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FX Focus 
Malaysia: Ringgit fundamentals still 

intact despite oil shock 

Key Points 

▪ We maintain a sanguine outlook for the ringgit. Higher oil prices and subsidy-

related fiscal concerns may generate bouts of ringgit weakness. But notably, 

Malaysia's electronics trade surplus has been able to offset the higher oil import 

bill. Coupled with still resilient macro fundamentals, attractive sovereign bond 

and ringgit valuations, and the prospect of an eventual weakening of the US 

dollar, we see scope for ringgit strength despite these headwinds. We have a 

USD/MYR forecast of 4.0300 by end-2026.  

 

▪ Fiscal pressures are rising but remaining manageable. Malaysia’s strong 

nominal GDP growth, stable sovereign credit ratings, continued market access, 

and fuel subsidies acting as an inflation shock absorber should help prevent 

fiscal concerns from becoming a material threat to Malaysia's medium-term 

growth outlook. Government debt to GDP ratio has been stable at around 65%.  

 

▪ Attractive bond valuations are drawing foreign investors back. The sell-off in 

Malaysian government bonds has improved risk-reward dynamics, with the 10-

year yield currently fairly valued based on our estimates. Renewed foreign bond 

inflows in August and strong demand for recent sovereign issuances suggest 

investor confidence in Malaysia’s government bonds remains intact. 

 

▪ Malaysia's equity market could become a larger source of MYR support. 

Improving corporate earnings, planned KLCI expansion from 30 to 50 constituent 

members by end year, and Malaysia's low weight in the MSCI EM index create 

scope for greater foreign equity participation and portfolio inflows over time. 

 

▪ The prospects of an eventual weakening of the US dollar will also matter. While 

long-end US treasury yields are rising, the dollar is softening, possibly reflecting 

fiscal concerns. Combined this with Malaysia's resilient electronics-driven trade 

surplus, anchored inflation expectations, and policy credibility, this supports 

further USDMYR downside in our view. 
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The recent sell-off in Malaysian government bonds, higher oil prices, and fiscal 

pressures have likely created near-term volatility for the ringgit. Yet we continue to 

maintain a constructive medium-term view on MYR against the US dollar. In our 

view, the market may be focusing on rising fuel subsidy costs and higher global 

yields while underappreciating Malaysia's improving capital market dynamics, 

resilient external position, favourable bond and FX valuation backdrop, and the 

prospect of a weaker US dollar cycle ahead. 

Malaysia's macro buffers remain intact. Fiscal pressures are rising, but they are not 

yet destabilising. Meanwhile, government bond valuations have reset, foreign 

demand is returning, electronics exports continue to provide an important offset to 

higher energy costs, and Malaysian assets remain under-owned by global investors. 

The result is a ringgit that may face occasional periods of volatility, but one that 

remains well positioned to appreciate against the US dollar over the medium term. 

The ringgit's recent soft patch has largely coincided with concerns over higher oil 

prices and the potential fiscal burden arising from fuel subsidies. Those concerns are 

understandable. 

Malaysia has likely experienced greater fiscal pressure in Q2 as energy-related 

subsidy costs increased. The pace of fiscal consolidation could slow too should Brent 

remain elevated through Q4. The recent decision to restore the subsidised RON95 

fuel quota to 300 litres/month from 200 litres and increase subsidised diesel 

allocations to 400 litres/month from 300 litres could further increase expenditure 

pressures in H2.  

However, we think the market may be overlooking several important offsets. 

First, nominal GDP growth remains strong, helping to keep government debt-to-GDP 

broadly stable around 65%. Second, fuel subsidies themselves act as an important 

inflation shock absorber, preventing imported inflation from spilling more aggressively 

into the broader economy. Third, Malaysia continues to benefit from stable sovereign 

credit ratings and favourable market access, limiting the risk of a funding shock. 

The more important question is not whether fiscal pressures are rising. They are. The 

more important question is whether these pressures are large enough to 

fundamentally alter Malaysia's medium-term investment story. Our answer remains 

no. 

Bond Markets Are Becoming More Attractive, Not Less 

The sharp sell-off in Malaysian government bonds has significantly altered the risk-

reward profile. The 10-year government bond valuation now appears fairly valued. In 

fact, the magnitude of the sell-off looks increasingly inconsistent with Malaysia's 

underlying domestic fundamentals. 

Importantly, bond demand remains healthy. Recent sovereign and sukuk issuances 

have been met with tight pricing and robust investor demand, suggesting that 

investors continue to view Malaysian credit favourably despite elevated global yields. 

Meanwhile, August recorded a renewed pickup in net foreign purchases of Malaysian 

bonds, marking the strongest pace of net inflows since May 2025. This is particularly 

notable because it occurred against a backdrop of rising global yields, reflecting that 

foreign investors remain willing to add to duration when valuations become attractive. 

This matters for the ringgit. 
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CHART 1: INVESTORS RE-ENGAGE WHEN BOND VALUATIONS TURN 
ATTRACTIVE 

 

Source: Bloomberg. FMIP, MUFG GMR 

Equity Markets May Be Entering a Catch-Up Phase 

While regional equity markets have generally outperformed Malaysia year-to-date, 

the underlying story may be changing. 

