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BNM raised OPR by 25bps; signalled pause ahead

BNM resumed a 25bps hike lifting OPR to 3.00%; citing resilient domestic growth prospects
Current OPR level remains “slightly” accommodative; Covid-related stimulus has been withdrawn
We maintain our view for OPR to stay pat at 3.00% for the remaining of the year

Summary

At its May MPC meeting, BNM raised the OPR by 25bps to 3.00%, putting a halt to
two consecutive pauses in January and March. Today’s hike generally surprised the
markets but is in line with our house view for a 25bps hike. We gathered that today’s
decision is premised on (1) resilient domestic growth outlook; (2) no signs of
excessive tightening that is affecting consumption and investment activities; (3) risks
to domestic growth outlook is fairly balanced; and (4) upside risks to inflation.
Following today’s move, BNM commented that “the MPC has withdrawn the
monetary stimulus intended to address the COVID-19 crisis in promoting economic
recovery” while the current stance of monetary policy has turned “slightly
accommodative”, a less hawkish tone compared to “accommodative” in the previous
statements, implying that the current OPR rate is near neutral level. This, coupled with
moderating growth and inflation trajectory especially in 2H of the year (Figure 3), support
our view for OPR to stay unchanged at 3.00% for the remaining of 2023.

Resilient global economy but downside risks remain

Based on the latest BNM assessment, the world economy continues to expand
underpinned by resilient domestic demand thanks to strong labour market
conditions, and a stronger than expected rebound in the China economy. However,
elevated cost pressures and earlier policy tightening will continue to weigh on
growth prospects. In addition, downside risks continue to emanate from escalation
of geopolitical tensions, higher than expected inflation, and sharp tightening in
financial market conditions including further stress in the banking sector.

Fairly balanced growth risk in the Malaysian economy vs upside risk to inflation
The Malaysian economy has stayed resilient thus far with further expansion in 1Q23
anticipated, where we are pencilling in a mid-6% growth pending the release of
some key indicators next week ahead of the release of 1Q GDP on 12-May. Growth
will primarily be driven by domestic demand and a pick-up in tourism activities,
cushioning the slowdown in exports. Meanwhile, weaker than expected global
growth and more volatile global financial market conditions are key risks to contend
with. Core inflation is expected to remain sticky amid firm demand condition,
keeping risk to inflation outlook on the upside.

Outlook

Global macro indicators and financial conditions are showing increasing signs
continuous policy tightening is having undesirable effects on growth outlook, with
risk of a global recession still standing tall. This, coupled with signs of moderating
inflation, suggest global central banks are nearing the last leg of rate hike cycle.
Taking cue from looming challenges in the external environment, and as the base
effect sets in in 2H2023 as highlighted before, we expect growth to decelerate
sharply in 2H, while inflation is expected to taper off to the 2.0% levels, likely closing
the door for further OPR hikes for the remaining months of 2023. We therefore
expect OPR to stay pat at 3.00% for the rest of the year, a level which is “slightly
accommodative and remaining supportive of growth”.

Figure 1: Headline inflation has been
softening; core CPI easing more slowly
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Figure 2: Spread between 3-month KLIBOR
and OPR is seen narrowing from historical
high
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Figure 3: Moderating inflation and growth
outlook are closing the window for further
OPR hike
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Side by Side Comparison of BNM Monetary Policy Statement

9-March-2023

3-May-2023

At its meeting today, the Monetary Policy Committee (MPC) of Bank
Negara Malaysia decided to maintain the Overnight Policy Rate
(OPR) at 2.75 percent.

In the global economy, there were some positive developments
with the reopening of China’s economy and better-than-expected
growth outturns in major economies, supported by resilient
domestic demand. Nevertheless, the global economy continues to
be weighed down by elevated cost pressures and higher interest
rates. Headline inflation moderated slightly from high levels in
recent months, but core inflation remained above historical
averages. Some central banks are expected to continue raising
interest rates to manage inflationary pressures. This will continue to
pose headwinds to the global growth outlook. The growth outlook
remains subject to downside risks, mainly from an escalation of
geopolitical tensions, higher-than-anticipated inflation outturns, and
a sharp tightening in financial market conditions.

