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EXECUTIVE SUMMARY
• Despite the muted 1H report card as far as economic growth is 

concerned, there is still no light at the end of the tunnel as the 
global economy continues to struggle to contain inflationary 
pressure, while COVID-19 flare-ups continue to plague China. 

• With the Russian invasion of Ukraine now entering the seventh 
month, the global growth expectations have been severely impacted 
while a gas crisis in Europe may trigger a recession.

 
• Both the International Monetary Fund (IMF) and the World Bank 

have slashed their growth expectations with growth seen at just 
3.2% and 2.9% respectively this year, primarily due to slower 
growth from Advanced Economies, in particular, that of the United 
States (US) and Eurozone. 

• For the United States, despite some success in curtailing the runway 
inflation prints, core headline numbers remained elevated, leaving 
the Federal Reserve (Fed) with no choice but to continue its rate 
hike cycle for a longer period and at a much higher rate than 
initially thought. 

• ASEAN remains a beacon of global economic growth despite 
experiencing similar inflationary pressure as most ASEAN countries 
have taken measures to contain price increases with a combination 
of higher subsidies as well as joining other central banks in raising 
rates. 

• The Malaysian economy is poised to register a gross domestic 
product (GDP) growth of 6.5% in 2022, well ahead of the upper 
end of the guided growth rate of between 5.3%-6.3% by the Bank 
Negara Malaysia (BNM). While the Overnight Policy Rate (OPR) 
may see a further 25 basis points (bps) hike to 2.75%, interest 
rates remain accommodative to support economic growth.

• The Budget 2023, which has been brought forward to October 7, 
will likely see the Government calling for an early election, with 
the Mid-November window now seen as an opportune time for 
the 15th General Election (GE15) to be held.

• The Government’s finances remain healthy with a projected budget 
deficit to be below the 6% threshold envisaged for the year. The 
challenge for the Government will be to introduce new taxes post-
GE15 as the Government is in dire need to boost its tax revenue, 
which as a percentage of GDP remains low. 
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GLOBAL

The World Bank, in its June 2022 update, revised its global GDP growth for 2021 from 4.1% to 2.9%, while, the IMF, which had 
previously forecasted GDP growth of 4.4% for 2022, has now lowered its 2022 estimate to just 3.2%. 

Both the World Bank and the IMF cited almost similar reasons for the slower growth projections as the world economy continues 
to be impacted by high commodity prices, which has led to higher inflationary pressure. The global economy has also been hit by 
lockdowns in China due to COVID-19, which has also disrupted supply chains. Steps taken by central banks to increase interest 
rates have not only raised borrowing cost but has increased economic risk with greater uncertainty. 

For the IMF, an alternative scenario in which if some of the above risks materialise, global growth could be even slower at 2.6% 
and 2.0% in 2022 and 2023 respectively. 

The current forecast by the two world bodies is summarised in Figure 1:

Source: J.P. Morgan, IHS Markit

SLOWING GLOBAL GROW TH 
Recent global monthly indicators showed that the global economy has entered into 
the contraction phase. As can be observed from Figure 2, the latest August 2022 
J.P.Morgan Global Purchasing Managers’ Index (PMI) Composite Output Index has 
dropped below the 50.0 mark, which is the mid-point between economic contraction 
and growth. Although the J.P.Morgan Global Manufacturing (PMI) remains above 50.0, 
the reading is just marginally above the threshold. Both indicators have been on a 
downtrend over the past few months and are at the lowest point since June 2020. 

Source: IMF, World Economic Outlook Update, July 2022; World Bank’s Global Economic Prospects, June 2022
*(f) forecast

% chh y-o-y

Figure 1: Global GDP Growth Forecast (2022 – 2023)
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Figure 2: J.P. Morgan Global PMIs (Jan’20 – Aug’22)
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UNITED STATES
Al l  About  Inf lat ion & Fed Fund Rates

Despite measures taken by major central banks to tackle inflationary pressure with 
rate hikes, inflation has remained persistently high, both in the US, the Eurozone, some 
parts of Asia as well as Malaysia. 

