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Malaysia manufacturing PMI hints at Q3 upturn after slower Q2
®  August Nikkei PMI rises to a nine-month high Malaysia PMI and economic growth
® Growth in new orders seen for first time since Nikkel Manufacturing PMI (quarery ave) GDP, annual % change
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The latest PMI data set the scene for Malaysia’s
manufacturing sector to see its strongest quarterly
performance since late-2014, allaying to some extent
concerns about slower growth after a disappointing

second quarter.
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Other PMI sub-indices hinted at the possibility of
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The Nikkei Malaysia Manufacturing PMI™ rose to 10
51.2 in August from 49.7 in July, representing the first 8
improvement in the health of the sector since January. j
The latest reading took the average for the third )
guarter so far (50.4) to the highest for nearly four years. 0
The survey data had signalled well in advance the j
slowdown in second quarter GDP, which came in )
noticeably weaker at a 4.5% annual rate (down from 8

. . . 20011 Q1 2012 Q1 2013 Q1 2014 Q1 2015 Q1 2016 Q1 2017 Q1 2018 Q1
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therefore encouraging, suggesting a rebound in growth e tue T et spendioe
momentum in the third quarter.
Analysis of the PMI Output Index, which exhibits a Malaysia PMI and consumer inflation
near-80% correlation with GDP growth, indicates that Heysia GFL annual % change i Manufacuring PP
the average reading for the third quarter so far is m=CPl ——PMI Input Prices
consistent with an annual GDP rate of just below 6%. 50 70
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The latest survey also showed improved growth 30 e 8D
prospects. Manufacturers reported a rise in new orders
for the first time in seven months during August, with 20N AL N ®
the rate of expansion being the fastest since N Y 1 0
November of last year. Job creation also continued for
a third straight month, while business confidence 00 s 14 oo 16 17 15 o
improved to a four-month high. Anticipating greater Sources: IHS Markit, Nikkei, DoS

production requirements, firms raised purchasing
activity and built up their input inventories.
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However, anecdotal evidence brought warning signs
that could threaten the upturn in the manufacturing
sector. There were reports of customers placing orders
ahead of the re-introduction of the Sales and Services
Tax (SST), which replaces the Goods and Services
Tax (GST). Firms that were anticipating lower future
output often noted that the SST is likely to curb
demand.

Trade frictions and SST

Further challenges also come from the deteriorating
global trade picture, meaning the outlook for exports
continued to darken. Having risen marginally in July,
export sales were broadly stagnant in the middle of the
third quarter, partially reflecting softer global trade
conditions. Survey evidence pointed to rising trade
tensions as a key concern of Malaysian manufacturers.

Furthermore, the rollout of the SST in September could
hurt export competitiveness. Unlike the GST, which is
levied at the consumer (and therefore on consumption
within the country), SST is charged at the factory level.
This implies that goods producers must pay the tax
regardless of whether products are consumed
domestically or exported, suggesting that the SST
could in fact represent a tax on exports.

Slower cost increases

On the price front, the disinflationary impact of the GST
removal continued to be felt across the manufacturing
sector in August. Input cost inflation eased further to
the weakest in three-and-a-half years. At the same
time, manufacturers raised selling prices only
marginally, with inflation remaining well below the 2017
average.
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Click here for more PMI and economic commentary.
For further information, please visit www.ihsmarkit.com
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