The Malaysian economy expanded strongly by 8.7% in 2022 driven
by the recovery in private and public sector spending following the
full reopening of the economy. After the strong performance in
2022, the economy is expected to moderate in 2023 amid a slower
global economy. Growth will remain driven by domestic demand.
Household spending will be underpinned by sustained
improvements in employment and income prospects. Tourist
arrivals are expected to continue rising, further lifting tourism-
related activities. The continued progress of multi-year
infrastructure projects will support investment activity. The
implementation of projects from the recently re-tabled Budget 2023
would provide upside risks to the domestic growth outlook.
Downside risks continue to stem mainly from global developments,
including from weaker-than-expected growth outturns or much
tighter and more volatile global financial conditions.

Headline and core inflation are expected to moderate over the
course of 2023, but will continue to be elevated amid lingering
demand and cost factors. The extent of upward pressures to
inflation will remain partly contained by existing price controls and
fuel subsidies, and the remaining spare capacity in the economy.
The balance of risk to the inflation outlook is tilted to the upside and
continues to be highly subject to any changes to domestic policy on
subsidies and price controls, as well as global commodity price
developments.

At the current OPR level, the stance of monetary policy remains
accommodative and supportive of economic growth. The MPC will
continue to assess the impact of the cumulative OPR adjustments,
given the lag effects of monetary policy on the economy. The MPC
remains vigilant to cost factors, including those arising from
financial market developments, that could affect the inflation
outlook. Further normalisation to the degree of monetary policy
accommodation would be informed by the evolving conditions and
their implications to the domestic inflation and growth outlook. The
MPC will continue to calibrate the monetary policy settings that
balance the risks to domestic inflation and sustainable growth.

At its meeting today, the Monetary Policy Committee (MPC) of
Bank Negara Malaysia decided to increase the Overnight Policy
Rate (OPR) by 25 basis points to 3.00 percent. The ceiling and floor
rates of the corridor of the OPR are correspondingly increased to
3.25 percent and 2.75 percent, respectively.

The global economy continues to be driven by resilient domestic
demand supported by strong labour market conditions, and a
stronger-than-expected rebound of China’s economy. Nevertheless,
the global economy continues to be weighed down by elevated
cost pressures and higher interest rates. Headline inflation
continued to moderate, but core inflation has persisted above
historical averages. For most central banks, the monetary policy
stance is likely to remain tight. The growth outlook remains subject
to downside risks, mainly from an escalation of geopolitical
tensions, higher-than-anticipated inflation outturns, and a sharp
tightening in financial market conditions including from further
stress in the banking sector.

For the Malaysian economy, latest developments point towards
further expansion in economic activity in the first quarter of 2023
after the strong performance in 2022. While exports are expected
to moderate, growth in 2023 will be driven by domestic demand.
Household spending remains resilient, underpinned by better
labour market conditions as unemployment continues to decline to
pre-pandemic levels. The pickup in tourist arrivals is expected to lift
tourism-related activities. Further progress of multi-year
infrastructure projects will support investment activity. Domestic
financial conditions also remain conducive to financial
intermediation, with no signs of excessive tightening affecting
consumption and investment activities. Risks to the domestic
growth outlook are relatively balanced. Upside risks mainly
emanate from domestic factors such as stronger-than-expected
tourism activity and implementation of projects including those
from the re-tabled Budget 2023, while downside risks stem from
weaker-than-expected global growth and more volatile global
financial market conditions.

As expected, headline inflation trended lower in recent months on
account of moderating cost factors. Both headline and core
inflation are expected to moderate over the course of 2023,
averaging between 2.8% — 3.8%. However, core inflation will
remain at elevated levels amid firm demand conditions. Existing
price controls and fuel subsidies will continue to partly contain the
extent of upward pressures to inflation. The balance of risk to the
inflation outlook is tilted to the upside and remains highly subject
to any changes to domestic policy including on subsidies and price
controls, financial market developments, as well as global
commodity prices.

