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EXECUTIVE SUMMARY
• The year 2022 will be a year of moderation as global gross domestic 

product (GDP) growth is forecasted to register a growth of between 
4.1% and 4.5%, as nations continue to be impacted by economic 
disruptions due to the COVID-19 pandemic as well as rising 
inflationary pressure. 

• However, this is on the premise that the Russian invasion of Ukraine 
will not be prolonged, as the longer it takes for a ceasefire to take 
place, or for Russia to back off, the global growth expectations will 
be impacted. As it is, global GDP growth is at risk to be lowered 
by between 0.5% and 1% in the total global economic output 
should Kremlin continues its invasion of Ukraine. 

• Growth also remains imbalanced as developed nations will see 
slower growth, while nations that had previously battled hard 
against COVID-19, will begin to enjoy post-pandemic dividends in 
the form of higher GDP growth due to the lower base effect. 

• Persistently high inflationary pressure globally driven by the 
commodity super-cycle, the Federal Reserve (Fed)’s guided move 
to reduce its bond purchase program, as well as the likelihood of 
between seven to eight rate hikes this year, including a potential 
a double move of 50 basis points (bps) in May, are key challenges 
for the real economy and financial markets in 2022.

• ASEAN is seen as the main beneficiary of economic growth this 
year, mainly due to the delayed V-shape rebound that some 
economies were expecting last year. 

 
• The Malaysian economy is poised for a strong rebound in 2022 

as no economic disruption is foreseen. Despite the high number 
of COVID-19 cases, the government is not expected to take any 
drastic measures to halt the economic activity, while the re-opening 
of borders with effect from April 1, 2022, is the first step towards 
endemic that Malaysia is taking.
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Global

The World Bank, in its January 2022 update, revised its global GDP growth for 2021 from 5.6% to 5.5% while for 2022, the growth 
trajectory has now been lowered by 0.2 percentage points to 4.1%. Meanwhile, the International Monetary Fund (IMF), which had 
previously forecasted GDP growth of 4.9% for 2022, has now lowered its 2022 estimate to 4.4%. The current forecast by the two 
world bodies is summarised in Figure 1. However, these forecasts were made well before the Russian invasion of Ukraine.

The slower global outlook this year is 
driven not only by the high base effect 
from 2021 but mainly due to the prolonged 
impact from COVID-19 on growth. The 
likelihood of reduced aggregate demand 
due to the high global inflationary 
pressure, as well as expectations that 
global interest rates could only rise from 
the current low levels, are concerns for 
central bankers globally.

The Russian invasion of Ukraine can also 
have a significant impact on GDP growth 
this year, but that would largely depend 
on how long the stand-off between the 
two will continue. A prolonged war will 
not only isolate Russia from the rest of 
the world, but may also cause a significant 
rise in inflation expectations. Russia is the 
11th largest economy in the world with 
a GDP output of close to US$1.7 trillion, 
accounting for 1.74% of global GDP. 

Source: IMF, World Economic Outlook Update, January 2022; World Bank’s Global Economic Prospects, January 2022
*(e) combination of actual and estimate ; (f) forecast

% chh y-o-y

Figure 1: Global GDP Growth Forecast (2021(e)* – 2022(f)*)
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Figure 2: J.P. Morgan Global PMIs (Jan’20 – Feb’22)

GLOBAL GROW TH BARELY ABOVE WATER 
Recent global monthly indicators, from the J.P. Morgan Global Manufacturing Purchasing 
Managers’ Index (PMI) and the J.P. Morgan Global PMI Composite Output Index for 
February 2022 showed that the global economy is barely above water as readings 
above 50 still signify growth in the global economy. 
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UNITED STATES
A Batt le  Against  Inf lat ion 

The year 2022 is surely turning out to be topsy turvy not only for markets but also 
for central bankers. With inflation running wild everywhere, the path to normalisation 
is expected to accelerate as no central bank can afford to be wrong-footed when it 
comes to rate hikes. A policy misstep by central banks could eventually lead to recession 
down the road. 

Last year, when the Fed chair, Jerome Powell, raised his forecast 2021 GDP growth 
from 6.5% to 7.0% as the economy was thriving, and the Fed saw green shoots 
everywhere. However, the red-hot US economy has taken its toll on consumer demand 
as an increase in aggregate prices, the nature of the spread of the earlier Delta variant, 
and later the Omicron variant, has resulted in estimates being lowered. As seen in 
Figure 3, the 2022 GDP growth for the US is now at just 2.8% based on estimates 
provided by the Fed in its March 2022 economic projections. This is some 120 bps 
lower than the projections made in December 2021. 

