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Malaysian 2017 GDP forecast revised upwards
We revise our GDP growth forecast but still don't expect any tightening
before 3Q18

5.6%

2017 GDP forecast
revised upwards from 5.4%

Industrial production surprises
Industrial production (IP) growth surprisingly accelerated to 6.8% year-on-year in August from
6.1% in July with the consensus being 5.8% and ING forecast even lower at 5.5%. Firmer IP growth
came despite a slowdown in exports.

We forecast the first 25bp OPR hike to 3.25% in 3Q18
The 12.8% YoY export volume growth in August was down from 21.8% in July, though it’s still a
strong pace. Manufacturing sales growth slowed to 16.5% in August from 22.2% in July, but it’s
still stronger than our 13% expectation.
Data is showing signs of export and IP growth recoupling as 12.6% YoY year-to-date August export
volume growth was a sharp acceleration from 2.5% a year ago, while IP growth of 4.8% YTD only
modestly picked up from 3.5%. We believe the best of Malaysia’s export surge this year is over.
However, we expect firmer domestic spending to continue to support manufacturing and GDP
growth through the rest of the year.

Our revised forecast
IP growth tracks manufacturing GDP growth and manufacturing sales growth tracks services GDP
growth. Assuming both IP and sales run at their July-August averages in September points to 5.7%
GDP growth in 3Q17 to which we revise our forecast from 5.0% (consensus: 5.0%, prior: 5.8%, 3Q
data due mid-November). We also revise our full-year 2017 growth forecast to 5.6% from 5.4%
while consensus is 5.1%.

What does this mean for the Bank Negara Malaysia?
The third consecutive quarter of strong GDP growth put against elevated inflation and an
undervalued Malaysian Ringgit (MYR), strengthens the case for a Bank Negara Malaysia
tightening.
Our baseline, however, is that increasingly populist policy settings in the run-up to general
elections in 2018 will keep BNM from tightening at least until after elections. We forecast
the first 25bp Overnight Policy Rate (OPR) hike to 3.25% in 3Q18.
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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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