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 BNM cuts OPR by 25bps to 3.25% 

 

After 20 consecutive meetings between May 2006 and Oct 2008 of holding rates unchanged at 3.5%, the 

MPC of BNM finally cut its OPR by 25bps to 3.25%, in line with market expectations.  According to the MPC 

statement, the risk to domestic price stability is now substantially lower, and inflation has started to moderate 

from its peak in the third quarter of 2008.  In addition, the MPC expects that going forward, lower cost 

pressures and the slowdown in demand will curb inflation and hence, inflation is likely to continue moderating 

significantly going into 2H09.  

 

 

 

In a surprise move, BNM also reduced the Statutory Reserve Requirement (SRR) ratio by 50bps to 3.5% from 

4% effective 1 Dec 2008.  SRR was last cut to 4% from 6% on 16th Sept 1998.  Reducing the SRR is expected 

to inject about RM2.7bn of liquidity into the banking system and hence lowering the cost of intermediation.   
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The above monetary policy changes indicate that policy makers are clearly concerned about the potential 

downside risks to growth.  Receding inflation risk also enables the BNM more monetary flexibility, although the 

monetary easing will only be felt after 6-9 months later.   

 

The impact in 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 market is expected to remain volatile in 

tandem with regional markets.   

 

What the fund managers will do 

 

The equity fund managers will trade cautiously and continue to bargain hunt for quality stocks with sustainable 

earnings.  For fixed income, we will continue to look for opportunities to accumulate quality papers and trade 

on momentum.  Money market rates are expected to fall in tandem with the cut in OPR and fund managers 

will strive to maximise the returns.   

  

Monetary policy going forward 

 

Going forward, the market is expecting further rate cuts in the OPR in 2009 but the quantum will be data-

dependent.  

 

 

 


