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Malaysia Industrial Production

Fell 5.7% YoY in Aug, manufacturing improving

Monthly trend taking a breather. Malaysia’s
industrial activity appears to take a breather in
August, declining by 1.1% MoM after three straight
months of steady growth. Nonetheless thanks to the
base effect the Industrial Production Index (IPI)
registered the smallest contraction in ten months
at 5.7% YoY in August on the back of continued
MoM gains in manufacturing. The contraction was
within our estimate and was better than consensus’
median (compiled by Bloomberg) of 6.0%. In the first
eight months, however, the contraction remained
large at-11.2% YoY amid sharp fall in global demand
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I Industrial Activity and Manufacturing On The Mend
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for commodities, goods and services triggered by US
housing meltdown since middle of last year.

Manufacturing mitigates IPI drop. The 1.1% MoM
decline in IPI after three consecutive months of
increase was mainly attributed to a sharp 5.8% MoM
drop in mining output. As a result, it YoY contraction
accelerated to 5.8% the lowest since February this
year. However, mitigating the IPI fall was the
continued monthly gains in manufacturing at
1.0% MoM, its sixth straight month of increase.
Hence, its YoY contraction decelerated to 6.6%, its
lowest in ten months. Coupled with the lower base
effect it helped to lower IPI's YoY contraction.
Sustained pick up in global semiconductor sales
along with recowery in domestic demand may have
helped support expansion in manufacturing output.

. may soon take a breather. It may seemed that
the manufacturing monthly uptrend may not be
sustainable following six months of uninterrupted
MoM expansion. However, we expect that it may
soon take a breather as it reaches year-end.
Furthermore, Malaysia’s lack of a more diversified
manufacturing base may also render it prone to
sudden pullback in global electronics and electrical
(E&E) goods demand. Nonetheless, given that signs
of global E&E demand may grow at a steadier pace
ahead, Malaysia’s manufacturing output may
overcome any short-term slowdown and resume its
uptrend well into 2010. The Semiconductor Industry
Association projects global semiconductor sales to
decline by 5.6% in 2009 before resuming growth by
7.4% in 2010.
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I Table 1: Malaysia Industrial Production Trend (2005=100)

Aug-  Feb Mac Apr- May- Jun- Jul- Aug- Jan- Jan-
Weight 2006 2007 2008 08 09 09 09 09 09 09 09 Aug08  Aug09
%MoM -37 -36 57 07 14 03 72 1.1
Pl 100.00 %voy 48 23 05 12  -125 427 -117  -113 95 -84 57 46 112
3mma 28  -155 144 123 -119  -109 97 7.9 54 -121
%MoM -4.0 -04 35 10 06 30 62 1.0
Manufacturing ~ 70.67  ovoy 89 22 06 06 -154 171 -161  -156 -130 -120 -6.6 55 -148
3mma 32  -197 187 -162  -162 -149 -135 12 6.7 -161
%MoM -33 99 110 58 24 54 -100 58
Mining 2337 wyoy -38 22 01 25 -73 32 29 30 34 -19 55 27 -43
%MoM -1.6 -28 41 88 40 02 07 0.8
Electricity 596  wvoy 51 39 12 08 -55 89  -29 -2.1 25 31 39 32 -28

Source: Dept of Statistics preliminary release, Kenanga Research, 3mma=3-month moving average %YoY growth

Outlook

A moderate recovery ahead. Going forward, the
lethargic growth recovery of the US economy would
continue to weigh on a strong growth comeback for
Malaysia in 2H09. Though the US economy is
stabilizing, the rising unemployment will remain a
major impediment to a swift recovery. We estimate
that 3Q09 manufacturing output would decelerate to-
5.8% from -10.9% in 2Q09 before projecting a
rebound in 4Q09 at 3.3%. We expect the momentum
would spillover well into 2010 on the back of global
recovery along with support from fiscal pump priming.
Hence, we reaffirm our view that Malaysia’s GDP
growth is projected to stage a rebound in 2H09
(+2.3%) after declining by -5.1% in 1HO09. For the
whole of 2009 we maintain our GDP forecast of -
1.3%. Given the wuncertainty of the global
economic recovery we foresee Malaysia’s GDP in
2010 to grow below its potential at between 3.0%
to 4.0%.

This document has been prepared for general circulation based on information obtained from sources believed to be reliable but we do not
make any representations as to its accuracy or completeness. Any recommendation contained in this document does not have regard to the
specific investment objectives, financial situation and the particular needs of any specific person who may read this document. This document
is for the information of addressees only and is not to be taken in substitution for the exercise of judgement by addressees. Kenanga
Investment Bank Berhad accepts no liability whatsoever for any direct or consequential loss arising from any use of this document or any
solicitations of an offer to buy or sell any securities. Kenanga Investment Bank Berhad and its associates, their directors, and/or employees
may have positions in, and may effect transactions in securities mentioned herein from time to time in the open market or otherwise, and may
receive brokerage fees or act as principal or agent in dealings with lespect to these companies.

Published and printed by:
KENANGA INVESTMENT BANK BERHAD (15678-H) /’ ;
8th Floor, Kenanga International, Jalan Sultan Ismail, 50250 Kuala Lumpur, Malaysia

Telephone: (603) 2166 6822 Facsimile: (603) 2166 6823 Website: www.kenangaresearch.com

Lo ?® >~
eonzon Yeow
ead of Research

Economic Viewpoint — 13 October 2009 Page 2 of 2



