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Status quo for MYR Govvies weightage in FTSE Russell WGBI

FTSE Russell has MAINTAINED Malaysia in its watch-list for possible downgrade or
exclusion from its World Government Bond Index (WGBI) in its most recent September
annual review, no change from its earlier stance since April 2019. We opine that initial
fears over the reduction in weightage or even removal of Malaysia entirely from the FTSE
Fixed Income Country Classification were shrugged off throughout the past months in lieu
of the ramp-up in foreign holdings. This would mean that the FTSE Russell team is
confident that the Malaysian government is still in the midst of taking strong initiatives and
measures to ensure it remains anchored in the index by the next interim update in March
2021. Expect lesser impact on MYR govvies; mainly MGS as investors weigh
attractive safe-haven yield-carry options versus the onslaught of negative-yielding
global debt. In conclusion, we remain cautiously optimistic that the local regulatory
authorities have and will continuously be noted for their pro-active measures to
ensure that the nation’s bonds remain anchored in the WGBI.

Expect initial disappointment in the Following the announcement sometime in April 2019; investors and market participants
continuance of Rating Watch to wane as have been fretting over the potential changes in weightage allocation and even fearing the
investors weigh attractive safe-haven worst over a complete exclusion of MYR govvies in the said index. Qualification for the
yield-carry options for local govvies FTSE WGBI encompasses three (3) criteria, for which Malaysia has successfully adhered
(Mainly MGS) versus supply of negative- to.

yielding global debt...
1. Issuances must have a minimum market size of USD50b, EUR40b or JPY5

trillion.
2. Issuances must have a minimum credit quality of A- by S&P and A3 by Moody’s
3. Issuances must have a minimum market accessibility of “2” based on various
categories under market, macroeconomic & regulatory environment, forex
structure, bond market structure and global settlement & custody

Nevertheless concerns regarding item (3) above with regard to “accessibility” are expected
to be resolved as ongoing efforts by the Malaysian government and regulatory authorities
have been lauded by the FTSE Russell team on deepening the onshore markets and
providing much-needed liquidity via the following:

e  2-way quotes including for non-benchmark bonds

e  Ensuring inter-bank principal dealers and large institutional participation in local
govvies

. Improved auction calendar offering more re-openings of prior issues

e  Vibrant repo market especially for MGS market

e  Consolidation of bond issuances to increase the outstanding size per issuance
whilst reducing the no of issuances

. Introducing MGS futures with physical delivery

. establishing a Debt Management Office

. Enhancing the Forex market by permanently offering Appointed Overseas Office
programme (AOO)

e Improving MYR accessibility after onshore trading hours and also allowing
Japanese local custodian banks to undertake 3™ party Forex and and dynamic
hedging

e To streamline Forex documentation and allow for the expansion of hedging
programs.
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Note that Malaysia which was included in the WGBI since 2004 was assigned a “2” and
sits in both the FTSE WGBI & FTSE EMGBI. For the FTSE WGBI, the five (5) categories
constituting the entire index are US-36.4%, EGBI (Austria, Belgium, Finland, France,
Germany, Ireland, Italy, Netherlands and Spain)-33.9%, Japan-17.7%, UK-5.5% and “all-
others”™-6.5%. The “all others” category which forms 6.5% weightage includes the following
countries: Australia, Canada, Denmark, Israel, Malaysia, Mexico, Norway, Poland,
Singapore, and Sweden. (Switzerland was removed from this index in Sep 2018 due to
market size ineligibility). Drilling down further, Malaysia’s weightage in the index is
~0.41% as of July 2020. A weightage reduction or removal of the nation from the index
may not trigger the risk of outflows which were earlier believed to be as high as ~$4 billion
by passive funds and a further $2 billion-to-$4 billion by active funds. From a risk-
perspective, decisions to pare down holdings would have long taken place by now.

Discussions with global investors reveal that this index has been a decent gauge mainly
for specific East Asian investors and may not necessarily represent the entire spectrum of
global investors. Most portfolio adjustments by fund managers are envisaged to have been
taken into account over the past six (6) months and further abrupt selling is not expected
in heavy volumes. Note that foreign holdings in MGS had risen for the past five (5) months
i.e. since April 2020 by ~MYR20.2b.

Based on the chart below, current foreign holdings in benchmark MGS are slightly
skewed towards the 5Y, 10Y and interestingly the long-bond with percentages
between 14-20%.

In conclusion, we opine that buying opportunities do exist and will largely be due to

a favorable comparative regional valuation. We are optimistic that the next
announcement and review in March 2021 will be favorable.
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DISCLAIMER

This report is for information purposes only and does not take into account the investment objectives, financial situation or particular needs of any
particular recipient. The information contained herein does not constitute the provision of investment advice and is not intended as an offer or solicitation
with respect to the purchase or sale of any of the financial instruments mentioned in this report and will not form the basis or a part of any contract or
commitment whatsoever.

The information contained in this publication is derived from data obtained from sources believed by Hong Leong Bank Berhad (“HLBB”) to be reliable
and in good faith, but no warranties or guarantees, representations are made by HLBB with regard to the accuracy, completeness or suitability of the
data. Any opinions expressed reflect the current judgment of the authors of the report and do not necessarily represent the opinion of HLBB or any of
the companies within the Hong Leong Bank Group (“HLB Group”). The opinions reflected herein may change without notice and the opinions do not
necessarily correspond to the opinions of HLBB. HLBB does not have an obligation to amend, modify or update this report or to otherwise notify a
reader or recipient thereof in the event that any matter stated herein, or any opinion, projection, forecast or estimate set forth herein, changes or
subsequently becomes inaccurate.

HLB Group, their directors, employees and representatives do not have any responsibility or liability to any person or recipient (whether by reason of
negligence, negligent misstatement or otherwise) arising from any statement, opinion or information, expressed or implied, arising out of, contained in
or derived from or omission from the reports or matter. HLBB may, to the extent permitted by law, buy, sell or hold significantly long or short positions;
act as investment and/or commercial bankers; be represented on the board of the issuers; and/or engage in ‘market making’ of securities mentioned
herein. The past performance of financial instruments is not indicative of future results. Whilst every effort is made to ensure that statements of facts
made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other subjective judgments contained in this report
are based on assumptions considered to be reasonable as of the date of the document in which they are contained and must not be construed as a
representation that the matters referred to therein will occur. Any projections or forecasts mentioned in this report may not be achieved due to multiple
risk factors including without limitation market volatility, sector volatility, corporate actions, the unavailability of complete and accurate information. No
assurance can be given that any opinion described herein would yield favorable investment results. Recipients who are not market professional or
institutional investor customer of HLBB should seek the advice of their independent financial advisor prior to taking any investment decision based on
the recommendations in this report.

HLBB may provide hyperlinks to websites of entities mentioned in this report, however the inclusion of a link does not imply that HLBB endorses,
recommends or approves any material on the linked page or accessible from it. Such linked websites are accessed entirely at your own risk. HLBB
does not accept responsibility whatsoever for any such material, nor for consequences of its use.

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any state, country
or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. This report is for the use of the
addressees only and may not be redistributed, reproduced or passed on to any other person or published, in part or in whole, for any purpose, without
the prior, written consent of HLBB. The manner of distributing this report may be restricted by law or regulation in certain countries. Persons into whose
possession this report may come are required to inform themselves about and to observe such restrictions. By accepting this report, a recipient hereof
agrees to be bound by the foregoing limitations.
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