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Economists peg (PI at between 2.5% and 3% this year 
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. TIll the spillover effects of the 

newly-launched minimum wage 
policy seen kicking in. and com

modity and energy prices expected to 
go higher. inDation in Malaysia can only 
be expected pick up again in the coming 
months. 

Economists have pegged their estimates 
for the consumer price index «(PI). the 
main gauge of inflation. to grow between 
2.5% and 3% for 2013. This compares with 
a (PI growth of 1.6% last year. after easing 
substantially from a (PI growth of 3.2% in 
2011. 

The estimates of private-sector econo
mists thus far seem to be in line with the 
expectations of the country's central bank, 
the institution that has been closely moni
toring the evolving economic develop, 
ments in the countrY, including inDation
'ary pressure. 

According to Bank Negara governor Tan 
Sri Dr Zeti Akhtar Aliz, inDation in 2013 
would pick up slightly due to high com
modity and energy prices. She said last 
month that the country's CPI growth for 

. 2013 would, nevertheless, be expected to 
remain below 3%. 

Malaysia's inDation has been relatively 
low throughout 2012, thanks to steady 
food and fuel prices. Even the December 
inDation data, which was released over 
the week, unexpectedly showed continued 
easing trend, with CPI for the month in 
review edging lower to 1.2% from 1.3% in 
November. 

But the country's inDation cycle is widely · 
expected to have reached the trough in 
December. 

,he benign (inflation) environment in 
2012 will change in 2013," CIMB Group 
Holdings Bhd chief economist Lee Heng 
Guie argues. 

In his recent report, he states the poten
tial resumption of subsidy rationalisation, 
the spillover effects from minimum wages, 
and higher global commodity prices as 
among the main risks that could spur inDa
tion in the country in 2013. 

Maybank Investment Bank Shd's (MIB) 
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others 

economists, led by Suhaimi llias, concurs, 
stating in their report: Ibe narrative 
behind our inDation expectation for 2013 
remains the same, that is, the cost-push 
impact from poliCY factors such as the 
implementation of minimum wage and the 
resumption of subsidy rationalisation pro
gramme, especially affecting fuel cost, gas 
prices and electricity tariffs." 

lilflation drivers 
Among the basket of goods and services 

used to calculate Malaysia's CPI, food and 
non·alcoholic beverages; housing, water, 
electricity. gas and other fuels; as well 
as transport are the main components, 
accounting for almost 68% of the total CPI. 

According to CIMS's Lee, food prices this 
year are likely to increase as a result of 
global commodity price shocks. He points 
out that the US Department of Agriculture 
had earlier said the impact of the drought 
in the Midwest on the prices of com, soy
beans and other field crops would likely 
materialise in 2013, and the price inDation 
of most animal-based food products would 
likely remain strong due to higher feed 
prices. 

"Apart from that, unresolved geopolitical 
tension in the Middle East and weather
inflicted supply disruptions domestically 
may add to price pressure: Lee says, add
ing that he expects fuel subsidy rationali
sation to resume after the country's 13th 
General Election (GE13), which must be 
held latest by june 27. 

Many economists share the view that 
the fuel subsidy rationalisation pro
gramme, which would result in higher 
pump prices for automobiles, would hap
pen post GE13. 

Among them is Alliance Research econo
mist Manokaran Mottain. He says in his 
report that "potential subsidy cuts post-· 
GE13 could likely pressure a reversal in 
price pressure in the second half of the 
year." 

Manokaran also believes that a recovery 
in demand, led both by domestic consum
ers and external markets, in the later 
part of this year would drive inflation 
higher. . 

Tlmelyadjustments 
According to MIB's economists, the 

expected adjustments in fuel, gas and elec
tricity subsidies will likely be spaced out 
between mid-2013 and end-2013, "rather 
than being done altogether at one shot". 

Most likely, they say, gas price recalibra
tion will come first; and this will then be 
followed by changes in fuel prices and a 
review in electricity tariffs. 

"Understandably, politiCS is a factor to be 
considered; but the current environment 
does present a timely opportunity to insti
tute subsidy reforms: an economist with a 
local bank tells StorBizWeek. 

"The country's economy is growing at 
a healthy pace and inflation rate remains 
relatively low and manageable. These 
give room for policymakers to resume the 
subsidy rationalisation programme, which 
would otherwise be difficult to implement 
.in a high-inflation and volatile economic 
environment: he explains. 

"Subsidy reforms, as long as they are 
carried out in phases, will unlikely cause 
major disruptions to the economy: he . 
adds. 

