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January MPC is neutral, with concerns about global
headwind

In a nutshell...

Malaysia’s overnight policy rate (OPR) remains unchanged at 3.00% for the 10th
consecutive meeting, or 21 months, with unchanged interest rates. The decision
mirrors our assessment as we believe that BNM will maintain the OPR as long
as the labour market conditions and inflation levels are manageable and stable.

While the overall tone is neutral and the length of the statement remains largely
unchanged, we noticed some lines that suggest the central bank is concerned
about how the global dynamics would impact the domestic economy. The
additional line about “trade and investment restrictions” is hinting at the impact
of Trump tariffs 2.0 and other disruptive policies concerning investments.
Additionally, the lines about “global commodity prices are expected to continue
to trend lower” and “the recently announced domestic policy reforms” signal that
BNM believes that the inflationary impact of RON95 subsidy rationalisation,
slated in 2H2025, is manageable.

#WhatWeThink

22 January 2025

“The growth outlook is subject to
downside risks from an economic
Slowdown in major trading partners
amid heightened risk of trade and
investment restrictions, and lower-
than-expected commodity
production. Meanwhile, growth
could potentially be higher from
greater spillover from the tech
upcycle, more robust tourism
activity, and faster implementation
of investment projects.”

BNM MPC Statement
22 January 2025

BNM Interest Rate decisions 2022-2024
2023

PELG OPR level & Change
18-19 January 2.75% (unchanged)

1

2 8-9March 2.75% (unchanged)
3 2-3May 3.00% (+25 bps)
4 56 July 3.00% (unchanged)
5  6-7 September 3.00% (unchanged)

6 1-2 November 3.00% (unchanged
Date OPR level & Change
1 23-24 January 3.00% (unchanged)
2 6-7 March 3.00% (unchanged)
3 89May 3.00% (unchanged)
4 10-11 July 3.00% (unchanged)
5  4-5 September 3.00% (unchanged)

6 5-6 November 3.00% (unchanged
Date OPR level & Change
1 22 January 3.00% (unchanged)
2 6 March -
3  8May
4 9 July
5 4 September

6 6 November

Sources: BNM, AmBank Economics
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Exhibit 1: Malaysia’s Inflation Rate, y/y% Exhibit 2: The US Fed vs. BNM Interest Rate, %
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The status quo decision was no surprise to the
markets.

BNM showed increased concerns about
external challenges.

Stable inflation reading in 2024 as expected.

Inflation to gradually pick up starting 2H2025
amid domestic policy implementations

Sources: Federal Reserve Board, BNM, AmBank Economics
BNM concludes its first meeting of the year with status-quo as expected

In its first meeting of the year, BNM's MPC decided to hold the OPR steady at its
current level of 3.00%, as widely expected. This marked the tenth consecutive
meeting with a status quo decision on the rate as economic growth remains robust
and inflationary pressures are well contained.

Upon a closer look into the monetary policy statement (MPS), BNM’s growth
assessment was largely unchanged from its previous meeting on November 6.
According to the advance estimate of GDP for 4Q2024 by DOSM, despite the
economy expanding at a slower pace of 4.8% in the said quarter, the 2024 full-year
GDP growth is set to meet the official projection of 4.8% to 5.3%. Looking ahead,
BNM opines that Malaysia’s economic growth will be sustained but shows
increased concerns about external challenges arising from rising protectionism,
which could impact trade and investments. We concur with the BNM’s view that
Malaysia’s growth will be primarily driven by robust domestic demand in 2025, but
risks to growth are weighted somewhat to the downside due to external risks. On
balance, we expect the 2025 full-year GDP growth to come in at 4.6%, which aligns
with the lower bound of the official projection range of 4.5% to 5.5%.

Inflation is anticipated to trend higher in 2025 but remains manageable.

Today, the December inflation data is out, registering a 1.7% yly growth (1.8%), the
lowest reading in 11 months, as the rise in prices is slowing across most categories.
We posit that low and stable inflation for 2024 is expected as there is no major
shock to supply chains and the global economy, aside from the high base effect.

