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ECONOMIC DIGEST 18 Aug 2025

» Malaysia’s economy expanded by 4.4% YoY in 2Q (1Q: 4.4%), slightly below both DOSM's advance
estimate and Bloomberg's consensus median of 4.5%, supported by resilient domestic demand. On a
QoQ seasonally adjusted basis, the economy continued to grow, rising 2.1% (1Q: 0.7%).

* By expenditure (refer to Table 1), the expansion was underpinned by both investment and consumption.
Investment in both public and private sectors advanced by double digit growth, reflecting intact investors’
confidence, despite the rising cost environment. Besides that, full employment condition (unemployment rate
at 3.0% in June) and contained inflation (2Q: 1.2%) continue to support private consumption.

» However, external demand has weakened with net exports contracted sharply by -72.6% (1Q: 19.6), as
imports increased faster than exports. Exports growth moderated in both goods (2Q: 1.4% vs 1Q: 1.6%) and
services (2Q: 8.0% vs 1Q: 16.9%), while imports rose rapidly in goods (2Q: 7.2% vs 1Q: 1.8%) but eased in
services (2Q: 4.2% vs 1Q: 8.7%).

» On the supply side (refer Table 2), the services and agriculture sectors posted stronger growth.
Meanwhile, manufacturing and construction expanded at a softer pace, while mining remained in
contraction for the 4™ consecutive quarter.

* Overall, GDP grew by 4.4% in 1H 2025 (1H 2024: 5.0%; 2024: 5.1%), and the outlook for the 2H 2025 is
expected to be more challenging with mounting external headwinds including Trump’s country-specific
import tariff of 19% and the sector-specific import tariff targeting semiconductor and pharmaceutical goods.
The 100% tariff on semiconductor imports to the US if materialised will be catastrophic as the US is
Malaysia’s 3rd largest semiconductor export destination for the 1H 2025 at 14.7% share to total exports (1H
2024: 13.3%), after Hong Kong (16.4%) & Singapore (21.6%). The impact can be quite significant as
Malaysia’s semiconductor industry is still heavily concentrated in the back-end activities (assembly, testing &
packaging) with smaller profit margin if compared to those at the front-end. Nonetheless, the impact will
depend on the investment strategies of the US-owned companies operating within Malaysia as they
accounted for most of our semiconductor exports to the US. These companies may avoid the tariff if they
increase investment in the US.

» Domestically, the expansion of SST and tariff revision for the electricity and water utilities, among others
are expected to strain some businesses due to higher operating costs and at the same time, reduce
consumers’ purchasing power, eventually lead to lower demand. Nonetheless, lower overnight policy
rate (OPR) and continuous government support such as Sumbangan Tunai Rahmah (STR) and
Sumbangan Asas Rahmah (SARA) are likely to cushion the adverse impact.

» We reiterate our full year GDP forecast range of 4.0% - 5.0% for 2025 (BNM: 4.0% — 4.8%).

Figure 1: Quarterly Real GDP
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Table 1:
GDP by

expenditure components
(2015p)

Aggregate domestic demand
Private consumption
Public consumption
Private Investment
Public investment

Net exports
Exports of goods & services
Imports of goods & services

Real GDP

95.2
60.7
13.2
16.5
4.8
4.2
68.1
63.9

| 0 | o | % | @ [ v | @ | . |

6.1
47
7.3
9.2
115
(8.3)
42
5.2
42

6.5
5.7
1.8
12.0
9.1
0.3
8.5
9.0
5.9

Annual growth (%)

2025

74 6.4 6.5 6.0 7.0
47 53 5.1 5.0 53
6.0 40 47 43 6.4
15.6 127 12.3 9.2 11.8
14.4 10.0 11.1 11.6 13.6
(5.3) 63.6 9.2 19.6 (72.6)
1.7 87 8.3 41 26
13.0 59 82 31 6.6
5.4 49 5.1 44 44
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Figure 2: Retail trade sales & E-
payment transaction (% YoY)

Services sector growth ticked higher in 2Q as all
subsectors expanded. Highest growth was recorded
for accommodation (2Q: 14.5% YoY; 1Q: 14.2%), real
estate (2Q: 9.9%; 1Q: 12.4%) and healthcare (2Q:
8.9%; 1Q: 7.6%).

