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Malaysia’s 1021 GDP heats expectations

The ongoing third wave of Covid-19 and the nationwide movement
control order will mean a significant dent to the economy in 2Q21. We
are cutting our 2Q GDP growth forecast to 13.9% year-on-year from
16.7% but maintain our full-year 2021 growth view of 5.3%
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Better than expected

Exports drive recovery in 1021

Malaysia’s 1Q21 GDP report today showed a much smaller contraction of -0.5% year-on-year
in 1Q21 than our -2.5% forecast for the period. This is a marked improvement over the -3.4%
YoY fall in 4Q20. While part of it was due to the favourable base effects, a 2.7% QoQ
(seasonally adjusted) bounce reflects an underlying economic recovery in the last quarter
(-1.5% QoQ in 4Q).
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Malaysia's exports saw a strong surge due to an upswing in the
global semiconductor cycle

However, it was a lopsided recovery led mainly by exports which, as in other Asian economies,
saw a strong surge due to an upswing in the global semiconductor cycle as well as the
concurrent chip shortage around the world. The 12% YoY surge in total goods and services
exports in 1Q, in contrast to the -2% fall in 4Q, bears this out. Strong merchandise exports, in
turn, lifted manufacturing GDP growth to 6.6% YoY from 3.0% over the same quarter, though
services continue to reel amid the impact of the pandemic.

Everything else continues to be weak

The domestic demand recovery continued to be anaemic, however. Private consumption and
investment remained the main drags on headline GDP growth, while firmer government
spending reflected additional Covid-19 fiscal stimulus.

The contribution of net trade to GDP growth was reduced to zero after being positive in the
previous two quarters. This aligned with 1Q21 balance of payments data showing a sharp
narrowing of the current account surplus to MYR12.9 billion from MYR19 billion in 4Q20.

Expenditure-side sources of year-on-year GDP growth

ppt
8.0
A -
T - T T T T T T - T T
Lo - ™
rmm
-7.0
 Pri. Cons. mm Gov't. Cons.
-12.0
GFCF mmmm Stocks
-17.0
Net Trade GDP (% YaY)
-22.0

1Q19 2015 3Q19 4Q19 1Q20 2Q20 3020 4Q20 1Q21




THINK economic and financial analysis

Resurgent pandemic clouds prospects

Indeed, the third wave of the Covid-19 outbreak underway currently clouds the economic
outlook ahead -- daily new infections have jumped from about 1,000 a month ago to over
4,500 last weekend.

While a month-long ban on inter-state and inter-district travel kicked off on Monday, 10 May,
the government further stepped up containment efforts with an announcement of a
nationwide movement control order (MCO-3) from 12 May until 7 June, which prohibits social
gatherings of all sorts, closes schools, and also imposes a significant curb on Muslim prayers as
the holy month of Ramadan draws to a close this week.

All economic sectors are allowed to operate with an emphasis on working from home and
significantly trimmed down workplace capacity.

But central bank remains hopeful

Undoubtedly, the tighter restrictions will cause a significant dent to the economy in the
current quarter, which leads us to cut our GDP growth forecast for 2Q21 from 16.7% YoY to
13.9% YoY. The double-digit year-on-year growth mainly stems from a huge 17% YoY plunge a
year ago rather than any underlying recovery.

We maintain our full-year 2021 growth forecast of 5.3% YoY, which is below the central bank’s
(Bank Negara Malaysia) 6% to 7.5% forecast range for this year.

The BNM’s optimistic view of recovery combined with
accelerating inflation supports our forecast of stable BNM policy
throughout this year.

In the statement released today, the BNM anticipates a less severe impact from the latest
Covid-19 restrictions than a year ago, with the recovery benefiting from better global demand
and continued policy support domestically. It also sees average inflation heading higher to

an average of between 2.5% to 4.0% this year from -1.2% last year, led mainly by the
transmission of higher global oil prices to domestic fuel prices.

The BNM's optimistic view of recovery combined with accelerating inflation supports our
forecast of stable BNM policy throughout this year, and possibly next year too. We forecast no
change to the 1.75% overnight policy rate over the rest of this year.


https://www.bnm.gov.my/-/economic-and-financial-developments-in-malaysia-in-the-first-quarter-of-2021
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING") solely for
information purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms
part of ING Group (being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the
publication is not an investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to
purchase or sell any financial instrument. Reasonable care has been taken to ensure that this publication is not untrue or
misleading when published, but ING does not represent that it is accurate or complete. ING does not accept any liability for
any direct, indirect or consequential loss arising from any use of this publication. Unless otherwise stated, any views, forecasts,
or estimates are solely those of the author(s), as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any
person for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the
Dutch Central Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority
for the Financial Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In
the United Kingdom this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V.,
London Branch is authorised by the Prudential Regulation Authority and is subject to requlation by the Financial Conduct
Authority and limited regulation by the Prudential Regulation Authority. ING Bank N.V., London branch is registered in England
(Registration number BRO00341) at 8-10 Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING Financial Markets LLC, which is a member of
the NYSE, FINRA and SIPC and part of ING, and which has accepted responsibility for the distribution of this report in the United
States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.
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