The planned expansion of the KLCI from 30 to 50 constituents by year-end 

represents more than a simple index adjustment. It broadens the representation of 

Malaysia's economy by incorporating greater exposure to technology, energy and 

REIT sectors, reducing the current concentration in financials. A more representative 

benchmark should improve liquidity, broaden investor participation, and potentially 

support valuation re-rating over time. 

Importantly, corporate earnings growth is also improving. This means Malaysian 

equities is increasingly supported by fundamentals. 

The global positioning argument is equally compelling. Malaysia currently represents 

slightly less than 1% of MSCI EM market capitalisation despite having relatively 

favourable growth dynamics and improving corporate earnings trends. As global 

investors rotate within emerging markets, Malaysia remains a plausible beneficiary of 

capital reallocation. Particularly if the US dollar enters a more sustained cyclical 

decline, foreign equity flows could become an increasingly important source of 

support for MYR. 

The External Story Remains Resilient Despite Oil Shock 

The oil shock narrative dominates headlines, but the technology story continues to 

drive domestic fundamentals. Malaysia continues to benefit from the global 

electronics cycle and maintains a comparatively high level of ICT investment relative 

to regional peers. The country's electronics trade surplus remains substantial and 

continues to provide a critical offset against higher petroleum related imports.  
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CHART 2: ELECTRONICS TRADE SURPLUS OFFSET HIGH OIL PRICES 

 

Source: CEIC, MUFG GMR 

This distinction is important. The strength of the electronics surplus means the 

external position is considerably more resilient than a simple oil shock narrative 

would suggest. In other words, higher oil prices create pressure, but they do not 

eliminate Malaysia's external buffers. 

A Weaker Dollar Matters  

Perhaps the biggest shift is that rising US long-end yields are not supporting the US 

dollar. Instead, they are possibly reflecting growing concerns surrounding debt 

sustainability and fiscal financing needs. This creates a very different environment 

from previous cycles. Current US rate-hike expectations could eventually moderate. 

Should that occur, the US dollar could weaken further. This would be supportive for 

the ringgit. 

CHART 3: GROWING DIVERGENCE BETWEEN YIELDS AND THE DOLLAR 

 

Source: Bloomberg, MUFG GMR 

 

At the same time, Malaysia’s contained inflation of around 1.8%yoy in August and 
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ongoing fuel subsidies provide BNM with flexibility to remain on hold at 2.75%, 

keeping financial conditions stable. Moreover, inflation expectations remain well 

anchored at around 2%. We estimate that BNM is currently maintaining a neutral 

monetary policy stance.   

CHART 4: FUEL SUBSIDIES LIMIT THE OIL SHOCK ON MALAYSIA INFLATION 

 

Source: Bloomberg, MUFG GMR 

There will undoubtedly be periods of ringgit volatility. Higher oil prices may create 

near-term volatility for MYR, but Malaysia's improving capital flow dynamics, resilient 

external position and attractive FX and bond valuation backdrop leave us 

constructive on the ringgit. Moreover, political risks have eased, despite recent state 

election setbacks. DAP, a key political party within the coalition government, has 

voted to stay in the unity government. This has eased concerns about an early snap 

general election. We continue to see scope for USDMYR downside as domestic 

fundamentals hold firm and the broader dollar cycle gradually turns lower. 
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the Corporations Act 2001, and are wholesale clients for the purposes of section 761G of the Corporations Act 2001. This Note is not intended to be distributed or 
passed on, directly or indirectly, to any other class of persons in Australia. This Note is for informational purposes only, it does not make any recommendations and 
should not be relied upon for any investment purposes. For information on how we collect, use, store and secure personal information, please review our Privacy 
Policy. MUBK and MUFG Securities have established policies and procedures to identify and manage conflicts of interest to uphold the values of integrity, 
responsibility, accountability and trust, and to treat clients fairly.  MUBK and MUFG Securities have put in place the following arrangements to prevent conflicts of 
interest: information barriers to prevent the unnecessary exchange or misuse of confidential information; segregated deal teams to manage competing interests in a 
transaction; defined procedures for dealing with conflicts of interest, including procedures on crossing information barriers; reasonable steps by Compliance to 
ensure that information barrier arrangements remain effective and are effectively monitored. 

 

• New Zealand: This Note is only intended for distribution to persons in New Zealand who are wholesale clients as defined in clause 4 of Schedule 5 of the 
Financial Markets Conduct Act 2013, or are wholesale investors as defined in clauses 3(2) and 3, and clauses 36(b) of Schedule 1 of the Financial Markets Conduct 
Act 2013. This Note is not intended to be distributed or passed on, directly or indirectly, to any other class of persons in New Zealand. For information on how we 
collect, use, store and secure personal information, please review our Privacy Policy. 

 

• Thailand: In Thailand, MUSE has a derivatives dealer registration with the Securities and Exchange Commission, Thailand 

 
 

https://www.bk.mufg.jp/global/globalnetwork/asiaoceania/pdf/australian_privacy_policy.pdf
https://www.bk.mufg.jp/global/globalnetwork/asiaoceania/pdf/australian_privacy_policy.pdf
https://www.bk.mufg.jp/global/globalnetwork/asiaoceania/pdf/nz_privacy_policy.pdf