However, the key data are the Fed’s estimates of the US Core Personal Consumption 
Expenditure (PCE) as well as the Fed’s estimates on where the Fed Fund Rate would 
be this year and by end of next year. Based on the latest forecast, the Fed expects 
Core PCE for this year to stabilise at a higher rate of 4.3% against the previous estimate 
of 2.7%. To keep up with the relatively high Core PCE, the Fed is now projecting the 
median Fed Fund rate at 1.9% in 2022, before rising further to 2.8% in 2023-2024. 
Figure 3 provides details of the Fed’s estimates between 2021 and 2024 as well as 
long-run projections. In essence, after the 25 bps rate hike to 0.25%-0.5% in March 
2022, the Fed is looking to hike at every six occasions it meets this year and between 
3-4 times more in 2023. The Fed even signalled that it is prepared to raise rates by 
as much as 50 bps in its future meetings if the situation warrants it, in its efforts to 
contain inflation. This may bring the Fed Fund Rate up to 2.00% this year and at 
between 2.75-3.00% by end of 2023. 
 

Looking back, in November last year, the 
writing on the wall was rather clear that 
the Fed knew what it ought to do, but 
was still playing that waiting game as it 
needed added confirmation on the 
recovery of the US labour market before 
taking steps to raise rates. Then, the 
market was just pricing in two rate hikes 
this year, with a lift-off in June 2022 and 
one more in February 2023, making it 
three hikes in a space of nine months. 
Back in mid-November 2021, the 2-year, 
5-year, and 10-year US treasuries had 
market yields of 0.53%, 1.24%, and 1.58% 
respectively. 

Fast forward to March 24, 2022, and as 
the February 2022 headline and core US 
inflation hit 7.9% and 6.4% respectively, 
the three US treasuries benchmarks saw 
broad selloff and were last seen at 2.15%, 
2.40%, and 2.36%, translating to a yield 
spike of 162 bps, 116 bps, and 78 bps 
respectively in just four months. The US 
yield curve is beginning to flatten as the 
short end is rising at a much faster pace 
than the longer end, while the yield gap 
between the 10s and 2s has now narrowed 
to just 21 bps from 105 bps four months 
ago. While the 10-year minus 2-year has 
still at a positive yield spread, and not 
inverting just yet, the market is already 
having that fear that it might just do so 
in time. After all, the spread, which was 
as high as 158 bps in March 2021, has 
already narrowed by 137 bps in less than 
a year.  

Source: US Federal Open Market Committee (FOMC), March 16, 2022

Figure 3: Key US Indicators (2021 – 2024 & Long Run)

Change in % 2021 2022 2023 2024 Long Run

Real GDP Forecast 5.7 2.8 2.2 2.0 1.8

Unemployment Rate 4.3 3.5 3.5 3.5 4.0

PCE Inflation 5.3 4.3 2.7 2.3 2.0

Core PCE Inflation 4.4 4.1 2.6 2.3 –

Federal Fund Rate 0.1 1.9 2.8 2.8 2.4
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THE COMMODIT Y SUPER-CYCLE IS FEEDING INFLATION
A confluence of factors is the main reason why we are seeing a rally among commodities 
globally. This can be observed from the Bloomberg Commodity Index (BCI), an index 
that tracks 23 commodity futures contracts in six different sectors that include the 
energy sector, grains, industrial metal, precious metals, soft commodities, and livestock. 
This index has seen a spectacular rally over the past year as it is up more than 50%, 
higher by 30% since the start of 2022, and more than double from the low in April 
2020, which was right at the height of the pandemic outbreak. 

The elephant in the room is of course none other than the global inflationary pressure 
that we are seeing today. This is mainly caused by five main factors. They are the 
supply disruption issues related to the pandemic as well as the logistical nightmare 
of moving goods from one part of the world to another. Inflationary pressure is also 
caused by pent-up demand globally as economies opened up and as more nations 
move towards the endemic stage. The escalating tension in Ukraine is another factor 
that has pushed commodity prices higher as Ukraine is rich in natural resources, in 
particular, iron ore as well as agricultural commodities like corn and wheat. 

