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Malaysia’s inflation 
softens to 1.8% in July 

PETALING JAYA: Malaysia’s 
inflation eased to 1.8% in July 2026 
from 1.9% in the previous month, 
with the Consumer Price Index 
(CPI) increasing to 137.1 from 134.7 
in July 2025, the Department of 
Statistics, Malaysia (DoSM) said 
yesterday. 

It said this was driven by the 
transport group which increased to 
1.4% compared with 2.8% in June 
2026. 

The personal care, social pro-
tection and miscellaneous goods & 
services group moderated to 2.9% 
in July compared with 3.4% in June.  

This was followed by slower 
increases in alcoholic beverages & 
tobacco, 2.7% (June: 2.8%); res-

Source: Department of Statistics Malaysia

oSlower increase 
mainly driven by 
transport group

CME flags price pressures as money supply growth accelerates 
PETALING JAYA: The Center for 
Market Education (CME) warns that 
Malaysia’s latest monetary and price 
data are beginning to show a 
combination that warrants close 
attention: money supply growth is 
accelerating back towards rates last 
seen during the Covid-19 period, 
while producer prices are rising 
rapidly and consumer price inflation, 
although still comparatively mo-
derate, may be starting to reflect 
those pressures only gradually. 

CME’s analysis of Bank Negara 
Malaysia and Department of Statistics 
Malaysia data shows that money 
supply (as measured by M2) 
expanded by 6.78% year-on-year in 
June. This represents a marked 
acceleration from 3.66% in January, 
4.46% in February and 5.63% in 
March. The latest pace is very close to 
the annual M2 growth recorded 
during the Covid-era monetary 
expansion, when the rate reached 
6.91% in August 2020 and 6.75% in 
September 2020. 

CME said the monetary numbers 
matter because they are now 

interacting with a renewed supply-
side squeeze.  

“Producer prices, which are more 
sensitive to changes in energy, 
transport, imported inputs and 
intermediate goods, have turned 
sharply upwards. Producer Price Index 
(PPI) inflation moved from -3.45% 
year-on-year in February to 1.10% in 
March, 5.38% in April, 7.77% in May 
and 9.22% in June. This is a very rapid 
reversal over only a few months,” it 
said in a statement yesterday. 

Consumer prices have not yet 
followed the same trajectory. 
Consumer Price Index (CPI) inflation 
remained comparatively moderate, 
rising from 1.57% year-on-year in 
January to 2.01% in May before easing 
slightly to 1.93% in June. 

CME therefore does not claim that 
Malaysia is already facing a renewed 
inflationary spiral. The concern is 
instead forward-looking: the co-
existence of a strong supply-side 
shock with an accelerating quantity of 
money creates the conditions under 
which temporary relative-price 
pressures can become more 

persistent and generalised. 
CME said the distinction between a 

supply shock and monetary inflation 
is central to CME’s interpretation. A 
disruption affecting the supply of oil, 
shipping, raw materials or other 
inputs changes relative scarcity: it can 
push the prices of particular goods, 
and even a broad range of goods, 
higher. But a one-off scarcity shock is 
not the same thing as a continuing 
monetary inflation process. Persistent 
inflation requires the quantity of 
money to continue expanding 
relative to the quantity of goods and 
services available for purchase. 

“This distinction is especially 
important in the present environ-ment: 
in fact, Malaysia can do relatively little to 
remove external supply constraints 
linked to geo-political disruptions 
around the Strait of Hormuz. Those 
constraints must ultimately be absorbed 
through adjustments in prices, 
consumption patterns, production plans 
and supply chains. What domestic policy 
can influence is whether those adjust-
ments are accommodated by an 
excessive expansion of money and 

credit,” it added.
CME said the Malaysian post-Covid 

experience must not be forgotten.  
“During the pandemic period, M2 

expanded while real output 
contracted, creating a monetary 
disequilibrium in which liquidity grew 
much faster than productive capacity. 
Consumer-price inflation emerged 
with a lag. When money growth later 
slowed relative to output, CPI inflation 
moderated. That historical episode 
suggests that policymakers should 
pay attention not only to today’s CPI 
number but also to the monetary 
conditions that may shape prices 
several quarters ahead,” added CME. 

Finally, it said, monetary vigilance 
must be accompanied by fiscal discipline. 

“The control of fiscal policy is 
particularly relevant because several 
forms of government intervention 
may carry embedded inflationary 
risks when they sustain demand, 
distort price signals or encourage 
credit and investment patterns that 
are insufficiently disciplined by 
market feedback. Particular attention 
should therefore be paid to broad 

subsidy schemes, activist industrial 
policies and the predominant role of 
government-linked companies (GLCs) 
in sectors where investment decisions 
may be shaped more by policy 
objectives than by direct market 
incentives.”  

CME said subsidies can delay 
necessary relative-price adjustments 
and generate additional fiscal 
burdens; industrial policy can channel 
resources toward politically selected 
activities while encouraging over-
investment; and a GLC-dominated 
economic structure can weaken the 
corrective role of profit, loss and 
competition.  

