Economic and Financial Analysis
Global Economics
5 October 2018
5 October 2018
Article

Malaysia: Dismal August export performance
The clawback of the MYR’s recent underperformance relative to the oil
price hinges on the trajectory Malaysia’s exports and GDP growth take
going forward, though today’s weak export report doesn’t bode well here.
We maintain our end-year USD/MYR forecast of 4.25
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Weak demand, not prices, driving export slowdown
Beating the consensus of steady high single-digit growth, Malaysia’s exports contracted by 0.3%
year-on-year in August, down from 9.4% growth in July (consensus estimate 8.0%). This was the
first negative print in two years, excluding the Chinese new year-related contraction in February
this year. The authorities release data in local currency (MYR) terms, though that didn’t make
much difference and the USD-value exports slowed too, albeit a 4.4% YoY growth in August.
The real culprit was demand, not the price, as reflected by a 3.4% YoY fall in the volume of exports
in August, a sharp negative swing from 6% growth in the previous month. But the export unit value
inflation quickened to 3.3% from 3.1% over the same months, while terms of trade improved too.
Looking at export products, commodities continued to be a weak spot with the third consecutive
month of year-on-year decline. This was a bit odd because even the global oil price was softer in
three months through August, it was still 50% above the year-ago level. Not only oil exports, but
electricals and electronics exports also slowed.

Exports value, volume and unit price

Source: Bloomberg, CEIC, ING

Strong imports dent trade surplus
Imports, however, surprised on the upside in August with 11.2% growth (consensus 9.4%) and this
was faster than 10.3% expansion in July. This caused a sharp narrowing of the trade surplus to
MYR 1.6bn from MYR 8.3bn over the same months. Notwithstanding a sharp narrowing in August,
the cumulative surplus of MYR 70.5bn in the first eight months of the year was still MYR 7.5bn
wider on the year, which is positive for the MYR.
Also released today, Malaysia’s foreign exchange reserves fell for the fourth straight month in
September to $103bn. The 1.3% month-on-month fall was the second-biggest after a 3.5% fall in
June.

What does this mean for the MYR?
The MYR performance is positively correlated with the global oil price. However, the currency’s shift
from being a top-performing Asia ex-Japan currency in the first half of the year to the middle of
ing.com/think

2

5 October 2018

the pack appears to be inconsistent with the firmer oil price and steady terms of trade (see figure).
The clawback of the MYR’s recent underperformance relative to the oil price will hinge on the
trajectory exports and GDP growth will now take, though today’s weak export report doesn’t bode
well here. However, just based on continued positive terms of trade from the rising cost of crude,
we see scope for a reversal of some undervaluation going forward. That said, we maintain our endyear USD/MYR forecast of 4.25 (spot 4.15).

Increased MYR undervaluation relative to terms of trade

Source: Bloomberg, ING
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Disclaimer
This publication has been prepared by the Economic and Financial Analysis Division of
ING Bank N.V. ("ING") solely for information purposes without regard to any particular
user's investment objectives, financial situation, or means. ING forms part of ING
Group (being for this purpose ING Group NV and its subsidiary and affiliated companies).
The information in the publication is not an investment recommendation and it is not
investment, legal or tax advice or an offer or solicitation to purchase or sell any
financial instrument. Reasonable care has been taken to ensure that this publication
is not untrue or misleading when published, but ING does not represent that it is
accurate or complete. ING does not accept any liability for any direct, indirect or
consequential loss arising from any use of this publication. Unless otherwise stated,
any views, forecasts, or estimates are solely those of the author(s), as of the date of
the publication and are subject to change without notice.
The distribution of this publication may be restricted by law or regulation in different
jurisdictions and persons into whose possession this publication comes should inform
themselves about, and observe, such restrictions.
Copyright and database rights protection exists in this report and it may not be
reproduced, distributed or published by any person for any purpose without the prior
express consent of ING. All rights are reserved. The producing legal entity ING Bank
N.V. is authorised by the Dutch Central Bank and supervised by the European Central
Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no.
33031431 Amsterdam). In the United Kingdom this information is approved and/or
communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is
subject to limited regulation by the Financial Conduct Authority (FCA). ING Bank N.V.,
London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING
Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of
ING, and which has accepted responsibility for the distribution of this report in the
United States under applicable requirements.
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