Other factors include the liquidity that has been created by central bankers, which has 
resulted in too much money chasing after goods and services, as well as different asset 
classes across, including cryptocurrencies and non-fungible tokens. The rise in oil prices, 
which is again caused by demand and supply dynamics, has a significant impact on 
global inflation print as pump prices are rising in every corner of the globe. Last but 
not least, due to the tight labour market, employers are forced to pay higher wages 
(US hourly earnings rose by 5.6% y-o-y growth in January and followed by another 
5.1% y-o-y expansion in February), which in turn leads to higher consumer demand 
due to improved disposable income. Taking the factors together, Figure 4 explains that 
it was the rise in commodity prices that has caused not only higher Consumer Price 
Index (CPI) print, but at the manufacturers’ level, higher input price has also resulted 
in the higher Producer Price Index (PPI). The rally in commodity prices this month 
itself may push inflation even further north. 

Figure 4: Rise in Commodity Prices is Driving Inflation (May’19 – Mar’22)

May
19

Jul
19

Sep
19

Nov
19

Jan
20

Mar
20

May
20

Jul
20

Sep
20

Nov
20

Jan
21

Mar
21

Jul
21

May
21

Jan
22

Mar
22

Sep
21

Nov
21

-2.0%

2.0%

0.0%

4.0%

6.0%

8.0%

10.0%

12.0%

% chg y-o-ypts

BCI (LHS) US PPI US Core CPI

20

40

60

80

100

120

140

Source: Bloomberg, PPI and CPI up to Feb’2022

MICPA / ECONOMIC OUTLOOK 2022: A YEAR DEFINED BY HEADWINDS / 5



Since the Federal Open Market Committee’s (FOMC) last two meetings, the market has been unconvinced on the policy steps the 
Fed is expected to take against an inflation print that is running at a four-decade high, be in the headline CPI or PCE and the core 
CPI and core PCE. In the December FOMC meeting, the Fed laid out its intended move to end its bond purchase program by 
raising the pace of reduction in its monthly bond purchase program to US$30 billion (RM125.7 billion) per month, double the 
initial plan of US$15 billion (RM62.8 billion) per month, allowing the Fed to end the taper program by March 2022, three months 
earlier than the previous guidance. At that point, the Fed made no plans for a lift-off just yet, but the market was then pricing in 
three rate hikes for this year, followed by another three hikes in 2023. 

Five weeks later and in the last FOMC meeting in January 2022, the FOMC laid out a plan as to how it intends to tackle the 
runaway inflation. While the Fed raised rates by 25 bps in its March 2022 meeting, the pace of future increases will likely still be 
data-dependent. Jerome Powell, the Fed Chair, also did not rule out the possibility of raising interest rates at every FOMC meeting 
thereafter. With the February inflation print, the market has now taken a more serious bet as to the path and pace of rate hikes 
and the market is now pricing in between seven to eight more hikes after the March rate hike, including a potential double-hike 
of 50 bps in the upcoming May 2022 meeting or future meetings.  

The rate hikes are only one part of the Fed’s story for 2022. In addition, the Fed is also expected to shrink its balance sheet after 
the March rate hike, although the exact timing and quantum are yet to be communicated to the market. In its statement post the 
March 2022 meeting, the Fed signalled its intention to tighten its balance sheet as it commented that it will reduce the holdings 
of US treasuries and agency debt and agency mortgage-back securities at a coming meeting. 

MARKET HAS ADJUSTED TO INFLATION EXPEC TATIONS
As the market tends to be forward-looking, the spike in the headline and core inflation numbers has seen the market reacting 
almost without a blip as both the 10-year and 5-year breakeven inflation rate has barely changed. As seen in Figure 5, over the 
past six months, since the Core CPI and PCE have increased by 243 bps and 161 bps, the actual movement in the US 10-year and 
5-year break-even point is lesser, at just 58 bps and 110 bps to 2.92% and 3.57% respectively, although much of the movement 
occurred after the Russian invasion of Ukraine, which raised some long-term expectations as to where inflation would be in five 
and ten years. 

At the same time, the slower rise in inflation expectations also shows that the market has priced in the expectations that inflation 
may have peaked, and going forward this will normalise, as the Fed begins to raise rates from the current rate of between 0.25-
0.5%. With the bond purchase program expected to end in March as well, all eyes are also on the Fed’s potential move to start 
shrinking its balance sheet, which has reached almost US$8.9 trillion. 

