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Currency risk management is one of the 
biggest challenges for most companies and 

regulatory changes usually have both a direct 
and indirect impact on the currency market. 

Like several other currencies in the region, the Malaysian ringgit has weakened over 

recent months, driven by concerns on global interest rate increases and trade 
protectionism. 

 



The Bank Negara Malaysia (BNM), Malaysia’s 
central bank, recently announced further 

enhancements to the forex exchange 
administration (FEA) rules. The measures built 

on regulations it announced in December 2016 
that required exporters to convert three-

quarters of their proceeds (the 75:25 rule) to 
ringgit and restricted transactions in the 

offshore non-deliverable forwards market. The 
measure was originally aimed at boosting 

liquidity and encouraging more domestic trade 
of the ringgit, as it looked to stem the currency’s recent slide against a surging US dollar 
at the time. 

Although there is no change to the 75:25 export conversion rules, the latest new 

enhancements offer more flexibility in management of export proceeds and allow 
hedging of FX obligations beyond six months allowed, subject to BNM approval. The 

rules also mean non-residents can trade in MYR interest rate derivatives via Appointed 
Overseas Offices (AOOs). 

These measures are positive as they will help to ease the administrative procedures and 
compliance cost for businesses and financial institutions. They may also enhance 

currency stability in the near-term by reducing the steps involved in retaining earnings 
within the country. 

We believe this augurs well for companies with big foreign currency exposure, especially 
as exporters can immediately transfer proceeds to separate onshore accounts to meet 

up to six months of foreign currency obligations, without first having to convert the 
proceeds into ringgit. This should help limit currency volatility by making it easier for 

companies to retain foreign earnings within the country. Consequently, companies will 
have greater flexibility in managing export proceeds and hedging foreign currency 
obligations. 

As these measures differ from those implemented by the government to foster currency 

stability, which often resort to restrictions to curb capital outflows, over the longer-term, 
we believe that the enhancements to FEA rule will facilitate the deepening of onshore 

currency markets and introduce greater sophistication around the availability of risk 
management methods to manage currency volatility. 

The volume and liquidity of the onshore forex market will also increase, as local banks 

can offer ringgit-denominated interest rate derivatives to non-resident companies as 
well as resident companies. 

Apart from FEA, which is positive, the government’s higher deficit target of 3.4% for 
2019 announced in the recent budget may make the ringgit susceptible to weakening 

pressure in the short term. Currency volatility will continue to be the biggest challenge 
in 2019. The big question is how operationally ready are corporates to deal with it? 

 

 


