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Better lives, fv)dher

Policy Divergence in Focus: BNM Holds, Fed Prepares to Ease

Last week’s data flow provided a sharp snapshot of both domestic and global policy dynamics in play. Bank Negara Malaysia stood pat on
the Overnight Policy Rate (OPR) as expected, signaling a steady hand amid benign inflation and measured growth. Meanwhile, the US labor
market data showed clear signs of softening, nudging expectations that the Federal Reserve may begin easing as early as mid-September.
Together, these developments shape our assessment of Malaysia’s monetary trajectory for the remainder of 2025 and into 1H 2026.

Taylor Rule vs OPR (%)

10.00 4.25
/I\I/II OPR decision (Sept 2025): Holding Steady, For Now
8.00 3.75
«  BNM on hold: OPR kept at 2.75% (Sep 2025) after July’s cut — a pause 6.00 579
to gauge transmission, not a rush to ease further. 4,00 - 3.25
* Policy stance: Described as “appropriate and supportive of the economy 2.00 2.75
amid price stability,” affirming BNM'’s confidence in current inflation and 0.00 2.75
demand dynamics. 2' /A oraazs, PR 2.25
* Growth context: Resilient household spending and investment are 200 ——— :zi;X?th%ny:g;e 175
cushioning Malaysia against external drags; labour market remains firm 400 Rule —
— no case for pre-emptive cuts. -6.00 f;on_fir:ing policy '%°
* Market reaction: A modest rise in MGS yields and steady ringgit suggest -8.00 'sright on target
investors see the easing as already front-loaded, with no sign of polic S SIS S S R AR G A U S
:‘a}t/igue " y - 9 S '\OQ'Q voqlg fb&g fLOq/Q '\O}Q v&g beq/Q q,oqp '\039 v&g "30(19 'LO%Q '\0(19
* Our take: BNM’s hold at 2.75% signals comfort with current conditions Taylor Rule (LHS) === OPR (RHS)

— demand resilient, inflation is tame, and no urgency to tweak policy.
With Fed easing momentum building, BNM can afford patience.

Sources: Bloomberg, CEIC, Department of Statistics, BMMB Economics
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Labour Market Weakness Deepens, Fed Cut Bets Strengthen

Meanwhile, the latest US labor data point to a cooling job market: payrolls +22k and unemployment up to 4.3%, with earlier months revised
lower. A separate BLS benchmark revision suggests the economy added ~911k fewer jobs in Apr-2024—Mar-2025 than first reported, reinforcing
the slowdown narrative. This backdrop has amplified Fed-cut expectations ahead of the Sept 17 FOMC, and re-opened debate over whether a
strict 2% inflation target remains practical when inflation hovers near 3%—even as officials reiterate the 2% goal. All eyes now on US CPI

tonight: Sep 11, 8:30pm MYT.
Nonfarm Payroll: 37 — 1st revision

- . (person th)
Labour Market Cracks Widen:
™) payroll Miss, Unemployment Climbs 2,500
- 2,000
 Headline employment: 500
Nonfarm payrolls +22k in Aug-2025 (vs ~75k consensus). Prior months: 1,000
June revised to —-13k (first monthly decline since Dec-2020), July revised 500
up to +79k. This pattern signals hiring at stall speed. o Hm - Innal — - I——-l-l o Ll
«  Unemployment & wages: 1232 i B . LR 4
- 1 1 1 7191
Unemployment rate 4.3% in August (highest since 2021). Average hourly 1500 877 1 eFe shock 1 ___ ]
earnings +0.3% m/m, +3.7% yly — wage growth easing. (1960 (LQ& (LQ& %Qg‘b (LQ@%\Q%\’\ (LQ@%Q& (LQ\V (LQ\‘O (LQ@ (LQ\“ %Q\‘b %Q@ %Qq? (L@ @fﬂ@fﬁ (LQ%“ %Qfﬁ’

« Broader labor-market weakness:
The scale of the latest NFP revision is troubling — historically seen only in

Preliminary BLS benchmark indicates -911k jobs for Apr-2024 to Mar- deep downturns. With the adjustment already two-thirds the size of
2025 versus earlier estimates — among the largest downward COVID’s labour shock and half of GFC’s, it flags significant hidden fragility
adjustments in recent decades; implies the labor market was weaker i e G B

than real'time data SuggeSted- Sources: Bloomberg, CEIC, US Bureau of Labor Statistics, BMMB Economics
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BNM’s Next Move: No Rush to Ease Further, Policy Hold Likely
Through 1H2026

Period Fed vs BNM acti
5.00 Fed Funds Rate (FFR) vs Overnight Policy Rate (OPR), % ere ed vs BRI action
; L 1H 2016 Fed liftoff underway;, BNM held at 3.25% before a
5.00 History shows BNM only shadows Fed easing in times of single calibration cut
4.00 systemic shocks; otherwise, policy stays domestically anchored « Fed: First hike Dec-2015; tightening bias

3.00 \ ~ communicated.
200 ‘\ + BNM: Held at 3.25% through 1H-2016 despite

ringgit pressure, then cut once to 3.00% in

will continue to monitor how these risks evolve and assess their implications for Malaysia’s macro

trajectory and, ultimately, BNM'’s policy path. _

"The information provided in this article is for general informational purposes only. While we strive to provide accurate and up-to-date information, we make no representations or warranties of any kind, express or implied, about the completeness, accuracy, reliability,
suitability, or availability of the information contained herein. Any reliance you place on such information is therefore strictly at your own risk. In no event will we be liable for any loss or damage arising from the use of this article or the information presented within."

1.00 Jul-2016 on domestic growth/inflation grounds
0.00
N N B I AT T S A T\ ST SIS S A A L A LN B S | Lol S 1 '
PANA A NPT A A A VA VAV SVA S 2 2 2] D 2 ] 1 ] W el e S 2 H 2019 Insurance/pre-emptive cuts by Fed
NS W oo (& » N @Qﬁ & N N R ALY » N @'Z’* <3 & SN + Fed: Fepd’s Jul)ﬁ/J 2019 rate)(/:ut explicitly
) ) ) ) ) described as intended to insure against
Policy Rate: Month End: Overnight Policy Rate == Policy Rate: Month End: Effective Federal Funds Rate downside risks from weak global growth and
Sources: CEIC, BNM, US Federal reserve, BMMB Economics trade policy uncertainty;
. * Following its 25bps cut in May, BNM kept the

We expect Bank Negara Malaysia to keep the OPR unchanged at 2.75% through 2025 and OPR steady at 3.00% for the remainder of

into 1H2026. Inflation remains subdued, averaging at 1.4% YTD, domestic demand continues to §0|19S,even ‘?fo”’f' Fed eased three times in
.0 | anchor growth, and the output gap is close to neutral — all of which reduce the case for pre- uh Sep, and et
o emptive acthn. Whlle the Fed h_as shifted into easing mo@e, hlstory.shows BNM only sha.dows 2020  BNM followed global easing aggressively — but
N Fed moves in times of systemic shocks. Otherwise, policy decisions remain domestically (COVID  the domestic shock was equally severe.
[+ anchored, with monetary space calibrated to local inflation and growth dynamics rather than shock) - Fed: Slashed rates aggressively in Mar 2020
LL : : (to near zero).
) global cycles. Fed cuts do lower external pressure on the ringgit and create scope for BNM . BNM (OPR): Cut in Jan 2020 (~25bps to
= to ease if required, but this is not the base case for now. Nevertheless, downside risks remain 2.75%), then multiple rounds to 1.75% by Jul
"|'_‘ from external shocks, which could widen the output gap and tilt policy more accommodative. We 2020.
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