The top 3 largest services subsectors: government
services (2Q: 6.4%; 1Q: 5.9%) and wholesales (2Q:

60 6.1%; 1Q: 5.4%) grew at faster pace. In contrast, retail
50 trade growth eased to 3.8% (1Q: 5.4%), the weakest
40 since 4Q 2023. Rising cost of living (e.g. electricity &
30 24.0 water bills, SST revision), remains a key issue among
20 household which could influence their spending pattern,

10 5.0 prioritising essential items.

0 NANNNDOOOT T T T OO * Nevertheless, ongoing cash aids, income-related policy
e RcReReReReReReReRsReRe R e, measures, tourism inbound, recent government stimulus
Taeysaessaos o and OPR cut are expected to lend support to services
= E-payment Retail trade sector for the remainder of 2025.

* Manufacturing sector growth moderated for the third
m MANUFACTURING straight quarters. Textile & wearing apparel, tobacco,
| and rubber products subsectors slipped into contraction
in 2Q, while refining petroleum products, motor vehicles,

Figure 3: Manufacturing sales and paper & paper products remained sluggish.
(% YoY) « Electronic components growth, edged down to 8.2%

25 (1Q: 8.3%). The recent US announcement to impose

20 100% import tariff on semiconductor may affect the

15 demand.

10 44 * Overall outiook remains cloudy as more manufacturing

g 3_'2 subsectors show weakness during the quarter.
5 Export oriented manufacturing sales also showed
10 moderation to 3.5% YoY in 2Q (1Q: 5.2%). Front-
NN I S loading activities will reduce as the 19% US reciprocal
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Sources: DOSM, CEIC, BNM, and SME Bank Economic Research
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Figure 4: Crude palm oil production
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Agriculture sector increased faster as palm oil
subsector (2Q: 5.3% YoY; 1Q: -3.1%) returned to
growth after two straight quarters of decline. The
sector is expected to continue growing in the next
quarter as drier weather amid Southwest
Monsoon will boost the evacuation of fresh
fruit bunches.

Other agriculture and livestock continued to grow
albeit at a softer pace.

On the other hand, rubber, marine fishing, and
aquaculture  subsectors  slipped into
contraction by -11.3% YoY (1Q: 9.1%), -3.3%
(1Q: 10.3%), and -0.2% (1Q: 2.7%), respectively.

Forestry & logging subsector remained in
contraction at -4.8% (1Q: -10.5%).
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Figure 5: Natural gas prices vs
o,yoy Malaysia LNG production
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Mining sector fell further, the fourth consecutive
quarter of decline.

All subsectors contracted during the quarter.
Natural gas dipped deeper to -8.1% YoY (1Q: -
2.2%), while crude oil and condensate contracted
on a softer note by -1.6% (1Q: -4.6%)

Planned maintenance activities by Petronas
(offshore  maintenance, construction  and
modification 2025: 13.62 mil man hours; 2024:
10.31) may continue to limit production
activities in near term.
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Construction sector maintained its double-digit
growth but continued trending downward for the
second quarters.

Non-residential buildings, residential buildings,
and specialized activities subsectors maintained
double digit growth but softened.

Civil engineering accelerated faster by 9.4%
YoY (1Q: 52%), reversing 4 quarters of
moderation in growth.

Progression of major transportation infrastructure
projects will continue to support civil engineering
works.