In the near term, the price pressure is expected to remain well contained given the
easing of production costs, as reflected by the latest three consecutive months of
producer deflation since September 2024. Inflation could increase gradually, particularly in
the 2H this year, as the high base dissipates and cost-push factors intensify. Key upside
risks include the anticipated implementation of RON95 subsidy rationalisation in mid-2025
and a potential hike in electricity tariff starting in July 2025. As such, we maintain that
inflation will likely trend in the range of 2.5% to 3.0% this year (2024: 1.8%), aligning
with the official forecast of 2% to 3.5%.
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BNM will keep its monetary stance
accommodative

Malaysia's central bank is optimistic about the
ringgit, citing external factors and narrowing
interest rate differentials as beneficial despite
potential market volatility.

Despite initial market fears of immediate trade
tariffs, US President Trump's early executive
orders focused on immigration, boosting
market sentiment, but ...

... potential future tariffs on Mexico, Canada,
and China goods remain a concern.

Despite solid domestic data, the ringgit's movement
is more influenced by US policy and economic
indicators...

.... with US inflation and labour market data being
key for the Fed's decisions in 2025.

Neutral stance to persist, but easing bias seen for OPR

We view the current OPR level as neutral, aligning with the BNM’s assessment that
the prevailing monetary policy stance supports economic growth. With growth
expected to remain solid and inflation relatively stable, we anticipate BNM wiill
maintain its accommodative stance and keep the OPR steady through at least
1H2025. However, as global central banks proceed with monetary easing, we
believe BNM will retain ample policy space to manoeuvre if downside risks to growth
intensify.

BNM continue to be optimistic about the Ringgit

Malaysia’s central bank maintains its optimistic stance on local currency. We
noted that the BNM is no longer concerned with the current ringgit's level and
argues that external factors are swaying the currency’s performance. The statement
notes that the narrowing interest rate differentials between Malaysia and advanced
economies benefit the ringgit. Despite potential market volatility from global policy
uncertainties, Malaysia's strong economic outlook and structural reforms are
expected to support the ringgit. Our views are broadly similar to BNM’s, thus
explaining our baseline forecast for dollar-ringgit to be vulnerable in 1H2025 before
recovering some gains in 2H2025.

Trump’s gradual approach to trade barriers defies market expectations. As
Trump swore into the presidency, markets were jittering in anticipation that
he would immediately sign a series of executive orders on tariffs, with China
being the biggest target. Some also anticipated that a universal tariff would
be the earliest to be signed by US President Trump soon after he takes office.
However, in contrast to the executive orders he signed right after his inauguration,
none of them are related to global trade but are more towards immigration.

This results in improvements in risk sentiment, with the MSCI EM Currency index
shooting higher by more than 5% this week and stock indices among developed
and emerging markets posting daily gains over the past few days. The ringgit also
took advantage of this, reaching its more than one-month high. During the pre-MPC
meeting, it was trading around the sub-4.45 level.

But the caveat here is that US President Trump is mulling a possible 25% tariff on
Mexico’s and Canada’s goods as soon as 1st February, and this morning, he said
he is considering putting a 10% tariff on China’s goods slated to begin on the same
month as well. These signals that investors should not take a breath of relief yet as
there is potential for similar trade barriers to be unveiled in the coming weeks, and
the ringgit’s potential vulnerabilities are still on the table.

The focus of global markets continues to hinge on US policy developments
and data. While we did see some good domestic news regarding better-than-
expected economic data, the ringgit is still brushing off what happened domestically
and is more focused on US policy developments. We acknowledge that Malaysia’s
exports in December 2024 performed better than consensus, and the 4Q2024
advance GDP beat our in-house forecasts. These factors may not immediately
come into the picture to push the ringgit higher, but they support our view for healthy
ringgit fundamentals rather nicely. It is important to note that aside from US
President Trump’s incoming policy announcements, the US inflation and labour
market data remained the critical factor for the Fed to act on its monetary policy.
Recent softer core CPI and slower growth in retail spending points toward FFR’s
downward path, regardless of the pace, is still in play.
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Exhibit 3: Annual GDP growth, yly% Exhibit 4: CPI vs. PPI, yly%
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Exhibit 5: DXY Index vs. USDMYR Exhibit 6: DXY vs. UST10Y (%)
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Appendix 1: BNM Monetary Policy Statement Comparison Side by Side (November 2024 vs. January 2025)

September 2024 MPC Statement January 2025 MPC Statement

At its meeting today, the Monetary Policy Committee (MPC) of Bank Negara
Malaysia decided to maintain the Overnight Policy Rate (OPR) at 3%.

