
                  

      

 
 

 
ECONOMIC HIGHLIGHTS: Is Inflation Imminent After Recent Hike 
In Fuel Prices?  
      

Hitting Headlines 

The government announced a fuel price hike of RM0.20 for RON-95 
and Diesel to RM2.10 and RM2.00 respectively. This is a price hike 
of circa 10.0% -11.5% from previous prices. The authorities stated 
that the reduction of fuel subsidies will enable the government to 
save RM1.1 billion per year on fuel subsidies from the allocated 
budget of RM24.4 billion for fuel subsidies in 2013. This is the first 
hike in fuel prices since December 2010, in a bid to rein on 
Malaysia’s budget deficits after the recent negative outlook rating by 
Fitch rating agency. 
 
In line with the subsidies rationalisation, authorities also stated 
savings from subsidies reduction will be utilised for the 1Malaysia 
People’s Aid (BR1M) as measures to absorb the impact of higher fuel 
prices for low income. It is expected the BR1M amount to increase to 
RM1, 200 for each household and RM600 for singles from RM500 

and RM250 respectively. 
 
What is the likely impact on inflation rates and overnight 
policy rate (OPR)? 

To gain better insight into the matter, we compared previous fuel 
hikes and noted that the previous sizeable fuel hike was in 5 June 
2008 as highlighted above. Fuel prices were increased by 40% 
(RM0.78) to RM2.70 from RM1.92. Inflation levels immediately rose 
for the month to 7.7% (June 2008) from 3.8% in the previous month. 
The fuel hike currently is only circa 10% (RM0.20) and may 
immediately raise inflation rates to circa 2.3 %~ 2.5% from 1.8% in 
August 2013 based on our estimates.  
 
On the potential impact on OPR due to inflationary pressure, we 
noted that after the normalization of interest rates by Bank Negara 
from 2.75% to 3.00% in April 2011 of which inflation rates were circa 
3.0%. Inflation levels of circa 3.0% remained up till end 2011 before 
slipping further till date. This would indicate Bank Negara would be 
able to tolerate inflation levels of at least 3.0% before consideration to 
raise rates is made. Thus, we reckon interest rates would likely 
remain at current levels of 3.0%. 

 

What’s the impact on FBM KLCI? 

We witnessed that OPR rates were increased from 2.0% to 3.0% 
from February 2010 to May 2011. However, the local index rose steadily by 22% over the corresponding period. This 
indicates that even with increasing rates, the local index may still be on an upward trajectory. The local index will most likely 
be more affected by foreign fund flows and upcoming budget 2014 as in our previous research report. 

 
Conclusion  

Impact from the fuel price hike this time around will not prompt Bank Negara to increase OPR rates. OPR rates risk increment 
if inflation rates reach above 3.0%, that being said Bank Negara may tolerate those inflation rates as previously occurred.  

 
     

 

 
 
 

 

DISCLAIMER: 
This publication is solely for information only. It should not be construed as an offer or solicitation for the subscription, purchase or 
sale of the securities mentioned herein. The publication has been prepared by Phillip Research Sdn Bhd on the basis of publicly 
available information, internally developed data and other sources believed to be reliable. Whilst we have taken all reasonable 
care to ensure that the information contained in this publication is accurate and the opinions are fair and reasonable, it does not 
guarantee the accuracy or completeness of this publication. Accordingly, no warranty whatsoever is given and no liability 
whatsoever is accepted for any loss arising whether directly or indirectly as a result of any person or group of persons acting on 
such information and advice. This publication was prepared without regard to your specific investment objectives, financial 
situation or particular needs. Whilst views and advice given are in good faith, you should not regard the publication as a substitute 
for the exercise of your own judgement and should seek other professional advice for your specific investment needs or financial 
situations. 
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