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100 days later, what should we expect after this?

Thursday, August 23, 2018
Highlights

e Manifesto promises may probably require a longer time period to be
delivered

e Debt can risk weighing down on the government’s fiscal situation
e Economic sentiment appears to be strong following the elections

e Growth will be slower for this year as the country goes through a transition
phase

After 100 days, Prime Minister Mahathir Mohamad has claimed the government has
achieved 21 out of 60 of its manifesto promises. In its own manifesto, Pakatan Harapan
committed to deliver 10 promises in its first 100 days of which seven promises have
actually been delivered or are on-going. However, it may be more crucial to understand
what the first 100 days highlights directionally. Therefore, in this note, we will be looking at
the situation of the first 100 days and the outlook going forward.

How has the government delivered on the manifesto?

Within the 100 days itself, at least seven of the ten promises which is to have either been
delivered or are on-going. As for the others, three look to have been postponed and
appear to be unlikely to be implemented soon given financial constraints. The five ongoing
promises can be said to be ongoing with four of these likely to be implemented soon as
they don’t put as much of a financial constraint on the government. The only ongoing
promise that may still see some delayed implementation is to “stabilise the price of petrol
and introduce targeted petrol subsidies” given the financial commitment required.
However, other key promises in the manifesto to also watch closely include to “make the
governance of our GLCs world class at par with international standards” which involves
increasing Bumiputera equity holding through management buy-outs ,“spur investment
and simplify business processes and trade” that involves improving the country’s
education system and raising productivity and “introduce a tax system that is people-
friendly and entrepreneur-friendly” that will look into reviewing the tax system to
particularly reduce the burden on small businesses. The government has been non-
committal at this point on the timeline for the delivery of these promises.
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Table 1: Status of Pakatan Harapan’s 100 days promises

Promise Status

Abolish the GST and take steps to reduce the cost of living. Fulfilled
Initiate a comprehensive review of all megaprojects that have been Fulfilled
awarded to foreign countries.

Stabilise the price of petrol and introduce targeted petrol subsidies. Ongoing
Set up royal commissions of inquiry on 1IMDB, FELDA, MARA and Tabung Haji and to Ongoing
reform the governance of these bodies.

Set up a special cabinet committee to properly enforce the Malaysia Agreement 1963. Ongoing
Equalize the minimum wage nationally and start the process to increase the minimum Ongoing
wage.

Introduce EPF contribution of housewives. Ongoing
Abolish unnecessary debts that have been imposed on FELDA settlers. Postponed
Postpone the repayment of PTPTN to all graduates whose salaries are below RM4,000 Postponed

per month and abolish the blacklisting policy.

Introduce Skim Peduli Sihat with RM500 worth of funding for the B40 group for basic Postponed
treatments in registered private clinics.

What fiscal situation does the government face?

From the very beginning, the new government highlighted the fiscal situation that it
inherited, particularly pointing out the debt situation. Whilst, the Federal Government debt
may only stand at 50.8% of GDP as of 2017, the guaranteed debt itself was at 17.6% of
GDP. Even as Federal Government debt has been on the decline, the guaranteed debt
itself has been climbing (see chart 1). Combined, the total debt stands at 68.4% of GDP.
At this point, it is still not fully clear what constitutes the guaranteed debt. However, it is
more crucial to understand the rest of the fiscal situation given that the debt can risk
weighing down on the overall government position.

The fiscal deficit overall has been on the decline over the last few years (see chart 2)
although we expect it to increase to 3.2% of GDP for 2018 given the budget changes
made by the government and taking into account a revision to the growth forecast.

Chart 1: Federal Government and guaranteed debt, % of GDP
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Chart 2: Fiscal Deficit, % of GDP
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Source: Ministry of Finance Malaysia, CEIC and OCBC
Note: 2017 calculation based on MoF economic report 2018 and actual GDP growth

The government revenue as a percentage of GDP has been declining and we forecast it to further
decline to 16.0% in 2018 (see chart 3). For 2018, the government increasingly finds itself more
dependent on direct tax (see chart 4) and particularly on companies and petroleum income tax that
is expected to constitute 67% of direct tax collection for 2018. Individual income tax only
constituted about 24% of the direct tax and as a percentage of GDP, stood at 2.2%. The indirect
tax as a percentage of total revenue is expected to decrease to 20% for 2018 given the
government’s decision to abolish GST. However, do note that Finance Minister Lim Guan Eng has
recently said that “federal government revenue that was reported by the previous government is
not accurate and larger than what it actually was”.

