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CONSUMER INFLATION GREW BY 2.3% IN JANUARY BANK(ISLAM

CPl, y-0-y% Malaysia’s Consumer Price Index (CPl) increased

6.0% moderately by 2.3% year-on-year (y-o-y-) in January

4.7%

this year compared to a 3.2% growth in December
4.0% 2021 (Consensus: 2.5% , Bank Islam: 2.9%).

2.0% 2.3% v This was mainly attfributable by the slower price
' increases for Housing, Water, Electricity, Gas & Other
0.0% Fuels (January 2022: 0.7% vs. December 2021: 3.4%), as
well as Transport (January 2022: 6.0% vs. December
2021:  9.5%) during January. These sub-indexes

2.0% accounted for 38.4% out of total CPI.

-4.0% v Meanwhile, Food and Non-Alcoholic Beverages which

Jan-18 Jan-19 Jan-20 Jan-21 Jan-22 confributed the largest share about 29.5% out of total

. CPI continued to show an uptrend, rising by 3.6% y-o-y

Core CPl, y-0-y7% in January (December 2021: 3.2%), driven by an

3.0% increase in Food away from home component
2 0% (January 2022: 3.1% vs December 2021: 2.2%).

1.6% v’ Similarly, the other main groups with heightened price in

January include Furnishings, Household Equipment &

1.0% Routine Household Maintenance (January 2022: 3.1% vs

December 2021: 2.7%), Restaurants & Hotels (January

2022: 2.1% vs. December 2021: 1.3%), Recreation

Services & Culture (January 2022: 1.2% vs. December

2021: 0.4%), Education (January 2022: 0.7% vs.

December 2021: 0.2%), and Miscellaneous Goods &

0% Services (January 2022: 0.6% vs. December 2021: 0.4%).

Jan-18 Jan-19 Jan-20 Jan-21 Jan-22

Sources: CEIC, DOSM
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CORE INFLATION WAS HIGHER IN DECEMBER 2021
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v' Both Alcoholic Beverages & Tobacco (January 2022: 0.4% vs December 2021: 0.3%) and Health
(January 2022: 0.3% vs December 2021: 0.2%) saw a slight increase in cost during January.
v' Notwithstanding, Communication cost remained stagnant while Clothing & Footwear declined

by 0.3% y-o-y in January (December 2021: -0.4%).

v The Core CPI which excludes most volatile items of fresh food, as well as administered prices of

good and services climbed by 1.6% in January 2022 from 1.1% in December 2021.

ECONOMIC RESEARCH
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CORE INFLATION SOARED IN JANUARY 2022 BANK(ISLAM

Weight Jan-21 Feb-21 Mar-21 Apr-21 May-21 Jun-21 Jul-21 Avg-21 Sep-21 Oct21 Nov-21 Dec-21 Jan-22

Consumer Price Index 1000% -02% O0I% 7% 47% 44% 34% 22% 206 226 29% 3% 3% 23%
Food & Non-Alcoholic Beverages B 156 14k 156 1% 19h 13 13 1% 1% 1% 2% 3% 3%
Alcoholic Beverages & Tobacco 2% O7% 07% 065 07% O7% O07% 05% 04% 045 03 03% 03 04%
Clothing & Footwear 3% 046 4% 3% 4% 05% 4% 4% 4% 05% 4% 04F 4% 03%
Housing, Water, Electricity, Gas & Other Fuels B8 7% 08k 08% 3% 3% 3% 0% 06 O7% 3% 4% 34k O7%
Furishings, Household Equipment &Routine Household Mainte~ 41% 0% 03%  09% 160  21%  20% 7% 17%  17% 21% 266 27% 3%
Heatth 19% 0% O7% 05% 05% 08 05% 048 03% 03% 02% 02% 02% 03%
Tronsport 8% 0% -20%  98% 0% 260% 168h 1166 110% 105 N3 127% 93 0%
Cormmunication 18 00% 00k 00% Q0% 00% Q0% 00% Q0% 00% Q0% 00% 00%F 00%
Recreation Services & Culture 18 0% 0% 05% O7% 06%h 08h 060 07% 06% 026 02% (4% 12%
Eaucation 3% 0% 0% 00% 0% 03% 0% 01% 00% 0% 0% 0% 02% 07%
Restourants & Hotels 2% 0% 0% 00% 026 026 08h 07% 06k 03% 066 0% 136 21%
Miscellongous Goods & Services 67% 180 14k 0B 1% O07% 03% 0% 06 05 0% 0% 04F 0%
Core CPI 07% 0% 0% O7% 08% O07% O07% 04% 0% 07% 09% 1%  14%

