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BNM most likely to hold rates

Tuesday, September 04, 2018

Highlights

2Q 2018 growth came out slower at 4.5% yoy (1Q 2018: 5.4% yoy) but this
isn’t just yet an immediate cause for concern. The slowdown was a result of
“‘commodity specific shocks” to the supply side, particularly due to supply
disruptions to the Bintulu LNG plant and lower production in the palm oil sector.
However, investment growth strengthened to 6.1% yoy (1Q 2018: 0.5% yoy) and
this reflected possibly some element of optimism even amid the policy
uncertainty. Consumption also came out strong at 8.0% yoy due to the tax holiday
and government handouts. Going forward, there may be a slight growth pickup in
3Q 2018 as consumption growth may further strengthened as consumers
frontload expenditure for the remaining period of the tax holiday. If supply issues
to the LNG sector are resolved, this will also help further boost growth. However,
growth will probably see some slowdown in 4Q 2018 as consumption growth
slows given the frontloading of expenditure in prior quarters.

Recent lower inflation is transitory in nature and not really driven by
demand or supply factors. The headline CPI has come out lower for both July
and August at 0.8% yoy and 0.9% yoy respectively possibly as a result of the tax
holiday as GST was lifted. Inflation will most likely remain low for the rest of this
year before beginning to edge up higher next year. Our forecast for the headline
CPI for 2018 stands at 1.8% yoy.

The government appears to be trying to ensure that both fiscal and
monetary policies are well-coordinated so as to ensure that economic
growth remains sustainable. The ongoing government consolidation may
negatively affect growth but Finance Minister Lim Guan Eng has announced the
set-up of a public finance committee. It would be chaired by him and joined by
Azmin Ali, Minister of Economic Affairs and Bank Negara Malaysia (BNM)
governor Nor Shamsiah Yunus as members. Lim Guan Eng has said that the
committee will provide a medium-term fiscal plan that while pursuing a fiscal
consolidation agenda would also support economic growth through expenditure.

Therefore, we continue to expect that BNM will most likely hold rates for the
rest of 2018. At this point, the central bank would probably want to be cautious
and continue to monitor the state of the economy as they try to ascertain more
strongly the domestic sentiment. They may also wish to more closely monitor the
trade tension situation before acting too given how closely tied Malaysia’s growth
is to the state of the global economy. The ongoing government consolidation may
hurt growth in the coming future but as discussed, the set-up of the public finance
committee signals that the government will more strongly coordinate fiscal and
monetary policies so as to ensure that growth remains sustainable. Inflation as
mentioned is also transitory in nature.
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This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in
whole or in part to any other person without our prior written consent. This publication should not be construed as an
offer or solicitation for the subscription, purchase or sale of the securities/instruments mentioned herein. Any forecast on
the economy, stock market, bond market and economic trends of the markets provided is not necessarily indicative of the
future or likely performance of the securities/instruments. Whilst the information contained herein has been compiled
from sources believed to be reliable and we have taken all reasonable care to ensure that the information contained in
this publication is not untrue or misleading at the time of publication, we cannot guarantee and we make no
representation as to its accuracy or completeness, and you should not act on it without first independently verifying its
contents. The securities/instruments mentioned in this publication may not be suitable for investment by all investors. Any
opinion or estimate contained in this report is subject to change without notice. We have not given any consideration to
and we have not made any investigation of the investment objectives, financial situation or particular needs of the
recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever is
accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of persons acting on
such information or opinion or estimate. This publication may cover a wide range of topics and is not intended to be a
comprehensive study or to provide any recommendation or advice on personal investing or financial planning.
Accordingly, they should not be relied on or treated as a substitute for specific advice concerning individual situations.
Please seek advice from a financial adviser regarding the suitability of any investment product taking into account your
specific investment objectives, financial situation or particular needs before you make a commitment to purchase the
investment product. OCBC Bank, its related companies, their respective directors and/or employees (collectively
“Related Persons”) may or might have in the future interests in the investment products or the issuers mentioned herein.
Such interests include effecting transactions in such investment products, and providing broking, investment banking and
other financial services to such issuers. OCBC Bank and its Related Persons may also be related to, and receive fees
from, providers of such investment products.

This report is intended for your sole use and information. By accepting this report, you agree that you shall not share,
communicate, distribute, deliver a copy of or otherwise disclose in any way all or any part of this report or any information
contained herein (such report, part thereof and information, “Relevant Materials”) to any person or entity (including,
without limitation, any overseas office, affiliate, parent entity, subsidiary entity or related entity) (any such person or
entity, a “Relevant Entity”) in breach of any law, rule, regulation, guidance or similar. In particular, you agree not to share,
communicate, distribute, deliver or otherwise disclose any Relevant Materials to any Relevant Entity that is subject to the
Markets in Financial Instruments Directive (2014/65/EU) (“MiFID”) and the EU’s Markets in Financial Instruments
Regulation (600/2014) (“MiFIR”) (together referred to as “MiFID II”), or any part thereof, as implemented in any
jurisdiction. No member of the OCBC Group shall be liable or responsible for the compliance by you or any Relevant
Entity with any law, rule, regulation, guidance or similar (including, without limitation, MiFID II, as implemented in any
jurisdiction).
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