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MGS+GlI auction demand expected to remain firm
rest of year

Summary

MGS yields fell considerably in 1H2025, reaching their lowest since early-2022. The
boost to the MGS market during the half-year came from:

e QOutlook for a BNM interest rate cut,

e Declining global rates, especially the in UST yields alongside Fed rate cut

expectations,

e MYR upside,

o Positive fiscal outlook, which brought a conducive MGS+GlI supply outlook,

e Continued positive investor demand.
The same drivers boosted the primary market during 1H2025. We note the bid-to-cover
(BTC) ratio at the 1H2025 MGS+GII auctions averaged a strong 2.89 times (x) vs.
2.62x in 1H2024. The lower gross issuance in 1H2025 of MYR86.0 billion vs. a higher
MYR94.5 billion contributed to the better average BTC.

We maintain a positive view of Malaysia’s government bond market in 2H2025;
this will flow into continued firm demand at MGS+GlIl auctions. Lessening
MGS+GlII supply amid fiscal consolidation will add to firm primary demand.

Smaller gross issuances in 2H2025 vs. 1H2025 will aid demand. After the MYR86
billion issued in 1H2025, gross issuance in 2H2025 is expected to total a smaller
MYRY79 billion. Average issuance in 1H2025, at the 18 auctions done was about
MYR4.78 billion. In 2H2025, we calculate average issuance to be about MYR4.39
billion per auction. There will be another 18 MGS+GlII auctions in 2H2025.

What auctions to look for. Our expectation is for the MGS curve to steepen in
2H2025. We think lower yields on the shorter end could deter very firm BTCs at
auctions, but more attractive yields on the bellies to the longer tenors are likely to
support demand and BTCs on longer duration auctions. That being said, for shorter
duration MGS+Gll, yield levels (i.e., WI) would be key. Our expectation is for the 10Y
MGS to close out 2025 at 3.50%, thus yields above 3.60% should aid demand at
auctions. 10Y GlI auctions are slated for July and November, while the 10Y MGS is
scheduled for December. We expect the 3Y MGS to test 3.90-95% by end-year. Thus,
WI above 3.10% may offer attractive returns. Further up the curve, we think the long
30Y MGS and Gll could offer opportunity for yield pickup in the primary market. There
was already a new issue of 30Y MGS maturing July 2055 this month but there will be
a reopening scheduled for October. If yields on the 30Y MGS again tests 4.00%, then
we think there should be ample demand from institutional investors. Also, look out for
new 30Y Gll auction due September.
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Exhibit 1: MGS+GlI auction schedule in 2H2025
T Target Target
Quarter Month

7-yr Reopening of MGII 10/31

3.804% * Third July
30-yr New Issue of MGS (Mat

on 07/55) Third July
10-yr Reopening of MGII 04/35 Third July
20-yr Reopening of MGS

05/44 4.180% Third August

15-yr Reopening of MGII 07/40  Third August

5-yr Reopening of MGS 5/30 Third August

20-yr Reopening of MGII 05/45 Third August

3-yr Reopening of MGS 04/28

3.519% Third September
30-yr New Issue of MGII (Mat

on 09/55) (Khadamat) Third September
15-yr Reopening of MGS

04/39 4.054% Third September
3-yr Reopening of MGII 07/28

3.599% Third September
30-yr Reopening of MGS

07/55 Fourth October
5-yr Reopening of MGII 08/30 Fourth October
20-yr Reopening of MGS

05/44 4.180% Fourth October
10-yr Reopening of MGII 04/35  Fourth  November
7-yr Reopening of MGS 07/32

3.582% Fourth  November
20-yr Reopening of MGII 05/45  Fourth  November
10-yr Reopening of MGS

07/35 Fourth  December

Note: * Auction closed on 3 July. Issuance size MYRS5.0 billion with no

private placement. BTC was 2.92x at 36.367% average yield.

Source: Bank Negara Malaysia

Exhibit 2: AmBank Economics’
updated MGS yield forecasts

K]e] 4Q 1Q 20 3@ 4aQ
2025 2025 2026 2026 2026 2026

3Y
MGS 300 295 29 295 3.00 3.00
10Y
MGS 35 350 350 345 345 350
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The outlook for lower OPR, declining global
rates, firm MYR, a positive fiscal outlook, and
positive investor demand supported the
MGS+GII market in 1H2025.

In the primary market for MGS+GlI, average
BTCs at 1H2025 auctions was 2.89 times (x)
vs. 2.62x in 1H2024

Supply was lower in 1H2025.