In the present environment, it 
added,  fiscal restraint should there-
fore complement monetary pru-
dence: rather than attempting to 
offset external supply constraints 
through additional spending or 
intervention, policy should streng-
then market discipline, reduce 
distortions and ensure that invest-
ment and consumption decisions 
respond as directly as possible to 
genuine price signals.

Kenanga IB keeps 
forecast of 
RM3.95 to US$1 
by year-end
KUALA LUMPUR: Kenanga Investment 
Bank Bhd (Kenanga IB) has retained its 
ringgit forecast of RM3.95 to the US dollar 
by year-end, underpinned by resilient 
growth, a sustained current account (CA) 
surplus and record foreign-currency 
deposits. 

In a research note yesterday, the 
investment bank said it holds its 
constructive medium-term stance as the 
US dollar’s elevated level looks in-
creasingly like a temporary risk-premium 
bump rather than a new trend. 

Kenanga IB attributed the greenback’s 
strength to West Asia jitters and markets 
pushing out United States Federal 
Reserve (Fed) cuts while still pricing some 
chance of further hikes. 

“The structural case for a weaker US 
dollar over time, supported by reserve 
diversification, still-wide US fiscal deficits 
and gradual portfolio reallocation, should 
reassert once the Fed moves from pause 
to actual easing,” it said. 

In the near term, Kenanga IB said, the 
pause should keep the US dollar 
underpinned on rate differentials; the 
pivot to easing should then renew 
downward pressure. 

It also said the ringgit’s nominal 
effective exchange rate fell 0.8% in the 
second quarter of 2026 (2Q 2026) even as 
the US dollar/ringgit pair held broadly 
steady, highlighting some trade-weighted 
weakness.

“Still, resilient growth, a sustained CA 
surplus and record foreign-currency 
deposits remain supportive, and we 
retain RM3.95 as the likelier outcome.” 

Meanwhile, Kenanga IB said Bank 
Negara Malaysia is expected to hold the 
Overnight Policy Rate at 2.75% through 
2026. 

“Inflation is contained enough to keep 
pre-emptive tightening off the table, 
though pipeline pressures warrant closer 
monitoring,” it said. 

It noted that headline inflation rose to 
1.9% in Q2’26 from 1.6% in the first 
quarter, largely on a jump in fuel inflation 
to 5.0% as RON97 and diesel prices 
moved higher, while core inflation eased 
to 1.9% from 2.1% in Q1’26. - Bernama

taurant & accommodation services, 
2.0% (June: 2.6%) and education, 
2.0% (June: 2.1%).  

Both insurance & financial 
services and health groups eased to 
1.1% in July compared with 5.7% 
and 1.2% in the  previous month, 
respectively. Besides, the fur-
nishings, household equipment & 
routine household maintenance 
group increased marginally at 0.3% 
(June: 0.4%). 

The information & communi-
cation group increased to 3.4% in 
July compared with 2.4% in June. 
The food & beverages and housing, 
water, electricity, gas & other fuels 
groups increased in July to 1.8% 
compared with 1.4% in the previous 
month. 

The recreation, sport & culture 
and clothing & footwear groups 
increased to 1.2% (June: 1.1%) and 
0.1% (June: 0.0%), respectively. 

About 65.3% of items (374 out of 
573) recorded price increases. 
Nonetheless, out of this total, 367 

items (98.1%)  registered an in-
crease of less than or equal to 10%, 
while only seven item  recorded 
increases of more than 10% in July 
2026.  

The remaining 157 items 
(27.4%), showed a decline and 42 
items remained unchanged. The 
food & beverages group which 
contributes 29.8% of the total CPI 
weight increased 1.8% in July 
compared with 1.4% in the previous 
month. 

The increase was driven by the 
food away from home and the food 
at home subgroups. Food away 
from home rose to 2.5% compared 
with 2.4% in June, while food at 
home registered an increase of 1.2% 
in July (June: 0.5%). 

The expenditure class of meat 
went up to 3.2% in July compared 
with 1.5% in June. 

The expenditure class of 
vegetables increased to 1% in July 
from negative 1.8% in June.   

The housing, water, electricity, 

gas & other fuels group increased 
1.8% in July compared with 1.4% in 
June . This was driven by the in-
crease of water supply & mis-
cellaneous services relating to the 
dwelling and electricity, gas &  fuel 
subgroups to 7.3% (June: 6.8%) and 
2% (June: -2.3%), respectively.  

The average price of unleaded 
petrol RON97 in July decreased to 
RM4.07 per litre from RM4.33 in 
June. The average market price of 
diesel registered at RM4.14 per litre 
compared with RM4.50 in the 
previous month. The average 
market price of unleaded petrol 
RON95 was recorded at RM3.47 per 
litre in July (June 2026: RM3.69) 
compared with the subsidised price 
of RM1.99e. 

The government implemented 
the Budi Diesel mechanism 
effective July 1, allowing eligible 
owners of private diesel vehicles to 
purchase subsidised diesel at 
RM2.10 per litre through the MyKad 
verification system.