5tai:ll~~ intl'r0.St ra~~!i 
While inflation is expected to build up 

gradually this year after touching its trough 
levels in recent months, interest rates in 
the country are expected to remain steady 
through the year. 

"Despite anticipation of higher inflation 
in 2013, it will likely remain manageable 
and unlikely to pose a threat to the econ
omy. As a whole, the central bank, in our 
view, will likely keep its Overnight Policy 
Rate (OPR) unchanged at 3% in 2013, after 
maintaining it at the same level in 2012: 
RHB Research Institute Sdn Bhd economist 
Peck Boon Soon says in his report. 

Manokaran concurs, saying, "Given its 
low level of inflation risks to recovery, we 
reckon the central bank would have more 
room to keep the OPR at accommodative 
levels. Consequently, we maintain our view 
tliat the OPR will likely remain unchanged 
at 3% in 2013, ensuring an accommodative 
onetary policy stance and price stability in 
the domestic economy." 

onBriefs 
us: Growing pealmlsm 
CONRDENCE among American households 
unexpectedly fell to a one-year low in january. 
as higher payroll taxes create a risk that the 
biggest part of the economy will slow in 
early 2013. The Thomson Reuters{University 
of Michigan preliminary index of consumer 
sentiment dropped to 713, the lowest since 
December 2011, from 72.9 the prior montIL 

Sales of existing homes unexpectedly fell 
in December as supply shrank, underscor
ing the hurdles for an industry seeking to 
strengthen its recovery even as it completed 
its best year since 2007. Purchases fell 1% to 
a 4.94 million annual rate last month; the 
reading was still the second-highest since 
November 2009 . 

China: 1Iron& rebound 
Manufacturing is expanding at the fastest 
rate in two years, bolstering prospects that 
economic growth will accelerate for a second 
straight quarter. The preliminary reading 
of a Purchasing Managers' Index was 51.9 
in january, according to a statement from 
HSBC Holdings PIc and Markit Economics. 
That compares with the 51.5 final reading for 
December and the 51 .7 median estimate of 
17 analysts surveyed by Bloomberg News. 

Crude output rose to a record in December 
as production at one of its largest oilfields 
climbed to an all-time high and the nation 
rebounded from a seven-quarter economic 
slowdown The nation produced 17.94 million 
tonnes of crude in the month. up 5.6% from a 
year earlier. That was equivalent to 424 mil
lion barrels a day. Output totalled 207.5 million 
tonnes in 2012, an increase of1.9:!: from 2011. 

Gross domestic product expanded 7.9% in 
the fourth quarter, up from 7.4% in the previ
ous quarter. 

Japan: ...... h lllmul .. 
The Bank of japan (BO]) made its strong-
est commitment yet to end two decades of 
stagnation, shifting to Federal Reserve-style 
open-ended asset purchases while disap
pointing investors by delaying the program 
until next year. Governor Masaaki Shirakawa 
and six of nine board members voted for a 2% 
inflation target, to be aChieved "at the earliest 
possible time". While judging that the econ
omy is "relatively weak," and that consumer 
prices will be flat for the time being, the BOj 
refrained from adding immediate.stimulus. 
.' japan's drive to revive growth may boost 
South-East Asian nations as rising demand in 
the world's No. 3 economy spurs orders and 
japanese companies take advantage of cheap 
funding to invest in the region. Indonesia, 
Thailand and Malaysia are identified to be 
among the biggest beneficiaries of japanese 
monetary easing and a 103 trillion yen 
(RM350bil) stimulus plan by Prime Minister 
Shinzo Abe. In contrast, South Korea may suffer 
as a weakening yen makes its rival's automo
tive and electronics exports more competitive. 

llennany: Improved oonfldencl 
Investor-confidence increased to the high-
est in 2~ years in january, adding to signs 
that Europe's largest economy may gather 
momentum. The ZPN Center for European 
Economic Research said its index of inves
tor and analyst expectations, which aims to 
predict economic developments six months 
in advance, jumped to 31.5 from 6.9 in 
December. Tbat's the highest since May 2010 
and the biggest gain in 11 months. 

IInpport: Pop\IIatIon-IJoIII .......... 
Singapore will increase spending on popula
tion-growth measures by 25%, rolling out 
incentives ranging from government-paid 
time off for adoption and paternity leave to 
funding for fertility treatments. An annual 
budget ofS$2bil (RM4.95bil) will be set 
aside for measures including state-funded 
childcare leave, healthcare costs and financial 
support for housing to married couples, the 
government said. That's an increase from 
S$1.6bil in the last package in 2008. 

Source: Bloomberg 