RECAP OF MGS+GIlI PRIMARY MARKET IN 1H205
MGS+GlII posted strong secondary market performance in 1H2025

MGS yields fell considerably in 1H2025, reaching their lowest since early-2022. The
boost to the MGS market during the half-year came from:
1. Outlook for a BNM interest rate cut;
2. Declining global rates, especially decline in UST yields alongside Fed rate
cut expectations;
3. MYR upside;
4. Positive fiscal outlook which brought conducive MGS+Gll supply outlook;
and
5. Continued positive investor demand.

There was some profit taking pressure seen in mid-June 2025. This owed to threat
of rising oil prices, recent announcement of SST expansion, and new domestic
power tariffs. Nevertheless, by the end of 1H2025, sustained outlook for weak
economic growth and alongside the unexpected release of lower inflation numbers
for May 2025, raised the outlook for a BNM rate cut thus aided the MGS market as
we stepped into 2H2025.

... As did the primary market as traditional investors kept up purchases;
average BTCs at 1H2025 auctions was 2.89 times (x) vs. 2.62x in 1H2024

The same above drivers which caused the MGS+Gll secondary market rally in
1H2025 similarly boosted the primary market during the half year. We note the bid-
to-cover (BTC) ratio at the 1H2025 MGS+Gl| auctions averaged a strong 2.89 times
(x) vs. 2.62x in 1H2024. The lower gross issuance in 1H2025 of MYR86.0 billion vs.
a higher MYR94.5 billion in 1H2024 contributed to the higher BTC.

Collected auction data points to sustained pickup by traditional MGS+GlI investors.
Net issuance in 1Q2025 we estimate at MYR31.3 billion. Out of this total, data
suggest that the EPF added to their holdings by MYR4.9 billion, insurance
companies by MYR2.7 billion, and foreign investors by MYR2.9 billion. Average BTC
in 1Q2025 MGS+GII was a strong 2.88x (aided by 3.20x average BTC at Gll
auctions in 1Q2025).

Deceleration in gross MGS+Gll issuances in 1H2025

We tallied the total gross issuance of MGS+GlII to MYR86.0 billion for 1H2025. In
contrast, the total MGS+Gl| issued in 1H2024 was higher at MYR94.5 billion. This
is a reduction of 9% yly in 1H2025. We note that our 2025 full-year MGS+GlI gross
issuance forecast is MYR165.0 billion, down from MYR175 billion in 2024, or an
expected annual reduction of 5.7%. Hence, the pace of reduction in MGS+GlI gross
issuance is ahead of schedule.

Recall that our target of MYR165 billion gross MGS+GlI issuance is commensurate
with the expected financing of Malaysia’s fiscal deficit, MYR80 billion (3.8% of GDP
fiscal deficit in 2025), and refinancing of 2025's MGS+GII maturities, MYR83.5
billion. In 2024, fiscal deficit financing was MYR84.3 billion.
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There’ll be a much smaller net issuance in
2H2025.

The quarterly fiscal deficit at the end of March
2025 declined to MYR21.9 billion (end-March
2024: MYR26.4 billion), suggesting that the
GOM's fiscal consolidation plan is on track.

There remains a risk of rising government
debt, but levels remain below self-imposed
limits.

Large net issuances in 1H2025; there’ll be a much smaller net issuance in
2H2025

Net issuance totalled MYR69.3 billion in 1H2025 after MGS 03/25 maturity of
MYR16.7 billion in March 2025. However, MGS+GII maturities are set to total a
much larger MYR66.8 billion in 2H2025, which means net issuance in the second
half of 2025 is expected to be much smaller, which we estimate to be just MYR12.2
billion.

Fiscal consolidation reportedly on track

Fiscal balances improve. According to the MOF, the Federal Government's
quarterly fiscal deficit as at end-May 2025 declined to MYR33.8 billion (end-May
2024: MYR46.0 billion), suggesting the fiscal consolidation plan of the GOM
(Government of Malaysia) was on track in 1H2025. Malaysia’s fiscal-deficit-to-GDP
targetis 3.8% in 2025 from 4.1% in 2024. The MOF said in 1Q2025 the lower fiscal
deficit was attributed to better revenue collection and expenditure optimisation
alongside its fiscal consolidation initiatives. MOF said revenue rose by 3% to
MYR72.1 billion in 1Q2025 vs. 1Q2024, driven by higher tax collection, particularly
from a surge in Sales Tax and Service Tax (SST) receipts and the collection of
individual income tax. This came alongside real GDP growth of 4.4% for the quarter,
vs 4.2% in 1Q2024.