Figure 5: US 10-year & 5-year Inflation Break-Even Point (Jan’18 – Mar’22*)
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CHINA 
Key Growth Driver to World Economy in 2022

Figure 6: China’s Quarterly GDP (1Q2020 – 4Q2021)
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Figure 7: China’s Industrial Production & Retail Sales (Dec’19 – Feb’22)
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Unlike the US, China is not seeing inflation pressure, at least at the consumer level 
and hence the Chinese government is said to be lucky to have the policy tools to react 
as inflationary pressure is hardly present. The recent regulatory clampdown on certain 
sectors and worries on the impact of a slowing property market that may hurt growth 
this year has not gone unnoticed as the People’s Bank of China reacted in early 
December last year with a lower 1-year loan prime rate by 5 bps to 3.8%, which was 
subsequently lowered to 3.7% in January 2022. Although the Chinese economy managed 
to expand at a rapid pace of 8.1% in 2021, the bulk of the overachievement was 
mainly due to the strong 18.3% y-o-y economic expansion in 1Q of 2021, which was 
mainly attributable to the low base effect from the previous year due to the lockdown 
measures introduced then, as seen in Figure 6.

The latest monthly figures do suggest that China sees some momentum returning as 
both retail sales and industrial production data suggest growth is rather intact. This 
is observed in Figure 7 which shows growth in the two key data points was strongest 
since June and July last year. 

Going forward for 2022, while most market 
economists expect China to register 
growth within the 5% range, the 
government is bolder, expecting growth 
to hit 5.5% as the government takes 
measures to sustain economic recovery 
but to also provide economic stimulus 
measures as well as liquidity and to 
stabilise home prices.  

Nevertheless, with the stock market 
experiencing one of the biggest challenges 
since the Global Financial Crisis (GFC) of 
2008, not only due to the US move to 
delist Chinese based companies listed 
there but also due to tighter regulatory 
controls across several sectors, including 
the technology sector, the cascading 
impact to the real economy can be severe. 
Furthermore, as China is also taking 
measures to assist Russia due to sanctions 
imposed by the west and the US, the move 
may hurt the world’s second-largest 
economy as well due to potential action 
that the US may take to limit Chinese 
exports.
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ASEAN-6 
An Oasis  of  Prosperity

A slowing China may have an impact on 
ASEAN economies, but as the ASEAN 
economies themselves were severely 
impacted in the 2H of 2021, which caused 
a significant downshift in the growth 
trajectory for 2021, the impact for ASEAN 
in 2022 from a slowing Chinese economy 
is expected to be less severe. Based on 
data up to 4Q of 2021, ASEAN economies 
had a distinctive pattern as most 
economies saw a peak in GDP growth in 
the 2Q of 2021 as seen in Figure 8. 

Individually, 4Q 2021 GDP growth ranged 
between 1.9% y-o-y expansion for Thailand 
to the Philippines’ strong 7.7% y-o-y jump.

Figure 8: GDP Growth of ASEAN-6 (1Q2020 to 4Q2021)
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INDONESIA 
Sustained Growth

Indonesia, being a commodity exporter, is 
seen as a beneficiary from current high 
market prices for key export products. 
Indonesia is also poised to see a better 
fiscal position with the implementation of 
tax reforms that the government had 
introduced in 2021. Indonesia’s Foreign 
Direct Investments (FDI) from key global 
players last year saw greater rollout, 
especially in areas related to e-commerce 
and start-ups, electric vehicle (EV) 
batteries, and infrastructure development. 

Figure 9 shows Indonesia’s recent key 
statistics in which both exports and 
imports are still growing at a strong pace 
despite the higher base effect from 2021, 
while retail sales are also decent rising by 
double digits in January and February 
2022.

Despite the positives, Indonesia may see sustained inflationary pressure mainly due 
to the higher oil prices. While the government has the room to raise rates marginally 
by 50-75 bps, any further hikes from this scenario could derail the economic growth 
outlook in 2022. The IMF expects the Indonesian economy to expand 5.6% this year, 
having registered a growth of 3.7% last year, although Bank Indonesia itself has a 
lower growth estimate at between 4.7%-5.5%. 

Figure 9: Indonesia’s External Trade & Retail 
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THAILAND 
A Crucial  Year

The Thai economy was one of the hardest-
hit within ASEAN mainly due to the impact 
of COVID-19 on the tourism sector. After 
two years of dismal GDP growth (2020: 
-6.2%, 2021: +1.6%), the Thai economy 
will only see greater economic recovery 
if the tourism sector is opened up with 
tourist dollars returning to boost the 
domestic economy. The Thai Finance 
Ministry expects a GDP growth of 4% this 
year. So far, the month of January was 
decent as some 130,000 international 
arrivals were recorded, although still a 
long way to catch up to the pre-COVID-19 
level of more than 3 million international 
tourists per month as seen in Figure 10. 
The Thai government expects tourist 
arrivals to reach between 5.5 million this 
year as the economy slowly opens up to 
international travellers. 

