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Ringgit: Curious Connundrum
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“The curious incident of the dog (that did not bark) in the night-time” -Sherlock Holmes

In a Nutshell: Relative ringgit under-performance despite Oil’s surge is the conspicuous oddity,
which defies the usual positive correlations with oil; via terms of trade and fiscal channels. This is not so
much a reflection of de-coupling with Oil per se. Instead, it refletcts ringgit dynamics being
overwhelmed by underlying conspiracy of rolling political risks, sharp reversal of real rate advantages
over the USD and haven demand for USD offsetting the gains in oil amid geo-political risks. This leaves
the BNM with unenviable, and undesirable, options of sacrificing growth or ringgit stability.

The oddity of the MYR counter-intuitively under-performing despite surging Oil prices invokes
Sherlock Holmes' famous allusion to the "curious incident of the dog (that did not bark)".

e Curious indeed, given that received wisdom dictates that when Oil surges, the MYR typically gains
the upper hand vis-a-vis other EM Asia FX; as the only net oil exporter in the region. And relative
allure further bolstered by obvious and significant fiscal gains (from tax and dividend bump-up).

e Puzzlingly, MYR Ringgit not only failed to out-perform regional currencies, but has decidedly
under-performed defying further implied fiscal boost from major budget overhaul to rein in

subsidies, that have followed Oil’s surge.

e Question is, why has the ringgit defied the boost from Oil and scorned purported (phased,
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potential) fiscal fillip to under-perform; hitting post-AFC (Asia Financial Crisis) record lows.

e Tobe sure, this is not to be construed as a de-coupling of ringgit-oil positive correlation (via still
intact terms-of-trade and fiscal mechanics). Instead, What’s highlighted is a conspiracy of policy-
political worries feeding into and off oner another.

e For a start, it may come down to real rate spreads (vs. USD) that could turn a lot more
unfavourable; and perversely more so as parts of subsidy rollback hit amid rising global prices.

e Point being, the well-intentioned subsidy rollback aimed at longer-term fiscal sustainability will
inflict near-term inflation pain., and consequently higher inflation reveals softer real policy rates.

e What’s more, and crucially, in the current climate of US exceptionalism, Oil’s boost to ringgit-
may be dulled by hawkish Fed expectations. Specifically, oil’s spike could incite a greater degree
of associated hawkish Fed reponse both via resultant economic headwinds and sweeping USD
dominance; thereby overwheling expected MYR gains (otherwise to be derived from Qil).

e Allthings considered, it appears that medium-term fiscal benefits, insofar as they are compromised
by polictical pitfalls/divisions, accentuate near-term monetary policy challenges/dilemma, not
sufficiently offset by rising oil prices; thereby manifesting as ringgit headwinds.

e In turn, the "damned if | do, damned if I don't" options of a policy response ultimately either;
concede economic headwinds from higher rates, and attendant debt burden on a stretched economy,
or; stake macro and ringgit stability, should monetary response be withheld.

e To be sure, the fiscal-monetary trade-off is not an entirely myopic zero-sum game.

e Instead, the embedded political risks has been evident, but worryingly unresolved, from the August
state elections; since which time, ringgit’s under-performance has been pointed and poignant.

e Fact is, while the fiscal overhaul to revoke blanket subsidies in favour of targeted cost relief is
right way to go, the concern may be with the execution of such politically-charged fiscal plans
in the context of constrained political capital.

e  So aspects of political stability risks amid inadvertent fiscal shortfall further complicate near-
term real rate headwinds; inadvertently continuing to undermine the ringgit.
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Important Information

This publication has been prepared by Mizuho Bank, Ltd. (“Mizuho”) and represents the views of the author. It has not been prepared by an
independent research department and it has not been prepared in accordance with legal requirements in any country or jurisdiction designed
to promote the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of
investment research.

Disclaimer

Unless otherwise stated, all views or opinions herein are solely those of the author(s) as of the date of this publication and are not to be
relied upon as authoritative or taken in substitution for the exercise of judgement by any recipient, and are subject to change without notice.
This publication has been prepared by Mizuho solely from publicly available information. Information contained herein and the data
underlying it have been obtained from, or based upon, sources believed by us to be reliable, but no assurance can be given that the
information, data or any computations based thereon are accurate or complete. This publication provides general background information
only. It is information in summary form and does not purport to be complete. This publication has been prepared for information purposes
only and is not intended by Mizuho or its affiliates to constitute investment, legal, accounting, tax or other advice of any kind and all recipients
of this publication are advised to contact independent advisors in order to evaluate the publication, including, without limitation, the suitability
of any security, commaodity, futures contract or instrument or related derivative (hereinafter, a “financial instrument”), product or strategy
herein described. This publication is not intended to be relied upon as advice to investors or potential investors and does not take into
account investment objectives, financial situation or needs of any particular investor. It is not intended for persons who are Retail Clients
within the meaning of the United Kingdom’s Financial Conduct Authority rules nor for persons who are restricted in accordance with US,
Japanese, Singapore or any other applicable securities laws.

This publication has been prepared for information purposes only and is not intended by Mizuho to market any financial instrument, product
or service or serve as a recommendation to take or refrain from taking any particular course of action or participate in any trading or other
strategy. This publication is not an offer to buy or sell or a solicitation of any offer to buy or sell any security or any of the assets, businesses
or undertakings described herein, or any other financial instrument, nor is it an offer to participate in any trading or other strategy, nor a
disclosure document under applicable laws, rules, regulations or guidelines. Nothing contained herein is in any way intended by Mizuho or its
affiliates to offer, solicit and/or market any financial instrument, product or service, or to act as any inducement to enter into any contract or
commitment whatsoever. Neither the author, Mizuho nor any affiliate accepts any liability whatsoever with respect to the use of this
publication or its contents or for any errors or omissions herein.

Mizuho and its affiliates, connected companies, employees or clients may take the other side of any order by you, enter into transactions
contrary to any recommendations contained herein or have positions or make markets or act as principal or agent in transactions in any
securities mentioned herein or derivative transactions relating thereto or perform or seek financial or advisory services for the issuers of
those securities or financial instruments.

All of the information contained in this publication is subject to further modification without prior notice and any and all opinions, forecasts,
projections or forward-looking statements contained herein shall not be relied upon as facts nor relied upon as any indication of future
results. Opinions stated in this publication are subject to change without notice. Future results may materially vary from such opinions,
forecasts, projections or forward-looking statements. The information contained in this publication may not be current due to, among other
things, changes in the financial markets or economic environment. Mizuho has no obligation to update any information contained in this
publication. Past performance is not indicative of future performance.

This is a strictly privileged and confidential publication. This publication contains information addressed only to a specific individual and is not
intended for distribution to, or use by, any person other than the named addressee or any person or entity in any jurisdiction or country where
such distribution or use would be contrary to law or regulation. Save with Mizuho’s prior written consent, you may not disclose, divulge,
reproduce or furnish any information contained herein to any other party. Please notify the sender immediately if you have mistakenly
received this publication.
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