Risks of rising government debt-to-GDP, but will remain under the limit for
now

Risk of rising debt. The federal government debt-to-GDP ratio rose to 64.6% in
2024, from 64.3% in 2023. The ratio is likely to rise this year, but we think it will be
more due to slower GDP growth than a surge in borrowings. The Public Finance
and Fiscal Responsibility Act (FRA) 2023 places a ceiling on overall federal
government debt at 60% of GDP, but the limit, as per the Bill, will only kick in after
3-5 years.

Remains below limits. We expect this year's MGS+Gll net supply to rise by MYR80
billion, which, by our calculation, raises the outstanding MGS and GlIl towards
MYR1.288 trillion by end-2025, an increase of 6.6% for the year. Yet, statutory debt
(MGS, GlI and MITB) at 62.9% of GDP remains below the 65% limit. Also, debt
guaranteed by the federal government fell slightly to 17.2% of GDP last year from
18.0% in 2023, below the 25% FRA ceiling and from the 2020 peak of 20.8%.
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Exhibit 3: Auction results in 1H2025

Maturty " Bre  Avg

(MYR . L
Date million) (times) vyield (%)

Quarter Month

1 T7-yrReopeningof MGS07/323582% ~ Fist  Januay 2025  08-Jan25  15Ju-32 5000 281  3.799

2 15.5-yr New Issue of MGII (Mat on 07/40) First January 2025 15-Jan-25 16-Jul-40 3,000 4.29 3.974
15.5-yr New Issue of MGII (Mat on 07/40) Private Placement First January 2025 15-Jan-25 16-Jul-40 1,000

3 3-yr Reopening of MGII 07/28 3.599% First January 2025 24-Jan-25  31-Jul-28 5,500 2.62 3.561

4 30-yr Reopening of MGS 03/53 4.457% First February 2025 06-Feb-25  31-Mar-53 2,500 2.36 4.186
30-yr Reopening of MGS 03/53 4.457% Private Placement First February 2025 06-Feb-25  31-Mar-53 2,000

5  7-yr Reopening of MGII 10/31 3.804% First February 2025 13-Feb-25  08-Oct-31 5,000 287 3.785

6  20-yr Reopening of MGS 05/44 4.180% First February 2025 21-Feb-25  16-May-44 2,500 2.99 4.068
20-yr Reopening of MGS 05/44 4.180% Private Placement First February 2025 21-Feb-25  16-May-44 2,000

7 5.5-yr New Issue of MGII (Mat on 08/30) First February 2025 28-Feb-25  30-Aug-30 5,500 3.16 3.635

8  15-yr Reopening of MGS 04/39 4.054% First March 2025 10-Mar-25  18-Apr-39 3,000 3.02 3.956
15-yr Reopening of MGS 04/39 4.054% Private Placement First March 2025 10-Mar-25  18-Apr-39 1,000

9 30-yr Reopening of MGII 03/54 4.280% First March 2025 14-Mar-25  23-Mar-54 3,000 3.08 4.169
30-yr Reopening of MGII 03/54 4.280% Private Placement First March 2025 14-Mar-25  23-Mar-54 2,000

10 10-yr Reopening of MGS 07/34 3.828% First March 2025 28-Mar-25  05-Jul-34 5,000 1.67 3.764

11 15-yr Reopening of MGII 07/40 3.974% Second April 2025 08-Apr-25 16-Jul-40 3,000 3.36 3.748
15-yr Reopening of MGII 07/40 Private Placement Second April 2025 08-Apr-25 16-Jul-40 1,000

12 3-yr Reopening of MGS 04/28 3.519% Second April 2025 15-Apr-25  20-Apr-28 5,000 3.18 3.467

13 10-yr New Issue of MGII (Mat on 04/35) Second April 2025 30-Apr-25  30-Apr-35 5,000 2.00 3.612

14 5-yr New Issue of MGS (Mat on 05/30) Second May 2025 15-May-25  15-May-30 5,000 213 3.336

15 20-yr New Issue of MGII (Mat on 05/45) Second May 2025 30-May-25  31-May-45 3,000 3.32 3.775
20-yr New Issue of MGII (Mat on 05/45) Private Placement Second May 2025 30-May-25  31-May-45 2,000

