Kenansa Economic Viewpoint

Producer Price Index (Aug-26)

Hits 50-month high as oil shock bites; the peak is still ahead

e Malaysia’s Producer Price Index (PPI) rose further to 10.7% in | Table 1: Global Producer Price Index (% YoY)
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e Mining led the rise, with manufacturing adding further USA 43 57 59 5.6 48 54
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— Mining (41.2%; Jul: 30.5%): Prices jumped with MOM ™go;rce: Bloomberg, Kenanga Research
rebounding to 6.7% (Jul: 1.1%). Higher prices for crude
petroleum extraction (49.8%; Jul: 39.6%) and natural gas (14.7%; Jul: 2.9%) drove the gain. This largely reflects elevated
global energy prices amid ongoing tensions between the US and Iran.

— Manufacturing (8.8%; Jul: 8.2%): Pressure persisted, led by faster price gains in coke and refined petroleum products
(33.5%; Jul: 30.4%) and computer, electronic and optical products (12.4%; Jul: 10.5%). However, MoM growth eased to
0.4% (Jul: 0.8%).

— Agriculture, Forestry & Fishing (4.6%; Jul: 7.2%): Moderated mainly on slower price growth in perennial crops (1.9%;
Jul: 6.2%). However, MoM prices rose 0.8% (Jul: 0.7%), pointing to a modest price pick up in the near-term momentum.

e Producer inflation increased across the production pipeline

— Crude Materials for Further Processing (24.8%; Jul: 24.1%): Edged up, supported by firmer crude fuel prices (46.5%;
Jul: 41.8%)

— Intermediate Materials, Supplies & Components (9.6%; Jul: 8.4%): Kept rising, driven mainly by processed fuel and
lubricants (20.0%; Jul: 13.8%) and manufacturing industries (14.8%; Jul: 12.9%),

— Finished Goods (3.1%; Jul: 2.5%): Gained momentum, driven mainly by higher capital equipment prices (4.3%; Jul:
3.4%)

e Producer price inflation increased across major economies

— US (5.4%; Jul: 4.8%): Rose on higher goods prices, alongside rising airline fares and hospital service costs,

— Korea (7.9%; Jul: 7.7%): Rose on higher agricultural goods prices as heatwave disrupted supply.

— China (3.8%; Jul: 3.5%): Edged up on higher energy prices.

e We keep our 2026 PPI forecast at 6.4% (2025: -2.0%) and expect pressures to ease after October

— We expect producer prices to peak in October, then ease towards year-end, assuming energy markets stabilise and ringgit
holds steady. That said, renewed Middle East tensions and disruptions in the Strait of Hormuz have pushed crude above
USD100 per barrel. A prolonged supply shock could spill over into transport, food and manufacturing costs, and is the key
upside risk to our view. El Nifio could also disrupt farm output and add to price pressures. On the other hand, any easing
in geopolitical tensions would help cap prices.

— Domestic inflation remains broadly anchored, supported by targeted subsidies. This underpins our revised 2026 CPI
forecast of 1.9% (previous: 2.1%; 2025: 1.4%). However, higher energy and freight cost should gradually pass through to
logistics, supply chains and food production cost in the coming months. So far, however, subsidies continue to absorb part
of the cost, limiting the pass through impact on consumers, as reflected in the modest price increase of finished consumer
goods (+1.5%) in spite of the sharp increase in refined petroleum producer prices (+33.5%).
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I Table 2: Malaysia Producer Price Index by Sector and Stage of Processing (% YoY)

Aug Mar Apr May  Jun Jul Aug

Base 2010=100 weight 2023 2024 2025 25 26 26 26 26 26 26
PPI by Sector 1000 1.9 0.3 2.0 2.8 11 5.4 7.8 9.2 9.7 10.7
Manufacturing 81.6 0.2 0.3 2.1 -4.0 0.8 1.1 35 72 8.2 8.8
Electricity & Gas Supply 34 04 0.6 1.9 41 9.6 106 100 102 6.7 6.4
Mining 79 5.9 2 8.2 34 265 534 526 290 305 412
Agriculture, Forestry, Fishing 6.7 -13.8 7.9 3.2 7.3 -5.6 2.7 8.9 9.1 7.2 4.6
Water Supply 0.3 24 6.5 47 34 113 108 112 127 102 7.8
PPI by Stage of Processing 100.0 -1.9 0.3 2.0 2.8 1.1 5.4 7.8 9.2 9.7 10.7
Finished Goods 275 3.1 1.9 -1.2 -3.4 0.1 0.7 1.7 20 25 3.1

Intermediate Materials, Supplies & Components 56.1 -1.2 -0.5 -1.8 -3.1 -1.3 0.8 3.0 74 8.4 9.6
Crude Materials for Further Processing 16.4 96 07 3.7 0.8 9.8 261 315 250 241 248

Source: Macrobond, DOSM, Kenanga Research
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