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    Benign May inflation but expect sharp June rise  

 
  

 
 Wednesday, June 26, 2019 

 
Key Points 

 Headline inflation for May 2019 was unchanged at 0.2% yoy, exactly in line 

with our expectations, but below the median consensus forecast at 0.3% 

yoy. 

 Core inflation meanwhile remained benign at 0.4% yoy. 

 The moderating effects of the tax regime change will likely start wearing off 

in June 2019 and hence, headline inflation is likely to rise sharply above 

1.0% yoy. 

 We believe it is increasingly unlikely that the targeted fuel subsidy scheme 

can be rolled out by beginning July 2019.  

 In terms of the OPR, we believe that any further cuts by Bank Negara 

Malaysia (BNM) would depend upon on how growth rates pan out.   

 

Headline inflation remained subdued at 0.2% yoy for the month of May 2019, which 

was at a similar level to April 2019 numbers. The low level of inflation was mainly due 

to continued price decreases in the transport and communications categories. However, 

the food and non-alcoholic beverages category saw an increase of 1.2% yoy. On a month 

on month basis, there was an increase after two consecutive months of decreases. This 

could have possibly been due to the festive season. Core inflation meanwhile was at 0.4% 

yoy, a slight deceleration from the prior month at 0.5% yoy. 

 

However, the moderating effects on inflation of the government tax regime change 

will likely start wearing off in June 2019. The government had adjusted GST to zero 

percent back in June 2018, resulting in a tax holiday period that time last year. With SST 

now in place, the result may likely see prices on a year on year basis increase at a higher 

rate compared to previous months. This factor combined with the festive season, should 

hence see headline inflation rise sharply to above 1.0% for the month of June 2019. 

However, the continued capping of fuel prices should have a depressing effect on inflation 

for June 2019.  

 

Meanwhile, continue to watch out for more details regarding the implementation of 

the targeted fuel subsidy scheme. Previously, Prime Minister Dr Mahathir Mohamad 

had said that the scheme will be rolled out in July although he said no real decision had 

been made. However, the Domestic Trade and Consumer Affairs Minister had just about 

a week ago said that they would finalize the scheme in June. He was also quoted as 

saying that they were looking to address the question if there is still to be a “ceiling price 

for fuel or whether to remove it altogether”.  We think it is increasingly unlikely that the 

scheme would be rolled out at the beginning of July 2019.  

 

In terms of the OPR, we believe that any further cuts by Bank Negara Malaysia 

(BNM) would depend upon how growth rates pan out.  
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Chart 1: Contributors to Headline Inflation, % yoy 
 

 

 

 

 

 

 

 

 

 

 

 

 

Source: CEIC, Bloomberg and OCBC 
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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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