Sources: CEIC, DOSM
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CPI BY STATES AND TERRITORIES BANK(SLAM

Feb-21 Mar-21 Apr-21 May-21 Jul-21 Aug-21 Sep-21 Oct-21 Nov-21 Dec-21
Nationwide 02% 01% 17% 47% 44%  34% 22% 20% 22% 29% 33% 32% 23%
WP Kuala Lumpur 01% 02% 1.5% 38% 37% 30% 20% 1.6% 1.5% 20% 24% 23% 1.8%
Selangor & WP Putrajaya 02% 04% 19% 47% 45% 3.5% 24% 20% 22% 31% 37% 37%  29%
Melaka 0.6% -02% 13% 44% 41% 32% 20% 20% 23% 31% 37% 32% 20%
Negeri Sembilan 05% -01% 18% 50% 47% 35% 21% 20% 22% 32% 37% 33% 18%
Johor 08% -02% 15% 49% 4.6% 34% 21%  20%  24%  31% 35%  34%  2.2%
Pahang 01% 02% 19% 56% 51% 39% 25% 24% 28% 37% 41% 3.6%  21%
Kelantan 02% 07% 23% 57% 56% 41%  24%  24%  28% 3.46% 40% 38%  24%
Terengganu 03% 08% 28% 63% 62% 44%  28% 2.6% 31% 39% 43% 39%  27%
Kedah & Perlis 08% -03% 16% 51% 48% 35% 21% 21%  24%  32% 3% 37%  24%
Pulau Pinang 00% 02% 1.5% 39% 37% 29% 18% 1.6% 18% 25% 30% 31% 20%
Perak 01% 02% 17% 47% 45%  36% 22% 21%  25%  34%  40% 37%  2.5%
Sabah & WP Labuan -15%  -1.0%  08%  39%  3.6%  26%  14% 4% 14%  21%  24%  20%  1.9%
Saraw ak 12%  07%  12%  43%  41%  29%  23%  24%  25%  24%  27%  25%  21%

Sources: CEIC, DOSM

v In January, all states reported softer inflation with five states showed an increase above the
nationwide level of 2.3%, led by Selangor & WP Putrajaya (January 2022: 2.9% vs. December 2021
3.7%), followed by Terengganu (January 2022: 2.7% vs. December 2021: 3.9%), Perak (January
2022: 2.5% vs. December 2021: 3.7%), Kedah & Perlis (January 2022: 2.4% vs. December 2021: 3.7%)
and Kelantan (January 2022: 2.4% vs. December 2021: 3.8%).

v Meanwhile, WP Kuala Lumpur (January 2022: 1.8% vs. December 2021: 2.3%), Negeri Sembilan
(January 2022: 1.8% vs. December 2021: 3.3%), as well as Sabah & WP Labuan (January 2022: 1.9%
vs. December 2021: 2.0%) were the three states with the lowest CPl reading during the said month.
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REGIONAL CPI BANK(SLAM

Countries Jan-21 Feb-21 Mar-21 Apr-21 May-21 Jul-21 Aug-21 Sep-21 Oct-21 Nov-21 Dec-21

Malaysia -0.2% 0.1% 1.7% 4.7% 4.4% 3.4% 2.2% 2.0% 2.2% 2.9% 3.3% 3.2% 2.3%
Indonesia 1.6% 1.4% 1.4% 1.4% 1.7% 1.3% 1.5% 1.6% 1.6% 1.7% 1.7% 1.9% 2.2%
Thailand 03% -12% -0.1% 3.4% 2.4% 1.2% 0.5% 0.0% 1.7% 2.4% 2.7% 2.2% 3.2%
Philippines  3.7% 4.2% 4.1% 41% 41% 3.7% 3.7% 4.4% 4.2% 4.0% 3.7% 3.1% 3.0%
Singapore  0.2% 0.7% 1.3% 2.1% 2.4% 2.4% 2.5% 2.4% 2.5% 3.2% 3.8% 4.0% 4.0%
India 41% 5.0% 5.5% 4.2% 6.3% 6.3% 5.6% 5.3% 4.3% 4.5% 4.9% 5.7% 6.0%
U.Js. 1.4% 1.7% 2.6% 4.2% 5.0% 5.4% 5.4% 5.3% 5.4% 6.2% 6.8% 7.0% 7.5%
China 03% -0.2% 0.4% 0.9% 1.3% 1.1% 1.0% 0.8% 0.7% 1.5% 2.3% 1.5% 0.9%