The US economy, as a result of the Federal Reserve’s move to raise interest rates, has 
already seen a negative impact as the world’s largest economy has entered what 
economists define as a technical recession. The US economy, having contracted by 
1.6% in the 1Q of 2022, saw a smaller contraction of 0.6% in the 2Q of 2022. At the 
same time, since the start of the year, the US has also raised the benchmark Fed Fund 
Rate (FFR) by as much as 225bps to its current level of between 2.25%-2.50% from 
its base level of 0.0%-0.25% at the start of the year. As the Fed’s primary objective 
is to bring the inflation rate down, the Fed has turned aggressive with a jumbo 75bps 
hike each in the last two meetings, having raised the FFR by 25bps and 50bps in its 
March and May Federal Open Committee Meetings (FOMC) respectively. 

The Jackson Hole Symposium held in the third week of August saw the Fed Chair, 
Jerome Powell, turning ultra-hawkish with his comments that the Fed will continue its 
battle against inflation “until the job is done” of getting the core Personal Consumption 
Expenditure (PCE) back to its 2% target. Powell also commented that the cost of 
bringing down inflation will “bring some pain to households and businesses” as higher 
rates for a longer period will be necessary to contain inflationary pressure.

Based on the latest forecast in June 2022, the Fed expects Core PCE for this year to 
stabilise at 4.3%, 20bps higher than its previous forecast made in March 2022. The 
Fed also raised the median FFR to 3.4% in 2022, before rising further to 3.8% in 2023 
and easing back to the 3.4% level in 2024. Figure 3 provides details of the Fed’s 
estimates between 2022 and 2024 as well as long-run projections. In essence, after 
the 225bps increase in the FFR since March 2022, the Fed is still looking to hike in 
the remaining three occasions it meets this year based on the June 2022 forecast.

Since then, PCE prints and headline inflation data have remained elevated and the Fed 
has been aggressive to contain inflationary pressure, having raised 150bps in its last 
two meetings alone. The Fed is even prepared to raise rates by another 75bps in its 
coming September meeting, which will bring the FFR to 3.00%-3.25%. Based on FFR 
futures, the market is expecting a 50bps hike in the FOMC’s November meeting, while 
another 25bps hike is now priced-in for the December FOMC meeting. In essence, the 
FOMC is expected to raise the benchmark FFR by as much as 375bps this year to end 
the year at 3.75%-4.00%, well above the FFR target established by the Fed in its June 
2022 communique. 

RUNWAY INFLATION HARD 
TO CONTAIN
After hitting a 41-year high in June with 
the Consumer Price Index (CPI) rising by 
9.1%, the US inflation print saw a smaller 
increase of 8.5% in July. Core inflation 
print too eased with the reading of 4.6% 
year on year (y-o-y) from June’s rise of 
4.8% and well below the March 2022 high 
of 6.5%. 

The US treasuries have also experienced 
significant volatility over the past few 
months and the recent selling pressure 
has taken the three benchmark papers, 
the 2-year, 5-year, and the 10-year to 
3.56%, 3.44%, and 3.31%, translating to 
a yield spike of 283bps (from 0.73%), 
218bps (from 1.26%), and 180bps (from 
1.51%) respectively year-to-date. 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 inverted 
with a spread of -25bps, signaling recession 
fears among investors. A negative yield 
spread is also seen between the 30s and 
2s, at -11bps, between the 5s and 2s, at 
-12bps, and between 10s and 5s at -13bps. 

Source: US Federal Open Market Committee (FOMC), June 15, 2022

Figure 3: Key US Indicators (2022 – 2024 & Long Run)

Change in % 2022 2023 2024 Long Run

Real GDP Forecast 1.7 1.7 1.9 1.8

Unemployment Rate 3.7 3.9 4.1 4.0

PCE Inflation 5.2 2.6 2.2 2.0

Core PCE Inflation 4.3 2.7 2.3 –

Federal Fund Rate 3.4 3.8 3.4 2.5
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THE COMMODIT Y BOOM REMAINS ELEVATED
Despite some easing pressure among selected commodities, supply disruption issues and COVID-19 lockdowns in China as well 
as the sustained war in Ukraine are key factors that have pushed commodity prices higher. The recent gas crisis in Europe, which 
has taken prices for next year’s supplies to as high as €1,050 per megawatt hour can cause serious economic damage to the 
Eurozone if it is not contained or intervened. Figure 4 explains that it is the increase in commodity prices that has caused not 
only higher inflation prints in the US, but has also resulted in a higher Producer Price Index (PPI) too.

