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Chart 1: Global real GDP growth, % y-o-y

We anticipate an uneven
recovery in global economies
from the COVID-19 pandemic
after movement restrictions
are lifted. Economic activities are
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picking up, but remain below the prepandemic level as businesses and
households continue to adhere to the
new normal of living with COVID-19.
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The World Bank’s baseline forecast sees the global
economy contracting by 5.2% in 2020. This is based on
the assumption that lockdown measures are lifted and
negative spillover effects recede in the second half of the
year. The recession in emerging market and developing
economies is projected to be shallower at -2.5%
compared to -7.0% in advanced economies.

Photo by Maxim Tolchinskiy, Dyana Wing So, Luis
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•

The COVID-19 outbreak has rendered a large degree of
uncertainty on the economic outlook as economic
recovery remains contingent upon how the pandemic
evolves, the timeline for reopening the economy as well
as the effectiveness of support policies.

•

Although some countries have recently witnessed a
rebound in economic sentiment in conjunction with a
moderation in COVID-19 cases, the question remains
whether the improved confidence can be sustained. This
is because a protracted pandemic with a potential
extension of movement restrictions cannot be ruled out.
Should the downside scenario materialise, disruption to
economic activities would be prolonged, followed by a
persistently low business confidence and a deeper
economic recession.

•

The colossal impact of the COVID-19 pandemic on the
global economy has renewed trade tensions between the
US and China as they engage in a blame game on the
origin of the outbreak. The latest rift between the two
large economies has evolved into a financial war when
the US threatened to delist Chinese companies that fail
to follow US reporting standards and regulations.

•

In the meantime, the US is also looking to sanction Hong
Kong, an important avenue of US dollar funding for
mainland Chinese firms, following China’s imposition of
National Security Law in the city.

The world’s two largest economies

The US economy has staged a
robust rebound with the nation
reopening, but the road to
restoration of pre-pandemic
levels could still be long. The
US Federal Reserve (Fed) revised its median real
gross domestic product (GDP) growth projection
for 2020 to -3.7% in September, significantly
better than the -6.5% projected previously.
Nonetheless, it would still be the worst downturn
since the Global Financial Crisis (GFC) in 20082009.
Going forward, the US’ economic recovery would
remain supported by its highly accommodative
monetary policy as the Fed has reinforced its
stance of keeping interest rates at near zero for a
considerable period. However, the stalemate
over a fiscal stimulus hints of more tumultuous
politics ahead of the US presidential election due
in November. This, together with the still elevated
COVID-19 cases, adds to downside risks.

US real GDP growth:
1Q2020

0.3%

2Q2020

-9.0%
-3.7%

2020F*

*Forecast by the Fed

Fed funds rate (FFR) target range:
2019

3Q2020

1.50%-1.75%

0%-0.25%

Sources: US Bureau of Economic Analysis, the Fed

China real GDP growth:
-6.8%

1Q2020
3.2%

2Q2020

2.0%

2020F*
*Forecast by World Bank

China 1-year loan prime rate (LPR):
2019

3Q2020

4.15%

3.85%

Sources: National Bureau of Statistics of
China, People’s Bank of China (PBoC)
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China evaded a recession
with better-than-expected
growth in 2Q2020. During
the quarter, the economy
grew by 3.2% y-o-y, a strong
rebound
from
the
6.8%
contraction in 1Q2020. This came after the
easing of lockdown measures, as well as the
implementation of stimulus measures that
drove
construction
and
infrastructure
investment. Signaling more optimism on the
economy, the World Bank has upgraded its
growth forecast for China in 2020 to 2.0%.
While growth would continue to be
underpinned by increased fiscal spending,
strong exports and the containment of the
COVID-19 pandemic, it would be checked by
the sluggish recovery in domestic consumption
as consumers remain wary.