Sources: CEIC, DOSM

v

v

Malaysia’s growth in the CPI was in conformity with its regional peers such as Philippines and China
which saw its CPl growing softer at 2.3% in January 2022 as compared to 3.2% in December last year.
However, the U.S. and India both recorded the largest CPl growth in January 2022 at 7.5% (December
2021:7.0%) and 6.0% (December 2021: 5.7%) respectively.

In the U.S., the key drivers for the increase in the inflation during the month was driven by the higher
prices of food (January 2022: 7.0% vs. December 2021: 6.3%), electricity (January 2022: 10.7% vs.
December 2021: 6.3%), as well as shelter (January 2022: 4.4% vs. December 2021: 4.1%).

As for the India, the consumer price rose at a quicker pace in January due to rise in food inflation
which soared for the fourth straight month (January 2022: 5.4% vs. December 2021: 4.0%), as well as
moderate increase in fuel and light (January 2022: 9.3% vs. December 2021: 11.0%). Though the latest
CPI figure (January 2022: 6.01%) has breached the Reserve Bank of India’s (RBI) target of 2.0% to 6.0%,
its governor reiterated that the high figure was mainly due to the last year’s base effect.

On the other hand, China saw the slowest growth in CPI in January 2022 at 0.9% (December 2021:
1.5%), signifying its slowest pace in six months amid a steeper decline in the cost of food, particularly
the pork prices which plunged by 46.7%, down from a fall of 36.7% in the previous month.

ECONOMIC RESEARCH Page 6



GLOBAL FOOD INFLATION WENT UP IN JANUARY BANK(SLAM
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According to United Nations’ Food and Agriculture
Organisation (FAO), the food price index increased to 135.70
points in January 2022 (December 2021: 134.10 points),
reversing its December decline to reach an all-time high.
The rebound in January was led by solid gains in both
vegetable oils (January 2022: 185.9 points vs. December
2021: 178.5 points) and cereals (January 2022: 140.6 points vs.
December 2021: 140.5 points).
As economies rebound from the coronavirus impacts, a
broader surge in inflation has caused food prices to go up. In
relation to this, the FAO cautioned that due to higher costs,
poorer populations are at risk in countries reliant on imports.
Similarly on the domestic front, Malaysia’'s food price
reflected the trend, rising by 3.6% in January, extending a
gain of 3.2% in the previous month.
The main upward pressure was seen in the cost of meat
which accounted for 2.5% of the total CPI, grew by 7.8% in
January 2022 (December 2021: 8.3%), though at slower pace
as compared to the previous month.
This was due to decline in the average price of raw chicken
at RM9.48 per kilogram (kg) during the month (December
2021: RM9.54/kg).
Additionally, the price of oil also increased (January 2022:
5.3% vs. December 2021: 5.2%) which was in tfandem with the
significant increase in the Crude Palm Oil (CPO) price which
averaged at RM5,354.50 per tonne in January 2022
(December 2021: RM5,070.00 per tonne).
It is only natural that food inflation creeps into the economy
due to a disrupted supply chain causing erratic demands,
but should the situation persist, it can be a cause of concern.
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THE IMPACTS OF HIGHER OIL PRICES ON GOVERNMENT FISCAL

POSITION BANK(ISLAM
Brent, USD/Barrel Federal Government Operating Expenditures (OE):
160.0 o RM Billion 20 ME N2F 0 Ch‘;’;ng(%) o
140.0 .
Emoluments 83.0 84.5 86.5 3.1% 1.8% 2.3%
120.0 Retfirement charges 27.5 27.6 28.1 63%  0.2% 1.8%
100.0 Debt service charges 34.5 39.0 43.1 47%  131%  10.5%
Grants and transfers to state governments 7.7 7.7 7.9 1.3% 1.0% 2.3%
800 PRI ODAEIYCE, o o e 2 o B0 o % T N
60.0 I Subsidies and social assistance 19.8 16.7 174 -173% -155%  3.9% I
ST O TV, 0 . el e D . T TV -
40.0 Refunds and write-offs 07 05 04 -268% -219% -266%
20.0 19.33  Granfs fo statutory bodies 10.3 13.2 141 -253% 282%  6.6%
. Others 1.2 6.7 5.2 -753%  -40.7%  -21.9%
93.Fob.00 93-Fob.07 3 Fob.14 3 Febo) ot 246 2196 2385 -147% -22%  63%
Share of GDP (%) 15.9% 145% 14.3%
Source: Bloomberg Source: Fiscal Outlook 2022