With the domestic growth prospects remaining resilient, the MPC
judges that it is timely to further normalise the degree of monetary
accommodation. With this decision, the MPC has withdrawn the
monetary stimulus intended to address the COVID-19 crisis in
promoting economic recovery. In light of the continued strength of
the Malaysian economy, the MPC also recognises the need to
ensure that the stance of monetary policy is appropriate to prevent
the risk of future financial imbalances. At the current level, the
monetary policy stance is slightly accommodative and remains
supportive of the economy. The MPC will continue to ensure that
the monetary policy stance remains consistent with the outlook of
domestic inflation and growth.
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DISCLAIMER

This report is for information purposes only and does not take into account the investment objectives, financial situation or particular needs of
any particular recipient. The information contained herein does not constitute the provision of investment advice and is not intended as an offer
or solicitation with respect to the purchase or sale of any of the financial instruments mentioned in this report and will not form the basis or a
part of any contract or commitment whatsoever.

The information contained in this publication is derived from data obtained from sources believed by Hong Leong Bank Berhad (“HLBB”) to be
reliable and in good faith, but no warranties or guarantees, representations are made by HLBB with regard to the accuracy, completeness or
suitability of the data. Any opinions expressed reflect the current judgment of the authors of the report and do not necessarily represent the
opinion of HLBB or any of the companies within the Hong Leong Bank Group (“HLB Group”). The opinions reflected herein may change without
notice and the opinions do not necessarily correspond to the opinions of HLBB. HLBB does not have an obligation to amend, modify or update
this report or to otherwise notify a reader or recipient thereof in the event that any matter stated herein, or any opinion, projection, forecast or
estimate set forth herein, changes or subsequently becomes inaccurate.

HLB Group, their directors, employees and representatives do not have any responsibility or liability to any person or recipient (whether by
reason of negligence, negligent misstatement or otherwise) arising from any statement, opinion or information, expressed or implied, arising
out of, contained in or derived from or omission from the reports or matter.

Potential and actual conflict of interest may arise from the activities of HLB Group. HLB Group constitute a diversified financial services group.
These entities engage in a wide range of commercial and investment banking, brokerage, funds management, hedging transactions and other
activities for their own account or the account of others. In the ordinary course of their business, HLB Group may effect transactions for their
own account or for the account of their customers and hold long or short positions in the financial instruments. HLB Group, in connection with
its business activities, may possess or acquire material information about the financial instruments. Such activities and information may involve
or have an effect on the financial instruments. HLB Group have no obligation to disclose such information about the financial instruments or
their activities.

The past performance of financial instruments is not indicative of future results. Whilst every effort is made to ensure that statements of facts
made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other subjective judgments contained in this
report are based on assumptions considered to be reasonable as of the date of the document in which they are contained and must not be
construed as a representation that the matters referred to therein will occur. Any projections or forecasts mentioned in this report may not be
achieved due to multiple risk factors including without limitation market volatility, sector volatility, corporate actions, the unavailability of
complete and accurate information. No assurance can be given that any opinion described herein would yield favorable investment results.
Recipients who are not market professional or institutional investor customer of HLBB should seek the advice of their independent financial
advisor prior to taking any investment decision based on the recommendations in this report.

HLBB may provide hyperlinks to websites of entities mentioned in this report, however the inclusion of a link does not imply that HLBB endorses,
recommends or approves any material on the linked page or accessible from it. Such linked websites are accessed entirely at your own risk. HLBB
does not accept responsibility whatsoever for any such material, nor for consequences of its use.

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any state,
country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. This report is for the
use of the addressees only and may not be redistributed, reproduced or passed on to any other person or published, in part or in whole, for any
purpose, without the prior, written consent of HLBB. The manner of distributing this report may be restricted by law or regulation in certain
countries. Persons into whose possession this report may come are required to inform themselves about and to observe such restrictions. By
accepting this report, a recipient hereof agrees to be bound by the foregoing limitations.



mailto:HLMarkets@hlbb.hongleong.com.my