Figure 4: Rise in Commodity Prices is Driving Inflation (May’19 – July’22)
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The Bloomberg Commodity Index (BCI) is an index that tracks 23 commodity futures contracts in six different sectors including 
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 almost 23% in the past year and near 20% since the start of 2022. Judging by lower core PCE prints 
over the past four months, the recent decline in commodity prices from their multi-year peaks will surely bring the PCE or inflation 
readings globally lower in the coming months. This expectation has now been built into the 5-year, 5-year, forward inflation rate 
(T5YIFR) as seen in Figure 6. The chart is a reflection of what the market thinks the inflation rate will average over the next five 
years in five years. The T5YIFR hit a peak on April 21, 2022, at 2.67%, and since then has dropped to 2.08% in early July but has 
now climbed back to 2.33%, approximately 34bps lower than its recent peak. Interestingly, the drop in the T5YIFR corresponds 
very well with the drop in commodity prices as well with a relatively high correlation coefficient of 0.84.

UNITED STATES Al l  About  Inf lat ion & Fed Fund Rates

Figure 6: Inflation Expectations & Commodity Prices Are Highly Correlated
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Source: Federal Reserve Bank of St. Louis, Bloomberg. Data up to September 9, 2022

MARKET HAS ADJUSTED TO INFLATION EXPEC TATIONS
As core inflation prints eased from the peak by between 60-70bps, both the 10-year and 5-year breakeven inflation rates also have 
eased from the peaks seen in March and April 2022. The US 10-year and 5-year break-even point has dropped by 53bps and 
108bps to 2.42% and 2.51% respectively as seen in Figure 5, as a faster decline has also been observed in the 5-year breakeven 
inflation rate compared with the 10-year breakeven inflation rate.

Figure 5: US 10-year & 5-year Inflation Break-Even Point (Jan’18 – Sept’22*)
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CHINA 
Dragging Global Growth 

Figure 7: China’s Quarterly GDP (1Q2020 – 2Q2022)
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Figure 8: China’s Industrial Production & Retail Sales (Dec’19 – July’22)
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While the US has gone into a technical recession, China, despite not seeing inflation pressure, has suffered greatly on two counts. 
First is the numerous lockdowns that the Chinese Government has adopted with its Zero-COVID policy, and second, the debt 
build-up among its major property development companies is dragging investors’ confidence in the health of the real estate market 
to the extent that buyers are resorting to a mortgage boycott. The Chinese economy, which expanded at a modest 4.8% pace in 
the 1Q of 2022, went into a tailspin with growth barely present, as the world’s second-largest economy only saw a growth of 
0.4% y-o-y in the 2Q of 2022 as seen in Figure 7. The People’s Bank of China has the policy tools to respond to the crisis and it 
is one of the rare global central banks that has been cutting rates to jump-start the economy. The 1-year Loan Prime Rate (LPR) 
and the 5-year LPR have been lowered by as much as 20bps and 35bps since the start of the year to 3.65% and 4.30% respectively. 
In addition, the Chinese Government is also expanding support for the economy with massive economic stimulus, the latest being 
an additional 1 trillion yuan funding, focused on the development of infrastructure projects. This is in addition to the 300 billion 
yuan that was announced in June 2022. Local Governments also were allocated additional 500 billion yuan of special bonds from 
the previously unused quota. 

The latest monthly figures have been disappointing as, despite the rebound post 
lockdown in major Chinese cities between March to May, the rebound in key economic 
data has been lacklustre with Industrial Production and Retail Sales rising by just 3.8% 
y-o-y and 2.7% y-o-y respectively as seen in Figure 8.

Going into the 2H of 2022, economists 
have lowered their growth expectations 
for China to just 3.5%, a far cry from the 
5% projected earlier this year while the 
Chinese Government itself has not reduced 
its initial growth projection of 5.5% for 
2022. The IMF and the World Bank also 
have slashed their growth expectations 
for China this year to just 3.3% and 4.3% 
from the previous estimate of 4.4% and 
5.1% respectively. 

