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Chart 1: Global real GDP growth, % year-on-year (y-o-y)
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We

are cautious about the
prospects of a global economic
recovery this year. We think that
a broad-based recovery is unlikely
as much of the turnaround would
likely be driven by improvements
in
emerging
markets
and
developing
economies,
not
advanced economies.
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•

The outbreak of novel coronavirus (COVID-19) will have
some repercussions on the global economy due to
China’s weaker economy. If the coronavirus outbreak
turns into a global pandemic – a “black swan event” – we
expect a more pronounced impact on the global
economy given the world’s extensive economic and
financial interlinkages. It is noteworthy that China’s
economy now accounts for one-third of global economic
growth.

•

In addition, any re-emergence of geopolitical tensions
such as Brexit and conflicts in the Middle East will likely
prevent a meaningful pickup in global capex growth. An
event similar to the US-Iran friction could derail the
economic recovery of Middle Eastern countries and
subsequently that of other global economies through its
impact on oil prices and business sentiment.

•

Meanwhile, persistent weakness in the global
manufacturing sector is expected to dampen Gross
Domestic Product (GDP) growth in advanced
economies. Since early-2018, the Purchasing Managers’
Indices (PMIs) of the US, UK, euro zone and Canada
have been slowing down. The slowdown in the
manufacturing PMI was partly due to trade policy
uncertainties that have been weighing on capex.

•

Despite the Phase One trade agreement between the
US and China in mid-January 2020, uncertainties about
future trade deals continue to linger, not only between
the two nations but also between the US and European
countries.

•

As for Europe and the UK, sluggish PMI readings were
also the result of trade uncertainties, chiefly driven by the
Brexit crisis. The manufacturing sector is anticipated to
remain subdued until the UK and the European Union
reach a more conclusive trade deal.

The world’s two largest economies

In the US, the Federal Reserve
(Fed) projects that real GDP
growth would moderate from
2.3% in 2019 to 2.0% in 2020.
The moderation is premised on the adverse
impacts of lingering trade uncertainties and the
waning effects of Trump tax cuts. The Tax Cuts
and Jobs Act (TCJA) that was legislated in late
2017 boosted capital investment to an average
growth of 6.5% in the first three quarters of 2018,
the strongest expansion in nearly two years.
However, capital spending on fixed investments
began to lose steam and eventually eased to 0.2%
in the fourth quarter of 2019. The latest figure is
the lowest growth recorded since the aftermath of
the Global Financial Crisis (GFC) in 2010.

US real GDP growth:
2.9%

2018
2019
2020F*

2.3%
2.0%

*Forecast by the Fed

Fed fund rate (FFR) target range:
2018

2019

2.25%-2.50%

1.50%-1.75%

Source: US Bureau of Economic Analysis, the Fed

China real GDP growth:
6.7%

2018
2019

6.1%

2020F*

5.3%

*Median base forecast by MARC Research

China 1-year loan prime rate (LPR):
2018

2019

4.31%

4.15%

Source: National Bureau of Statistics of China,
People’s Bank of China (PBoC)

3

MICPA-MARC Economic Outlook 2020

In China, real GDP growth
decelerated to 6.1% in 2019,
the slowest pace since 1990.
Going forward, our base forecast
for the economy will be within 5.0% to 5.5% in
2020. The economic slowdown is predicated not
only on cyclical factors such as subdued global
trade performance and softer fixed investment
growth but also on the pronounced impact of the
COVID-19 outbreak which is more severe than
the previous outbreak of SARS in 2003. We
foresee the growth in manufacturing and
services sector to decelerate significantly in
1H2020 before recovering moderately in the
second half of the year.

ASEAN-5

In Singapore, the government
anticipates that real GDP
growth would slow from 0.7%
in 2019 to between -0.5% and
1.5% in 2020. The government has downgraded its
forecast from the initial projection of 0.5%-2.5% as
it struggles with one of the highest numbers of
confirmed COVID-19 cases outside China. The
COVID-19 outbreak would have a knock-on impact
on outward-oriented sectors like manufacturing
and wholesale trade amid factory closures and
labour shortages in China. Another sector that
would be badly hit is tourism as tourist arrivals,
especially those from China, decline.
Furthermore, weaknesses in the external sector
are also expected to persist if the US-China trade
war re-escalates. Singapore, a bellwether for the
global trade slowdown, posted a decline of 4.2% in
export growth in 2019, contrary to a 7.9% growth
recorded 2018.

