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Figure 1:  Core inflation momentum trended higher…  Figure 2: …on higher utility costs 

 

 

 

Source: Macrobond, RHB Economics & Market Strategy.   Source: Macrobond, RHB Economics & Market Strategy.  
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 We revise our 2024 headline inflation projection to 2.6% YoY versus our 

former forecast of 3.3% YoY. Our revision is founded on (1) marginal direct 

impact of diesel subsidy rationalisation on headline inflation and (2) delay in 

the implementation of RON95 petrol subsidy rationalisation to end-2024 (at 

the earliest), which is against our prior view for RON95 petrol subsidy 

rationalisation to commence sometime in the middle of this year.  

 

 The inflation trajectory going forward would hinge on: (1) lagged impact from 

services tax revision and implementation of Low Value Goods Tax (LVGT), (2) 

timeline of RON95 subsidy rationalisation and its quantum, (3) potential 

demand upsides from partial pension fund withdrawals, and (4) spill-over 

impact from higher global commodity and food prices. 

 

 May CPI inflation edged higher to 2.0% YoY (April: 1.8% YoY) versus 

Bloomberg consensus of 1.9% YoY and our house projection of 2.0% YoY. 
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Core Inflation Momentum Edge Higher on Increasing Utility Costs 

We revise our 2024 headline inflation projection to 2.6% YoY versus our former forecast of 3.3% YoY. The projected range 

is revised to 2.5 -2.8% YoY, versus our former estimation of 3.2-3.6% YoY. Our revision is founded on (1) marginal direct 

impact of diesel subsidy rationalisation on headline inflation and (2) delay in the implementation of RON95 petrol subsidy 

rationalisation to end-2024 (at the earliest), which is against our prior view for RON95 petrol subsidy rationalisation to 

commence sometime in the middle of this year.   

The inflation trajectory going forward would hinge on: (1) lagged impact from services tax revision and implementation of 

Low Value Goods Tax (LVGT), (2) timeline of RON95 subsidy rationalisation and its quantum, (3) potential demand upsides 

from partial pension fund withdrawals, and (4) spill-over impact from higher global commodity and food prices. Further, a 

planned increase in civil servant salaries (effective in December 2024) might potential instil further upsides on the demand-

pull inflation pressure as well. 

The direct impact of diesel subsidy float in Peninsular Malaysia would be marginal, with potential upside on the headline 

inflation less than 0.1%. The subsidies will continue for most of the diesel-powered commercial vehicles and for public 

transportation. In addition, the diesel weight to overall headline CPI is a mere 0.2%, indicating a minimal potential for 

significant inflationary effects. Our quantitative analysis suggests that for every 1% YoY increase in diesel prices, fuel inflation 

will increase by 0.04%, which translating into 0.002% of headline inflation.  Thus, with the 55.8% hike in the retail diesel price, 

the upside on the headline inflation could go up to 0.1%. Nevertheless, this assumes higher diesel prices affect every diesel-

powered vehicle, which is not the case here. The government would focus on the enforcement to contain the possibility of 

disproportionate increase in prices following the recent implementation of diesel subsidy rationalisation. 

Further out, we opine that RON95 petrol subsidy rationalisation might be delayed to end-2024 (at the earliest), with more 

details to be released during the tabling of Budget 2025 on 11 October. The Government might assess the lagged impact of 

diesel prices adjustments on the inflation trajectory and the economy, prior to the implementation of RON95 petrol subsidy 

rationalisation. Based on our estimate, every 1% increase in RON95 retail price would have 0.05% upside in headline inflation, 

implies that the free float of RON95 petrol might have potential upside on inflation by 3.05% (based on the unsubsidised 

RON95 petrol price of RM3.30/litre as at 19 June versus the current retail price of RM2.05/litre). We view that the 

retargeting of the RON95 subsidy rationalisation might take form in a more gradual approach, as it involves a larger consumer 

base with a significant weightage of 5.5% in the CPI basket (versus diesel at 0.2%). 

We continue to see persistent global inflation amid elevated food, oil, and metal prices, suggesting potential spill over 

effect on Malaysia’s inflation for the year. Our proprietary indicators for food inflation continue to suggest higher prices, at 

least into end-2024. Separately, oil prices will be underpinned higher oil demand in tandem with acceleration of global 

activities coupled with policy induced supply cuts. 

The Overnight Policy Rate (OPR) is likely to be maintained at 3.00% for 2024. We see the lack of impetus for the central 

bank to tweak its policy rate level in 2024. A wide official inflation range of 2.0% to 3.5% should provide sufficient room 

against future price movements. The policymakers might hold the OPR rate while assessing the lagged impact of fiscal policy 

changes on the overall inflationary trajectory and economic momentum. 