GEOPOLITICAL RISK UP A 
NOTCH
The historic visit by US House Speaker, 
Nancy Pelosi to Taiwan was surely one of 
the highlights of the year as far as Sino-
American ties are concerned. Her visit to 
Taiwan, the first by a high-ranking US 
official in 25 years, was not only watched 
live by hundreds of thousands around the 
globe on flight-tracking devices but caused 
a significant level of alertness between 
the Chinese military force and the US air 
and sea defence. With China later 
announcing plans to conduct military drills 
near Taiwan, other foreign dignitaries, 
especially from the US and Japan, also 
have made their way to Taipei since Pelosi’s 
historic visit, angering China even more 
as China holds on to its one China policy. 
The heightened geopolitical risk will be 
closely watched over the next few months 
as Taiwan sees these visits as a means of 
support for its position as well as to boost 
trade relations between Taiwan and major 
economic powerhouses like the US, 
Canada, and Japan.
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ASEAN-6 
An Oasis  of  Prosperity

Surprisingly, the ASEAN-6 economies have done reasonably well in the latest 2Q economic report card, despite the US economy 
entering a technical recession while China’s economic growth almost came to a standstill during the period. ASEAN economies 
saw a strong pick-up in economic momentum as countries took steps to open up their respective economies, especially those 
related to international borders. The weaker ASEAN currencies vis-à-vis the Dollar and strong commodity prices also helped to 
boost manufacturing output and the value of resources produced, amid higher inflationary pressure. 

Based on data up to 2Q of 2022, ASEAN economies had a distinctive pattern as most economies saw a peak in GDP growth in 
the 2Q of 2022 as seen in Figure 9. Individually, 2Q 2022 GDP growth ranged between 2.5% y-o-y expansion for Thailand to 
Malaysia’s strong 8.9% y-o-y jump. 

Figure 9: GDP Growth of ASEAN-6 (1Q2020 to 2Q2022)
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INDONESIA 
Sustained Growth

Being a major commodity exporter, Indonesia is a strong beneficiary of the strong 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 introduced in 2021. 
Budget 2023, which was tabled in mid-August 2022, has outlined strong economic plans with a budget deficit target of 2.85%, 
down from the 3.92% deficit forecasted for 2022. As a percentage of GDP, Indonesia expects Government revenue at 11.6% next 
year from 13.0% this year with Government expenditures expected to decline to 14.5% from 17.0% this year. The Indonesian 
Government has recently raised inflation expectations as the Government has taken steps to reduce fuel subsidies too. 

Figure 10 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 decent, having recovered from the recent slump with the July 2022 growth 
registering an expansion of 8.7% y-o-y. 

Despite the positives, Indonesia may see sustained inflationary pressure mainly due 
to the higher oil prices. While the Government has recently raised rates the benchmark 
7-day reverse repurchase rate by 25bps to 3.75%, Bank Indonesia (BI) sees core inflation 
accelerating to 4.15% this year from a previous projection that it will stay within the 
2%-4% band, and expects headline inflation to hit 5.24% from a prior range of 4.5%-
4.6%. The governor of BI has highlighted evidence of second-round effects and added 
that inflation in 2023 may also breach BI’s 2%-4% target as the Government has 
implemented hikes in fuel prices in late August, but to ensure the lower income group 
is least affected, the Government will be implementing cash hand-outs costing some 
Rp24.2 trillion or US$1.6 billion. Year-to-date and up to August, headline and core 
inflation averaged 3.8% and 2.6% respectively. BI is expected to raise the benchmark 
rate by at least another 50bps to end the year at 4.25%. On economic growth, the 
Indonesian economy will likely be able to sustain itself towards the upper end of the 
BI’s guided forecast of between 4.5%-5.3%, although the Government itself is more 
upbeat with projected GDP growth of between 5.1%-5.4%, while the IMF and the 
World Bank expects the Indonesian economy to expand by 5.3% and 5.1% respectively.

Figure 10: Indonesia’s External Trade & Retail Sales 
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THAILAND 
Missing The Touri$t  Dol lar$ 

Within the ASEAN economies, the Thai economy is among the slowest to return to 
the pre-pandemic level as the Kingdom is struggling to bring tourism back to life. The 
weaker Thai Baht as well as rising imports are also hurting the economy as the trade 
deficit has widened while investments have slowed. The Thai economy expanded by 
just 2.5% y-o-y in the 2Q of 2022 and was well below the market estimate of a 3.1% 
growth. Tourism remains the key to Thailand’s economic recovery hopes rest of the 
recovery in the tourism sector as the economy is far too dependent on tourism to 
return to the pre-pandemic level. So far, for the first seven months of 2022, tourist 
arrivals have increased to 4.64 million and the Thai Government expects tourist arrivals 
to exceed 8 million this year, from the earlier estimate of 5.5 million, as the economy 
has slowly opened up to international travellers, with almost all COVID-19 related 
protocols removed. The real recovery for the tourism sector will likely be in 2023 as 
the Government expects tourist arrivals to reach 19 million next year. 