Thailand real GDP growth:
4.2%

2018
2019
2020F*

2.4%
2.0%

*Median forecast by Thailand’s Office of The National
Economic and Social Development Council

BOT’s benchmark 1-day bilateral
repurchase rate:
2018

2019

1.75%

1.25%

Source: National Statistical Office of Thailand, BOT
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Singapore real GDP growth:
3.5%

2018
2019

0.7%

2020F*0.5%
*Median forecast by Singapore’s government

SGD against USD (annual average):
2018

2019

1.3491

1.3642

Source: Monetary Authority Singapore (MAS)

In
Thailand,
the
economy
expanded by 2.4% in 2019. The
government has also downgraded
its real GDP growth forecast for
2020, from a range of 2.7%-3.7% to
1.5%-2.5%. The COVID-19 outbreak is expected to
hamper the tourism sector while the delayed budget
for the fiscal year 2020 may result in reduced public
spending.
Nevertheless, investment initiatives related to the
Eastern Economic Corridor will likely help to cushion
the pressure on the economy this year. In December
2019, the Thailand Board of Investment approved four
large-scale projects worth about THB30 billion that
are related to ethanol and tyre productions as well as
metal extraction. As for domestic demand, Thailand’s
private consumption is anticipated to remain resilient
given the central bank’s monetary policy support. The
Bank of Thailand (BOT) had in February this year
reduced interest rate by 25bps to a record low of
1.00%.

Indonesia’s
real
GDP
increased by 5.0% in 2019.
The central bank – Bank
Indonesia
(BI)
–
maintained an upbeat assessment of the
economy and projects a growth of between
5.0% to 5.4% in 2020. Private consumption
may continue to hover around 4% to 5% as
seen in the last few years after various
monetary and macroprudential measures
were taken by the central bank to stimulate the
economy. In 2019, BI cut the benchmark policy
rate by four times, reduced the reserve
requirement ratio twice and lowered the loanto-value ratio for purchases of property and
motor vehicles. Public consumption, on the
other hand, could moderate and normalise
following a burst in government spending
during the election period.

Indonesia real GDP growth:
5.2%

2018
2019

5.0%

2020F*

5.2%

*Median forecast by BI

BI’s benchmark 7-day reverse
repo rate:
2018

2019

6.00%

5.00%

Source: Statistics Indonesia, BI

Philippines real GDP growth:
6.2%

2018

2019

5.9%

2020F*

6.3%

*Forecast by IMF

Philippine Central Bank’s overnight
reverse repurchase facility:

2018

2019

4.75%

4.00%

Source: Philippines Statistics Authority, Bangko
Sentral ng Pilipinas
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In the Philippines, real GDP
grew by 5.9% in 2019 and
will likely expand by more
than 6.0% in 2020 as public
spending gains momentum. As of November
2019, the national government disbursement
registered PHP3.3 trillion, equivalent to a 6.7%
increase from the previous year’s tally. These
funds were disbursed for operating expenditure
such as personnel services and subsidy
contributions to government corporations as
well as capital outlays for infrastructure, capital
transfers to local government units and others.
On top of that, President Duterte’s flagship
infrastructure programme, “Build, Build, Build”
will also serve as an impetus to public spending
growth.

Malaysia
Malaysia real GDP growth:

The government has revised its GDP growth
forecast for 2020 to between 3.2% and 4.2%
from 4.8% in view of the impact of the COVID19 outbreak on the global economy. The
revision was done when the government unveiled
an economic stimulus package to cushion the
impact of COVID-19 on the economy. Our
estimates show that Malaysia’s GDP growth
could moderate by roughly 0.3 percentage point,
if as currently estimated by the IMF, world
economic growth falls from 3.3% to 3.0%.

2012
2013

2015
2016

2018
2019

5.7%
4.7%
4.3%

•

Other assistance includes discounts on electricity bills,
temporary service tax exemptions as well as financing
facilities through Bank Negara and Development
Financial Institutions. Assistance will also be provided
to affected individuals working in affected industries
(e.g. taxi drivers, tourist bus drivers and tourist guides).
To help support consumer spending, a temporary
voluntary reduction in EPF employee contribution was
proposed and a one-off allocation of extra Bantuan
Sara Hidup given to recipients.

