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Malaysia 

Survey data suggest further loss of momentum after a slow start to 2018

 GDP grows at annual rate of 5.4% in first quarter, 

down from 5.9% in the previous quarter 

 Nikkei PMI surveys point to further slowdown in 

second quarter 

 May PMI data to offer early insights into economic 

activity after the shock election results 

The Malaysian economy grew at a slower pace in the 

opening quarter of 2018, according to the Department 

of Statistics, in line with advance signals from business 

surveys. The survey data also suggest that economic 

growth could ease further in the second quarter amid 

the changing post-election environment. 

Still solid start to 2018 

Official data showed that Malaysia’s economy 

expanded 5.4% year-on-year in the first quarter of 

2018, down from 5.9% in the final quarter of 2017. 

Slower growth was signalled well in advance by Nikkei 

PMI data (an average PMI Output Index reading of 

50.1 in Q1 2018 compared with 51.2 in Q4 2017). 

The economy benefitted from continued growth in 

private spending and a surge in net exports. However, 

only marginal growth in both fixed investment and 

public consumption failed to lift business activity. 

Detailed data showed overall investment was weighed 

down by slower spending on fixed assets. Gross fixed 

capital formation was just 0.1% higher than a year ago, 

the annual rate of increase sliding from 4.3% in the 

final quarter of last year. 

Reduced demand for capital goods dampened import 

growth, which, in turn, helped to boost net exports’ 

contribution to GDP. A slowdown in export growth 

suggests the recent appreciation of the ringgit had 

dented export competitiveness. The ringgit gained 

nearly 5% against the US dollar in the first quarter. 

Further slowdown 

The April Nikkei PMI surveys point to a further loss of 

momentum at the start of the second quarter, with the 

latest PMI’s gauge of output consistent with an annual 

GDP growth rate of 4.8%.  
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The PMI Output Index exhibits an 81% correlation with 

the annual rate of change in Malaysia’s GDP, providing 

a reliable and early indicator of economic activity¹. 

While near-term prospects for growth may have 

weakened, longer-term expectations were seen as 

more positive. Survey data indicated that Malaysian 

manufacturers were the most optimistic about the 12-

month outlook in four-and-a-half years during April, 

prior to the election. Furthermore, improved business 

confidence had helped boost hiring. 

 

Monetary policy 

Slower growth and relatively benign inflationary 

pressure reduced the likelihood of another rate hike 

from the central bank. Bank Negara Malaysia in fact 

emphasised that the January increase of the policy 

rate to 3.25% ought to be viewed in the context of a 

normalisation of monetary policy instead of a tightening 

move. IHS Markit expects no policy change for the rest 

of 2018. 

 

Post-election 

With the Goods and Services Tax (GST) set to be 

reduced from 6% to 0% next month, and fuel prices 

fixed at present levels alongside a potential re-

introduction of fuel subsidies, consumer inflation will 

likely remain subdued in coming months. 

On the downside, the new government’s policy 

platform has raised concerns about the fiscal outlook. 

Moody’s, a rating agency, cautioned that the GST 

removal and re-instatement of fuel subsidies will be 

‘credit-negative’ if there are no offsetting measures to 

counter the expected loss in tax revenue.  

The Nikkei Malaysia manufacturing PMI for May, out 

on 4th June, will be among the first major economic 

indicators to provide insights into activity and price 

trends in the country following the historic election 

results.  

 

¹In the case of Malaysia, using the PMI Output Index against GDP, instead of 

headline PMI, improves the correlation to over 80%.  

Source: Using PMI survey data to nowcast Malaysia’s GDP (2018). 
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