As inflation in Thailand also has been on an upward trajectory, the Bank of Thailand (BoT) raise its 1-day repurchase rate by 25bps 
to 0.75% in August 2022. Inflation in Thailand has surged to a high of 7.9% while the core inflation rate hit 3.1% in August. BoT 
is expected to continue to raise rates with potential two 25bps moves each, which will take the benchmark rate to 1.25% by the 
end of the year. As for the inflation forecast, the Government expects headline inflation to hit 6.2% this year before moderating 
to 2.5% in 2023. Economic growth this year should be much stronger in the 2H of the year as tourist dollars are expected to 
contribute to growth momentum. The Finance Minister expects the Thai economy to expand between 3%-3.5% this year, which is 
higher than both the IMF and World Bank estimates of 2.8% and 2.9% respectively. 

Figure 11: Thailand’s Tourism Arrivals (2019 – Jan-Aug’22)

Source: Ministry of Tourism & Sports, Thailand
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VIETNAM 
Firing on All Cylinders

With the Vietnamese economy fully opened up, the Vietnamese economy continue to surprise economists as 2Q 2022 GDP came 
in much stronger than expected, rising by 7.72% y-o-y – the fastest quarterly growth in 11 years, allowing the economy to grow 
by 6.42% for the 1H of 2022. Vietnam’s export growth has been sustained at a relatively high level, with the latest August month 
seeing a growth of 22.1% y-o-y. The strong growth is not only due to the low base effect from last year’s COVID-19 lockdowns 
but also due to the diversion of demand from China due to lockdowns in certain cities, especially in the textile and garments 
industry. 

Despite the strong economic growth, not only due to the firm external demand but also domestic demand, Vietnam has kept 
inflationary pressure well under control with the year-to-date headline inflation at just 2.6% and the core inflation rate at 1.6%. 
According to the World Bank, the Vietnamese economy is poised to register a growth of 7.5%, the fastest growth rate since 2005, 
as economic recovery post-COVID-19 is seen accelerating, thanks to the surge in manufacturing activities and a rebound in the 
services sector as seen in Figure 12.

Figure 12: Vietnam’s GDP (2015 – 2022(f)*)

Source: General Statistics Office, Vietnam; World Bank for 2022; *(f) forecast
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PHILIPPINES 
A Slower  2H of  2022

The Philippines economy sustained its strong growth momentum as the 2Q 2022 GDP 
grew by 7.4% y-o-y, although lower than the 1Q growth of 8.2%. However, with the 
Presidential election over and with the central bank, Bangko Sentral ng Pilipinas (BSP), 
turning hawkish, growth in the second half of the year will likely be slower. The BSP 
has so far raised its benchmark Overnight Reverse Repurchase (RRP) Rate by 175bps 
and was last seen at 3.75%, as inflation remains above target. The BSP now expects 
inflation to average 5.4% this year as headline inflation has averaged 4.9% year-to-
date, while core inflation is now at 2.9% for the first eight months of 2022. BSP is 
expected to raise RRP by another 25bps to 4.00%, before re-assessing the need to 
tighten any further. 

With slower GDP growth in the 2H of 2022, the Philippines is expected to register a 
GDP growth of between 6.5%-7.5% for the year. The World Bank expects the Philippines 
to register a GDP growth of 5.7% this year while the IMF is a bit more upbeat with 
a forecast growth of 6.7%. One worrying trend is the slowing export growth and 
sustained high import growth which is causing the Philippines’ trade deficit to widen 
and was last seen at US$5.9 billion as seen in Figure 13. 

Figure 13: Philippines External Trade (Aug’21 – July’22)
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SINGAPORE 
Feeling the Heat of Global Economic Slowdown

Singapore 2Q 2022 GDP growth of just 4.4% y-o-y, which also showed that the economy contracted by 0.2% quarter on quarter 
(q-o-q) was indeed a reflection and the pain the Island nation is suffering due to slowing growth in China as well as the technical 
recession in the US. Recent external trade data also showed that the economy is indeed slowing down and it may not come as a 
surprise if 3Q GDP data will again show a deeper contraction in the economy on a q-o-q basis. Singapore’s July 2022 Non-Oil 
Domestic Exports (NODX) have slowed down with a growth rate of just 7% y-o-y as demand for non-electronic products eased as 
seen in Figure 14.

