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May bond market update

Executive Summary

Despite the recent selloff in UST as led by duration bonds, we posit that
the tail end may show greater resilience amid supportive bids, given
oversold levels and risks to macroeconomic growth, while short-dated
notes’ outlook remains downbeat amid near-term elevated inflation and
interest rate risks. While insensitivity to rising global yields suggest
sustained support for MGS through market volatility, 10Y MGS now stands
less attractive relative to its 10Y UST counterpart — especially amid
domestic fiscal slippage risks. We prefer positioning into front-end MGS,
underpinned by expected neutral BNM MPC statements ahead.

Sovereign bond yields take fright from war

Sovereign bonds across major developed markets have experienced
heightened volatility recently, with overall bond yields rising (Exhibit 1). The front
end of the yield curve was jolted by an energy shock that has raised energy and
headline inflation in recent months, suggesting that central bank policy rates
may have to stay elevated for longer to curb spillovers into more sticky inflation
categories. Meanwhile, duration bonds saw a sharper selloff recently — driven
by an unanchoring of inflation expectations (with three inflationary shock events
seen since 2020), investors’ fiscal and debt supply concerns (especially in the
UK and Japan - see Exhibit 2), as well as optimism that the ongoing Al boom
would simultaneously boost global growth while requiring even more corporate
debt issuances to fund ongoing initiatives.

UST curve to flatten with tail-end poised for gains in ME deal
We posit that long-dated UST will remain more resilient despite a likely Middle
East (ME) deal soon, given that damage to the global energy supply chain has
already been done. Quickening energy-driven inflation means the Fed is primed
to maintain a hawkish outlook to arrest spillovers into core inflation components
— especially amid rising doubts about its credibility (following Kevin Warsh’s
contested Chairman appointment and the Fed's delayed response to curb
inflation post-Covid). Hence, the outlook for short-dated bonds remains
downbeat — pending greater clarity on a lasting US-Iran resolution and on
inflation data developments. Meanwhile, with 30Y inflation-adjusted yields
hovering at its highest since 2022 (Exhibit 3), we think the long-end may see
bids from oversold positions, as investors subsequently look past the flip-flop in
US-Iran negotiations towards an elevated energy prices’ environment, and the
ensuing demand destruction that weakens the US’s medium-term growth
outlook (due to damages to firms’ and households’ balance sheets). While
higher government debt issuances to support growth and cost-of-living
measures represent the main risks to our call, we opine that governments are
likelier to resort to short-term debt markets to fund immediate needs, given the
higher liquidity/demand from investors, and lower interest rates at the front of
the curve.
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Exhibit 1: Benign uptick in yields in 2026
(relative to post-Covid) driven by still-
elevated rates and tempered inflation
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Exhibit 2: JGB/Gilt-UST yield differentials
have shrunk in recent months on growing
investors’ concern
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Sources: AmBank Economics, Bloomberg

Exhibit 3: 20Y and 30Y TIPS yields are now
back to May 2025 levels (post-Liberation day
tariffs)
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Outlook for MGS remains constructive, though yields are elevated ~ Exhibit 4: Recent Ringgit resilience despite
Despite MGS’s widening yield differentials with UST amid an upwardly revised ~ Widening  yield differentials  suggests
Fed rates pathway (Exhibit 4), day-to-day MGS volatility remains subdued sustained support from foreign investors
compared to DM peers, reflecting continued foreign interest amid Malaysia’s 0 IMGIS'UIST (Izo'dIaVSIMA)I .
relatively resilient economic backdrop, as well as sustained demand and support S —T v 30Y

from local investors, with opportune bids/puts seen on market pullbacks/rallies. 02

That said, although there has been some decoupling between MGS and UST
correlations (0.24), interest rate differentials still affect MGS returns relative to 08
UST. The 10Y UST spread above the 10Y MGS has risen to about 90 bps in 038)
May (February: ~55 bps), driven by the larger jump in UST yields relative to (1.0)
MGS since March 2026. Hence, while relative valuations are not cheap for MGS (12)
right now in our opinion, a rebound from the belly-to-tail end for UST should

tighten UST-MGS spreads and thereby improve attractiveness for 10Y MGS for

foreign investors. Meanwhile, we also think the inter-MGS curve is a tad flat, ~ Scurces: AmBank Economics, Bloomberg

with 3Y MGS yields around 3.20-3.30% pricing in a possible BNM hike within a Exhibit 5: AmBank Economics’ latest MGS and
year. Hence if BNM's narrative remains neutral in the next 1-2 MPC statements UST yield forecast (%)
(as per our expectations of no BNM rate hikes nor cuts), then we foresee short 4026
tenor MGS to receive better support, while duration bonds may see some A 220 31> 31> 310 310
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Exhibit 6: 3Y MGS vs. OPR (%) Exhibit 7: 10Y MGS vs. Malaysia CPI (%)
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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 the views are fair and reasonable, AmBank has not independently verified the information
and does not warrant or represent that it is accurate, adequate, complete, or up-to-date, and it 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 report is 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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