ASEAN-5
In 3Q2020, Singapore’s economy
continued to shrink, albeit at a
slower rate of 7.0% y-o-y after the
record 13.3% contraction in the
previous quarter. All key economic
sectors, with the exception of manufacturing,
remained weak due to slow resumption of activities
amid strict safety measures and movement
restrictions. Meanwhile, manufacturing activities have
been supported by robust global demand for electronic
and electrical products.
In response to the COVID-19 pandemic, the
government has swiftly launched stimulus packages –
worth slightly over SGD100 billion – to minimise the
economic damage. In terms of monetary policy, the
Monetary Authority of Singapore (MAS) has shifted to
a neutral stance and adopted a zero-percent
appreciation path of the currency band to bolster trade
performance through a competitive exchange rate.
Official GDP forecast for whole of 2020 now lies
between -5.0% and -7.0%.

Thailand real GDP growth:
1Q2020

-2.0%

2Q2020

-13.2%

2020F*

-7.8%
*Forecast by the BoT

BoT’s benchmark 1-day bilateral
repurchase rate:
2019

3Q2020

1.25%

0.50%

Sources: National Statistical Office of Thailand, BoT
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Singapore real GDP growth:
-0.3%

1Q2020
2Q2020

-13.3%

2020F*

-6.0%
*Median forecast by Singapore’s government

SGD against USD (period-end):
2019

3Q2020

1.3459

1.3692

Source: MAS

With trade and tourism severely
impacted by the pandemic,
Thailand’s economy is facing
unprecedented challenges. The
Bank of Thailand (BoT) expects the
country’s economy to shrink by 7.8% in 2020, the
sharpest contraction since the Asian Financial Crisis
(AFC) in 1998. Economic recovery is expected to
remain fragile given current travel restrictions. It
does not help that the government’s plan to reopen
its borders to tourists remains uncertain.
Additionally, rising protests and political instability
could
hamper
confidence
further.
These
developments are expected to result in a more
volatile recovery.
That said, more than THB2 trillion of fiscal injections
should help soften the downturn. The BoT has also
lowered the benchmark interest rate to a record low
of 0.50% to complement the fiscal stimulus, as well
as to support the economy.

Indonesia’s economy is
heading
towards
a
recession,
with
the
government expecting a
contraction of between
1.1% and 2.9% in 3Q2020 following a 5.3%
contraction in 2Q2020. Given weaker-thanexpected economic activity since 2Q2020, the
government has lowered its 2020 GDP growth
forecast to between -1.1% and 0.2%. The
recovery in domestic consumption and
investment could be further delayed due to the
worsening COVID-19 pandemic in the country.
Nonetheless, the government’s decision to shift
spending priorities to health, social assistance
and infrastructure as well as increase the budget
deficit should help mitigate the negative impact
of the pandemic. Bank Indonesia (BI) has also
responded by cutting the benchmark interest
rate cumulatively by 100 bps year-to-date (YTD)
to 4% in September.

Philippines real GDP growth:
-0.7%

1Q2020
2Q2020

-16.5%

-5.5% 2020F*
*Forecast by the government of Philippines

Philippine Central Bank’s overnight
reverse repurchase facility:

2019

3Q2020

4.00%

2.25%

Sources: Philippines Statistics Authority, Bangko
Sentral ng Pilipinas
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Indonesia real GDP growth:
1Q2020

3.0%

2Q2020

-5.3%
-0.5%

2020F*

*Median forecast by Indonesian government

BI’s benchmark 7-day reverse
repo rate:
2019

3Q2020

5.00%

4.00%

Sources: Statistics Indonesia, BI

Philippines suffered its first
recession in almost three
decades due to strict
domestic lockdowns and
weaker remittances. The
economy’s main pillar of growth, namely private
consumption that typically makes up more than
70% of the GDP, contracted by 16.5% y-o-y in
2Q2020. With global and local uncertainties
looming, the government projects a deeper
5.5% contraction for the whole of 2020.
However, the worst is likely over as the
government’s fiscal response gains traction and
the relaxation of lockdown measures lifts
employment. The government has rolled out a
stimulus package worth PHP165.5 billion to
support vulnerable groups, defer loan payments
for borrowers and grant loans to affected
businesses. Monetary policy is accommodative
after the central bank’s rate cut by a cumulative
175 basis points to 2.25% YTD.

