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Happily Wrong

., .
Wellian Wiranto Malaysia’s growth momentum is stronger than we had thought

+65 6530 6818 « Even as we saw signs that exports uptick would help to cushion the blow of

WellianWiranto@ocbc.com the Jan-Feb MCO on the economy in Q1, we might have been too pessimistic
when it comes to the strength of the private consumption recovery. As it
turns out, Malaysia’s economy shrank by just 0.5% against the 1.9%
contraction that we had anticipated, boosted by consumption strength.

« As the country is unfortunately entering another period of MCO restrictions
now, the fact the economy could still perform respectably in Q1 despite the
MCO back then too gives us stronger hope that Q2 performance might hold
up relatively well too. Indeed, we are revising our GDP forecast upwards
rather than downwards; from 5.4% to 6.0% for the full-year 2021 because of
the encouraging momentum in consumption and exports.

« We must throw in a big caveat here, however. We are assuming that
economic activities can remain open despite the MCO. If the virus
resurgence cannot be curtailed and that factories and shops must be shut to
flatten the curve, then such numbers will automatically look lofty. Overall,
tackling this virus looks increasingly like running a marathon. It is a good
thing that Malaysia’s economic stamina is a lot more robust than we thought.

They told us so

The central bank has been saying it for a while, and so has the Finance
Minister: that Malaysia can achieve growth of 6.0-7.5% this year. For a while,
we kept staring at our spreadsheet and wonder how that scenario could
possibly pan out — and thought to ourselves that a full-year growth of 5.4%
looks a lot more plausible to us.

As it turns out, we had underestimated the growth momentum of the
economy in Q1. As it transpired, even as we calculated that the degree of
economic contraction in Q1 will be less pronounced than the 3.4% yoy
shrinkage seen in Q4 last year, we were too conservative. Rather than
contracting at 1.9% yoy, the Q1 GDP growth came in at -0.5% yoy, besting
market expectations of -0.9% yoy, as well. On a seasonally adjusted basis, the
economy grew at a nice clip of 2.7% qoq, compared to -1.5% in Q4 last year.

What contributed to the strength? The most immediately clear answer is
exports. After languishing in negative territory for the whole 2020, the
segment roared back to positive growth in Q1, posting growth of 11.9% yoy.
Here, the base effect from last year’s subpar performance obviously helps.
But, the underlying recovery in demand for Malaysia’s exports, in the
semiconductor-boosted E&E sector, in particular, has been evident from the
monthly exports prints during the period, as well.
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It helps, of course, that unlike the MCO of 2020, the restriction orders at the
start of this year left the manufacturing sector ran their production lines as
much as possible. While there were initial scares revolving a few virus
contagion clusters in a number of factories, Malaysia managed to strike the
right balance between keeping much of the economy running even as it put a
tight lid on social interactions to curb the transmissions.

Mulling over MCO

That is the formula that it has again been compelled to use, as it steps into yet
another round of MCO. While there were some hopes earlier that a
nationwide blanket MCO could be avoided, and restriction orders could be
applied to only specific hot zones, the continued uptick in cases has rendered
that approach unworkable.

Indeed, just last night, the PM has announced a blanket MCO from May 12 to
June 7. Crucially, however, similar to the MCO of a few months ago, factories
can still operate. Hence, even though ultimate exports prints will depend on
end-demand (which still looks strong for now in the major destinations of US
and China), at least the supply side should be an issue as of now.

Still. even though the MCO should leave the exports sector largely untouched,
wouldn’t it have impacted private consumption and investment because of
confidence hit? That’s what we thought.

As it turns out, while the negative impact is there, the degree has been less
than anticipated. Household consumption grew by -1.5% yoy in Q1, compared
to -3.5% in Q4 2020 (and a much heftier -18.5% yoy in Q2 2020 during the first
MCO). Hence while, consumption did weigh on overall GDP growth,
subtracting 0.87ppt from the headline, the outturn is better than the 2ppt
that it shaved off from the headline GDP growth rate in Q4.