On the flipside, operating expenditure (OE) as a percentage of GDP (see chart 3) has been on the
decline although salaries and pensions are expected to make up 44% of OE in 2018. Finance
Minister Lim Guan Eng himself has said that there are 1.6 million civil servants and that there won't
be a downsizing. Based on 2017 population figures, this would mean that there is 1 civil servant to
20 people.

Chart 3: Government revenue and operating expenditure, % of GDP
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Chart 4: Composition of government revenue, %
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How is economic sentiment?
Economic sentiment appears to have taken an upturn following the election regardless of the
policy uncertainty. After having been below the optimistic level of 100 for a few years, the
Malaysian Institute of Economic Research (MIER) consumer index has finally turned optimistic
crossing the 100 level in 2Q 2018 (see chart 5). There could be multiple reasons behind this
including the abolishment of GST or the optimism related to change occurring. The MIER business
conditions index has also crossed the 100 level (also see chart 4) to hit 116% despite the
uncertainty related to the status of government linked companies (GLCs), major key government
projects or reforms to any new laws. Private investment growth for 2Q 2018 also recovered to
6.1% yoy (1Q 2018: 0.5% yoy) which was driven particularly by capital spending in the
manufacturing and services sector. Businesses possibly may be more focus on other positive
points such as institutional reforms.

Chart 5: MIER consumer sentiment and business conditions index
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On the currency side, the MYR is weaker than before the election and year to date, USD — MYR
has risen by 1.24% as of 21* August 2018. However, compared to other peer Asian currencies,
the value of the USD — MYR has actually fared much better compared to the USD — IDR (7.46%),
USD — PHP (6.96%) and USD — SGD (2.22%) as of 21* August 2018. Therefore, it can’t be said
that the change of government had significantly impacted the MYR but rather external factors such
as stronger US data, Fed interest rate normalization and trade tensions could be bigger influences.
The FBM KLCI is also recovering closer to its pre-election day value of g™ May 2018 (see chart 6).
Prior to elections, we had mentioned that the elections do not historically represent a structural
break in the stock market trends. It appears that an overnight change of government cannot
immediately undo the economic system.

Chart 6: FBM KLCI
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Going forward, we do expect that positive domestic economic sentiment would probably continue
for a while as the new government focuses on institutional reforms. However, the MYR would
probably continue to remain pressured due to external factors. We also do note that foreign
equities flow year to date remains negative at US$2.2bn as of 21% August 2018 although it has
been quite choppy recently. However, foreign ownership of Malaysian Government Securities
appears to have bottomed out in July.

What is behind the sluggish 2Q 2018 growth? And what is the outlook?

Interestingly, it is difficult to attribute the growth slowdown in 2Q 2018 at 4.5% yoy (1Q 2018: 5.4%
yoy) to the election uncertainty. As already mention, private investment growth actually recovered.
Private consumption as expected strengthened to 8.0% yoy (1Q 2018: 6.9% yoy) possibly due to
the tax holiday and increased government handouts during the election period. Rather the growth
slowed down can be attributable to some unexpected shocks, namely supply issues related to the
palm oil and LNG sector. For the LNG sector, according to The Edge, technical issues affected the
Bintulu liquefied natural gas export plant back in early June. As for palm oil, production has been
weak although it should improve going into the next quarter. Government expenditure also rose by
3.3% yoy due to increased spending on supplies and services whilst public investment contracted
by 9.8% yoy. This was typical of an election period. Overall, the key caveat to draw from these
growth figures is that at this point, there doesn’t seem to be any immediate signs just yet of
pessimism towards the transition happening this year.
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For the entire 2018, we are now looking to revise down our forecast of 5.3% yoy as we do see it as
difficult for the economy to play a catch up game in 2H 2018. Government expenditure will
probably slow as fiscal consolidation takes place. Consumption will be strong in the 3Q 2018 as
consumers frontload expenditure for the remaining period of the tax holiday but it should
subsequently slow. Investment could potentially be strong as businesses remain optimistic of
Malaysia’s longer term potential. Any policy uncertainty may mainly only affect businesses tied to
the major projects that are under review or have been reviewed. Trade may still remain slow
though. However, any slowdown effect resulting from the trade war may possibly come later. We
do see 2Q 2018 as the slowest quarter though and that growth would be more accelerated albeit
still moderate in 2H 2018.