Malaysia
Bank Negara Malaysia’s (BNM) GDP growth
forecast for 2020, which was revised to between
-3.5% and -5.5%, looks more realistic. The
revision came after the economy suffered a deep
contraction of 17.1% y-o-y in 2Q2020, amid global
and domestic lockdowns that disrupted the supply
chain and crushed global demand. Even private
consumption, Malaysia’s traditional growth engine,
fell sharply by 18.5%, pulling down 10.8 percentage
points from headline growth.
The recent downgrade of Malaysia’s GDP growth
forecast by the World Bank to -4.9% (from -3.1%)
was also expected, given that the recovery in
2H2020 may not be as robust as initially anticipated.
This is premised on cautious consumer sentiment
due to the elevated level of the jobless rate and
grimmer prospects of wage growth. According to the
DOSM, almost 50% of self-employed Malaysians
are out of work while those who are still working saw
a 95% drop in income after the movement control
order (MCO) was imposed.

GDP components (% y-o-y):

2Q2020

2Q2011
2Q2012
2Q2013
2Q2014
2Q2015

2Q2016
2Q2017

-17.1%

4.6%
5.2%
4.6%
6.5%
5.0%
4.2%
5.7%

2Q2018

4.7%

2Q2019

4.8%

2Q2020

Source: Department of Statistics Malaysia (DOSM)

The prospects for 2020 is a foregone conclusion;
growth will rebound in 2021, but the question is
whether the past growth trajectory can be
sustained in the following years. Our projection for
2020 is almost in line with BNM’s, despite being slightly
lower. Our GDP growth target for 2020 currently stands
at between -5.5% and -7%.

Public Consumption
1Q2020

Real GDP growth (% y-o-y):

5.0%

2.3%

Private Consumption
1Q2020
-18.5%

6.7%

2Q2020

Public Investment
-11.3% 1Q2020
2Q2020

-38.7%

Private Investment
-2.3%

1Q2020
2Q2020

-26.4%

Net Export
-37.0%
-38.6%

4Q2019
1Q2020

Source: DOSM
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However, for 2021, we are projecting real GDP growth
to pick up to 6.2%-6.7% on account of the low base in
2020 as well as some recovery in private consumption
and improvements in the external sector. Consumer
spending is likely to pick up especially if effective
COVID-19 vaccines are successfully produced and
made widely available. More than 150 COVID-19
vaccines are reported to be in the development
process, including those from the US. It was reported
that the US authority intends to deliver 300 million
doses of a safe, effective vaccine by January 2021.
On the external front, the World Trade Organization
(WTO) in its April 2020’s forecast is anticipating global
merchandise trade volume growth to pick up by
between 21% and 24% in 2021. In our view, such an
increase will likely push up Brent crude oil prices to an
average of USD45-USD50 per barrel in 2021. This will
provide a partial boost to Malaysia’s real GDP growth
and the government coffers in 2021.

Chart 2: Real GDP and private consumption growth
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Sources: BNM, CEIC, MARC Economic Research
Chart 3: Median household income growth (CAGR %)
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Chart 4: Median household income growth by income group
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Consumer spending (or private consumption growth)
has remained resilient in the past several years with
growth averaging at 7.1% in the 10 years since the
economic recovery from the GFC in 2010. However,
the breakdown by periods shows that weakness has
set in. For instance, between 2011 and 2013, the
period when the economy was recovering from the
GFC, consumer spending grew at an average rate of
7.5% per annum (p.a.). However, after the crash in
global crude oil prices in 2014, its growth has
moderated to 6.9% p.a.

