Request for Feedback on Expansion of Regulated Short-Selling Framework
Introduction
The current regulated short-selling framework for Malaysian Government Securities (MGS) is accorded to all resident entities to facilitate price discovery process, portfolio hedging of interest rate risks, and promote repo and securities lending activities.
[bookmark: _GoBack]Since the introduction of regulated short-selling for MGS in 2004 and subsequent liberalization in 2014, the initiative has helped market makers to provide two-way price and enhance secondary market liquidity of MGS. This is evident by narrower bid-ask spread for MGS which currently ranges between 5 - 10 bps as opposed to 15 - 30 bps for MGII. Average daily secondary trading volume for MGS is also higher at RM2.2 billion in comparison to RM1.3 billion for MGII. Furthermore, MGS benchmark yields generally trades lower than MGII by ~15 bps on average.    

Proposal
Bank Negara Malaysia (the Bank) is proposing to expand the Eligible Securities to include Malaysian Government Investment Issue (MGII) with an outstanding nominal amount of at least RM2 billion, similar to the current framework for MGS.

Rationale
MGII has grown over the years to an outstanding amount of RM250 million, accounting for 40% of outstanding government bonds. The significance of MGII in the Malaysian bond market calls for a need to improve its liquidity. This expansion of the scope of the Eligible Securities aims at promoting liquidity in the MGII market whilst narrowing the gaps between MGS and MGII, which include trading volume, bid-ask spread and yield differences.

Request for Feedback
The Bank would like to seek the financial industry’s feedback on the above proposal to expand the regulated short-selling framework to include MGII as the Eligible Securities. Comments on the proposal may include views from Shariah council, suggestions for particular issues or areas to be clarified or elaborated further and any alternative proposals that the Bank should consider. To facilitate the Bank’s assessment, please support each comment with a clear rationale, accompanying evidence or illustration, as appropriate.

Please submit feedback via email to sou@bnm.gov.my by 28 April 2017. Submissions received may be made public unless confidentiality is specifically requested for the whole or part of the submission.