•

Domestic demand, however, will be somewhat
supported by consumer spending, which accounts for
more than 50% of the economy. In 2019, consumer
spending alone contributed about 100% to Malaysia’s
real GDP growth. In terms of growth, it surged to 8.0%
in 2018 and 7.6% in 2019, stronger than the average
expansion of 6.4% in the prior two years.

8.0%
7.6%

2019

Public Investment
-5.0%

-10.8%

2018
2019

Private Investment
4.3%

2018
1.5%

Net Export
2018
2019

11.4%
8.9%

Source: DOSM
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4.4%

The stimulus package is anchored on three strategies
that include: (1) mitigating the impact of COVID-19; (2)
spurring rakyat-centric economic growth; and (3)
promoting quality investments. Tourism and related
industries, which are severely affected by the COVID19 outbreak, will be assisted through measures that
ease their cash flows and by efforts to stimulate
demand.

Private Consumption

2019

5.1%

•

2.0%

2018

6.0%

Source: Department of Statistics Malaysia (DOSM)

3.3%

2019

4.7%

2017

Public Consumption
2018

5.5%

2014

If the COVID-19 outbreak is prolonged and turns
pandemic, the impact on the Malaysian economy
could become more pronounced. The tourism
sector, for example, will be hard hit, not least
given the jump in the number of tourist arrivals
from China in recent years. Notwithstanding this,
the RM20 billion stimulus package will provide
support to affected industries, including tourism
and medical, while instituting measures to
stimulate consumer spending.

GDP components:

5.3%

2011
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Chart 2: Malaysia’s private consumption growth and
consumer sentiment index
9.0
8.5
8.0
7.5
7.0
6.5
6.0
5.5
5.0
4.5

•

Notwithstanding this, there are indications
that consumer spending growth is
moderating. This is evidenced from the
recent consumer sentiment survey by the
Malaysian Institute of Economic Research
(MIER) that shows the consumer sentiment
index remaining below the optimismpessimism demarcation level of 100 points.
Meanwhile, the 4Q2019 Global Consumer
Confidence Survey (conducted for The
Conference Board by Nielsen) showed that
four in five Malaysians (84%) indicated that
they have adjusted their spending habits to
save on household expenses. In addition, the
ramifications of the COVID-19 outbreak on
consumer
spending
cannot
be
underestimated.

•

Household debt, which remains relatively
elevated, is another factor affecting
consumer spending pattern. The latest
statistics from Bank Negara Malaysia (BNM)
show that total household debt had edged
up marginally, accounting for 82.4% of
nominal GDP (RM1.2 trillion in value term)
in 3Q2019 (1H2019: 82.2%). On balance,
we foresee consumer spending registering
a growth pace slower than 2019’s 7.6%.

•

Investments to remain subdued in 2020
as stronger foreign direct investments
(FDI) are offset by weaker domestic
direct investments (DDI). The growth trend
of investments has been declining since
2016. The moderation in investments partly
reflects the contractions in public investment
growth in the past two years and sluggish
private investment momentum following
uncertainties in the global and domestic
economies. In 2019, public investment fell
by 10.8% after contracting by 5.0% in 2018.
The decline was in part due to the
government’s efforts to rationalise the costs
of mega projects in order to ease the burden
on its fiscal position.

135.0
125.0

115.0
105.0
95.0
85.0
75.0
3Q19

4Q19

1Q19

2Q19

3Q18

4Q18

1Q18

2Q18

3Q17

4Q17

1Q17

2Q17

3Q16

4Q16

1Q16

2Q16

65.0

Private consumption (% y-o-y) (LHS)
MIER consumer sentiment index (RHS)

Source: MIER, CEIC

Chart 3: Malaysia’s household debt
88.0

1,200.0

86.0

1,100.0

84.0

1,000.0

82.0

900.0

80.0
78.0

800.0

76.0

700.0

74.0

600.0

70.0

500.0

RM bil (RHS)

2018

2016

2014

2012

2010

72.0

% GDP (LHS)

Source: BNM, CEIC

Chart 4: Malaysia’s public and private investments (% y-o-y)
Public inv
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4Q19

2Q19

3Q19

4Q18

Source: DOSM, CEIC

1Q19

3Q18

1Q18

2Q18

3Q17

4Q17

2Q17

4Q16

1Q17

2Q16

3Q16

1Q16
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•

FDIs have fortunately been forthcoming. In the first three quarters
of 2019, net FDI increased to RM29 billion from the RM20 billion
recorded in the same period in 2018. The amount of approved
investments also rose to RM149 billion from RM143 billion in the
same period in the preceding year.