8.9

8.5

2007-2009

But the risk to the economy goes beyond 2021. In
particular, the weakening of consumer spending
growth, if it continues, will likely weigh on the
medium-term growth trajectory. This is where the
medium-term outlook becomes slightly unclear. If
consumer spending, which was responsible for more
than 70% of headline growth since 2010, continues to
moderate, then Malaysia’s growth trajectory would
have to depend on other demand components such as
investments and trade.
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The concern also comes from the fact that consumer
spending is becoming larger in terms of its share of
GDP. While it is true that such a phenomenon is rather
common among countries that are moving towards a
developed status, the declining strength of consumer
spending over the years will mean that the impact of
such a trend on the future growth trajectory will be
more significant.
The moderation in consumer spending trend is also
related to the continuing downtrend in Malaysia’s
household income since 2012. For instance, the
median income growth for Malaysian households
moderated to 3.9% p.a. on a compound annual growth
rate (CAGR) basis in the 2016-2019 period (20122014: 11.7% p.a.). Similarly, median incomes of urban
and rural populations continued to decline; i.e. urban:
3.8% p.a. (2016-2019) from 9.8% p.a. (2012-2014);
rural: 3.3% p.a. (2016-2019) from 13.8% p.a. (20122014).
The B40 group (households with income level of less
than RM4,850 per month) experienced the slowest
growth in median household income in the 2016-2019
period (1.8% versus 6.6% in 2014-2016 period). The
median income for the M40 group also slipped to 4.1%
p.a. (2014-2016: 6.9%). Such a trend would have
important repercussions on the medium-term growth
landscape of private consumption as the groups
normally have a high propensity to consume.

Inflation (% y-o-y)

*Median forecast by MARC
Source: DOSM

• Deflationary pressure will persist as weak
demand continues to grip the economy in
2020. We expect headline inflation numbers to
run between -0.5% and -1% in 2020 as weak
demand continues to weigh on consumer
prices. This is despite the positive core
inflation, averaging at 1.2% in the first eight
months of the year. The weakness in prices is
partly attributed to consumers’ anxiety over the
job market in the near term as the
unemployment
rate
remains
elevated
(averaging circa 5% between April and July).

•

Chart 5: Malaysia’s interest and foreign exchange rates
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We do not expect any further overnight policy
rate (OPR) cuts in 2020, as the economy slowly
recovers despite the recent spike in COVID-19
cases in October. After reducing the benchmark
OPR to a historical low of 1.75%, we think there is
limited room for further rate cuts. In fact,
policymakers will likely wait and see how the
economy reacts to the latest economic package, Kita
Prihatin, worth RM10 billion. With this latest package,
the total value of Malaysia’s stimulus packages
introduced to cushion its economy from the impact of
COVID-19 has increased to RM305 billion, or 20% of
the nominal GDP.
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Instead of reducing the OPR further, BNM will likely
focus on target measures (i.e. assisting small
businesses) to help certain segments of the
economy.

Real GDP (% y-o-y, RHS)

Sources: BNM, CEIC

The ringgit has benefited from a weaker US
dollar. The weaker greenback has provided some
support to emerging market (EM) currencies, the
ringgit included. As at end of September, the ringgit
had appreciated by more than 7% from its recent low
in the third week of March.

ASEAN-5 currency performance
(YTD)

Going forward, however, the trend looks more
uncertain. On the one hand, the increasing inflows of
portfolio capital will support the ringgit. The local
bond market has experienced net foreign inflows of
RM4.3 billion in the first eight months of 2020.

-1.6% SGD

However, the upside of the ringgit will be capped by
some concerns over the reaction by international
rating agencies over rising budget deficit and
government debt as well as the concern over a
possible exclusion of Malaysian government bonds
in the FTSE Russell’s Global Bond Index in March
2021.
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PHP

-2.0% MYR

-4.8%

-6.8%

THB

IDR

Sources: CEIC, MARC Economic Research

+4.4%
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