* LRT Mutiara Penang (RM13 bil), Sarawak
Sabah Link Road Phase 2 (RM7.4 bil),
West Ipoh Span Expressway (RM6.2 bil),
LRT3 Phase 2 (RM5.3 bil), ECRL (RM50.3
bil)

Sources: DOSM, CEIC, BNM, Bloomberg, MIDF, Petronas, and SME Bank Economic Research
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activity (2015p) Annual growth (%)

Services 59.4 48 59 52 55 53 5.0 51
-S Manufacturing 23.1 21 47 56 42 42 41 37
E Agriculture 6.3 1.9 76 3.6 0.7) 3.1 0.7 21
Per Mining 6.0 43 27 (2.8) 0.7) 09 @2.7) (5.2)
8 Construction 40 11.9 17.2 20.0 20.7 175 142 12.1
(04 Real GDP . 42 59 54 49 5.1 44 44
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E Figure 7: Percentage point (ppt.) contribution to GDP by economic activities
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Figure 8: Top 5 contributors to services GDP Figure 9: Bottom 5 contributors to services GDP
performance in 2Q 2025 (ppt.) performance in 2Q 2025 (ppt.)

Government Services _ 1.0 Private Education Services _ 0.1

Wholesale Trade [ 07 Insurance [T 0.1
Transportion and Storage [T 06 Electricity & Gas [N 0.03
Retail Trade [ o5 Water, Sewerate and Waste
Management - 002
Business Services [N 05 Motor Vehicles [ 0.004
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Figure 10: Top 5 contributors to manufacturing Figure 11: Bottom 5 contributors to manufacturing
GDP performance in 2Q 2025 (ppt.) GDP performance in 2Q 2025 (ppt.)

Electronic Compo & Boards, _
Com Equip and Elect 1.8 -0.01 | Tobacco Products

Food Processing [ 06 -003 [ Textie and Wearing Apparel
Vegetable and Animal Ois & -0.03 Paper and Paper Products
Fats T 05 W Pep P
03 _ Motor Vehicles and Transport
Machinery and Equipment . 0.2 e Equipment

Fabricated Metal Products [l 0.2 04 T Refined Petroleum Products

DISCLAIMER

SME BANK has exclusive proprietary rights in the data or information provided herein. This document is the property of SME BANK and
is protected by Malaysian and international copyright laws and conventions. The data and information shall only be used for intended
purposes and not for any improper or unauthorised purpose. All information contained herein shall not be copied or otherwise
reproduced, repackaged, transmitted, transferred, disseminated, redistributed or resold for any purpose, in whole or in part, in any form
or manner, or by any means or person without SME BANK'’s prior written consent.

This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an
invitation to make an offer, to buy or sell any securities or other investment or any options, futures or derivatives related to such
securities or investments. It is not intended to provide personal investment advice and it does not take into account the specific
investment objectives, financial situation and the particular needs of any specific person who may receive this report. Investors should
seek financial advice regarding the appropriateness of investing in any securities, other investment or investment strategies discussed
or recommended in this report and should understand that statements regarding future prospects may not be realised. Investors should
note that income from such securities or other investments, if any, may fluctuate and that price or value of such securities and
investments may rise or fall. Accordingly, investors may receive back less than originally invested. Past performance is not necessarily
a guide to future performance. Any information relating to the tax status of financial instruments discussed herein is not intended to
provide tax advice or to be used by anyone to provide tax advice. Investors are urged to seek tax advice based on their particular
circumstances from an independent tax professional.

Any opinion, analysis, observation, commentary and/or statement made by SME BANK are solely statements of opinion based on
information obtained from sources which SME BANK believes to be reliable and therefore, shall not be taken as a statement of fact
under any circumstance. SME BANK does not and is in no position to independently audit or verify the truth and accuracy of the
information contained in the document and shall not be responsible for any error or omission or for the loss or damage caused by,
resulting from or relating to the use of such information. Analysts based in SME BANK offices produce research on macroeconomics,
equities, fixed income, currencies, commodities and portfolio strategy.

SME BANK and its affiliates, subsidiaries and employees shall not be liable for any damage or loss arising from the use of and/or
reliance on documents produced by SME BANK or any information contained therein. The contents do not imply or make any reference
to the operations of the BPMB Group or its sister company, EXIM Bank. Anyone using and/or relying on SME BANK document and
information contained therein solely assumes the risk in making use of and/or relying on such document and all information contained
therein and acknowledges that this disclaimer has been read and understood, and agrees to be bounded by it.
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