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Malaysia 1Q2026 GDP: 1Q2026 GDP off to a strong start
before softening in the upcoming quarters

l AmBank Economics

We anticipate the official 1Q2026 GDP data, due this Friday, to confirm
robust growth of 5.4% yly for the quarter, slightly higher than the advance
estimate of 5.3%, slowing down from 6.3% recorded in the previous
quarter.

Economic growth remained resilient despite external headwinds

Such compelling growth was bolstered by firmer domestic demand, with the
labour market remaining encouraging, as evidenced by falling unemployment
claims. Additionally, Malaysia’s trade balance remains strong, as exports
continued to outpace imports in 1Q2026. The country has recorded over 70
consecutive months of trade surplus since May 2020, signalling a strong external
position despite adverse global conditions. Exports remained solid, driven by the
electrical and electronic (E&E) sector, while import growth stayed firm, indicating
sustained domestic demand.

Meanwhile, the latest coincident and leading indices seem promising, as both
sustained y/y expansion, though near-term softened as seen in the m/m decline.
The latest assessment showed that Malaysia is not turning down sharply;
perhaps it is entering a softer growth phase in the upcoming months.

On the supply side, growth moderated across most sectors, including services,
during the quarter. Although Malaysia’s tourism sector recorded a strong
performance, with international arrivals exceeding 10 million in 1Q2026, we
believe the near-term outlook may warrant reassessment in light of the West
Asia conflict. This is especially true when the Visit Malaysia Year 2026
(VMY2026) campaign has been extended to next year to strengthen the
country’s tourism promotion strategies. Furthermore, a prolonged West Asia
conflict may weigh on the tourism sector by increasing transportation costs, as
elevated jet fuel prices could translate into higher airfares, prompting more flight
cancellations and weakening travel demand.

Upbeat 1Q2026 remains in line with our outlook

1Q2026 growth of above 5.0% aligns with our expectations and was already
incorporated into our 4.5% full-year growth forecast. We had anticipated a strong
start to 2026, underpinned by carry-over effects from 2025's GDP
outperformance, alongside additional support to household consumption from
civil servants’ salary hikes in January and the one-off RM100 SARA handouts
for all Malaysian adults distributed in February. The investment upcycle — driven
by increased adoption of artificial intelligence (Al) and the continued
development of industrial parks and economic zones — also remains intact.

Looking ahead, however, we expect growth to moderate amid heightened global
uncertainties. Key downside risks stem from ongoing conflicts in West Asia,
which have resulted in prolonged closure of the Strait of Hormuz, disrupting
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Exhibit 1: Loss of Employment (LOE),
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Exhibit 2: Composite Index, yly%
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global supplies of oil, gas, metals and fertilisers, thereby weighing on growth and
adding to inflationary pressures. In addition, some growth drivers are likely to
ease, such as exports, as the frontloading impact begins to subside.

The impact of the war in West Asia will likely manifest as a lagged, supply-side
shock. As such, we opine that the economy will see material effects only
emerging from 2H2026. There is currently no immediate recession risk. Unlike
past crises, the current environment remains relatively resilient despite the
global oil supply crunch, but it is unlikely to persist. The key question is how long
demand can withstand the drag from the global oil prices and supply shocks
when real incomes and demand are under pressure.

On balance, while the pace of growth is expected to soften, the risk of a
recession or a sharp downturn remains low in the near term. As such, we expect
Bank Negara Malaysia (BNM) to maintain the Overnight Policy Rate (OPR) at
2.75% for the remainder of 2026.

Exhibit 3: GDP by supply side, yly%

Exhibit 4: GDP by demand side, y/ly%
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DISCLOSURE AND DISCLAIMER
This report is prepared for information purposes only, and it is issued by AmBank (M) Berhad (“AmBank”) without regard to your individual
financial circumstances and objectives. Nothing in this report shall constitute an offer to sell, warranty, representation, recommendation, legal,
accounting or tax advice, solicitation, or expression of views to influence any one to buy or sell any real estate, securities, stocks, foreign
exchange, futures, investment, or other products. AmBank recommends that you evaluate a particular investment or strategy based on your
individual circumstances and objectives and/or seek financial, legal, or other advice on the appropriateness of the particular investment or
strategy.

The information in this report was obtained or derived from sources that AmBank believes are reliable and correct at the time of issue. While all
reasonable care has been taken to ensure that the stated facts are accurate and views are fair and reasonable, AmBank has not independently
verified the information and does not warrant or represent that they are accurate, adequate, complete, or up-to-date and they should not be
relied upon as such. All information included in this report constitute AmBank’s views as of this date and are subject to change without notice.
Notwithstanding that, AmBank has no obligation to update its opinion or information in this report. Facts and views presented in this report may
not reflect the views of or information known to other business units of AmBank’s affiliates and/or related corporations (collectively, “AmBank
Group”).

This report is prepared for the clients of AmBank Group and it cannot be altered, copied, reproduced, distributed or republished for any purpose
without AmBank’s prior written consent. AmBank, AmBank Group and its respective directors, officers, employees, and agents (“Relevant
Person”) accept no liability whatsoever for any direct, indirect, or consequential losses, loss of profits and/or damages arising from the use or
reliance of this report and/or further communications given in relation to this report. Any such responsibility is hereby expressly disclaimed.

AmBank is not acting as your advisor and does not owe you any fiduciary duties in connection with this report. The Relevant Person may
provide services to any company and affiliates of such companies in or related to the securities or products and/or may trade or otherwise effect
transactions for their own account or the accounts of their customers which may give rise to real or potential conflicts of interest.

This report is not directed to or intended for distribution or publication outside Malaysia. If you are outside Malaysia, you should have regard to
the laws of the jurisdiction in which you are located.

If any provision of this disclosure and disclaimer is held to be invalid in whole or in part, such provision will be deemed not to form part of this
disclosure and disclaimer. The validity and enforceability of the remainder of this disclosure and disclaimer will not be affected.
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