While the expected hike in US Fed Fund Rate by as much as 175-200 bps in 2022 
may add some pressure for the Bank of Thailand to raise interest rates. The relatively 
high domestic household debt to GDP of almost 90% may also hinder the central 
bank from raising rates anytime soon. However, the recent spike in global oil prices 
has caused some worries as the government is expected to spend more to subsidise 
fuel but at the same time, the higher retail price is slowly causing inflation pressure 
to increase, which may see the Bank of Thailand, raising benchmark interest rates in 
either the 3Q or 4Q of 2022. 

Figure 10: Thailand’s Tourism Arrivals (2019 – Jan’22)

Source: Ministry of Tourism & Sports, Thailand
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VIETNAM 
A Strong 2022

Vietnam was a late casualty of COVID-19 
as cases only really started to spike up in 
2H of 2021 and a second wave emerged 
in December last year. Despite the 
relatively high number of cases, the 
Vietnamese economy surprised economists 
as 4Q GDP came in much stronger than 
expected at 5.22% against a forecast of 
3.7%, allowing the economy to grow by 
2.58% for the whole of 2021. This perhaps 
is a manifestation of Vietnam’s relatively 
high full vaccination rate, which has 
already reached 79.8% of the population 
at the time of writing. 

Figure 11: Vietnam’s Economy Set to Bounce Back in 2022(f)*

Source: General Statistics Office, Vietnam; *(f) forecast
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Given that the economy is returning to normalcy, according to the World Bank, the 
Vietnamese economy is poised to return to the pre-pandemic pace in 2022 with a 
growth of 5.5% as domestic demand, exports, and manufacturing activities are expected 
to go full swing as seen in Figure 11.
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PHILIPPINES 
Rising Expec t ations

The Philippines economy, which has bounced back nicely with a 4Q GDP growth of 
7.7%, finish the year 2021 on a strong note with GDP growth of between 5.7%. Barring 
the impact of Omicron on the economy, the Philippines is expected to see a strong 
economic rebound in 2022 as various measures are put in place, and the upcoming 
Presidential election will likely spur accelerated spending by the government. Despite 
some inflationary pressures, as observed in other countries as well, the government 
has taken steps to cushion the impact on businesses and households by introducing 
mitigating measures to contain the rise in consumer product prices.  

For 2022, not only the Philippines is expected to register stronger GDP growth of 
between 5.9% and 6.3% based on estimates by the World Bank and the IMF, but it 
is also poised to be the strongest ASEAN economy this year due to the confluence of 
factors. This includes rising foreign worker remittances, stronger export growth mainly 
due to recovery in the global economy, and higher infrastructure spending. Nevertheless, 
the Philippines’ pace of imports growth continues to outpace exports, resulting in a 
deep trade deficit, which has averaged US$5 billion per month over the last two months 
alone as seen in Figure 12.

Figure 12: Philippines External Trade (Aug’21 – Jan’22)
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SINGAPORE 
A Mixed Picture

Singapore 4Q 2021 GDP growth of 6.1% was one of the strongest in the ASEAN region, but of course much slower than the 
preceding quarters’ expansion of 7.1%. This allowed the economy to expand 7.6% for 2021 from the 4.1% contraction experienced 
in 2020, mainly driven by the lower base effect as well as growth in the manufacturing sector, which propelled the city-state’s 
exports. However, Singapore’s February 2022 Non-Oil Domestic Exports (NODX) has slowed down due to a growth of 15.7% y-o-y 
as demand for electronic and non-electronic products eased as seen in Figure 13.

With the hike in Goods and Service Tax (GST) next year to 8% from the current rate of 7%, there may be some pent-up demand 
that could boost consumption, especially for large ticket items. Singapore will raise the GST rate to 9% effective January 2024. 
The economy, which is also rather dependent on tourism, is expected to see a steady recovery as borders are allowed to open. 
Singapore will allow fully vaccinated travellers and non-vaccinated children to enter quarantine-free and without the need to use 
Vaccinated Travel Lanes (VTLs) or apply for passes, beginning April 1, 2022. 

