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Exports slowed to 10% yoy in June

Slower growth of E&E exports partly affected by seasonal factor

Growth in gross exports slowed sharply from 32.5% yoy in May to 10% in June,
but sustaining double-digit yoy growth since December 2016. This was
significantly lower than market expectations of 18%, attributed partly to slower
increases in both exports of electrical and electronic (E&E) products and other
non-commodity products. We believe the sharp slowdown in exports was
attributed partly to seasonality due to the Eid al-fitr festival in late June 2017.

Exports of E&E products, which account for 38.3% of total exports, although
slowing down from 31.4% yoy in May to 15.1% in June, remained supported by
healthy demand for semiconductors from advanced economies. This was also
reflected in the latest statistics on global semiconductor sales, which rose by
23.7% yoy to US$32.6bn in June, where the Semiconductor Industry
Association (SIA) also noted that “conditions are favourable for continued
market growth in the months ahead.” However, other non-commodity products,
such as exports of chemicals and chemical products, slowed sharply from 21%
yoy in May to 4.5% in June, reflecting slower demand from US.

Among the commodity groups, exports of liquefied natural gas (LNG) rose
sharply by 97.3% yoy in June, higher than 3.8% in May, due to a sharp rebound
in demand from countries such as Japan, Korea and China. However, other
commodity products such as crude petroleum and refined petroleum products
registered declines during the month.

Fig 1: Major export products (June 2017)
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Electrical/Electronic Products . 21.3 .

Crude Petroleum 2.6 74.1 65.7 56.8
Chemicals/Chemical products 7.1 20.6 18.0 21.0
Liquefied Natural Gas 5.4 11.5 50.2 3.8
Palm Oil/Palm-Based Agri products 5.8 22.9 20.8 27.5
Refined petroleum products 6.4 52.6 5.0 88.6
Machinery/Appliances 4.5 7.8 -4.5 15.5
Optical/Scientific equipment 3.1 15.3 10.5 14.7
Manufactures of metal 3.8 -6.1 17.3 12.9
Exports 100.0 24.1 204 325

Mar-17
29.1 -22.8 -9.7 -10.9
3.7 -10.4 4.5 -10.0
4.0 -4.8 -40.2 104.8
-7.5 -4.9 13.6 -11.0
25.4 -16.6 45.3 -41.1
18.9 -13.5 12.1 -12.0
22.5 -10.3 -1.8 -13.0
17.5 2.7 -8.6 -7.3
15.1 -10.6 75 -8.0

Source: Department of Statistics (DoS), MITI

As for the other agriculture sector, exports of palm oil & palm oil based
agriculture products, which contributed about 6% of total exports, slowed from
27.5% yoy in May to 16% in June, albeit slower but still posted double-digit
growth for the eight consecutive month. Slower demand for palm oil products
from China was offset by higher demand from Japan, US and EU countries
during the month.

Lower demand from all major economies, except Japan

By destination, exports to Japan turned around strongly and continued to
increase from 12.8% yoy in May to 24.3% in June, mainly on higher demand for
LNG and other products such as E&E, iron and steel products as well as palm
oil and palm oil-based agriculture product. However, exports to other major
economies, including the EU as well as the US, trended lower in July, by 10%
and 1.8% yoy respectively during the month. Similarly, exports to Asean
countries slowed significantly by 1.9% yoy in June (33.7% in May) as demand
from Singapore, Indonesia, Philippines and Thailand trended lower.
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Likewise, exports to China, Malaysia’s largest trading partners, slowed from Outthink. Out perform.
51.5% yoy in May to 27.3% in June, trended lower for the first time in three

months, attributed to lower exports of E&E products and other non-commodity

products. Going into 2H2017, we believe the strength of China’s economy will

remain a major factor driving Malaysia’s exports, which will likely be reflected in

demand for palm oil and other commodity products. However, the seasonally

adjusted Caixin China PMI remained healthy, rising higher to 51.1 in July,

against 50.4 in June.

Fig 2: Major export markets (June 2017)

% yoy % mom
Mar-17  Apr-17 May-17  Jun-17 Apr-17
us | 9.8 16.5 11.0 16.3 1.8 18.1 -7.1 0.8 -3.5
EU ‘ 9.9 28.1 26.5 29.7 10.0 12.7 -13.2 7.1 -9.4
Japan 8.3 12.0 44.7 12.8 24.3 2.9 -7.7 -24.7 26.9
China | 134 40.3 50.6 51.5 27.3 14.5 -7.3 5.6 -8.8
ASEAN ‘ 27.9 24.8 14.4 33.7 1.9 11.0 -12.1 14.6 -15.5
Exports 100.0 24.1 20.4 32.5 10.0 15.1 -10.6 7.5 -8.0
Source: DOS

Imports slowed sharply by 3.7% yoy on falling consumption goods
Growth in gross imports slowed sharply from 30.4% yoy in May to 3.7% in
June, attributed mainly to decline in imports of consumption goods, from
8.3% to -5.2% during the same period. Similarly, imports of intermediate
and capital goods, which collectively accounts for about 73% of total imports,
slowed by 10.3% yoy and 0.6% respectively, during the month. As a result,
with the sharp slowdown in imports, trade balance widened to RM9.9bn in
June (RM5.5bn in May).