A relatively better employment condition helped spending during the period.
For one, even though unemployment rate did pick up to 4.9% in Jan 2021,
from 4.8% the month before due to MCO, it has since declined to 4.7% in
March. Again, compared to the shock effect back in Q2 last year, whereby
joblessness rate picked up to 5.3%, employment is on steadier ground now,
not least because economic activities remain open.

Hence, as we try to surmise what the impact of the latest MCO
announcement will be on Q2 growth, it is encouraging to note that Q1 was
not as badly hit as we had thought. Indeed, for Q2, the base effect will help a
lot as well. Hence, taking the view that the new MCO will not impact exports
activities much and would only have a more curtailed effect on private
consumption, we think that growth may come in at 19.0% yoy in Q2. Together
with the relative uptick in Q1’s print, it would thus take our full-year forecast
to 6.0% from 5.4% previously.
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The show must go on

Where are the danger zones to the economy? They are aplenty, to be sure,
but the ongoing virus resurgence will remain front-and-centre of our risk
factors.

For one, there remains an uncomfortable probability, however small at this
point, that the MCO might just be extended to cover at least some economic
activities due to any hypothetical upsurge in industrial zones or commercial
areas. That risk may be especially pronounced since Malaysia’s vaccination
drive has not picked up enough speed at a time when its inoculation rate
remains behind its peers such as Singapore and Indonesia.

Given the tricky nature of the current pandemic wave, with its potentially
higher transmissibility, that scenario cannot be discounted altogether — and
would present a heavy double whammy on growth. Not only could exports be
curtailed because of enforced factory shutdowns, but its resultant hit on
employment outlook would put a dent on consumer confidence as well.

Even as we should continue to stay wide-eyed about such downside risks, we
should also acknowledge the reality that the Malaysian economy has adapted
quite considerably to the challenges posed by the pandemic and restriction
orders.

Hence, overall, from the monetary policy perspective, we think there is an
even higher chance now that Bank Negara would continue to adopt a wait-
and-see stance and leave its OPR unchanged at 1.75% for the rest of the year.

Treasury Research & Strategy 3


https://www.ocbc.com/iwov-resources/sg/ocbc/gbc/pdf/special%20reports/dotsplots.shots.vs.shocks.7may21.pdf
https://www.ocbc.com/iwov-resources/sg/ocbc/gbc/pdf/special%20reports/dotsplots.shots.vs.shocks.7may21.pdf
https://www.ocbc.com/iwov-resources/sg/ocbc/gbc/pdf/regional%20focus/malaysia/malaysia.opr.6may21.pdf

OCBC TREASURY RESEARCH & OCBC Bank
Malaysia
11 May 2021
Macro Research
Selena Ling Tommy Xie Dongming Wellian Wiranto Howie Lee
Head of Research & Strategy Head of Greater China Research Malaysia & Indonesia Thailand & Commodities
LingSSSelena@ocbc.com XieD@ocbc.com WellianWiranto@ocbc.com Howielee@ocbc.com
Carie Li Herbert Wong
Hong Kong & Macau Hong Kong & Macau
carierli@ocbhcwh.com herberthtwong@ocbcwh.com
FX/Rates Strategy
Frances Cheung Terence Wu
Rates Strategist FX Strategist
FrancesCheung@ocbc.com TerenceWu@ocbc.com
Credit Research
Andrew Wong Ezien Hoo Wong Hong Wei Seow Zhi Qi
Credit Research Analyst Credit Research Analyst Credit Research Analyst Credit Research Analyst
WongVKAM@ochc.com EzienHoo@ochc.com WongHongWei@ochc.com ZhiQiSeow@ochc.com

Treasury Research & Strategy 4


mailto:LingSSSelena@ocbc.com
mailto:XieD@ocbc.com
mailto:HowieLee@ocbc.com
mailto:carierli@ocbcwh.com
mailto:herberthtwong@ocbcwh.com
mailto:FrancesCheung@ocbc.com
mailto:TerenceWu@ocbc.com
mailto:WongVKAM@ocbc.com
mailto:EzienHoo@ocbc.com
mailto:WongHongWei@ocbc.com
mailto:ZhiQiSeow@ocbc.com

OCBC TREASURY RESEARCH S8 OCBCBank

Malaysia
11 May 2021

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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