May CPI inflation edged higher to 2.0% YoY (April: 1.8% YoY) versus Bloomberg consensus of 1.9% YoY and our house 

projection of 2.0% YoY. The core CPI inflation inclined by 1.9% YoY for the month (April: 1.9% YoY). The core inflation 

momentum continues to trend higher for the month, driven by upside in utility costs. On a MoM SA basis, both the headline 

and core inflation increased by 0.3%, respectively compared to the previous month. Food & Non-Alcoholic Beverages group, 

which contributes 29.8% of the total CPI, increased by 1.8% YoY (April: 2.0% YoY), amid a slower increase in subgroup of food 

away from home. Meanwhile, transport inflation inched higher to 0.9% YoY (April: 0.8% YoY) amid a higher incline in 

operation of personal transport equipment. Lastly, Housing, Water, Electricity, Gas & Other Fuels costs gained pace by 3.2% 

YoY (April: 3.0% YoY), driven by higher increase in the expenditure class of water supply. This is in tandem with the increase 

in water tariff rates for domestic category users in Perak starting May 2024.  
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Figure 3: Regression suggests that RON 95 prices has the 

highest beta in influencing Malaysia's fuel CPI… 

 Figure 4: …and petrol has greater weightage than diesel in CPI 

basket 

Dependent Variable: Fuel Inflation (%YoY)  

Regression Statistics   

Multiple R 0.9998    

R Square 0.9996    

Adjusted R Square 0.9995    

Standard Error 0.3515    

Observations 69    

 Coeff Std Error t Stat P-value 

Intercept -0.17 0.05 -3.56 0.00 

RON 95(YoY%) 0.85 0.01 67.14 0.00 

Diesel (YoY%) 0.04 0.01 3.00 0.00 

RON97(YoY%) 0.08 0.00 44.22 0.00 
 

 

 

Source:  RHB Economics & Market Strategy. The regression model assumes the impact 

of diesel prices changes on every diesel-powered vehicle. 

 Source:  CEIC, RHB Economics & Market Strategy.  

 

Figure 5:  Upsides on inflation amid higher commodity prices 

and elevated food prices  

  

Figure 6:  BNM is likely to stay pat at 3.0% if the headline 

inflation fall within the projected range 

 

 

 

Source: BNM, Marobond, RHB Economics & Market Strategy.  Source: Macrobond, RHB Economics & Market Strategy.  

Figure 7:  Utilities costs is trending up on tariffs adjustments while food inflation is contained by price control 

 
Source: Macrobond, RHB Economics & Market Strategy.  

5.5

2.7

0.9
0.4 0.2

0.0

1.0

2.0

3.0

4.0

5.0

6.0

Petrol Electricity Water
Supply

Gas Diesel

CPI weight for energy and utilities 

Weightage in CPI (%)



 

 

Malaysia   Economics View  

25 June 2024  

See important disclosures at the end of this report 

4 

 

  Market Dateline / PP 19489/05/2019 (035080) 

Disclaimer Economics and Market Strategy  
 
This report is prepared for information purposes only by the Economics and Market Strategy division within RHB Bank Berhad and/or its subsidiaries, related 
companies and affiliates, as applicable ("RHB").  
 
All research is based on material compiled from data considered to be reliable at the time of writing, but RHB does not make any representation or warranty, 
express or implied, as to its accuracy, completeness or correctness. 
 
Neither this report, nor any opinion expressed herein, should be construed as an offer to sell or a solicitation of an offer to acquire any securities or financial 
instruments mentioned herein. RHB (including its officers, directors, associates, connected parties, and/or employees) accepts no liability whatsoever for any 
direct or consequential loss arising from the use of this report or its contents. This report may not be reproduced, distributed or published by any recipient for 
any purpose without prior consent of RHB and RHB (including its officers, directors, associates, connected parties, and/or employees)  accepts no liability 
whatsoever for the actions of third parties in this respect. 
 
Recipients are reminded that the financial circumstances surrounding any company or any market covered in the reports may change since the time of their 
publication. The contents of this report are also subject to change without any notification.  
 
This report does not purport to be comprehensive or to contain all the information that a prospective investor may need in order to make an investment 
decision. The recipient of this report is making its own independent assessment and decisions regarding any securities or financial instruments referenced 
herein. Any investment discussed or recommended in this report may be unsuitable for an investor depending on the investor's specific investment objectives 
and financial position. The material in this report is general information intended for recipients who understand the risks of investing in financial instruments. 
This report does not take into account whether an investment or course of action and any associated risks are suitable for the recipient. Any recommendations 
contained in this report must therefore not be relied upon as investment advice based on the recipient's personal circumstances. Investors should make their 
own independent evaluation of the information contained herein, consider their own investment objective, financial situation and particular needs and seek 
their own financial, business, legal, tax and other advice regarding the appropriateness of investing in any securities or the investment strategies discussed or 
recommended in this report. 
 
RHB (including its respective directors, associates, connected parties and/or employees) may own or have positions in securities or financial instruments of the 
company(ies) covered in this research report or any securities or financial instruments related thereto, and may from time to time add to, or dispose off, or may 
be materially interested in any such securities or financial instruments. Further, RHB does and seeks to do business with the company(ies) covered in this 
research report and may from time to time act as market maker or have assumed an underwriting commitment in securities or financial instruments of such 
company(ies), may sell them or buy them from customers on a principal basis and may also perform or seek to perform significant banking, advisory or 
underwriting services for or relating to such company(ies), as well as solicit such banking, advisory or other services from any entity mentioned in this research 
report. 
 
RHB (including its respective directors, associates, connected parties and/or employees)  do not accept any liability, be it directly, indirectly or consequential 
losses, loss of profits or damages that may arise from any reliance based on this report or further communication given in relation to this report, including where 
such losses, loss of profits or damages are alleged to have arisen due to the contents of such report or communication being perceived as defamatory in nature. 
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