Singapore is also battling hard against rising inflationary pressure. Although Singapore has adjusted both the slope of the Singapore 
Dollar’s nominal effective exchange rate (S$NEER) upwards and re-centered the S$NEER to the prevailing rate, Singapore still has 
not been able to tackle inflationary pressure. Singapore’s inflation rate for July rose to 7% y-o-y, while the core inflation reading 
surged to 4.8% y-o-y. Singapore does expect inflation to peak next quarter and hence a further tightening measure is certainly 
not ruled out. As for economic growth, Singapore is expected to register a growth of 3%-4%, after having improved by 4.2% in 
the 1H of 2022. 

Figure 14: Singapore Non-Oil Domestic Exports & Imports (Feb’21 – July’22)
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MALAYSIA
Riding High

The Malaysian economy accelerated in the 2Q 2022 period, registering a growth of 
8.9% y-o-y and easily beating market expectations of a 7.9% increase. The stronger 
than expected 2Q GDP growth was certainly a welcome relief for Malaysia as the 
nation battled against surging commodity prices via increased subsidies while the 
opening up of the economy saw the manufacturing and services sector recording strong 
momentum with a growth of 12.0% and 9.2% y-o-y respectively. Domestic demand, 
which accounts for 92.7% of the economy, was stellar, rising by 11.7% y-o-y, primarily 
driven by private sector consumption, which expanded by 11.2% y-o-y. Of course, the 
strength of the 2Q economic data was also helped by the base effect as the 2Q period 
last year was mostly impacted by the Movement Control Order (MCO) 3.0 in May 
2021 and the Full MCO (FMCO) in June 2021, which was gradually eased between 
July and September last year as the National Recovery Plan kicked-in. 

With the strong 2Q 2022 GDP growth data, the momentum is likely to be carried 
through in the 3Q of 2022, as last year’s 3Q and 2Q GDP value in real terms was 
very much the same, at about RM336.1billion for each of the two quarters. Thus, even 
if Malaysia’s 3Q 2022 GDP in real terms is equivalent to the pre-pandemic level of 
RM361.1billion as seen three years ago, the Malaysian economy will again likely show 
strong GDP growth of 7.4% y-o-y in the current quarter. This is already a conservative 
assumption as the 2Q 2022 GDP value in real terms was 4.7% higher than the 2Q 
2019 GDP output of RM349.9billion. On the assumption that the economy in real 
terms has an unchanged output level on a q-o-q basis, the 3Q 2022 GDP growth will 
again hit another 8.9% headline number. This has resulted in a higher consensus 
median estimate for the Malaysian economy, which has been raised by 0.8 percentage 
points to 6.5% against 5.7% earlier and is now even above the upper end of BNM’s 
guided growth rate of 5.3%-6.3%, while the mean forecast value is now at 6.46%. 

Figure 15: Malaysia’s 2022 GDP Growth Forecast (% change, y-o-y)
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Source: Various institutions

STRONG ECONOMIC DATA
Malaysia’s economic data is showing 
increasing strength not only from the 
external front but also on the domestic 
front. For the first seven months of 2022, 
Malaysia’s total exports increased by 27.8% 
to RM873.1billion while imports jumped 
32.5% to RM734.5 billion, giving rise to a 
trade surplus of RM138.6billion, up a 
modest 7.4% y-o-y. 

Malaysia’s unemployment rate has dropped 
to just 3.7% as of July 2022. Data from 
the Department of Statistics also showed 
a strong showing in Manufacturing Sales, 
which increased by 23.8% y-o-y in July to 
RM148.4billion. Other economic data were 
robust also as July Industrial Production 
Index (IPI) rose by 12.5% y-o-y, and higher 
than the preceding month’s pace of a 12.1% 
increase. 

Despite the recent pullback in commodity 
prices, which is a boon for both the oil and 
gas and the plantation sector, domestic 
demand is expected to remain robust. The 
August 2022 IHS Markit PMI, which 
recorded a reading of 50.3, suggests that 
Malaysia’s  engine of growth,  the 
manufacturing sector, remains strong. 

