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Modest Inflation Is Here to Stay

Snapshot Summary...

e |Inflation in Malaysia has remained modest and stable in recent
months, in line with the continued easing of global supply chain
conditions.

e We expect the inflation to oscillate around 2.0% in the near term
before shifting higher in 2H2025 due to the impact of potential
domestic policy changes.

e However, we believe inflation is unlikely to misbehave amid the
precautionary spending by Malaysians as reflected in retail sales
and subsequently coincides with the built-up savings.

e With stable inflation reading thus far and the country's favourable
economic growth, we believe there is no urgency from the central
bank to make policy adjustments throughout 1H2025, at least.

Background

Inflation in Malaysia has been modest and stable in recent months, hovering
slightly below the long-term average of around 2.0% since August 2024, after
easing from its post-pandemic peak of 4.7% in August 2022. This trend aligns
with the continued easing of global supply chain conditions, as signalled by the
latest data. The Global Supply Chain Pressure Index (GSCPI) — constructed
by the US Federal Reserve Bank of New York — has been in negative territory
for 10 months of the past 12 months as of January 2025.

Malaysia and other ASEAN economies have reported below-average inflation
rates (see Exhibit 1). Singapore’s inflation eased further to a four-year low in
January 2025, and Indonesia slipped into deflation in February for the first time
in more than two decades. Thailand’s inflation came in at the lower bound of
the central bank’s target range of 1.0% to 3.0% but the government project it to
drop to about 0.5% in 2Q2025.

More than 50% share of Malaysia's consumer price index (CPI) basket
recorded y/y growth of less than 2.0% in January 2025 (see Exhibit 2). Inflation
has been primarily driven by food away from home (FAFH, 13.4% of CPI
basket) as well as housing, water, electricity, gas and other fuels (HEWG,
23.2% of CPI basket), partly reflecting the impact of higher utility costs and the
2.0% rise in the Sales and Services Tax (SST). Meanwhile, inflation of items
such as food at home (15.6% of CPI basket) and transport (11.3% of CPI
basket) have fallen below their normal ranges. Excluding the relatively volatile
FAFH category, inflation was only 1.3% in January 2025, indicating subdued
underlying price pressures.

#WhatWeThink

11 March 2025

Macroeconomic Variables

Growth "
(% y-0-y) 2025F
GDP 36 5.1 4.6
CPI 25 18 2.5-3.0
Unemployment
rate (%) 34 31 3.2

*Forecast by AmBank Economics

**Year-end figure

Sources: Department of Statistics Malaysia (DOSM), AmBank
Economics

"Overall, inflation in 2025 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. The recently
introduced wage-related policies would
provide additional support to demand,
although the impact on inflation is
expected to be limited. In this
environment, the overall impact of the
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 external developments
surrounding global commodity prices,
financial markets and trade policies."

Bank Negara Malaysia (BNM)
Monetary Policy Statement March
2025
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Exhibit 1: CPl, yly% Exhibit 2: CPI yly% shares with different rates of changes
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Exhibit 3: Contributions to CPI, percentage points Exhibit 4: CPI by component, %
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Price pressures are expected to remain subdued for the 1H2025, at least.
Inflation stays in check due to stable cost This could be seen when a three-month moving average (3MMA) is applied to data
and demand conditions. sets to analyse the underlying trend. It is foreseen that both price pressures coming

from consumer and producer levels are kept at bay, perhaps due to the lower cost
pressure following stable demand conditions in the country. Additionally, sluggish
increases in in prices of food at home and transport, which together constitute more
than 25% of the CPI basket, have been the main drivers of slowing inflation in
Malaysia since last year. On the producer level, the manufacturing sector, which
forms a sizeable share of over 80% of the PPI, has remained in the negative territory
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Easing supply chain pressures could
explain the PPl movement as of late.

Cautious spending by Malaysians could
be due to preparation for the upcoming
subsidy policy, which is set to be
implemented in 2H2025.

OPR to stay at the current level aligns
with BNM’s assessment, which is
supportive of economic growth.

thus far since September last year, aligning with easing in the said GSCPI, as
mentioned above, among others.

Though there are signs of price moderation, the inflation outlook is still exposed to
changes in domestic price controls and subsidy policies, especially on the RON95
implementation, which is now to be said in the final drafting stage and is expected to
be carried out mid-year. With that, the easing price pressures could be due to the
precautionary spending by the Malaysians as reflected in retail sales, which
subsequently coincides with the built-up savings to reduce the impact of unexpected
setbacks amid the domestic policy execution.

With the stable inflation reading thus far and the country's favourable economic
growth, there is no urgency from the central bank to make policy adjustments
throughout 1H2025. Hence, supporting our view that BNM could maintain the
Overnight Policy Rate (OPR) at the current level, which promotes economic growth.
The upside risk of inflation could come from a healthy labour market performance, a
civil servant salary hike in December last year and a minimum wage increase effective
February this year. However, the price pressure will remain manageable in the
upcoming months, possibly staying close to an average of 2.0% in 1H2025 unless
unforeseen shortcomings require policy realignment.

What to expect for inflation outlook in 2025

We expect average inflation for 2025 to
range between 2.5% -3.0%.

Inflationary pressures over the past year have primarily been supply-driven and may
continue in the near term. We expect the inflation to oscillate around 2.0% in the near
term before shifting higher in 2H2025 due to the impact of potential domestic policy
changes. HEWG inflation will drop substantially as early as February 2025 and will
likely stay low.

Apart from the increase in the minimum wage from RM1,500 to RM1,700 (effective
from February 2025), other policy changes could lead to higher inflationary pressure,
including the higher medical insurance premiums, proposed electricity tariff hike
(scheduled July 2025), RON95 subsidy rationalisation and the expansion of the scope
of Services Tax (both set from mid-2025). The full impact of these policy changes is
difficult to assess as little details have been unveiled thus far.

We don't see a reason for inflation to misbehave as we saw in August 2015 when
subsidy rationalisation was implemented. Headwinds to inflation include subdued
producer inflation and rising economic uncertainty, which may keep consumers
cautious about their discretionary spending, thereby containing inflationary pressures.
On balance, we expect average inflation for 2025 to range between 2.5% and 3.0%,
modestly higher than the 1.8% recorded in 2024.
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Exhibit 5: Inflation yly%, 3SMMA

Exhibit 6: GSCPI points vs PPI: LP: Mfg, yly%
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Exhibit 7: Saving Deposits: Individuals vs. Retail Sales, Exhibit 8: OPR, %
yly%
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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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