The global economy continues to expand amid resilient labour markets and
continued recovery in global trade. Looking ahead, global growth is expected
to be sustained by positive labour market conditions, moderating inflation and
less restrictive monetary policy. Global trade recovery is expected to continue,
supported by both electrical and electronics (E&E) as well as non-E&E
products. The growth outlook remains subject to downside risks, mainly from
further escalation of geopolitical tensions, heightened volatility in global
financial markets, and slower growth momentum in major economies.

For the Malaysian economy, the latest indicators point towards sustained
strength in economic activity driven by resilient domestic expenditure and
higher export activity. Going forward, exports are expected to be supported
by the global tech upcycle, continued strength in non-E&E goods, and higher
tourist spending. Employment and wage growth, as well as policy measures,
remain supportive of household spending. The robust expansion in
investment activity would be sustained by the progress of multi-year projects
in both the private and public sectors, the higher realisation of approved
investments, as well as the implementation of catalytic initiatives under the
national master plans. These investments, supported by higher capital
imports, will raise exports and expand the productive capacity of the
economy. Budget 2025 measures will provide additional support to growth.
The growth outlook is subject to downside risks from lower-than-expected
external demand and commodity production. Meanwhile, upside risks to
growth mainly emanate from greater spillover from the tech upcycle, more
robust tourism activity, and faster implementation of investment projects.
Headline and core inflation remain modest, averaging 1.8% year-to-date.
Going into 2025, inflation is expected to remain manageable, amid the easing
global cost conditions and the absence of excessive domestic demand
pressures. Nevertheless, the inflation outlook remains subject to the details
of the implementation of announced domestic policy measures. Upside risk
to inflation would be dependent on the extent of spillover effects of domestic
policy measures, as well as global commodity prices and financial market
developments.

Ringgit performance continues to be primarily driven by external factors. The
outcome of the US elections could heighten volatility in the near term. Looking
ahead, the narrowing interest rate differentials between Malaysia and the
advanced economies is positive for the ringgit. Malaysia's favourable
economic prospects and domestic structural reforms, complemented by
ongoing initiatives to encourage flows, will continue to provide enduring
support to the ringgit.

At the current OPR level, the monetary policy stance remains supportive of
the economy and is consistent with the current assessment of inflation and
growth prospects. The MPC remains vigilant to ongoing developments to
inform the assessment on the domestic inflation and growth trajectories going
into 2025. The MPC will ensure that the monetary policy stance remains
conducive to sustainable economic growth amid price stability.

At its meeting today, the Monetary Policy Committee (MPC) of Bank Negara
Malaysia decided to maintain the Overnight Policy Rate (OPR) at 3%.

The global growth for 2024 turned out higher than expected, reflecting better
outturns in the major economies and stronger global trade. For 2025, the
global economy is anticipated to be sustained by positive labour market
conditions, moderating inflation and less restrictive monetary policy. Global
trade is expected to remain broadly sustained, supported by the continued
tech upcycle. However, this outlook could be affected by the uncertainty
surrounding more trade and investment restrictions. The elevated policy
uncertainties could also lead to greater volatility in the global financial
markets.