Chart 7: Contributors to GDP Growth, %
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How about relations between Malaysia and China?

Prime Minister Mahathir Mohamad has reiterated, “This government is a new government and it
will be business-friendly. It will not be corrupt.” In his recent trip to China, Mahathir himself has
said, “We’re not against any Chinese companies but against Malaysians who borrow huge sums of
money to carry out unnecessary projects.” He also invited Chinese companies to invest in
Malaysia, adding that Malaysia wanted to learn from Chinese manufacturers.

How about the 2019 budget and the 11" Malaysia Plan?

These would be the two major policy events to look out for going forward. The Malaysian budget
would be release on the 2™ November 2018. The mid-term review of the 11™ Malaysia Plan
meanwhile would be tabled in either October or November 2018. The key items to look out for in
the budget are the expenses related to fuel subsidies, government contribution to pension of
housewives and the government support for the raising of the minimum wage. We would be
releasing another note on the various scenarios and potential outcomes of the 2019 budget. As for
the 11" Malaysia Plan, it would be key to look out for the direction the government will set with
regards to the role of GLCs.

Conclusion

Going forward, signs at the moment are pointing more towards stronger domestic economic
sentiment even though policy uncertainty may still persist. The government will push ahead with its
fiscal consolidation exercise. Manifesto promises would likely be implemented over a longer time
period. Growth will also be slower this year amid the continued restructuring of the economy.
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This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in
whole or in part to any other person without our prior written consent. This publication should not be construed as an
offer or solicitation for the subscription, purchase or sale of the securities/instruments mentioned herein. Any forecast on
the economy, stock market, bond market and economic trends of the markets provided is not necessarily indicative of the
future or likely performance of the securities/instruments. Whilst the information contained herein has been compiled
from sources believed to be reliable and we have taken all reasonable care to ensure that the information contained in
this publication is not untrue or misleading at the time of publication, we cannot guarantee and we make no
representation as to its accuracy or completeness, and you should not act on it without first independently verifying its
contents. The securities/instruments mentioned in this publication may not be suitable for investment by all investors. Any
opinion or estimate contained in this report is subject to change without notice. We have not given any consideration to
and we have not made any investigation of the investment objectives, financial situation or particular needs of the
recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever is
accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of persons acting on
such information or opinion or estimate. This publication may cover a wide range of topics and is not intended to be a
comprehensive study or to provide any recommendation or advice on personal investing or financial planning.
Accordingly, they should not be relied on or treated as a substitute for specific advice concerning individual situations.
Please seek advice from a financial adviser regarding the suitability of any investment product taking into account your
specific investment objectives, financial situation or particular needs before you make a commitment to purchase the
investment product. OCBC Bank, its related companies, their respective directors and/or employees (collectively
“Related Persons”) may or might have in the future interests in the investment products or the issuers mentioned herein.
Such interests include effecting transactions in such investment products, and providing broking, investment banking and
other financial services to such issuers. OCBC Bank and its Related Persons may also be related to, and receive fees
from, providers of such investment products.

This report is intended for your sole use and information. By accepting this report, you agree that you shall not share,
communicate, distribute, deliver a copy of or otherwise disclose in any way all or any part of this report or any information
contained herein (such report, part thereof and information, “Relevant Materials”) to any person or entity (including,
without limitation, any overseas office, affiliate, parent entity, subsidiary entity or related entity) (any such person or
entity, a “Relevant Entity”) in breach of any law, rule, regulation, guidance or similar. In particular, you agree not to share,
communicate, distribute, deliver or otherwise disclose any Relevant Materials to any Relevant Entity that is subject to the
Markets in Financial Instruments Directive (2014/65/EU) (“MiFID”) and the EU’s Markets in Financial Instruments
Regulation (600/2014) (“MiFIR”) (together referred to as “MiFID II”), or any part thereof, as implemented in any
jurisdiction. No member of the OCBC Group shall be liable or responsible for the compliance by you or any Relevant
Entity with any law, rule, regulation, guidance or similar (including, without limitation, MiFID I, as implemented in any
jurisdiction).
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