the best returns for their capital. With lower interest rates in the US, capital tends
to flow towards economies that provide better yield in investment, for example, Malaysia, with its
dynamic economy and strategic position in the Southeast Asia, can become a more attractive
destination for FDI yield.

In July 2023, PM Datuk Seri Anwar lbrahim unveiled the Madani Economy framework, aiming to
encourage both Domestic Direct Investment (DDI) and Foreign Direct Investment (FDI) and eventually
develop Malaysia into a leading economy in Asia.
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According to the statistic released by Malaysian Investment Development Authority (MIDA), as of the
first three quarters of 2023, the total approved investments reached RM225 billion, with DDI
contributing 44% and FDI contributing 56%. This figure not only surpasses the full-year target of
RM220 billion set for 2023 but also marks a 6.6% rise compared to the RM211 billion recorded in the
same period of 2022 (see Exhibit 4). In addition to the approved investment figures, several
investments have been announced for the period from 2021 to 2024, which are anticipated to
materialise in the upcoming period (see Exhibit 5).

We are positive that the increased FDI would benefit sectors like Technology (specifically
Semiconductor and Data Centre), as Malaysia’s abundant natural resources and high skilled workforce
would stand out as its competitive advantage to attract FDI.

Exhibit 4. Malaysia Investment Performance Jan-Sep 2023
MALAYSIA INVESTMENT PERFORMANCE

JANUARY - SEPTEMBER 2023
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Exhibit 5. FDI announced for the period 2021 - 2024

Value (>100 Up to Announced
mn) P Date
Intel RM30bn | 2022-2031 | 12/16/2021
Melexis EUR 70 mn | 2024-2028 | 1/16/2023
Amazon RM25.5bn | By 2037 | 3/2/2023
Cloud
Korea RM24bn | N/A 3/21/2023
China RM 170 bn | N/A 4/3/2023
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https://www.mida.gov.my/mida-news/intel-corp-to-invest-rm30-bln-to-expand-facilities-in-malaysia/
https://www.melexis.com/en/news/2023/16jan2023-melexis-to-invest-70m-eur-in-facility-expansion-in-kuching-malaysia
https://www.mida.gov.my/media-release/amazon-web-services-aws-announces-rm25-5-billion-investment-to-launch-an-aws-cloud-computing-infrastructure-in-malaysia/
https://www.mida.gov.my/media-release/amazon-web-services-aws-announces-rm25-5-billion-investment-to-launch-an-aws-cloud-computing-infrastructure-in-malaysia/
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EVE USD 422.3 | \/a 5/12/2023
Energy mn

Texas RM 14.6 bn | 2023-2025 | 6/13/2023
Instrument

Infineon EURS5bn | 2024-2028 | 8/3/2023
Alton RM 2 bn 2024-2030 | 9/20/2023
Masdar USDS8 bn By 2035 10/9/2023
Geely RM32bn 10/10/2023
NTT Lid RM234 mn 10/10/2023
Enovix RM5.8bn | 2023-2037 | 16/11/2023
USA 2?63'02 2033-2038 | 8/11/2023
Spectium | ;557 mn 23/1/2024
Materials

European RM378.8 29/1/2024
Wellness mn

Source: Various, compiled by PCM
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Potential surge of bond price in Malaysia

A Federal Reserve rate cut can significantly influence Malaysia's bond market by making Malaysian
bonds more attractive to international investors seeking higher yields than those available in the United
States, due to lower yields on US Treasury securities. This increased demand can drive up the prices
of Malaysian bonds.

Additionally, a Fed rate cut often leads to a depreciation of the US dollar, enhancing the appeal of
Ringgit-denominated bonds for foreign investors as the Malaysian Ringgit strengthens. The prospect
of lower future yields, in response to potential rate cuts by Bank Negara Malaysia mirroring the Fed's
policy shift, could further elevate bond prices. Moreover, global economic uncertainties that prompt
Fed rate cuts can shift investor preference towards safer assets like government bonds, including
those from Malaysia, affecting both government and corporate sectors by potentially lowering
borrowing costs and stimulating economic activity.

click on the link to learn more or email us at phillipmutual@phillipcapital.com.my if you require any
information.
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