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RHB turns cautious on Malaysia's 
growth amid tariff headwinds 
Potential slower growth 
in major economies and 
lingering uncertainties 
over tariff tensions pose 
significant downside 
risks to Malaysia's trade 
and growth outlook 

by RHB INVESTMENT BANK BHD 

IN LIGHT of i n c r e a s e d e x t e r n a l 
r i sks a n d u n c e r t a i n t i e s , we d o w n -
g r a d e Malaysia ' s 2025 GDP g r o w t h 
f o r e c a s t t o 4 .2%, f r o m o u r ea r l i e r 
p r o j e c t i o n of 4.5%. T h e b a l a n c e of 
r i s k s n o w t i l t s t o w a r d s g r o w t h of 
3 .8%-4%, s h o u l d t a r i f f a n d t r a d e 
t e n s i o n s esca la te f u r t h e r . 

Potent ia l s lower g rowth in m a j o r 
e c o n o m i e s a n d l inger ing uncer ta in -
t ies over tar i f f t e n s i o n s — par t i cu-
la r ly f o l l o w i n g t h e e x p i r y of t h e 
tar i f f p a u s e p e r i o d — p o s e s igni f -
i can t d o w n s i d e r i sks to Malaysia 's 
t r ade a n d g r o w t h ou t look , reinforc-
ing o u r c a u t i o u s s t a n c e . 

O u r revis ion t a k e s i n t o a c c o u n t 
t h e r e c e n t US t a r i f f i n c r e a s e o n 
M a l a y s i a a n n o u n c e d o n J u l y 8, 
w h i c h r a i s e s t h e t a r i f f f r o m 10% 
( t h e b a s e l i n e r a t e ) t o 25%, ef fec-
tive f r o m Aug 1, a n d is expec ted to 
r e d u c e GDP by a r o u n d 0.1%-0.2%. 
T h e US n o t e d t h a t f u r t h e r nego t i -
a t i o n s r e m a i n o p e n b e f o r e Aug 1. 
We a l so f a c t o r in weake r - t han -ex -
pec ted GDP g rowth for first q u a r t e r 
of 2025 (1Q25), w h i c h c a m e in a t 

4 .4% c o m p a r e d to o u r e s t i m a t e of 
4.8%, par t ly d u e to s o f t n e s s in t h e 
m i n i n g sector . 

A s l o w d o w n in t r a d e ' m o m e n -
t u m is a n t i c i p a t e d a h e a d , a s t h e 
e f f e c t s of f r o n t - l o a d i n g ac t i v i t i e s 
h a v e d i s s i p a t e d , a s r e f l e c t e d in 
r e c e n t d a t a p r in t s . Expor t -o r i en ted 
s e c t o r s , s u c h a s e l e c t r o n i c s a n d 
e lect r ical (E&E), raw m a t e r i a l s a n d 
m a c h i n e r y , w h i c h a r e r e l i a n t o n 
US a n d C h i n e s e d e m a n d , a re likely 
t o b e m o s t a f f ec t ed by b o t h d i r ec t 
t a r i f f s a n d b r o a d e r spi l lover e f fec t s 
f r o m US-China t r a d e t e n s i o n s . 

A d d i t i o n a l l y , o u r a n a l y s i s 
s u g g e s t s t h a t a 6 0 % US t a r i f f o n 
C h i n e s e g o o d s c o u l d r e s u l t in a 
7 .8% dec l ine in Malaysia 's expor t s , 
c o r r e s p o n d i n g to a 0 .71% d e c r e a s e 
in GDP ( a p p r o x i m a t e l y 0 .3%-0.4% 
o n a hal f -year bas is ) . 

D e s p i t e a c a u t i o u s v i e w o n 
e x t e r n a l d e v e l o p m e n t s , t h e 
d o m e s t i c e c o n o m y c o n t i n u e s t o 
d e m o n s t r a t e r e s i l i ence , d r i v e n by 
r o b u s t c o n s u m e r s p e n d i n g a n d 
s t e a d y i n v e s t m e n t . T h i s s t r e n g t h 
s h o u l d he lp c u s h i o n Malaysia f r o m 
s o m e of t h e r i sks p o s e d by he igh t -
e n e d h e a d w i n d s s u c h as tar i f fs a n d 
t r ade t ens ions . Strategic ini t ia t ives 
wi th in t h e M a d a n i e c o n o m y f r a m e -
work, inc luding the Nat ional Energy 
Transit ion R o a d m a p (NETR) a n d the 
N e w I n d u s t r i a l M a s t e r P l a n 2030 , 
a r e e x p e c t e d t o s t i m u l a t e inves t -
m e n t f lows over t h e m e d i u m t e r m . 

