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US
2017 growth may not be smooth sailing
In the final reading of the 4Q2016, it showed an improvement, posting a 2.1% growth on an annualised rate
compared to its previous estimate of 1.9%q/q. This brings the full-year 2016 GDP growth at 1.6%y/y which is the
slowest growth since 2011 and is in line with our estimate.
For 2017, we have revised downwards the GDP growth to 1.7%-1.9% from previously 2.2%-2.5% following the
defeat of the GOP's bill to reform Obamacare which has raised doubts on whether the US president’s economic
agenda will be pushed through. Obamacare will limit tax reforms which is the linchpin that saw the equity market
rally to a new high but is now weakening. We expect some budgetary constraints to emerge. A potential interest
rate hike by the Fed could end up with three alternative scenarios: (1) 90% chance for another rate hike in 2H2017;
(2) 80% chance for two rate hikes i.e. July and December 2017; and (3) no rate hike after the March hike is now at
40%.
Looking at Malaysia, we expect BNM to maintain its current 3.00% OPR with a 30% chance for it to be raised by
25bps in 2H2017. The economy is envisaged to be in negative real returns throughout 2017. We reiterate
Malaysia’s GDP growth at 4.5% for 2017, supported by exports (semiconductors and resource-based activities) as
well as domestic demand. We maintain our ringgit against the US dollar at 4.44-4.48 for 2017.
Slowest growth since 2011


In the final reading of the 4Q2016, the economy expanded by 2.1% on an annualised rate compared to its previous estimate
of 1.9%. Despite the upward revision, the 4Q2016 growth was slower than 3Q2016 growth of 3.5%. Thus, for the full year,
the GDP posted a growth of 1.6%y/y from 2.6%y/y in 2015, maintaining its slowest growth since 2011 and is in line with our
estimate.



Private consumption was revised upwards to 3.5% from previously 3.0%. Meanwhile, investments grew 9.4% on the back of
a lower decline in non-residential structures, down 1.9% in 4Q2016 versus previous estimates of a 4.5% decline. There was
an upward revision to inventory investment with businesses accumulated inventories at a rate of US$49.6 bil instead of the
previously reported US$46.2 bil. Inventory investment added 1.01 percentage points to GDP growth, up from the 0.94
percentage point estimated previously.
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Growth was also partly offset by a downward revision of government consumption expenditure and gross investment, which
posted a weak growth of 0.2%q/q in 4Q2016 from 0.8%q/q in 3Q2016. Net trade deficit reduced GDP growth by 1.82
percentage points.

Speed breaks to reduce GDP growth


For 2017, we have revised downwards the US GDP growth to 1.7%-1.9% from previously 2.2%-2.5%. Our decision to reduce
the GDP growth comes after the defeat of the GOP's bill to reform Obamacare. It has raised doubts on whether the US
president’s economic agenda would be pushed through. The reason being with the Obamacare still in place, it limits a budget
crunch that could make tax reform tougher to be instituted. The tax reform was the linchpin of a brisk rally that saw the
equity market rally to a new high which is now weakening.



We expect some budgetary constraints to emerge. Investors may not enjoy the 15% to 20% in corporate tax and marginal
tax rates. Instead, they could end up somewhat close to what Obama worked out i.e. around a 30% tax rate. In addition,
bank lending has slowed down. Companies have been issuing less debt on concerns over the uncertainty on to tax cuts,
spending policy, high debt and rising interest rates.



On the US interest rate outlook, we reiterate our view of a 90% chance for another rate hike in 2H2017 and 80% chance for
two rate hikes i.e. July and December 2017. Prospects for no rate hike after the March hike is now at 40%. As for BNM, we
expect it to maintain its current 3.00% OPR with a 30% chance for it to be raised by 25bps in 2H2017. In the case of Malaysia,
we envisage negative real returns throughout 2017. We reiterate Malaysia’s GDP growth at 4.5% for 2017, supported by
exports (semiconductors and resource-based activities) as well as domestic demand.



Furthermore, we expect the US dollar to take off some heat as it will not bode well with the lower rate hike expectations.
Yet, we feel the dollar will still benefit as the US Fed is the only G10 central bank which plans to further scale back its
accommodative monetary policy in 2017. We reiterate our US dollar view of 102 for the full-year average of 2017 and the
ringgit average against the dollar at 4.44-4.48 for 2017.

Table 1: Key Economic Growth (q/q%)
GDP
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Source: CEIC/AmBank Group
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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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