AN EARLY 15 TH GENERAL 
ELEC TION (GE15)
Although the GE15 is not due until mid-
2023, there is a strong likelihood that the 
Parliament will be dissolved soon after 
Budget 2023 is presented, which has now 
been brought forward to October 7, 2022. 
Should Parliament be dissolved soon after 
the tabling of Budget 2023, there is a 
strong likelihood that the GE15 will be held 
by mid-November. Budget 2023 is also 
expected to be people and business-friendly 
and hence likely not to have any new taxes, 
while a hike in tax rates also will likely be 
pre-mature as the Government needs to 
win the hearts and minds of the people to 
win the elections. 
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STRONG FOREIGN DIREC T INVESTMENT INFLOWS
Based on statistics provided by the Malaysian Investment Development Authority (MIDA), Malaysia recorded a total approved Foreign 
Direct Investment (FDI) valued at RM123.3 billion for 1H of 2022, down by 8.5% compared with RM134.7billion recorded in 1H of 
2021. The services sector took in the lion’s share of approved FDI, totaling RM78.0 billion or 63.3% of the total while the manufacturing 
and primary industry saw approved investments amounting to RM43.1 billion and RM2.2 billion respectively. Meanwhile, data from 
BNM shows FDI inflow of RM138.5 billion, up 62.2% y-o-y while FDI outflow expanded at a slower pace, rising by 48.6% y-o-y to 
reach RM96.8 billion, thus resulting in a net FDI of RM41.7 billion in the 1H of 2022, more than double the RM20.2 billion recorded 
in the 1H of 2021, as seen in Figure 16.

RESERVES AT NEAR-RECORD HIGH
Thanks largely FDIs as well as positive portfolio inflows and weaker Ringgit, Malaysia’s international reserves are at a near record high 
in Ringgit terms. The August 2022 data from BNM showed Malaysia’s international reserves have grown to RM476.5 billion as seen 
in Figure 17, although in US Dollar terms, the international reserves position at US$108.2 billion is 23.5% lower than its peak of 
US$141.4 billion in May 2013. 

Figure 17: Malaysia’s International Reserves (Jan’98 – Aug’22*)

Source: BNM; *up to August 30, 2022
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Figure 16: Malaysia’s Net FDI (2008 – 1H2022)
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RISING CORE INFLATION 
Similar to global inflationary pressure, Malaysia 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 too, although the PPI has somewhat eased from 
its recent peak. Figure 18 shows Malaysia’s CPI and PPI reading up to the latest reported months. Nevertheless, the headline and 
core inflation prints for the year-to-date of 2.8% and 2.3% remain within Bank Negara’s guidance of between 2.2%-3.2% and 2%-3%.

Figure 18: Malaysia’s CPI & PPI (Jan’20 – July’22)

Source: Department of Statistics Malaysia
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ANOTHER 25BPS HIKE IN 
OPR TO 2.75% 
Although the core inflation print is still 
within the BNM’s guidance for this year, 
the central bank is expected to raise the 
rate by another 25bps despite having raised 
the OPR by 75bps year-to-date. Even with 
one more 25bps increase in November 
2022, which will take the OPR to potentially 
as high as 2.75%, 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%. BNM’s 
rate hike decision is not only seen to contain 
inflationary pressure, especially imported 
inflation but to ensure local domestic rates 
are at appropriate levels. Within the ASEAN 
region, Singapore has taken steps to 
strengthen its Dollar four times over the 
past year while BoT and BI have raised 
their respective benchmark rates by 25bps 
each so far, while BSP has raised by as 
much as 175bps. BSP is expected to raise 
its benchmark rate by another 25bps while 
BoT and BI are expected to increase by 
another 50bps each within the next three 
months.  

