OCBC TREASURY RESEARCH @ OCBC Bank

Regional Snapshot
13 May 2022

Steadier State

Wellian Wiranto Malaysia’s economy strengthened markedly in Q1

+65 6530 6818 « Malaysia reported Q1 GDP growth rate of 5.0% yoy, coming ahead of the 4%

WellianWiranto@ocbc.com and the 3% that the market and we had expected, respectively. While
exports helped, the key factor in the outperformance was the recovery in
the domestic consumption, bolstered by labour market normalization.

« Such a strong showing for domestic growth driver is encouraging, although
the effect on the balance of payments deserves a closer watch in an
environment of global volatility. Partly because of stronger imports to fulfil
the domestic needs, the current account surplus has thinned to 0.7% of GDP.

« Overall, the robust GDP print is in line with the tightening stance that Bank
Negara has just adopted this week, even if it has not shifted our thinking
that it may still opt for a pause in the July meeting and only hike again in
September in view of its pledge to tighten in a “measured and gradual” way.

Firmer at Five

In its decision to hike the OPR by 25bps unexpectedly just two days ago,
Malaysia’s central bank noted that, as shown by “the latest indicators,” the
economy is “on a firmer footing.” It is perhaps not too much of a stretch to
think that the Q1 GDP number, which came in at a higher-than-expected
5.0% yoy, had contributed to such a confident policy move.

Looking at the details, private consumption appears to be driving the bulk of
the strong performance, growing at 5.5% yoy in Q1 this year compared to
3.7% yoy in the previous quarter. Indeed, in the note accompanying the GDP
release, the BNM stated that the growth print “was mainly supported by
improving domestic demand as economic activity continued to normalise
with the easing of containment measures.”
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An improvement in the labour market provided one of the major tailwinds
to the domestic demand recovery, it seems. The country’s unemployment
rate has drifted down to 4.1% as of March this year, compared to 5.1% at
the worst stage of the pandemicin 2020.

The fact that wages are starting to recover more markedly amid the
supportive domestic demand pick-up would have featured into BNM'’s
calculations this week that led to the rate increase, as well. Going by its data,
wages for the services sector has picked up the most sharply, at 5% yoy, in
Q1. The fact that the sector that was most beleaguered by the pandemic
lockdowns is now seeing an uptick showcases how the Malaysian economy is
stepping into the endemic stage of the Covid-19 crisis, as well.

Overall, the uptick in domestic demand, together with signs that the labour
market and wages are recovering, would have undoubtedly contributed to
BNM’s rate hike decision this week, especially to its expectation that the
underlying core inflation may pick up to a range of 2.0-3.0%.

Going forward, even as the strength in the Q1 data is comforting, the
potential headwinds posed by a slowdown in the major economies are likely
to present tougher times for the Malaysian economy. As fortunate as it is to
enjoy a domestic demand uplift, the exports component cannot be ignored,
on its own and on account of how it feeds to the overall economy through
employment recovery, especially.

Hence, even though our forecast for the full-year GDP growth would
naturally go up to account for the upside surprise in Q1, the outturn for the
later parts of the year looks less promising than before. Hence, in net terms,
we now see the full-year 2022 growth at 5.7% yoy, a measured uptick from
5.4% before.

Indeed, even as a recovery in growth momentum is something we usually
pine for, especially after the challenging pandemic period, we should
nonetheless be cognizant of the inherent risks when growth rates start to
pick up quickly. Here, apart from the risk of inflation that has been much
talked about, the potential for current account dip presents another area to
look out for.

As a case in point, Malaysia’s current account balance dipped to 0.7% of GDP
in Q1, compared to 3.6% in Q4 last year. This marks the thinnest current
account buffer since Q2 2016 and comes at a time when investors would pay
greater attention to the metric. While Malaysia’s current account should
stay in the surplus territory, the fact that the cushion has gotten thinner
could translate to more susceptibility to more volatile capital flows.

To that end, it is worth noting that part of the reason why the current
account surplus has been reduced is the uptick in goods imports to satiate
the uptick in domestic needs, even as Malaysia’s hefty exports continue to
provide some counterbalancing buffer. Elsewhere, it is notable as well that
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the debit portion of the primary income component — which typically
comprises items such as dividend repatriation of foreign investors — has
been higher than usual at this time of the year. At MYR35.5bn in Q1, this
segment is sizably higher than the MYR22.4bn average for the first quarters
of 2019-2021, for instance.

Malaysia's Current Account Balance, % of GDP
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To be clear, this is not to say that the thinning current account surplus is an
issue, especially when the country’s financial account remains healthy in
part due to favourable net FDI outturn. It is just that a moderate pace of
recovery might well suit the economy better at this stage not just in terms of
containing the inflation risk but also any potential strain on the current
account.

In starting to step away from the historically low level of policy rate, BNM
might indeed be trying to achieve just that Goldilocks scenario. As
mentioned in our report earlier this week “Why Wait?”, we see the potential
for further tightening in that respect, with the central bank likely to take a
gingerly approach by pausing in July before hiking in September.

Treasury Research & Strategy



OCBC TREASURY RESEARCH

Regional Snapshot
13 May 2022

(-

OCBCBank

Treasury Research & Strategy

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
Ong Shu Yi Herbert Wong

ESG Hong Kong & Macau

ShuyiOngl@ocbc.com herberthtwong@ocbcwh.com

FX/Rates Strategy

Frances Cheung
Rates Strategist
FrancesCheung@ocbc.com

Credit Research

Andrew Wong Ezien Hoo Wong Hong Wei TohSuN
Credit Research Analyst Credit Research Analyst Credit Research Analyst Credit Research Analyst
WongVKAM@ocbc.com EzienHoo@ochc.com WongHongWei@ocbc.com TohSN@ochc.com

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 11”), 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 Il, as implemented in any jurisdiction).

Co.Reg.no.:193200032W

Treasury Research & Strategy 4


mailto:LingSSSelena@ocbc.com
mailto:XieD@ocbc.com
mailto:HowieLee@ocbc.com
mailto:ShuyiOng1@ocbc.com
mailto:herberthtwong@ocbcwh.com
mailto:FrancesCheung@ocbc.com
mailto:WongVKAM@ocbc.com
mailto:EzienHoo@ocbc.com
mailto:WongHongWei@ocbc.com
mailto:TohSN@ocbc.com

