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Malaysia

Kuala Lumpur: Boots on the ground

Lavanya Venkateswaran

e We were in Kuala Lumpur intermittently over the past few weeks ; i
Senior ASEAN Economist

meeting policymakers and various economic and political observers.

e The economy is entering this latest bout of global volatility from a
position of strength. We expect the 2026 GDP growth forecast range
to be announced by officials to be 4.5-5.5%; our forecast remains
4.4%.

e Rising global oil prices presents a risk to inflation and the fiscal
balance but also logistic costs. The authorities will remain nimble in
their approach to dealing with external volatilities.

e There is some fiscal room to manoeuvre with the government
maintaining RON95 subsidies under the Budi95 mechanism. Bank
Negara Malaysia (BNM) will likely remain on hold in the near-term but
also through 2026.

e  The situation remains fluid and will continue to regularly assess the
risks to our baseline forecast.
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We were in Kuala Lumpur intermittently over the past few weeks meeting policymakers
across Bank Negara Malaysia, Ministry of Finance, Malaysia Investment Development
Authority and various economic and political observers. The bottom line is that the economy
is handling external volatilities from a position of strength. Policymakers are closely
monitoring global developments and have room to manoeuvre on fiscal and monetary
policies.

E&E exports to remain resilient

The present position of economic strength comes from better than expected 2H25 GDP
growth. The real question is whether this growth can sustain in 2026. The authorities noted
a durable demand for production and exports from the electronics and electrical products
(E&E) sector. Specifically, the nature of data centre development has moved beyond a
property play into services. There has been a mushrooming of local players — this is an
encouraging sign that the local ecosystem is becoming more integrated into the data centre
play. Information, Communication and Technology (ICT) services exports is one of the new
avenues of growth and current account balance support.
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Semiconductor sector growth is deemed sustainable underscored by a resilient order book
for semiconductors. The development of semiconductors for the automotive sector was
seen as a new avenue of growth. The divergence between E&E (the bulk of which is
semiconductor exports to the US), and non-E&E exports has become more apparent. For
the latter, growth started to slow sharply in 2H25 and will likely remain soft into 2026.

Focused on small scale high multiplier projects and greater integration of local industries
The pipeline for large scale public infrastructure projects has largely been completed, with
the next set of mega projects likely to show meaningful GDP contributions only in a few
years. Public infrastructure will now be supported by small scale high multiplier projects
including the water treatment in Machang (Kelantan), building of various hospitals, housing
projects and flood mitigation projects.

Moreover, there is a push to raise domestic investments along with foreign investments.
The are adequate sources of funding and good opportunities for investment consistent with
the national masterplans and policies (National Industrial Master Plan 2030, National
Semiconductor Strategy etc, Gear-Up program). Investment approvals will likely be softer in

Follow our podcasts by searching ‘OCBC Research Insights’ on Telegram! 2



£)OCBC
OCBC Group Research

By Global Markets | 17 March 2026

2026 compared to 2025 as the authorities are focussed on the quality of investments not
the quantity. There is a greater emphasis on more localisation of industries into the foreign
supply chain and strengthening the domestic investor base. Regional cluster development
is being encouraged particularly for the Northern and Central regions to create a deeper and
more complementary supply chain.

Household spending resilience — a focus on the rakyat

Meanwhile, private consumption spending is expected to remain resilient, growing 5% on
an annual basis below the pre-pandemic average of 7% but strong nonetheless supported
by government policies and continued wage growth. The authorities are interesting in
gauging the extent of the impact of one-off measures in 2025 such as Sumbangan Asas
Rahmah (SARA) handouts, minimum wage increases, civil servant salaries in boosting
household consumption. The authorities noted that MYR15bn as the budgeted figure for
SARA and Sumbangan Tunai Rahmah (STR) assistance, allocated from the savings in
retargeting fuel subsidies.

Near-term changes to fuel subsidies unlikely

Fiscal policy reforms over the past few years are bearing fruit, affording the government the
policy room to adopt a wait-and-see approach in terms of the tensions in the Middle East.
The PM noted, however, the allocation can be MYR2bn per month to maintain RON95 prices
at MYR1.99/litre! through the Budi95 initiative, leading to expenditures of MYR24bn (1.1%
of GDP). This is similar to our estimates of the RON95 subsidy bill if global oil prices average
USD100/barrel for 2026. If oil prices hover around the vyear-to-date average of
USD72.7/barrel, we estimate the subsidy bill to be “MYR12.5bn (0.6% of GDP).
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Source: CEIC; OCBC Group Research. Source: Petronas; Annual Economic Reports; OCBC Group Research.

The authorities noted that 95% of those who can avail the Budi95 do not use more than 100
litres per month. This suggests limited reason to change volume allocations going forward.
In fact, the mechanism to track individual consumption of fuel allows the authorities to also
identify consumption anomalies.

1 PM: Govt allocates RM2 bil in subsidies per month to maintain RON95 price at RM1.99 per litre, The Edge Malaysia, 15 March 2026.
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More fundamentally, the authorities estimate that a USD1/barrel increase in global oil prices
leads to MYR300mn in additional revenues, excluding Petronas dividends, but also costs
MYR400-500mn in subsidies. This leaves for a fiscal gap of MYR150mn for every USD1/barrel
increase in global oil prices. This net negative impact on the fiscal balance does not include
potentially higher transfers from Petronas. The dividends from Petronas are budgeted to
narrow to MYR20bn from MYR32bn in 2025.

