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Presentation Outline

The interplay between the Ring

git and Foreign Funds

= Establishing the problem statements
= Objective of the study
= Discussion on the results

= Policy implication
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Ringgit has weakened for quite sometime...
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Malaysian ringgit appears to be sliding and has yet to gain strength. This has implication in cost of doing
business as weaker currency would mean higher cost of importation and traveling.
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...the Impact can be quite dire
Consumer Price Index (CPI) Trade balance in Agri-food sector (RM billion)
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Prices by nature are downward sticky. The depreciation of ringgit could accentuate the degree of stickiness.

Bank Muamalat Malaysia Berhad, |Ibu Pejabat, Menara Bumiputra, 21 Jalan Melaka, 50100 Kuala Lumpur.

Tel: +603-2600 5500 Web: www.muamalat.com.my 4 Sources: Department of Statistic Malaysia (DOSM) & CEIC



FBMKLCI
26.0
24.0 \
22.0 ) [ +2SD = 21.3x
20.0 +1SD = 19.3x
18.0 Mean = 17.2x

f

16.0 N m
14.0 ' wE
12.0
10.0

NN N RN N BN I NN T S AN L

50/ 5*)/ >°°

—PER —Mean —+1SD

Bank Muamalat Malaysia Berhad, Ibu Pejabat, Menara

Tel: +603-2600 5500 Web: www.muamalat.com.my

Bumiputra,

>°° >°° >°° >°° >°° >°° >°° >°° >°° >°° >°°

-1SD —+2SD —2SD —+3SD —-3SD

21 Jalan Melaka, 50100 Kuala Lumpur.

7™ amalat
Bank Muamalat

Better lives, fojefher

This occur despite cheap valuation in our equities market

Price-to-Earnings Ratio (PER) as of
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Objective of the study

To ascertain the
relationship between the
ringgit and foreign fund
flows in the capital
market. Foreign fund
flows will be

To draw some conclusion

on what might be the
represented by their

owhnership In equities
market in Bursa
Malaysia and Malaysian
Government Securities

(MGS).

best policy to make the
ringgit stronger.
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Data and Methodology
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Brent,= Brent oil price (USD)

DXY,= US Dollar index

MGS.= Foreign ownership in Malaysian Government Securities (MGS) (%)
EQTY,= Foreign ownership in Malaysian equities (%)

USDMYR,= Malaysian Ringgit (RM/USD)

a Data & Sources >

1) Monthly data from January 2010 until October 2023
2) Data source from Bloomberg, CEIC and Bursa Malaysia
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Response of USDMYR to a 1 ppt shock (increase)
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* The 1 percentage points (ppt) shock in the foreign holdings would result in higher value of ringgit with the USDMYR
likely to decline (appreciate) about 233 percentage in points (pips) in the first months.

= However, the positive impact is transitory as the appreciation of ringgit as a result of higher MGS holdings will only
last until the fifth month.

* |ncrease In foreign bond holdings may signal confidence in the market, leading to an increase in currency value due
to higher demand.

= The transitory impact could reflect foreign investors searching for other asset class which can offer better returns.

Bank Muamalat Mdldy:id Berhad, |Ibu Pejabat, Menara Bumiputra, 21 Jalan Melaka, 50100 Kuala Lumpur : ) )
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Response of USDMYR to a 1 ppt shock
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= The rise in foreign ownership of the Malaysian equities would result in higher value of ringgit almost indefinitely.

= A 1ppt increase in foreign holdings would result in 237 pips in the first month and go up to 1183 pips in the next 12
month.

= [t would mean persistent high ownership by foreign investors in our Bursa Malaysia would result in stronger ringgit.
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Response of USDMYR to a USD10 per barrel
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= A USD10 per barrel increase in Brent would result in higher values of ringgit of 343 pips in the first month.
= However, the effect appears to be diminishing as we progress to the year.
= This suggests the role of crude oil in determining the value of ringgit has become less important.
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Response of USDMYR to a 1 point shock
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= The rise in DXY by 1ppt would result in higher USDMYR of 264 pips in the first month and up to 312 pips in
the next 12 month.

* This indicate ringgit is depreciating against the US dollar and the impact from US Dollar is prominent.

= Therefore, US monetary policy has an important role in the determining the ringgit as DXY tend to move
along with the Fed decision on interest rates.
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The US Dollar Index plays a substantial role

Variance Decomposition of USDMYAR:

Period BRENT DXY MGS EQTY USDMYR
1 6.8 29.2 10.5 0.4 53.1
2 7.1 34.4 8.4 0.7 49.5
3 [.2 39.0 6.7 1.1 46.1
4 7.1 43.1 5.4 1.5 42.9
S 6.9 46.6 4.4 2.0 40.1
6 6.6 49.5 3.8 2.5 37.6
7 6.3 51.8 3.4 3.1 35.3
8 6.0 53.6 3.3 3.7 33.4
9 5.6 55.0 3.3 4.4 31.6
10 5.3 56.0 3.5 5.0 30.1
11 5.0 56.8 3.7 5.7 28.8
12 4.7 57.2 4.1 6.4 27.7

Bank Muamalat Malaysia Berhad, Ibu Pejabat, Menara Bumiputra, 21 Jalan Melaka, 50100 Kual
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DXY is the main variable that explained
the movement in USDMYR.

While contribution from EQTY is less in
the beginning, the value of Iits
contribution has gained traction as we
progress through the period.

Contribution from MGS is large at the
beginning. However, it declines over
time. Perhaps, foreign investors would
want to switch to other asset class In
order to gain better returns.

The role of Brent is declining too
implying that higher crude oil prices
have become Iless Important In
determining the value of ringgit.

Source: Author’s estimation
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Policy

Ensuring a competitive markets are critical since equity investors are interested
on the earnings prospect of the listed firms.

This would mean encouraging investments to upgrade the private sector
productive capacity is crucial. Also, clear policy direction on taxation, subsidies,
renewable energy, moving towards market based economy and etc. would
helped to entice foreign investors to participate in the Malaysian market.

The resilience In fiscal position is key to attract fixed income investors. Hence,
fiscal discipline is a must.

Already, the contribution from Brent In determining the value of ringgit iIs
diminishing. Therefore, the more reasons for the government to diversify their
revenue stream.
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Policy

Do the right thing vs. Do it right - policy reforms can be very tricky especially If
it can result in higher cost of living as prices tend to go higher.

Perhaps, starts with a clear communication to the various stakeholders.

This may Include constant communication and engagement with the
economists/analysts/fund managers with relevant and updated data and
iInformation.

That way they might have a better ideas as to how to narrate their conviction.
Crucially, the government has to go to the ground and explain to the targeted

group such as teachers, nurses, head of village as these are the high touch
points with the public.



m Bank Rl

Thank



