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BNM cut OPR to 2.5% and SRR ratio to 2%  
BNM cut OPR by 75bps to 2.50%, exceeding market expectations of a 25-50bps cut and marking the 
second consecutive cut since Nov 2008.  In addition, the Statutory Reserve Requirement (SRR) ratio was 
reduced by 150bps to 2% which will provide more liquidity for the banks to provide financing at affordable 
rate, as the cost of lending becomes much cheaper now. 
 
To ensure economy continues to grow positively 
At the MPC meeting, BNM indicated that the international economic and financial conditions have 
deteriorated much more significantly in the recent period, and major industrial economies are now 
experiencing a recession, increasing the risks to global growth.  The contraction in global demand and trade, 
combined with the reduction in global commodity prices has affected the export earnings of many regional 
economies including Malaysia, exacerbated by the protracted turmoil in the international financial markets.   
 
In addition, BNM is concerned about the impact on labour market conditions caused by the sharper 
deterioration of the global economy and acknowledges the importance of urgent implementation of policy 
measures will be key towards ensuring that Malaysia’s economy continues to experience positive growth in 
2009.   
 
With inflation decelerating to 4.4% in Dec 08, and expected to continue easing in 2009, combined with a 
fundamentally sound banking system, BNM will continue to steer towards ensuring access to credit to all 
sectors of the economy.    
 
The impact of the OPR cut  
I.  Corporate and economy 
On the corporate level, a lower interest rate means lower cost of borrowing which is positive to corporate 
earnings.  With lower interest rate, the consumers pay less loan and resulted in a higher disposable income, 
and this will help to boost domestic consumption.    
 
II. Currency 
Ringgit Malaysia could weaken further against the US Dollar as investors seek higher return elsewhere, 
which may bode well for export to some extent.  As most central banks reduced their interest rate amid 
global economy slowdown, the focus on currency risk however, may not be seen as urgent as compared to 
economic growth risk.   
 
III. Equity and bond markets 
Given a lower inflation rate, lower cost of borrowing and ample liquidity in the system, we opine the 
interest rate cut to be positive for equity and bond markets.  However, the equity market is expected to 
remain volatile in tandem with regional markets.   
 
IV. Money market 
In a low interest rate environment, money market rate is expected to reduce in tandem with bank rates.   

 BNM cuts OPR by 75bps to 2.50% exceeding market expectation of a 25-50 bps cut.   
 The SRR also reduced from 3.5% to 2%.  
 With the heightened downside risk to growth and impact on labour market, BNM acknowledge the 

 importance of urgent implementation of policy measures will be key towards ensuring that Malaysia’s 
 economy continues to experience positive growth in 2009.   
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What the fund managers will do 
I.  Equity 
Although the rate cut is seen as positive for the equity market, in view of the prevailing volatilities and 
uncertainties in the global market, the equity fund managers will trade cautiously and continue to bargain 
hunt for quality stocks with sustainable earnings.   
 
II. Fixed income 
In a falling interest rate environment, where new bonds are issued at lower yields, the value of existing 
bonds of similar tenors and characteristics issued at higher yields will appreciate as it can be offered at lower 
yields.  This is beneficial for Prudential’s bond funds as the Fixed Income portfolios contain predominantly 
corporate bonds.  The fixed income fund manager will continue to look for opportunities to accumulate 
quality papers and trade on momentum.   
 
III. Money market 
Given the short-term investment horizon for the money market funds, the fund manager’s focus will remain 
on short-term debt securities for yield enhancement and continue to place in short-term money market 
instruments for liquidity.   
  
Monetary policy going forward 
Consensus is expecting another 50 bps cut to 2% by end 2009 on more downside risks on economic 
growth and the impact to labour market resulted by deteriorating global economy, volatile commodity 
prices and geo-political crisis.  
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Disclaimer: Neither the information nor any opinion expressed constitutes an offer, or an invitation to make and offer to buy or sell any 
securities.  Investors are advised to read and understand the contents of the prospectus before investing.  Among others, investors should 
consider fees and charges involved.  Investors should seek financial advice regarding the appropriateness of investing in any securities or 
investment strategies discussed or recommended herein and should understand that statements regarding future prospects may not be 
realized.  Investors should note that income from securities, if any, may fluctuate and that each security’s price or value may fall or rise.  
Accordingly, investors may receive back less than originally invested. Information has been obtained from sources believed to be reliable 
and Prudential Fund Management Berhad does not warrant its completeness or accuracy.  Opinion and estimates constitute our judgment 
as of the date of this material and are subject to change without notice. 
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