16 15-yr Reopening of MGS 04/39 4.054% Second June 2025 10-Jun-25  18-Apr-39 3,000 2.86 3.7M2
15-yr Reopening of MGS 04/39 4.054% Private Placement Second June 2025 10-Jun-25  18-Apr-39 1,000

17 30-yr Reopening of MGII 03/54 4.280% Second June 2025 16-Jun-25  23-Mar-54 3,000 3.295 4.010
30-yr Reopening of MGII 03/54 4.280% Private Placement Second June 2025 16-Jun-25  23-Mar-54 2,000

18  10-yr New Issue of MGS (Mat on 07/35) Second June 2025 30-Jun-25  02-Jul-35 5,000 3.01 3.476

Sources: Bank Negara Malaysia, AmBank Economics
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Exhibit 4: Average BTC at MGS/GII auctions (2H2020-1H2025)

Exhibit 5: Gross government securities issued (MYR billion)
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Exhibit 6: MGS/GII Issuance, Maturities & Fiscal Deficits (MYR

billion) (2019-2025f)

Sources: BPAM, AmBank Economics

Exhibit 7: MGS/MGII Maturities in 2025

mmSovereign Net Issuance (LHS)

mm Sovereign Maturities (LHS)

O-Fiscal Deficit (% of GDP, RHS)

200
180
160
140
120
100
80
60
40
20

19

10.0
9.0
8.0
7.0
6.0
5.0
4.0
3.0
2.0
1.0

0.0

20 21 22 23 24 25(f)

Security Amount (MYR billion)

MGS 03/2025 16.7
MGS 07/2025 3.0
MGS 09/2025 26.8
Gl 08/2025 12.5
Gll 10/2025 24.5
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Sources: MOF, BNM, AmBank Economics

Sources: Bloomberg, AmBank Economics
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We maintain a positive view of Malaysia’s
government bond market, especially the
primary segment.

The primary market will be supported as fiscal
consolidation continues.

Supply scenario in 2H2025 looks positive

PROSPECTS FOR MGS+Gll PRIMARY MARKET IN 2H2025

We maintain a positive view on Malaysia’s government bond market; this will
flow into continued firm demand at 2H2025 MGS+GIl auctions. Lessening
MGS+GlII supply amid fiscal consolidation will add to firm primary demand.

BNM rate cut. We think shorter-dated MGS+Gll papers will lead gains, while the
medium- to longer-tenors will likely remain supported, though longer-dated MGS
yields may continue to hover near current levels. For instance, our forecast for the
3Y MGS is for a yield of 2.95% at end-2025 and the 10Y MGS at 3.50%. The main
boost for the shorter MGS is the BNM rate cut in 2H2025. However, for longer
tenors, we think players will sustain pricing of slowly rising inflation (after Malaysia’s
CPI fell to +1.2% yly in May, the lowest in four years, from +1.4% in April 2025).
Hence, our expectation is for a steeper MGS+GlI curve in 2H2025.

The onshore bond trend is likely to be aided by falling global rates. We also
think a continued rally in the US Treasuries market, as the Fed is expected to
resume its rate cut cycle before end-2025, will continue to support inflows in the
MGS market, as was seen in 1H2025. Interest rate differentials of USD will
progressively be negative for the USD vs. MYR. To recap, our assumption is for the
Fed Funds Rate (FFR) to reach 4.00% (upper bound) (now 4.50%) by end-2025 and
may reach 3.50% by end-2026 and end-2027 at 3.00%.

MYR outlook supports bonds. We maintain a firm outlook for MYR in 2H2025, and
this should support sentiment for shorter to medium-term duration MGS+Gll. Our
target for USD/MYR by end-year is 4.370, after an expected temporary weakness
in MYR as BNM cuts the OPR to 2.75% while the Fed delays its rate cuts. However,
before the year ends, we foresee the Fed resuming its rate-cutting cycle, which
should drive positive interest rate differentials for MYR.