For 2Q16, trade surplus amounted to RM24.1bn (RM18.9bn in 1Q17), with
export rising by 20.6% yoy and import by 19.1% during the same quarter.
We believe contribution of net exports to Malaysia’s GDP growth is likely to
be slightly higher for 2Q17, providing some support for some slowdown in
domestic demand.

Fig 3: Imports by end-use (June 2017)

% yoy

Apr-17  May-17 Mar-17
Intermediate goods

Capital goods 13.0 824 14.8 6.6 0.6 855 -40.9 23.6 -16.8

Consumption goods 8.9 14.1 1.1 8.3 -5.2 33.3 -7.0 17.6 -15.6

Imports 100.0 39.4 24.7 30.4 3.7 225 -15.6 183 -14.5
Source: DOS

On a cumulative basis, the country’s trade surplus widened to RM42.9bn in Jan-
June 2017, as compared to RM41.8bn in the corresponding period of 2016. We
are maintaining our trade surplus forecast to narrow to around RM85bn in 2017,
slightly lower than the RM87.3bn surplus in 2016. Based on GDP by
expenditure component, we expect exports of goods and services to expand by
7% in 2017 (1.1% in 2016), and imports of goods and services to expand by
9.1% in 2017 (1.1% in 2016).

On the external environment, with the global manufacturing PMI improving
further from 52.6 in June to 52.7 in July, it may suggest that manufacturers will
remain positive on new orders and international trade, supported by favourable
global economic conditions. In 2H17, we believe Malaysia’s economic growth
will still be supported by positive contribution of net exports as well as steady
domestic demand (higher tourist arrivals in 2H17 due to the 2017 SEA Games),
where we are maintaining the country’s real GDP growth forecast at 5.2% for
2017 as a whole (4.2% in 2016).
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Focus Charts
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Chart 1: Trade growth Chart 2: Export commodity and total comparison
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Chart 3: Export commodity comparison Chart 4: Share of Exports
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Chart 5: Export commodity comparison (2) Chart 6: Export by countries
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Source: All data for charts sourced from DoS, BIS, Affin Hwang
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Equity Rating Structure and Definitions QOutthink. Out perform_
BUY Total return is expected to exceed +10% over a 12-month period
HOLD Total return is expected to be between -5% and +10% over a 12-month period
SELL Total return is expected to be below -5% over a 12-month period
NOT RATED Affin Hwang Investment Bank Berhad does not provide research coverage or rating for this company. Report is intended as information only and not as a
recommendation

The total expected return is defined as the percentage upside/downside to our target price plus the net dividend yield over the next 12 months.

OVERWEIGHT Industry, as defined by the analyst's coverage universe, is expected to outperform the KLCI benchmark over the next 12 months
NEUTRAL Industry, as defined by the analyst's coverage universe, is expected to perform inline with the KLCI benchmark over the next 12 months
UNDERWEIGHT Industry, as defined by the analyst’'s coverage universe is expected to under-perform the KLCI benchmark over the next 12 months

This report is intended for information purposes only and has been prepared by Affin Hwang Investment Bank Berhad (14389-U) (“the Company”) based on sources believed to be
reliable. However, such sources have not been independently verified by the Company, and as such the Company does not give any guarantee, representation or warranty (express
or implied) as to the adequacy, accuracy, reliability or completeness of the information and/or opinion provided or rendered in this report. Facts, information, views and/or opinion
presented in this report have not been reviewed by, may not reflect information known to, and may present a differing view expressed by other business units within the Company,
including investment banking personnel. Reports issued by the Company, are prepared in accordance with the Company’s policies for managing conflicts of interest arising as a result
of publication and distribution of investment research reports. Under no circumstances shall the Company, its associates and/or any person related to it be liable in any manner
whatsoever for any consequences (including but are not limited to any direct, indirect or consequential losses, loss of profit and damages) arising from the use of or reliance on the
information and/or opinion provided or rendered in this report. Any opinions or estimates in this report are that of the Company, as of this date and subject to change without prior
notice. Under no circumstances shall this report be construed as an offer to sell or a solicitation of an offer to buy any securities. The Company and/or any of its directors and/or
employees may have an interest in the securities mentioned therein. The Company may also make investment decisions or take proprietary positions that are inconsistent with the
recommendations or views in this report.

Comments and recommendations stated here rely on the individual opinions of the ones providing these comments and recommendations. These opinions may not fit to your financial
status, risk and return preferences and hence an independent evaluation is essential. Investors are advised to independently evaluate particular investments and strategies and to
seek independent financial, legal and other advice on the information and/or opinion contained in this report before investing or participating in any of the securities or investment
strategies or transactions discussed in this report.

Third-party data providers make no warranties or representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability
for any damages of any kind relating to such data.

The Company’s research, or any portion thereof may not be reprinted, sold or redistributed without the consent of the Company.

The Company, is a participant of the Capital Market Development Fund-Bursa Research Scheme, and will receive compensation for the participation.
This report is printed and published by:

Affin Hwang Investment Bank Berhad (14389-U)

A Participating Organisation of Bursa Malaysia Securities Berhad

22nd Floor, Menara Boustead,

69, Jalan Raja Chulan,

50200 Kuala Lumpur, Malaysia.

T:+603 2146 3700

F 1+ 603 2146 7630
research@affinhwang.com
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