
Overnight Policy Rate 

(OPR)
How OPR Cuts Affect Us?



WHAT IS OPR?

WHY “OVERNIGHT”?Overnight Policy Rate is 
the minimum interest rate 
charged on interbank 
lending and is set by
Bank Negara Malaysia 
(BNM). 

Because Interbank Lending 
usually occur overnight.

OPR is a tool used to reflect the MONETARY POLICY of the country and 

adjustments to OPR is how the government attempts to CONTROL THE 
MOVEMENT OF PRICES in the market (Karim and Karim, 2014).



OPR cuts greatly influences MARKET INTEREST RATES e.g. Base Rate 

(BR) or Base Lending Rates (BLR) of commercial banks (Azman, 2020). 

This happened recently when news of local banks reducing rates immediately after 

BNM announced its third OPR cut flooded the headlines.



Why & When OPR 

normally gets cut?

OPR cuts are usually done as an 

effort to Boost the Economy and

Avoid Recession.

Also referred to as an 

Expansionary Monetary 

Policy.

An effective monetary policy 

influences aggregate domestic 

demand and investment via 

changes in base rates (BRs) or bank 
lending rates (BLRs).



PAST OPR RATES
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According to records from BNM, MAJOR OPR CUTS occurred during 

periods of ECONOMIC CRISIS such as the 2008-2009 Global Financial 
Crisis and the current Covid-19 pandemic.

Graph 1: Past OPR rates

Source: BNM (2020)
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CURRENT ECONOMIC CONDITIONS
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Source: World Bank (2020)

Graph 2: Malaysia Annual Inflation Rate (2008 - 2019) as 

Measured by Consumer Price Index (CPI) (%)

Source: DOSM (2020)

Following major economic crises, inflation rates have always gone DOWN, 
indicating that prices are low.

Steep deflation 

reflects sharp 

falling of overall 

prices.

Graph 3: Malaysia Monthly Inflation Rates 

(2019 - 2020) (%)



LOW PRICES + SLOW GROWTH = ECONOMIC SLOWDOWN

CURRENT ECONOMIC CONDITIONS (cont.)

Source: DOSM (2020)

Graph 4: Malaysia Quarterly GDP – Value and Annual 

Percentage Change

This falling trajectory indicates that Growth 

has been slower than expected hence, 

economy is indeed experiencing a downturn.





How it Affects: INDIVIDUALS

PROS CONS

❖ Lower loan rates e.g. 

car/housing i.e. You 

can buy a car at 

cheaper price now!

❖ Existing housing loan 

costs less i.e. Reduced 

monthly repayments

❖ Lower Savings 

and Fixed Deposit 

Rates i.e. Lower 

returns from 

savings 

❖ Low rates weaken 

currency which 

means more 

expensive to travel 

internationally

(Noor, 2020)



PROS CONS

How it Affects: BUSINESSES

❖ Increased domestic 

spending i.e. More 

business for us locally!

❖ Cheaper borrowing cost 

i.e. Loans with lower 

interest rates! 

❖ Banks will have 

reduced profitability

(Noor, 2020)



PROS CONS

How it Affects: ECONOMY

(Yakob, Tzeng 
and Jr, 2014)

❖ Exports become more 

competitive because we offer 

cheaper goods than elsewhere. 

Higher demand means more 

output and so, creates more 

jobs – or at least stop rising 

unemployment

❖ Weaker currency. More citizens 

travel domestically. Spend more 

locally hence, contribute to 

economic growth

❖ Boost Household Spending and 

Overall Economy

❖ Ringgit depreciates in value

❖ Imports will become more costly 

and  traders may choose to 

transfer this cost to consumers

❖ Foreign Direct Investment (FDI) 

declines because returns/ 

interest rates are lower



Apergis, N., Stephen , M. M., & Alevizopoulou, E. (2015). The Bank 

Leanding Channel and Monetary Policy Rules for Eurozone Bank: 

Further Extensions. The B.E. Journal of Macroeconomics, 427-431.

Azman, A. S. (2020, May 6). More Malaysian Banks Lower Lending 

Rates Following BNM's OPR Cut. New Straits Time.

BNM. (2020). OPR DECISION & STATEMENT. Retrieved from Bank 

Negara Malaysia: Central Bank of Malaysia: 

https://www.bnm.gov.my/index.php?ch=mone&pg=mone_opr_stmt

DOSM. (2020). Malaysia Economic Performance First Quarter 2020.

Kuala Lumpur: Department of Statistics Malaysia.

Karim, Z., & Karim, B. (2014). Interest Rates Targeting of Monetary 

Policy: An Open Economy SVAR Study of Malaysia. Gadjah Mada

International Journal of Business, 16(1), 1.

Noor, M. (2020, January 29). What The Lower OPR Means For The 

Consumer. Malaysiakini.

REFERENCES



She, X. Y. (2014). Fiscal and monetary policy in Malaysia: Juggling 

economic imperatives and political reality. Routledge Handbook of 

Contemporary Malaysia, 148-161.

World Bank. (2020). Inflation, consumer prices (annual %). Retrieved 

from The World Bank: 

https://data.worldbank.org/indicator/FP.CPI.TOTL.ZG?locations=M

Y

Yakob, N., Tzeng, Y., & Jr, C. (2014). Overnight Policy Rate Changes 

and Stock Market Reactions - The Experience in Malaysia. 

Accounting and Finance Research, 3(3).

REFERENCES (cont.)