For the Malaysian economy, the overall growth for 2024 was within
expectations. Moving forward, the strength in economic activity is expected to
be sustained in 2025, driven by resilient domestic expenditure. Employment
and wage growth, as well as policy measures, including the upward revision
of the minimum wage and civil servant salaries, will support household
spending. The robust expansion in investment activity will be sustained by the
progress of multi-year projects in both the private and public sectors, the
continued high realisation of approved investments, as well as the ongoing
implementation of catalytic initiatives under the national master plans. These
investments, supported by higher capital imports, will raise exports and
expand the productive capacity of the economy. Exports are expected to be
supported by the global tech upcycle, continued growth in non-electrical and
electronics goods and higher tourist spending. The growth outlook is subject
to downside risks from an economic slowdown in major trading partners amid
heightened risk of trade and investment restrictions, and lower-than-expected
commaodity production. Meanwhile, growth could potentially be higher from
greater spillover from the tech upcycle, more robust tourism activity, and faster
implementation of investment projects. Headline and core inflation averaged
1.8% in 2024. Going into 2025, inflation is expected to remain manageable,
amid the easing global cost conditions and the absence of excessive domestic
demand pressures. Global commodity prices are expected to continue to
trend lower, contributing to moderate cost conditions in the near term. In this
environment, the overall impact of the recently announced domestic policy
reforms on inflation is expected to be contained. Upside risk to inflation would
be dependent on the extent of spillover effects of domestic policy measures,
as well as global commodity prices and financial market developments.

Ringgit performance continues to be primarily driven by external factors. The
narrowing interest rate differentials between Malaysia and the advanced
economies is positive for the ringgit. While financial markets could experience
bouts of volatility due to global policy uncertainties, Malaysia’s favourable
economic prospects and domestic structural reforms, complemented by
ongoing initiatives to encourage flows, will continue to provide enduring
support to the ringgit.

At the current OPR level, the monetary policy stance remains supportive of
the economy and is consistent with the current assessment of inflation and
growth prospects. The MPC remains vigilant to ongoing developments to
inform the assessment on the domestic inflation and growth outlook. The MPC
will ensure that the monetary policy stance remains conducive to sustainable
economic growth amid price stability.
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DISCLOSURE AND DISCLAIMER
This report is prepared for information purposes only and it is issued by AmBank (M) Berhad (“AmBank”) without regard to your individual
financial circumstances and objectives. Nothing in this report shall constitute an offer to sell, warranty, representation, recommendation, legal,
accounting or tax advice, solicitation, or expression of views to influence any one to buy or sell any real estate, securities, stocks, foreign
exchange, futures, investment, or other products. AmBank recommends that you evaluate a particular investment or strategy based on your
individual circumstances and objectives and/or seek financial, legal, or other advice on the appropriateness of the particular investment or
strategy.

The information in this report was obtained or derived from sources that AmBank believes are reliable and correct at the time of issue. While all
reasonable care has been taken to ensure that the stated facts are accurate and views are fair and reasonable, AmBank has not independently
verified the information and does not warrant or represent that they are accurate, adequate, complete, or up-to-date and they should not be
relied upon as such. All information included in this report constitute AmBank’s views as of this date and are subject to change without notice.
Notwithstanding that, AmBank has no obligation to update its opinion or information in this report. Facts and views presented in this report may
not reflect the views of or information known to other business units of AmBank's affiliates and/or related corporations (collectively, “AmBank
Group”).

This report is prepared for the clients of AmBank Group and it cannot be altered, copied, reproduced, distributed or republished for any purpose
without AmBank’s prior written consent. AmBank, AmBank Group and its respective directors, officers, employees, and agents (‘Relevant
Person”) accept no liability whatsoever for any direct, indirect, or consequential losses, loss of profits and/or damages arising from the use or
reliance of this report and/or further communications given in relation to this report. Any such responsibility is hereby expressly disclaimed.

AmBank is not acting as your advisor and does not owe you any fiduciary duties in connection with this report. The Relevant Person may provide
services to any company and affiliates of such companies in or related to the securities or products and/or may trade or otherwise effect
transactions for their own account or the accounts of their customers which may give rise to real or potential conflicts of interest.

This report is not directed to or intended for distribution or publication outside Malaysia. If you are outside Malaysia, you should have regard to
the laws of the jurisdiction in which you are located.

If any provision of this disclosure and disclaimer is held to be invalid in whole or in part, such provision will be deemed not to form part of this
disclosure and disclaimer. The validity and enforceability of the remainder of this disclosure and disclaimer will not be affected.
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