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Malaysia’s MCO restrictions and state of emergency
• The year 2020 may be over, but at least some of its more ‘malevolent spirits’
have managed to cross over into the new year. A case in point is that
authorities have been forced to – once again – impose restrictions on social
and economic activities in a desperate bid to stave off the pandemic spread.
• Malaysia is the latest country to join that unfortunate list. A full-scale
restriction order, dubbed as the MCO, will be effective starting tomorrow for
the KL capital region and 5 states, for two weeks. While it is not imposed
across the country – unlike in Mar/Apr20 – the MCO would nonetheless
leave a bitter taste in the mouth, given that it covers the most economically
active regions that contribute more than two-thirds of Malaysia’s GDP.
• With its recovery momentum stymied, it will be even harder now for the
economy to reach the 6.5-7.5% GDP growth target that the government has
in mind, making it tough to envision any grand fiscal largesse to counter the
blow, even as the declaration of state of emergency gives it some wiggle
room. Hence, Malaysia would continue to have to lean more heavily on
monetary support. Bank Negara is likely to cut its OPR once more on Jan 20th.
Tough Start
When it rains, it pours. First, Malaysia announced on Jan 11th afternoon that
the full-scale MCO restriction orders will be re-imposed for major parts of the
country. Then, by Jan 12th morning, a state of emergency has been declared
by the King.
What happened?
Ultimately, the driver for both events is one and the same: the coronavirus
pandemic scourge that has afflicted Malaysia at an increasingly alarming rate.
For one, the MCO re-imposition came as Malaysia started to see daily cases
breaching 3000 last week, putting the healthcare system under siege. Already,
there are reports suggesting that ICU beds in some hospitals in KL are full.
Without the latest measures, the PM reckoned that daily cases could surge to
as high as 8000 by May.
In an apparent step to bolster the government’s response, the PM had
requested the enactment of a state of emergency from the King. Unlike his
previous attempt to do so in late October 2020, the King has acquiesced to
the request this time round. It appears that the risk of seemingly unceasing
uptick in new cases has tipped the balance this time round. Even set against
the potential for vaccine rollout – with Malaysia slated to receive the initial
vaccine doses from Pfizer/BioNTech in February – the reality is that it would
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take a good part of the later part of this year for such efforts to make a
difference in the fight.

Source: OCBC, Bloomberg.

Speed Bumps
The dramatic turn of events would inadvertently challenge the nascent
recovery that the Malaysian economy has started to eke out. Already, even as
growth surprised on the upside in Q3 2020, we had cautioned before that Q4
momentum might be more challenged. The latest measures could see growth
becoming more curtailed in Q1, in particular.
Even as exports continued to show signs of benefiting from a recovery in
demand in electronic goods, the domestic segment would likely to continue to
be a drag – and even more so now.

Source: OCBC, Bloomberg, CEIC. Note: Boxes with black borders indicate regions affected by
the MCO imposition.
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While the MCO restriction orders are not applied in a wholesale fashion
across the country as per March-April 2020, the affected areas this time round
are nonetheless the heavyweight regions, economically speaking. Together,
the 5 states (Selangor, Penang, Johor, Melaka and Sabah) and KL command a
hefty 67.7% of the economy. The hit to economic activities there would
naturally challenge any hope for a robust uptick in the economy overall.
In particular, the still-elevated unemployment rate, which went up to 4.7% in
October, having declined to 4.6% in September from the peak of 5.3% in
March, is a reminder that a soft labour market outlook would continue to
crimp consumption as it is – made all the more so now with the renewed risk
of extended restriction measures.
While, as it stands, the MCO is slated to last only for two weeks, it may well be
extended, unfortunately, unless the number of cases starts to come down
dramatically in the coming week or so. Indeed, if it is any indication, the
accompanying state of emergency is valid for a much longer period of all the
way through to August 1st, even if it can technically be cut short if a
consultative committee that is to be set up by the PM determines there is no
longer any need for it.
All in all, we see downside risks to our 2021 GDP forecast. Previously at 6.0%,
it is already relatively low compared to the 6.5-7.5% range targeted by the
government and latest 6.8% consensus. However, the culmination of recent
events and the distinct likelihood that the MCO may be extended beyond the
current stipulated period of two weeks are likely to pressure Q1 growth
further. Indeed, we see the risk that the economy will shrink on both a
sequential and year-on-year basis in Q1, with growth rates of -0.6% qoq sa
and -0.1% yoy, respectively. For the year as a whole, growth rate now is likely
to be at 5.7% yoy in our new baseline thinking.
Help Needed
The softer growth outlook will bring some challenges to the authorities in
terms of remedial measures. Already, even as we lauded the support coming
from Budget 2021, especially in terms of developmental spending, we had
cautioned against the relatively optimistic tax revenue assumption that is
predicated on strong growth outturn.
Even though the emergency powers allow the government to potentially issue
ordinances to temporarily supplant existing laws, including the one
concerning the recently approved budget, the government may remain
reluctant to undertake a ‘bazooka’-type fiscal largesse, given the external
constraints imposed by market. Already, the December 4th downgrade by
Fitch ratings agency serves as reminder of the limits of fiscal space that
Malaysia may run into, especially given its relatively high stock of government
debt.
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With the relatively dim prospect of large-scale fiscal help, the onus is thus for
monetary policy to shoulder the burden more considerably. When it left its
OPR unchanged at 1.75% for the second time running in its last MPC meeting
on November 3rd, Bank Negara still sounded quite sanguine on growth
prospects. We expect that tone to have turned more downbeat by now in the
face of recent events, however, and we see a heightened chance of a rate cut
to 1.5% in the upcoming meeting on Jan 20th. Depending on how things pan
out in the pandemic fight in the weeks thereafter, we might well see another
rate to 1.25% in the March meeting as well.

Treasury Research & Strategy

4

OCBC TREASURY RESEARCH
Malaysia
12 January 2021

Treasury Research & Strategy
Macro Research
Selena Ling

Tommy Xie Dongming

Wellian Wiranto

Terence Wu

Head of Research & Strategy
LingSSSelena@ocbc.com

Head of Greater China Research
XieD@ocbc.com

Malaysia & Indonesia
WellianWiranto@ocbc.com

FX Strategist
TerenceWu@ocbc.com

Howie Lee

Carie Li

Thailand, Korea & Commodities
HowieLee@ocbc.com

Hong Kong & Macau
carierli@ocbcwh.com

Credit Research
Andrew Wong

Ezien Hoo

Wong Hong Wei

Seow Zhi Qi

Credit Research Analyst
WongVKAM@ocbc.com

Credit Research Analyst
EzienHoo@ocbc.com

Credit Research Analyst
WongHongWei@ocbc.com

Credit Research Analyst
ZhiQiSeow@ocbc.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 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 II, as implemented in any jurisdiction).

Co.Reg.no.:193200032W

Treasury Research & Strategy

5