MALAYSIA Riding High
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RM’billion 2018(a) 2019 (a) 2020 (a) 2021 (a) 1H2022 (a) 2022 (f)

Revenue 232.9 264.4 225.1 233.8 124.3 282.2

Expenditure 231.0 263.3 224.6 231.5 129.8 280.7

Surplus/(Deficit)  1.9 1.1  0.5 2.2 (5.5) 1.5

Net Development Expenditure 55.3 52.6 50.1 63.3 30.0 75.0

COVID-19 Fund 38.0 37.7 9.5 23.0

Budget Deficit (53.4) (51.5) (87.6) (98.7) (45.0) (96.5)

Statutory Government Debt 691.1 737.4 827.2 925.8 989.3 1,022.3

Federal Government Debt 741.1 793.0 879.6 979.8 1,045.0 1,076.3 

Nominal GDP 1,447.8 1,512.7 1,418.0 1,545.4 1,638.1 

Statutory Debt/GDP (%) 47.7% 48.7% 58.3% 59.9% 60.4% 62.4%

Debt/GDP (%) 51.2% 52.4% 62.0% 63.4% 63.8% 65.7%

Budget Deficit as a % of GDP 3.7% 3.4% 6.2% 6.4% 5.5% 5.9%

Figure 19: 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

A LOWER FISCAL DEFICIT IN 2022?
With the Government’s tight budget, especially the burden of funding subsidies to the tune of RM77.7 billion, the first half report 
card of the Government’s financial management has remained well within the budgeted numbers. In fact, the data released by Bank 
Negara showed the Government’s revenue expanded by 16.8% to RM124.3 billion in the 1H of 2022. As revenue for the 2H is 
generally higher than the first half plus potential additional revenue from Petronas in the form of taxes and dividends of about RM25 
billion, as well as taking into consideration higher revenue due to Cukai Makmur, the Government’s revenue will likely hit about 
RM282.2 billion for the full year, up 20.7% y-o-y.

On the expenditure front, Government’s total expenditure in the 1H rose by 10.6% y-o-y to RM129.8 billion, and annualising the 
figure suggests that the Government’s total expenditure may hit RM280.7 billion on the assumption that additional subsidies will be 
another RM25 billion from the budgeted figures in the 2H period. However, as commodity prices have eased, there is a strong 
likelihood that the final subsidy amount would be less than the RM77.7 billion that was estimated recently. 

As Malaysia continues to run a deficit in managing the economy, the deficit can only be financed by borrowings. As it is, the statutory 
debt / GDP and Federal Government debt / GDP ratios have increased marginally at the end of June 2022 to 60.4% and 63.8% from 
59.9% and 63.4% at end of 2021 respectively, both the figures are likely to deteriorate further by the end of the year due to increase 
in total debt by another RM51.5billion. Malaysia’s statutory debt and Federal Government debt is set to increase to RM1,022.3billion 
and RM1,076.3billion at the end of 2022, translating to a statutory debt / GDP ratio of 62.4% and Federal Government debt / GDP 
ratio of 65.7%. The budget deficit, which was estimated at 6% when Budget 2022 was presented, is set to end the year a shade 
lower at 5.9%, on the back of improved revenue collection despite higher subsidies. 

Riding High
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RINGGIT – A RELATIVELY STABLE CURRENCY
Despite the US economy going into a technical recession, the moves by the Fed to raise interest rates and sustained market 
communique that it will remain persistent with a higher rate which may even last for a longer period has resulted in the US Dollar 
rising dramatically this year. The Dollar Index, which measures the strength of the greenback against major currencies is up 13.9% 
year-to-date, after rising 6.4% in 2021. 

As for the Ringgit, the currency has been impacted by some outflows arising from the fixed income market, especially in June and 
July when some RM8.8 billion left the market. Figure 20 summarises the portfolio inflow experienced by both the fixed income 
and equity markets. Up to August 2022, Malaysia had total portfolio inflows amounting to RM7.1 billion as some RM1.2 billion 
in net outflows were recorded from the fixed income market against an inflow of RM8.3 billion from the equity market.

Figure 20: Foreign Portfolio Inflows (Dec’17 – Aug’22)

Source: Bursa Malaysia, BNM
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As for the Ringgit’s performance for this, the local currency continues to show strength against the Euro, the Sterling, and the Yen, 
appreciating by 2.1%, 6.0%, and 8.9% respectively but remained weaker against the greenback with another 6.3% drop. Against 
the regional currencies, except for a 1.5% gain on the Thai Baht, the Ringgit has been relatively weaker against the Indonesian 
Rupiah and the Singapore Dollar by 2.7% and 3.4% respectively. Figure 21 provides a brief overview of the Ringgit’s performance 
against major currencies in 2021 and up to September 9, 2022. 

Figure 21: Ringgit’s Performance in 2021 & 2022*
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