Private c o n s u m p t i o n is expected 
t o b e b o l s t e r e d b y w a g e g r o w t h , 
h i g h e r m i n i m u m wages a n d ad jus t -
m e n t s t o civil s e rv i ce s a l a r i e s . In 

a d d i t i o n , t h e r e c e n t e x p a n s i o n of 
t h e Sa les a n d Service Tax (SST) is 
e x p e c t e d t o h a v e a l i m i t e d d i r e c t 
i m p a c t o n G D P a n d i n f l a t i o n , a s 
it p r i m a r i l y t a r g e t s d i s c r e t i o n a r y 
i t e m s a n d se lec ted serv ice sec tors . 
T h i s t a r g e t e d a p p r o a c h h e l p s t o 
m i n i m i s e a n y s i g n i f i c a n t e f f e c t s 
o n overa l l c o n s u m e r e x p e n d i t u r e 
a n d k e e p s i n f l a t i o n a r y p r e s s u r e s 
in check . 

C e r t a i n d o m e s t i c - o r i e n t e d 
i n d u s t r i e s a r e re lat ively s h i e l d e d 
f r o m t h e s e e x t e r n a l u n c e r t a i n -
t i e s . S e c t o r s s u c h a s r e t a i l a n d 
c o n s u m e r g o o d s , c o n s t r u c t i o n , 
h e a l t h c a r e , e d u c a t i o n a n d ut i l i t ies 
a r e largely dr iven by local d e m a n d 
a n d a r e l e s s d e p e n d e n t o n t h e 
g l o b a l e c o n o m i c e n v i r o n m e n t . 
T h e s e i n d u s t r i e s p r i m a r i l y s e r v e 
t he d o m e s t i c marke t , m a k i n g t h e m 
l e s s v u l n e r a b l e t o i n t e r n a t i o n a l 
d i s rup t i ons . For ins tance , t h e retai l 
sec tor is expected to c o n t i n u e bene-
fitting f r o m a n e x p a n d i n g l a b o u r 
m a r k e t , r i s ing h o u s e h o l d i n c o m e s 
a n d a d j u s t m e n t s t o t h e m i n i m u m 
w a g e a n d civil s e r v a n t sa lar ies . T h e 
c o n s t r u c t i o n sector , m e a n w h i l e , is 
set to be spur red by con t inued activ-
i ty in t h e n o n - r e s i d e n t i a l , spec i a l 
t r a d e a n d r e s iden t i a l subsec to r s . 

Given s lower e c o n o m i c m o m e n -
t u m ahead a n d l imi ted impac t f r o m 
t h e d o m e s t i c policies, we revise o u r 
2025 in f la t ion forecas t to 2% versus 
o u r f o r m e r p r o j e c t i o n of 2 . 2 % . 
W h i l e d o m e s t i c po l icy a c t i o n s — 
s u c h as t h e s c h e d u l e d r e t a r g e t i n g 
of t h e RON95 subs idy , SST expan -
s i o n , w a g e - r e l a t e d a d j u s t m e n t s 

a n d r e s t r u c t u r i n g of e l e c t r i c i t y 
t a r i f f s — m a y exer t s o m e u p w a r d 
p r e s s u r e o n p r i c e s , t h e i r ove r -
al l i m p a c t is e x p e c t e d t o r e m a i n 
c o n t a i n e d , p r o v i d e d t h e s e m e a s -
ures are executed progressively a n d 
p ruden t ly . 