Another concern for Singapore is the rising inflationary pressure. Although Singapore has adjusted to the slope of the Singapore 
Dollar’s nominal effective exchange rate upwards in February, the Monetary Authority of Singapore (MAS) may take further measures 
in April this year, especially to tackle imported inflation. Singapore’s inflation rate for February sustained its upward trajectory as 
headline inflation rose to 4.3% y-o-y. However, the core inflation reading eased to register a growth of 2.2% y-o-y against a 2.4% 
increase in January.

Figure 13: Singapore Non-Oil Domestic Exports & Imports (Feb’21 – Feb’22)
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MALAYSIA
Back to  Pre-pandemic

When the 2022 Budget was presented by the Minister of Finance, the Minister had 
then pencilled in a GDP growth expectation of between 5.5-6.5% for this year. Based 
on estimates from 17 economists covering the Malaysian economy, the consensus 
estimate of between 4.8% and 6.5% appears to be in line with the government’s 
projections, which has a median and a mean value of 5.80% and 5.79% respectively 
as seen in Figure 14.

Figure 14: Malaysia’s 2021 GDP Growth Forecast (% change, y-o-y)
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Source: Various institutions

Although the Malaysian economy only expanded by 3.1% in 2021 and remained below 
the 2019 GDP value in real terms, the economy returned to the pre-pandemic as 
nominal GDP expanded by 9% to reach RM1,544.2 billion, exceeding the 2019 output 
level of RM1,513.2 billion. More astonishing was the fact that the Malaysian economy 
in the 4Q of 2021 rose by 12.1% y-o-y to reach RM424.3 billion – the highest ever 
quarterly GDP value in nominal terms. 

COVID-19 CAN THROW A 
CURVE BALL
Malaysia’s battle against COVID-19 is not 
over as the number of daily cases remained 
elevated but the consolation is that the 
vaccination rate has reached a respectable 
level with most Malaysians now already 
on their third shot. The economy has been 
fully opened up and the economic engine 
is now in full throttle. 

In addition, Malaysia’s economic data is 
showing increasing strength not only from 
the external front, but on the domestic 
front. Malaysia’s total exports for the first 
two months of 2022 hit RM213.3 billion, 
up 20.4% y-o-y. Growth in imports was 
respectable as total imports for the same 
period were higher by 22.6% y-o-y to 
RM175.0 billion. As a result, Malaysia’s 
total trade surged 21.4% y-o-y to hit 
RM388.3 billion, and the trade surplus 
improved by 11.2% y-o-y to reach RM38.3 
billion. 

MALAYSIA MAY HEAD FOR 
15TH GENERAL ELEC TION
Although the 15th General Election (GE15) 
is not due until mid-2023, there are 
increasing noise from certain factions 
within the current government to call for 
early elections and to obtain a fresh 
mandate from the people. This call 
intensified recently after the Barisan 
Nasional-led government won the Johor 
state elections convincingly, on the back 
of similar strong victories in the Sarawak, 
Melaka, and Sabah state elections earlier. 

If a strong mandate is obtained at GE15, 
it will be positive for the economy and 
this could lead to greater clarity and 
certainty in terms of policymaking and 
execution. The key determining factor is 
not only the inclusion of young voters as 
the voting age has been officially lowered 
to 18 years and the automatic voter 
registration, has increased the number of 
voters by approximately 39% to 21.1 
million voters from 15.3 million voters 
previously but how political parties are 
able to align themselves before going into 
the battleground. 
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MALAYSIA’ S ECONOMIC DATA SHOWS POSITIVE TREND
Domestically, indicators are also strong for other industries as rising commodity prices, 
which have helped both the oil and gas sector and the plantation sector, are propelling 
consumption and domestic demand. The February 2022 IHS Markit PMI rose to 50.9, 
which suggests that Malaysia’s engine of growth, the manufacturing sector, is back on 
its feet. Based on IHS Markit’s formula in studying the correlation between PMI prints 
and GDP growth, the February PMI print translates to a GDP growth of 5.6%. 

RESERVES AT NEAR-RECORD HIGH
Thanks largely FDIs as well as positive portfolio inflows, Malaysia’s international reserves 
is at a near record high in Ringgit terms. The latest mid-March 2022 data from BNM 
showed Malaysia’s international reserves have grown to RM479.8 billion as seen in 
Figure 15, although in US Dollar terms at US$115.2 billion, it is still 18.5% lower than 
its peak of US$141.4 billion in May 2013. 