v' Brent crude was trading at USD96.70 per barrel on 23 February and has risen by 24.3% since the start of the year
of 2022. The Brent price reached levels not seen since 2014 amid the geopolitical tension between Russia and
Ukraine.

v' Based on our analysis, Malaysian Petrol Prices namely RON95 (74.2%), RON97 (86.3%) and Diesel (80.6%) have a
strong correlation with the movement in Brent crude oil price.

v' Therefore, a bullish frend in the Brent crude oil price will likely cause pefrol prices in Malaysia to increase,
prompting the government to look into its fuel subsidy rationalisation.

v' According to the Fiscal Outlook 2022 report, the estimated expenditure for subsidies and social assistance in 2022
(excluding measures announced during the tabling of the Budget) stands at RM17.4 billion higher than RM16.7
billion in 2021.

v' While fuel subsidy would help to alleviate cost burdens for Malaysians and keep inflation rate stable, it is no doubt
that they could further strain the government budgets.

v As such, we foresee that fuel subsidy rationalisation plan could be considered by the government in managing
the increasing subsidy bill and rebuilding fiscal space.
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OUR VIEW BANK(SLAM

v' Higher costs of electricity for non-domestic users — According to the Energy Commission (EC), the government is
keeping the current base electricity tariff for all electricity users in Peninsular Malaysia from February 2022 to December
2024. However, the government will impose an electricity tariff surcharge of 3.7 sen per kilowatt hour (kWh) for non-
domestic users from February to June 2022 due to the increase in coal prices. Following this, the commercial and
industrial sectors are expected to experience higher operation costs moving forward.

v Second round effect from costs of labour - Gradual increase in minimum wages from RM1,200 to RM1,500 is likely to
occur as the discussion has intensified. Notwithstanding that, the Malaysian Employers Federation (MEF) argued that it
will derail economic recovery prospects partficularly for small businesses as they are sfill struggling to recover from the
impacts of Covid-19 pandemic. However, if the government consider to raise the minimum wage in the 2H2022, we
believe this would create second round effect to costs of goods and services following higher costs of labour.

v Higher Producer Price Index (PPl) could exert CPIl vs. PPl, y-0-y%
price pressure for CPl - Based on our findings
from the VAR Granger Causality test, it indicates 30.0% 6.0%

5.3%

that PPl does have a causality towards CPI. As
such, when companies experienced higher

input costs, those costs are expected to be 10.0%

passed on to the subsequent buyers. In Malaysia,

PPI for manufactured food products have been 0.0%

rising with a double-digit growth for the tenth

straight month (Dec 2021: 13.8% vs. November: -10.0%

16.5%) since March last year. This could explain 20.0%

why costs of foods in Malaysia have been " an-15 Oct-16 Jul-18 Apr-20 Jan-22

increasing lately.

= = = PP|: Manufacturing Food Product
e CP|: Food at Home (RHS)

v Allin all, based on the abovementioned factors,
we are revising up our CPl growth forecast to
2.5% in 2022 (previous forecast: 2.3%) following a e CPI: FOoOd Away From Home (RHS)
2.5% increase in 2021.
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DISCLAIMER BANK(SLAM

Produced and issued by BANK ISLAM MALAYSIA BERHAD (Bank Islam) for private circulation only or for distribution
under circumstances permitted by applicable laws. All information, opinions and estimates contained herein have
been compiled or arrived at based on sources and assumptions believed to be reliable and in good faith at the
fime of issue of this document. This document is for information purposes only and has no regard to the specific
investment objectives, financial situation or particular needs of any specific recipient. No representation or
warranty, expressed or implied is made as to its adequacy, accuracy, completeness or correctness. All opinions
and the content of this document are subject to change without notice and may differ or be contrary to opinions
expressed by other business areas or groups of Bank Islkam as a result of using different assumptions and criteria. No
part of this document may be used, reproduced, distributed or published in any form or for any purpose without
Bank Islam’s prior written permission.
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