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ECONOMIC REVIEW | May 2016 BNM MPC
Money Supply Contract, BNM Keeps OPR at 3.25%
•

Monetary Policy Committee decided to maintain OPR at 3.25% yesterday, in line with our expectation.
Economy continues to be supported by domestic demand, while external sector remains weak. Money supply
contracted for the first time since Asian Financial Crisis in March 2016 by 1.7% while demand deposit shrunk
by 4.4%.

•

Headline inflation averaged at 3.4% in 1Q16 and BNM is expecting it to moderate moving forward. We expect
April inflation rate to come in at 2.1%yoy in April, as the one-off impact of GST wears off. For now, we are
maintaining our FY16 inflation forecast at 2.6%.

•

We remain with our expectation that BNM is likely to cut OPR by 25 bps in the second half of 2016, which we
expect to be in September. This would leave OPR at 3.00% by the end of 2016.

BNM maintains OPR at 3.25%. BNM decided to maintain OPR at 3.25% in May Monetary Policy Committee
meeting, in line with our expectation. Economy continues to be supported by domestic demand, while external
sector remains weak, particularly due to structural issues and geopolitical developments. Investment activity
moderated due to global economic uncertainty, soft commodity prices and manufacturing sector slowdown, with
the heat wave giving adverse impact to agricultural sector while boosting private consumption.
Headline surged in 1Q16 and is expected to moderate lower beginning in 2Q16. Headline inflation
averaged at 3.4% in 1Q16 and BNM is expecting it to moderate moving forward. We expect April inflation rate to
come in at 2.1%yoy in April, as the one-off impact of GST wears off. The lower inflation figure could provide
some room for BNM to ease its monetary policy in the future, particularly if leading indicators such as money
supply and loan growth continues to soften.
Chart 1: Money Supply and Outstanding Loans Growth
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Growth of money supply contracted for the first time since Asian Financial Crisis in March 2016.
Money supply (M1) shrunk for the first time since March 2000 by 1.7% in March 2016, a troubling development as
it could potentially lead to economic slowdown as there is less liquidity and transactions in the economy. We
believe this could be due to various economic factors, particularly from the external fronts including global
manufacturing slowdown and weak trading activity. Growth of demand deposit fell by 4.4% in the same period,
potentially lead to lower domestic demand in the future.
We maintain our expectation that BNM will cut OPR by 25 bps in September 2016. Due to global
economic uncertainty, weak performance of manufacturing sector and softening money supply and deposit
growth, we expect BNM will eventually cut OPR by 25 bps in the second half of 2016. The cut would be in line
with global monetary policy directions, which are generally heading for an expansionary monetary policy except
for the US. We maintain our inflation forecast for year 2016 at 2.6% and OPR forecast to be at 3.00% by year
end 2016.
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