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ABSTRACT 

 

The objective of this study is to examine the responsiveness of the Malaysian 

Government Securities (MGS) yield to the monetary policy tightening in Malaysia. A 

total of 397 numbers of each dataset are observed, by using data period from the year 

2004 to the year 2016. The sample of MGS yield used in this analysis is short-terms 

MGS yield, medium-terms MGS yield and long-terms MGS yield. This study is to 

investigate the reaction of MGS yield that changes to 5-, 15- and 25-days prior,post-

trading days and during the trading day to OPR hike, with total days covered are 51 

days. The findings also shows all of OPR hike in the various period become stationary 

at order one I(1), while on MGS yield, all except for the short-term MGS yield during 

OPR hike on 24 February 2006, medium-term MGS yield during OPR hike on 12 May 

2010, short- and medium-term MGS yield during OPR hike on 5 May 2011 and 

medium-term MGS yield during OPR hike on 10 July 2014 which become stationary 

at level I(0). Moreover, the results indicate that the yields on government bond are 

sensitive only to the monetary policy tightening during 2005 which is consistent with 

the term structure of interest rate theory where the yields to maturity increase as the 

term to maturing increase. Furthermore, the findings also show that in term of short-

run relationship results, at least eight out of twenty-four of variables in OPR hike does 

Granger cause to MGS yield at the 1 percent level of significance, given the p-value 

are less than 1 percent, 5 percent and 10 percent level respectively, while there a total 

of eight of MGS yield that Granger cause to OPR hike, assuming that OPR hike is a 

dependent variable. Nevertheless, the findings also concluded that tenth out or forty-

eight of variables either both of variable between OPR hikes or MGS does not show 

Granger cause to each other. However, in term of long-run relationship tested results 

indicates no long-run relationship appears between the responsiveness of MGS yield 

to OPR hike, given both Max-Eigenvalue and trace -statistic test appear to have less 

than 5 percent and 1 percent levels of critical value. For future study, it is 

recommended a new research to analyse the relationship between interest rate to both 

MGS and Government Islamic Issuance (GII) for better understanding of Malaysia 

Capital Market behaviour. 

 

Keywords: Yield Curve, Malaysia Government Securities Yield, Overnight Policy 

Rate, Term of Maturity, Term Structure of Interest Rate 
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ABSTRAK 
 

Tujuan kajian ini adalah untuk mengkaji keberkesanan hasil sekuriti kerajaan Malaysia 

terhadap peningkatan kadar faedah di Malaysia. Sejumlah 397 sampel data diselidik 

daripada tempoh tahun 2004 hingga tahun 2016. Kajian ini menumpukan tiga tempoh 

jangkamasa bagi hasil bon kerajaan iaitu bon kerajaan bagi jangkamasa pendek, 

jangkamasa sederhana dan jangkamasa panjang. Kajian ini turut memfokuskan kadar 

tindak balas hasil bon kerajaan kepada tempoh masa 5-, 15- dan 25 hari sebelum, 

selepas dan pada hari dagangan terhadap kenaikan kadar faedah, dengan jumlah 

keseluruhan hari adalah sebanyak 51 hari. Hasil kajian yang dibuat membuktikan 

semua kenaikan kadar faedah dalam pelbagai tempoh adalah stationari bagi ujian unit 

root pada kedudukan urutan I (1), manakala hasil bon kerajaan menunjukkan 

keseluruhan tempoh jangkamasa kecuali bon kerajaan bagi jangkamasa pendek 

terhadap kenaikan kadar faedah pada 24 Februari 2006, hasil kerajaan bagi jangkamasa 

sederhana terhadap kenaikan kadar faedah pada 12 Mei 2010, hasil bon kerajaan bagi 

jangkamsa pendek dan sederhana terhadap kenaikan kadar faedah pada 5 Mei 2011 

dan hasil bon kerajaan bagi jangkamasa sederhana terhadap kenaikan kadar faedah 

pada 10 Julai 2014 adalah stationari pada kedudukan tahap I (0). Secara 

keseluruhannya, kajian ini turut menunjukkan bahawa hasil bon kerajaan hanya 

sensitif terhadap kenaikan kadar faedah pada tahun 2005, di mana tindak balas 

keputusan kajian adalah konsisten dengan teori kadar faedah; peningkatan hasil 

sekuriti kerajaan meningkat apabila kadar faedah meningkat. Di samping itu, 

sekurang-kurangnya lapan daripada dua puluh empat pembolehubah terhadap 

kenaikan kadar faeah menyebabkan granger causaliti kepada hasil bon kerajaan pada 

tahap 1 peratus kepentingan, manakala lapan hasil bon kerajaan turut menyebabkan 

ujian kausaliti granger terhadap kenaikan kadar faedah, dengan mengandaikan 

kenaikan kadar faedah adalah pembolehubah yang bergantung. Walaubagaimanapun, 

penemuan hasil kajian juga menyimpulkan bahawa sepuluh daripada empat puluh 

lapan pembolehubah sama ada kedua-dua pembolehubah bertindak sebagai 

pembolehubah bergantung antara satu sama lain tidak menunjukkan ujian kausaliti 

granger antara satu sama lain. Walau bagaimanapun, dari segi hubungan jangkamasa 

panjang yang diuji tiada hubungan jangkamasa panjang yang wujud di antara tindak 

balas hasil bon kerajaan terhadap kenaikan kadar faedah berdasarakan keputusan ujian 

statistik Max-Eigenvalue dan ujian-statistik kerana keputusan ujian mendapati 

kesemua data sample adalah kurang daripada 5 dan 1 peratus. Untuk kajian masa 

hadapan, dicadangkan satu kajian menyeluruh mengenai hubungan kadar faedah 

terhadap semua Bon kerajaan Malaysia termasuk Bon islamik untuk memahami 

dengan lebih lanjut berkaitan pasaran modal di Malaysia. 

 

Kata Kunci: Bon Kerajaan Malaysia, Kadar faedah, Tempoh Matang, Struktur Kadar Faedah 
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CHAPTER 1 

INTRODUCTION 

1.0  Background of Study 

This paper is to examine the response of Malaysian Government Securities (MGS) 

yield to the monetary policy tightening in Malaysia. According to Dato’ Salleh Harun 

(2002), Malaysia capital market has developed considerably in terms of market size, 

efficiency and range of instruments. The country’s capital market is considered as a 

well-diversified financial base, which corresponds to the steady economic growth. As 

such, bond market continues to play a significant role as an alternative source of 

financing to support the current economic development. Besides that, Malaysia bond 

market, in particular, has achieved a higher level of efficiency over the years, being 

one of the fastest growing financial markets in Asia.  

Refer to BNM (2017), Malaysian Government Securities (MGS) are interest-bearing 

bonds issued by the Government of Malaysia via BNM with the objective raising funds 

from the domestic capital market for the country development spending. MGS are 

most actively traded bonds in Malaysia bond market. Based on article by Advantage 

on bonds (2012) holding, bonds market is somehow better than the stock market as it 

raises a better rate than the rates paid by banks. BNM (2017), the central frequently 

issues the 3-, 5-, 7-, and 10- year MGS as benchmark securities for the yield curve. In 

addition, super-long-term MGS (15- and 20-year) maturities have also been issued to 

lengthen the yield curve.  

Therefore, Malaysian government funding through the domestic bond market 

continued to improve notably showed the trends in the market value of bond issuance.  
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