Figure 16: Malaysia’s CPI & PPI (Jan’20 – Feb’22)

Source: Department of Statistics Malaysia, PPI is up to Jan’22

HIGHER MINIMUM WAGE 
OF RM1, 500 SEEN 
POSITIVE 
The Prime Minister has announced that 
Malaysia will raise the minimum wages 
for employees from RM1,200 to RM1,500 
per month with effect from May 1, 2022. 
Based on data from the Department of 
Statistics Malaysia (DOSM), salaries and 
wages paid in the manufacturing and 
services sectors, which account for 81.3% 
of the country’s GDP, is only 5.4% of 
revenue. However, this does not include 
other employee costs, which include 
training, medical coverage, statutory 
contributions, allowances, and other 
benefits. It is therefore not too far-fetched 
to assume that the overall total employee 
cost is in the region of between 7-8% of 
total revenue and probably not more than 
10% of the total cost. As the total number 
of workers under minimum wages currently 
is less than 10% of the country’s 16.37 
million workforce, wage increases will be 
likely in the region of between 5% and 
5.5%. 

A higher wage structure will not only 
result in an increase in disposable income 
for the B50 group, but help to boost the 
economy as well, as typically, the increase 
in wages will result in higher consumer 
spending. With total Compensation to 
Employee  (CE)  in  the  reg ion  of 
approximately RM526.7 billion based on 
the 2020 full year statistics, a 5% increase 
in the overall wage bill for employees will 
help the government to achieve the CE 
to GDP ratio from the 37.2% that was 
recorded in 2020 to 39%, ceteris paribus, 
and closer to the target of 40% that the 
government intends to achieve by 2025 
under the 12th Malaysia Plan.  

In addition, the higher disposable income 
of approximately RM26.3 billion, which is 
equivalent to about 1.7% of last year’s 
nominal GDP, can accelerate the pace of 
economic growth via higher consumer 
demand. 

Figure 15: Malaysia’s International Reserves (Jan’98 – Mar’22*)
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RISING CORE INFLATION 
Similar to the global inflationary pressure, Malaysia is also facing a similar headwind, 
mainly due to the low base effect as well as supply disruptions. Worse, the rise in headline 
CPI has also resulted in higher core inflation, while the PPI has been on a tear, despite 
some easing passed three months after hitting 13.2% y-o-y growth in September 2021. 
While this has not manifested itself into higher-end product prices on a broad basis, a 
sustained increase in PPI could pressure CPI to rise in the months to come. Figure 16 
shows Malaysia’s CPI and PPI reading is up to the latest reported months.
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RATE HIKES ON THE CARDS
Although the headline inflation has dropped back below the 3% mark, and within the BNM’s guidance for this year, the central 
bank is unlikely to be pressured to raise rates despite core inflationary pressure seen creeping up. Having said that, with economic 
momentum expected to pick up and with the Fed expected to raise interest rates aggressively this year, BNM may be under 
pressure to raise rates. Another factor that could be influential on BNM’s decision is the impact of higher minimum wages on 
aggregate prices as businesses may have no choice but to pass on the additional cost to consumers.  

With that, BNM is expected to raise the Overnight Policy Rate (OPR) by between 50 bps this year, once economic momentum is 
sustainable. With the expected rate hike, which will take the OPR to potentially as high as 2.25%, it is still seen as appropriate 
and accommodative to support the domestic economy as it is still below the pre-pandemic OPR of 3.00%.

FDI AT ALL-TIME HIGH
Based on statistics provided by the Malaysian Investment Development Authority (MIDA), Malaysia recorded a total approved FDI 
valued at RM208.6 billion for 2021, more than triple the previous year’s total of RM64.2 billion. The manufacturing sector took 
in the lion’s share of approved FDI, totalling RM179.6 billion or 86.1% of the total while the services and mining industry saw 
approved investments amounting to RM24.9 billion and RM4.1 billion respectively. Meanwhile, data from BNM shows FDI inflow 
of RM194.5 billion, up 39.5% y-o-y while FDI outflow expanded at a slower pace, rising by 11.9% y-o-y to reach RM139.6 billion, 
thus resulting in net FDI of RM54.9 billion in 2021, the highest ever recorded as seen in Figure 17.