Tax revisions can usually be done in June, September and November allowing for a slightly
lower runway to determine whether adjustments are necessary. Importantly, the
authorities noted that it is too early to tell whether Petronas will benefit or not from higher
oil and gas prices considering the pipeline of committed capital expenditures, higher
logistics and shipping costs as well as the ongoing dispute with Sarawak?.

The authorities were clear that there will be no cutbacks to development spending for the
moment and that it remains a priority under the Fiscal Responsibility Act (FRA) to keep
development spending at 3% of GDP. Any reintroduction of the Goods and Services Tax
(GST) is not under discussion, with the authorities relying on the already announced
measures such as e-invoicing, sales and services tax scope expansion bearing fruit.

Watching inflation

Ahead of heightened tensions in the Middle East, authorities were relatively sanguine about
inflation. In fact, inflation as a topic of conversation came up at the very end of our exchange
with officials. But the tensions in the Middle East and effective blockage of the Straits of
Hormuz have shifted the matter of inflation back to the forefront.

Inflationary pressures did pick up during the previous energy price shock in 2022, albeit to
a significantly lower degree compared to regional peers and the pickup implied by global oil
prices. There are, however, two crucial differences since 2022 on account of much needed
subsidy rationalisation. Fuel subsidies are no longer blanket subsidies as in 2022. The
rationalisation from 22 September 2025 under Budi95 has exposed the headline CPI to some
additional fluctuations. Second, electricity tariff rationalisation from July 2025 allows for an
automatic fuel adjustment (AFA) mechanism of 10% from the current allowed generation
tariff of 45.40sen/kWh.

These changes were delivered well enough to keep headline CPI contained at an average
1.4% YoY in 2025 versus 1.8% in 2024. For 2026, our baseline forecast is 1.5% but the risks
to this have risen since this assumes relatively flat oil prices compared to 2025.

The extent of the upside risk, however, depends on the period and persistence of elevated
global oil prices. We estimate about 12.2% of Malaysia’s CPI basket through direct and
indirect mechanisms is exposed to higher oil and gas prices. Should global oil prices remain
elevated and average USD84/barrel in 2026, headline CPI would average 2.7% YoY versus
our baseline of 1.5%. This assumes that subsidies cushion approximately half the impact
compared to a direct pass-through onto retail fuel prices. Indeed, the authorities recently

2 Petronas gets leave to challenge Sarawak’s O&G ordinances, Free Malaysia Today, 16 March 2026.
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noted that about 85% of Malaysian households will remain unaffected by electricity cost
increases despite tensions in the Middle East>.
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Policy stance to remain nimble

The authorities were clear that their stance will remain nimble in handing of external risks.
The authorities have some fiscal room to manoeuvre while keeping RON95 subsidies under
the Budi95 mechanism in place. While monetary policy will remain flexible. The authorities
were comfortable with MYR moves provided market functioning remained orderly and
there was sufficient liquidity.

It was clear, in our interactions with the authorities, that the 25bp rate cut by BNM in July
2025 was to hedge against downside risks to growth and not the baseline. These downside
risks have not abated and in fact remain heightened in the face of energy price increases.
Despite being a net energy exporter, we see the balance of risks for growth skewed to the
downside especially if the situation in the Middle East persists (see Impact of rising global
oil prices, 9 March 2026).

We expect BNM to remain on hold through 2026; we will continue to monitor the risks to
this call. We see little incentive for BNM to reverse the accommodation put in place since
July 2025 at this juncture. BNM has in the past looked through supply side shocks but the
second-round effects and the impact on inflation expectations will be watched closely.

BNM will likely release its 2026 Annual Report on 31 March. We expect the GDP growth
range for the year will be 4.5-5.5%, similar to the originally announced range in 2025. Our
GDP growth forecast at 4.4% is relatively consistent.

3 Energy Minister: 85% Malaysians Safe From Electricity Cost Hikes Amid Middle East Tensions, SAYS, 17 March 2026.

Follow our podcasts by searching ‘OCBC Research Insights’ on Telegram! 5



S)OCBC
OCBC Group Research

By Global Markets | 17 March 2026

Disclaimers

This report is solely for information purposes and general circulation 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 report should not be construed as an offer or solicitation for the subscription, purchase or sale of the securities/instruments
mentioned herein or to participate in any particular tfrading or investment strategy. 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 fo be reliable and we have taken all reasonable care to ensure that the information contained in this report 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 report 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
report may cover a wide range of topics and is not intfended to be a comprehensive study or to provide any recommendation or advice on personal investing or
financial planning. Accordingly, it should not be relied on or freated 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. In the event that you choose not to seek advice from a financial adviser, you should consider whether
the investment product mentioned herein is suitable for you. Oversea-Chinese Banking Corporation Limited (*OCBC Bank”), Bank of Singapore Limited (“BOS"), OCBC
Securities Private Limited (“OSPL") and their respective 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 or securities related services to such issuers as well as other parties generally. OCBC Bank and its Related
Persons may also be related to, and receive fees from, providers of such investment products. There may be conflicts of interest between OCBC Bank, BOS, OSPL or
other members of the OCBC Group and any of the persons or entities mentioned in this report of which OCBC Bank and its analyst(s) are not aware due to OCBC Bank's
Chinese Wall arrangement. This report is infended 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 entfity,
a "Relevant Entity"”) in breach of any law, rule, regulation, guidance orsimilar. 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
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Privileged / confidential information may be contained in this report. If you are not the addressee indicated in the message enclosing the report (or responsible for
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