•

Notwithstanding this, the trend for DDIs remained downwards,
despite a slight pickup in 3Q2019. In the first three quarters, DDIs
amounted to RM82.7 billion, compared with the RM124.2 billion and
RM142.4 billion registered in 2018 and 2017. Going forward, the
deteriorating global economic sentiment will likely lead to subdued
domestic investment growth even with the resumption of selected
mega projects (e.g. ECRL, LRT3).

•

External sector to take cue from the developments in global
trade. The lacklustre momentum is reflected in recent global trade
statistics, such as global semiconductor sales which continued to
contract by more than 10% since February 2019 and a weak
global manufacturing PMI. The gyrations in both crude oil and
palm oil prices will also have some bearing on Malaysia’s export
performance in 2020.

•

“Malaysia’s total
approved investment
recorded RM149 billion in
the first three quarters of
2019 –- about 73% of
total approved
investment recorded in
the whole year of 2018.”

“Malaysia’s total trade in
2019 declined by 2.5% to
RM1.8 trillion, compared
with RM1.9 trillion in
2018.”

Malaysia’s exports have remained under pressure in 2019,
registering a contraction of 1.7% in 2019 compared with an
expansion of 7.3% in 2018. While Malaysia will continue to
marginally benefit from trade diversions arising from trade tensions
between the US and China, the overall weakening of the global
trade will likely continue to weigh on Malaysia’s export sector in
2020.
Photo by Omar Elsharawy, Chuttersnap

•

Below trend inflation rate to prevail. With the slowing
domestic demand, we expect inflation to remain below
trend at between 1.2% and 1.7% in 2020. The modest
increase in inflation from 2019’s level will primarily be
attributed to the low base factor and the expectation of
an abolishment of fuel price ceilings sometime in 2020.

•

There is now downside bias for interest rates if
economic weakness becomes more pronounced.
This is considering the potentially significant impact of
the COVID-19 outbreak on the manufacturing and
services sectors. That is, we think that another
overnight policy rate (OPR) cut by BNM in 2020 is now
looking more certain. Its most recent OPR cut was in
January 2020. In any case, we are of the view that the
ringgit trend will be one of the crucial factors
determining BNM’s future OPR decision.

Inflation
2018
2019

1.0%

0.7%

Source: DOSM

Photo by Mahdiar Mahmoodi

8

MICPA-MARC Economic Outlook 2020

Fiscal Balance (% GDP)
•

-3.7%

2018
-3.4%

2019

-3.4%

2020*

*Revised estimate by Ministry of Finance (MOF)
Source: BNM

Development expenditure (DE) is expected to remain
above RM50 billion per annum (p.a.) in 2020 in order
to support growth, especially at a time when the global
economy is under downward pressure. The amount is
higher than the average RM45 billion p.a. spent in the
prior years on development purposes. Operating
expenditure (OPEX), on the other hand, is expected
to decline slightly as the government continues to limit
unnecessary
expenditure
through
greater
transparency and efficiency in its operations.

Chart 5: Gross DE and OPEX (RM bil)
265.0

60.0

245.0

55.0

225.0

50.0

205.0
45.0

185.0

OPEX (LHS)

Source: MOF, CEIC
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2020F

2019F

2018

2017

2016

2015

2014

35.0

2013

145.0

2012

40.0

2011

165.0

2010

Government revenue will remain
decent in 2020 despite a moderation in
economic growth. Although there will
likely be a contraction in revenue
growth in 2020, it will be due to the high
base factor in 2019 following a one-off
RM30 billion income received from
PETRONAS.

Gross development expenditure (RHS)
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