Figure 17: Malaysia’s Net FDI (2008 – 2021)
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MALAYSIA Back to  Pre-pandemic
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RM’billion 2018(a) 2019 (a) 2020 (a) 2021 (a) 2022 (f)

Revenue 232.9 264.4 225.1 233.8 234.0

Expenditure (Incl. COVID Fund) 231.0 263.3 224.6 231.5 233.5

Surplus/(Deficit)  1.9 1.1  0.5 2.2  0.5 

Net Development Expenditure 55.3 52.6 50.1 63.3 75.0

COVID-19 Fund 38.0 37.7 23.0

Budget Deficit (53.4) (51.5) (87.6) (98.8) (107.5)

Statutory Government Debt 691.1 737.4 820.9 922.5 1,030.0 

Federal Government Debt 741.1 793.0 879.6 979.8 1,087.3 

Nominal GDP 1,447.8 1,513.2 1,416.6 1,544.2 1,626.2 

Statutory Debt/GDP (%) 47.7% 48.7% 58.0% 59.7% 63.3%

Debt/GDP (%) 51.2% 52.4% 62.1% 63.4% 66.9%

Budget Deficit as a % of GDP 3.7% 3.4% 6.2% 6.4% 6.6%

SUSTAINED FISCAL DEFICIT IN 2022
The 2022 Budget was a record of sorts. It was the biggest expansionary budget that Malaysia has ever seen with a total allocation 
of RM332.1 billion, which came with the largest allocation for gross development expenditure of RM75.6 billion. Going into the 
details of the budget itself, it showed Malaysia is expected to continue to run a budget deficit of RM97.5 billion for 2022, translating 
to a budget deficit to GDP of 6.5% and 6.0% respectively, based on the government’s estimate, which excluded RM10 billion 
additional sum for expenditure under the COVID-19 Fund.   

This would also mean that Malaysia will be raising its overall federal government debt from RM979.8 billion by the end of 2021 
to RM1,087.3 billion for this year. Figure 18 summarises Malaysia’s financial position based on data presented in the Fiscal Outlook 
2022 report and based on actual data for 2021. The federal government debt level is of course before taking into consideration 
committed guarantees (RM197.3 billion); 1MDB (RM32 billion); and other liabilities (RM151.1 billion). If all three are added, 
Malaysia’s total debt was at RM1,360.2 billion in 2021, and this may rise further to RM1,467.7 billion this year, which translates 
to a debt-to-GDP ratio of 88.1% and 90.3% respectively. This is of course assuming there is no further off-balance-sheet committed 
guarantees or in the form of other liabilities added into the government’s debt shoulders this year.  

Figure 18: Malaysia’s Debt/GDP and Budget Deficits (2018 – 2022(f)*)

Source: MoF; *(a) actual; (f) forecast. 2022(f) figures, other than revenue and net development expenditures are in-house estimates 

Back to  Pre-pandemic
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RINGGIT – A RELATIVELY STABLE CURRENCY
As the Dollar has been riding on strong momentum, on the back of expectations that the US Fed will raise rates aggressively this 
year and into 2023, the Ringgit has performed relatively well despite the challenges. The Dollar Index, which measures the strength 
of the greenback against major currencies is up 3.2% year-to-date, after rising 6.4% in 2021. 

For the Ringgit, the local currency has been supported by the net positive impact to Malaysia from the commodity super-cycle 
rally as well as the continuous inflow of portfolio funds in 2021 and up to February 2022. Figure 19 summarises the portfolio 
inflow experienced by both the fixed income and equity markets. Last year, Malaysia had total portfolio inflows of RM30.4 billion 
against an outflow of RM6.2 billion in 2020. The positive trend is sustained into 2022, with a total portfolio inflow of RM9.8 
billion in the first two months of 2022. 

As for the Ringgit, despite weakening against the US Dollars by 4.1% in 2021, the Ringgit was stronger against the Euro and the 
Yen by 4.2% and 6.7% respectively. For this year, the Ringgit continues to show strength against the Euro and the Yen, appreciating 
by 1.8% and 4.2% respectively but remained weaker against the greenback with a decline of 1.3%. 

Against the regional currencies, except with a 6.7% gain on the Thai Baht in 2021, the Ringgit has been relatively weaker against 
most Asian currencies last year and this year. Figure 20 provides a brief overview of the Ringgit’s performance against major 
currencies in 2021 and up to March 24, 2022. 

Figure 19: Foreign Portfolio Inflows (Dec’17 – Feb’22)

Source: Bursa Malaysia, BNM

Dec 17 Mar 18 Jun 18 Sep18 Dec 18 Mar 19 Jun 19 Sep 19 Dec 19 Mar 20 Jun 20 Sep 20 Dec 20 Mar 21 Jun 21 Sep 21 Dec 21

-15.0

-10.0

0.0

5.0

10.0

RM’ Bil

Figure 20: Ringgit’s Performance in 2021 & 2022*
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