I n f l a t i o n in f i r s t ha l f of 2025 
(1H25) is e x p e c t e d t o b e a r o u n d 
1.5% (compared to t h e year-to-date 
[YTD] level of 1.4%), wi th t he poten-
tial to rise to 2.4%-2.5% in 2H25. The 
direct i m p a c t of t he SST expans ion 
o n the c o n s u m e r pr ice index (CPI) is 
e s t imated to be negligible at a r o u n d 
0.1%-0.2% year-on-year (YoY) o n a 
fu l l -yea r b a s i s . A s i d e f r o m t h a t , 
t h e d i rec t i m p a c t of t h e electr ici ty 
tar i f f r e s t r u c t u r i n g is expec t ed to 
b e l i m i t e d . Approx ima te ly 85% of 
Tenaga Nasional Bhd (TNB) custom-
ers — part icular ly t h o s e c o n s u m i n g 
1,000 k W h or less per m o n t h — will 
see no increase or even a decrease in 
the i r electricity bills. 

O u r ba se case s cena r io a s s u m e s 
t h e O v e r n i g h t Po l icy R a t e (OPR) 
will r e m a i n at 2.75% for the remain-
de r of 2025, p rov ided GDP g r o w t h 
r e m a i n s w i t h i n t h e l o n g - t e r m 
r a n g e of 4%-5% a n d i n f l a t i o n a r y 
p r e s s u r e s r e m a i n m a n a g e a b l e . For 
u p c o m i n g m e e t i n g s in S e p t e m b e r 
a n d N o v e m b e r , of f ic ia ls will likely 
stay d a t a - d e p e n d e n t . We view July's 
25 bas i s p o i n t s cu t as p r eempt ive , 
a s r o b u s t d o m e s t i c c o n d i t i o n s d o 
n o t w a r r a n t a r e d u c t i o n a t t h i s 
s t a g e , w i t h r i s k s la rge ly c o n c e n -
t r a t ed in t h e external e n v i r o n m e n t . 
T h e m o v e is s e e n as a m e a s u r e to 
s u p p o r t g r o w t h a n d sa fegua rd t h e 

d o m e s t i c e c o n o m y a g a i n s t p o t e n -
t ia l sp i l lover e f f e c t s f r o m h e i g h t -
e n e d e x t e r n a l h e a d w i n d s a n d 
p r o l o n g e d t r a d e t e n s i o n s . 

For 2025, we expec t t h e c u r r e n t 
a c c o u n t s u r p l u s to be 1.8% of GDP. 
We a n t i c i p a t e a n a r r o w e r t r a d e 
surp lus in the c o m i n g m o n t h s a m i d 
s lower expor t g r o w t h . M e a n w h i l e , 
t h e services a c c o u n t is expec ted to 
be b u o y e d by t o u r i s m arr ivals a n d 
receipts, s u p p o r t e d by m a j o r events 
s u c h a s M a l a y s i a ' s 2 0 2 5 ASEAN 
C h a i r m a n s h i p a n d p r e p a r a t i o n s 
for Visit Malaysia 2026 (VM 2026). 

W e b e l i e v e t h e f i s c a l d e f i c i t 
t a r g e t of 3 .8% of G D P is a t t a i n -
a b l e f o r 2 0 2 5 . E x p a n s i o n of t h e 
SST s c o p e , t h e i n t r o d u c t i o n of 
n e w r e v e n u e dr ivers , a n d s u b s i d y 
r e f o r m s wil l h e l p n a r r o w Malay-
sia 's fiscal def ic i t in 2025. Tax reve-
n u e will r e m a i n t h e m a i n sou rce of 
g o v e r n m e n t i n c o m e , b o l s t e r e d by 
s u s t a i n e d e c o n o m i c g r o w t h , t h e 
p h a s e d r o l l - o u t of t h e e - invo ice , 
a n d t h e ful l -year i m p l e m e n t a t i o n 
of t h e h i g h e r service tax ra te . T h e 
expanded SST is p ro jec ted to gener-
a t e a p p r o x i m a t e l y RM5 b i l l i o n in 
a d d i t i o n a l r e v e n u e o v e r t h e six 
m o n t h s s t a r t i n g in July, a c c o r d i n g 
to official e s t ima te s . An extra reve-
n u e influx is expected to s t r e n g t h e n 
g o v e r n m e n t f i n a n c e s by p r o v i d -
ing g rea t e r fiscal space to m a n a g e 
pub l i c e x p e n d i t u r e a n d r e d u c e t h e 
b u d g e t def ic i t . 

(Extracted from RHB Bank Bhd's 
report entitled 'Global Outlook 3Q25: 
Beware the Three Tees' released on 
July 9, 2025.) 
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