MGS+GlII primary market will be supported as fiscal consolidation continues;
new supply will be contained in 2H2025. To recap, fiscal deficit financing for the
year 2025 was targeted at MYR80 billion. Meanwhile, we also pencilled in
refinancing the maturing MGS+GII of MYR83.5 billion this year. Based on the
scenario of continued fiscal consolidation by GOM, and the expectation that the
government will be able to maintain the current pace of budgetary spending and
revenue into 2H2025, we maintain our current forecast of gross MGS+Gll issuance
of MYR165 billion for the year.
e Smaller gross issuances in 2H2025 vs. 1H2025. After the MYR86 billion
issued in TH2025, gross issuance in 2H2025 is expected to total a smaller
MYRT9 billion. Average issuance in 1H2025, at the 18 auctions done, was
about MYR4.78 billion. In 2H2025, we calculate average issuance to be
about MYR4.39 billion per auction. There will be another 18 MGS+GlI
auctions in 2H2025.
e Smaller net issuances in 2H2025 vs. 1H2025. Net issuance totalled
MYR69.3 billion in 1H205 after MGS 03/25 maturity of MYR16.7 billion in
March 2025. However, MGS+GlIl maturities are set to total a much larger
MYRG66.8 billion in 2H2025, which means net issuance in the second half of
2025 is expected to be much smaller, which we estimate to be just MYR12.2
billion.
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Longer tenor MGS+Gll auctions should lead
with firmer BTCs. However, for shorter
duration MGS+GlI, Wi levels would be key.

What auctions to look for. Our expectation is for the MGS curve to steepen in
2H2025. We think lower yields on the shorter end could deter very firm BTCs at
auctions, but more attractive yields on the bellies to the longer tenors are likely to
support demand and BTCs on longer duration auctions. That being said, for shorter
duration MGS+GlI, yield levels (i.e., WI) would be key. Our expectation is for the
10Y MGS to close out 2025 at 3.50%, thus yields above 3.60% should aid demand
atauctions. 10Y Gll auctions are slated for July and November, while the 10Y MGS
is scheduled for December. We expect the 3Y MGS to test 3.90-95% by end-year.
Thus, WI above 3.10% may offer attractive returns. Further up the curve, we think
the long 30Y MGS and Gll could offer opportunity for yield pickup in the primary
market. There was already a new issue of 30Y MGS maturing July 2055 this month
but there will be a reopening scheduled for October. If yields on the 30Y MGS again
tests 4.00%, then we think there should be ample demand from institutional
investors. Also, look out for new 30Y Gll auction due September.

Exhibit 8: Distribution by Tenor of MGS and Gll Issued YTD up to 15 July 2025
(MYR billion)

mMGS =Gl

Sources: Bank Negara Malaysia, AmBank Economics
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DISCLOSURE AND DISCLAIMER
This report is prepared for information purposes only and it is issued by AmBank (M) Berhad (“AmBank”) without regard to your individual
financial circumstances and objectives. Nothing in this report shall constitute an offer to sell, warranty, representation, recommendation, legal,
accounting or tax advice, solicitation, or expression of views to influence any one to buy or sell any real estate, securities, stocks, foreign
exchange, futures, investment, or other products. AmBank recommends that you evaluate a particular investment or strategy based on your
individual circumstances and objectives and/or seek financial, legal, or other advice on the appropriateness of the particular investment or
strategy.

The information in this report was obtained or derived from sources that AmBank believes are reliable and correct at the time of issue. While all
reasonable care has been taken to ensure that the stated facts are accurate and views are fair and reasonable, AmBank has not independently
verified the information and does not warrant or represent that they are accurate, adequate, complete, or up-to-date and they should not be
relied upon as such. All information included in this report constitute AmBank’s views as of this date and are subject to change without notice.
Notwithstanding that, AmBank has no obligation to update its opinion or information in this report. Facts and views presented in this report may
not reflect the views of or information known to other business units of AmBank’s affiliates and/or related corporations (collectively, “AmBank
Group”).

This report is prepared for the clients of AmBank Group and it cannot be altered, copied, reproduced, distributed or republished for any purpose
without AmBank’s prior written consent. AmBank, AmBank Group and its respective directors, officers, employees, and agents (“Relevant
Person”) accept no liability whatsoever for any direct, indirect, or consequential losses, loss of profits and/or damages arising from the use or
reliance of this report and/or further communications given in relation to this report. Any such responsibility is hereby expressly disclaimed.

AmBank is not acting as your advisor and does not owe you any fiduciary duties in connection with this report. The Relevant Person may provide
services to any company and affiliates of such companies in or related to the securities or products and/or may trade or otherwise effect
transactions for their own account or the accounts of their customers which may give rise to real or potential conflicts of interest.

This reportis not directed to or intended for distribution or publication outside Malaysia. If you are outside Malaysia, you should have regard to
the laws of the jurisdiction in which you are located.

If any provision of this disclosure and disclaimer is held to be invalid in whole or in part, such provision will be deemed not to form part of this
disclosure and disclaimer. The validity and enforceability of the remainder of this disclosure and disclaimer will not be affected.
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