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Recessionary pressures keep tight lid on inflation in March

Malaysia’s consumer price inflation may have slowed to 11-month low, providing more room for Bank Negara to cut rates

on 29 April.

Based on current conditions, we estimate benchmark inflation rate, as tracked by the consumer price index to have risen

3.6% in March from a year ago, matching market consensus forecast (Source: Reuters poll). In February, this was relatively

higher at 3.7% YoY.  Department of Statistics is expected to release data on inflation tomorrow.

While upward pressure came primarily from higher food prices, mitigating factor was the decline in prices for fuel oil and

other fuels. Rate of inflation has been easing sharply from a 27-year highs of 8.5% in July and August last year, after

Government cut prices of petroleum products several times last year in tandem with the fall in global crude oil prices. A

litre of petrol now sells for RM1.80, down from RM1.92. At its peak, a litre went for RM2.70, driving up transport costs and

eventually the overall rate of inflation.
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Key Points

l We forecast CPI to have slowed to 3.6% in March, matching market forecast;

l 11-month low inflation may provide more room for Bank Negara to cut 50bps to 1.5% on 29 April;

l Late last year’s reduction in pump prices mitigated pressures that came primarily from higher food prices;

l Also, unassailable signals of slackening economy, especially in manufacturing sector, helped to keep inflation at bay;

l Malaysia may have entered a period of sustained low inflation, but this may not last forever. Billion-Ringgit spending by

Government should prevent broad price declines.

l We forecast CPI to average 2% for 2009, as a whole.
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CHART 1 : INTEREST RATE VS CPI (%)

Data as at February 2009. Source : Bloomberg



21 April 2009Economic Update

2AmResearch Sdn Bhd

The information and opinions in this report were prepared by AmResearch Sdn Bhd.  The investments discussed or

recommended in this report may not be suitable for all investors.  This report has been prepared for information purposes

only and is not an offer to sell or a solicitation to buy any securities.  The directors and employees of AmResearch Sdn Bhd

may from time to time have a position in or with the securities mentioned herein.  Members of the AmInvestment Group and

their affiliates may provide services to any company and affiliates of such companies whose securities are mentioned herein.

The information herein was obtained or derived from sources that we believe are reliable, but while all reasonable care has

been taken to ensure that stated facts are accurate and opinions fair and reasonable, we do not represent that it is accurate

or complete and it should not be relied upon as such.  No liability can be accepted for any loss that may arise from the use

of this report.  All opinions and estimates included in this report constitute our judgement as of this date and are subject to

change without notice.

For AmResearch Sdn Bhd

Benny Chew
Managing Director

Published by

AmResearch Sdn Bhd (335015-P)

(A member of the AmInvestment Bank Group)

15th Floor

Bangunan AmBank Group

55 Jalan Raja Chulan

50200 Kuala Lumpur

Tel: (03)2036-2633 (general)

(03)2072-1866/99 (dealing)

(03)2070-2444 (research)

Fax: (03)2078-3162

CHART 2 : IPI VS EXPORTS (% CHG)
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There are certainly unassailable signals that slack in the

economy is keeping inflation at bay. Adding to evidence

of continued weakness in the manufacturing sector would

be IPI and exports remaining weak in February.

Source : Department of Statistics

Overall, Malaysia may have entered a period of sustained

low inflation, potentially slipping into negative territory

between July and October 2009. We don’t expect a

widespread, sustained drop in prices to continue forever.

In addition, the billion-Ringgit spending under Malaysia’s

proposed stimulus packages should likely prevent broad

price declines. By November or December, prices will

start pick up again. For 2009 as a whole, we forecast an

inflation rate of 2%.

CHART 3 : OPR VS SRR
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TABLE 1- CONSUMER PRICE INDEX

Source : Department of Statistics

(% YoY change) 2004 2005 2006 2007 2008 Jan-09 Feb-09

CPI 1.5 3.9 2.7 2.0 5.4 3.9 3.7

 Food & non-alcoholic bev. 2.3 3.7 3.4 3.0 8.8 9.8 9.2

 Alcoholic bev. & tobacco 8.0 13.9 7.0 7.7 7.3 8.3 8.2

 Clothing & footwear -1.9 -1.0 -1.3 -1.2 -0.7 -0.8 -0.6

 Housing, water, elect. 0.9 1.2 1.5 1.3 1.6 1.7 1.5

gas & other fuels

 Furnishing, h/hold equipment 0.4 1.3 1.1 1.1 3.0 4.9 4.5

& routine h/h maintenance

 Health 1.4 1.7 2.2 1.0 2.5 2.6 2.7

 Transport 0.8 6.2 11.0 1.9 9.2 -2.1 -2.1

 Communication - 0.0 -1.4 -1.2 -0.6 -0.5 -0.5

 Recreation & Culture -0.2 0.1 0.7 1.2 1.9 1.1 1.0

 Education - 1.8 1.6 1.7 2.4 3.0 2.5

 Restaurants & hotels - 3.5 3.7 2.5 7.4 4.6 4.3

 Miscellaneous goods & 1.8 1.3 2.3 0.9 3.4 2.7 3.8

services

Source : CEIC

Easing inflation has given the central bank more room to

cut cost of lending since November. Overnight policy rates

stand at 2%, after the last cut on 24 February. We still think

Bank Negara might consider reducing key rate by another

50bps to 1.5% on 29 April, especially in view of a technical

recession in the first quarter.


