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Malaysia’s GDP beats estimates

Absent a significant hit from the global trade war or a shock from
commodity prices, we expect Malaysia’s GDP growth to settle in a
4-5% range on our forecasting horizon. We maintain our view of no
change to central bank (BNM) policy this year
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Better than expected

Net trade boosts GDP growth in 4Q18

Malaysia’s economic growth gained some momentum from improved exports in the final quarter
of 2018. GDP grew at 4.7% year-on-year in 4Q18, more than expected, and up from 4.4% growth
in the previous quarter. Even as the seasonally adjusted quarter-on-quarter growth eased slightly
to 1.4% from 1.6% over the period, it was still a better performance compared with the consensus
estimates of 4.5% YoY and 1.3% QoQ.
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As expected, most of the uptick in GDP growth came from net trade, contributing 0.8 percentage
points (ppt) to headline growth in 4Q18 - a reversal of the 0.7% drag in the previous quarter.
Unsurprisingly private consumption remained the main GDP driver with a 4.5ppt contribution -
slightly smaller than the 5ppt registered in the previous quarter. We credit populist policies, steady
and strong wage growth as well as low inflation for strong consumer spending. That said, ongoing
fiscal constraints and suspension of some big-ticket investment projects weighed down
government consumption and investment spending.

On the industry side, manufacturing and services remained the main GDP drivers albeit with some
moderation in growth, which was more than offset by improvements in agriculture and mining
output.

Where GDP growth is coming from?
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Growth and policy outlook

In response to their tighter fiscal stance and the impact of global trade tension on the economy,
the government recently downgraded their GDP growth target for the remaining years of the 11th
Malaysia Plan (2016-2020) by half a percentage point, from 5-6% in the original plan to 4.5-5.5%.
Full-year 2018 GDP growth of 4.7% is within this range. While the slowdown from 5.9% is sharp, we
view this as more of a return to a normal growth path, rather than a material slowdown. To us,
Malaysia looks more like a 4-5% GDP growth economy rather than 5-6%.

Against a backdrop of expected low inflation for most of 2019, we believe the central bank (BNM)
will assess economic risks as fairly balanced and will leave monetary policy on hold throughout the
year. A softer US dollar after dovish comments by the US Fed Chair and firmer oil prices support
the currency (MYR). We see the USD/MYR rate hovering around 4.10 for most of the year (spot rate
4.07).
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