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1Q2021 WILL SEE ANOTHER CONTRACTION IN ECONOMIC

GROWTH ALBEIT SMALLER THAN THE PRECEDING QUARTER
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Malaysia’s Gross Domestic Product (GDP) for the first quarter of 2021 will be published on 11 May 2021.
We are projecting the 1Q2021 GDP growth to come in at -1.5% year-on-year (y-o-y),which is a smaller
drop than the 3.4% decline recorded in 4Q2020. This will be the fourth consecutive quarter of
contractions amid the reimposition of the Movement Control Order (MCQO) 2.0 in January and February
this year. Notwithstanding this, the manufacturing sector, particularly the Electrical & Electronics (E&E)
sector is likely to cushion any further drop in economic growth during 1Q2021, premised on the
acceleration of the digital adoption amidst the ongoing Covid-19 pandemic.

E&E related companies such as ViTrox Corporation Berhad recorded a 43.9% y-o-y increase in its revenue
during 1Q2021 (4Q2020: 68.0%), marking its fifth consecutive quarter of gains. The continuous rise in
revenue was mainly attributable to the strong demand for its machine vision system (MVS) products.

With international travel restrictions sftill being in place, the higher number of international aircraft
movements at KLIA which grew by 29.8% month-on-month (m-o-m) in March (February: -12.8%) could be

contributed by air cargo planes transporting goods in and out of the country such as E&E products which
are in high demand across the globe.
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PRIVATE SECTOR ECONOMY CONTINUED TO BE AFFECTED BY BANK(SLAM
THE PANDEMIC

Y-0-Y% Share (2020) 1Q2019 2Q2019 3Q2019 4Q2019 1Q2020 2Q2020 3Q2020 4Q2020 1Q2021F
GDP 100.0% 4.5% 4.8% 4.4% 3.6% 0.7% -171% -26% -3.4% = -1.5%
Domestic Demand (excluding stocks) 93.9% 4.5% 4.5% 3.5% 4.8% 37%  -187%  -3.3%  -44%  -40%
Private Sector 75.2% 6.0% 6.1% 5.5% 71.4% 47%  -205% -3.6% -41% | -5.2%
-Consumption 59.5% 7.7% 7.8% 7.0% 8.1% 6.7%  -185%  21%  -3.4% | -3.4%
Investment 15.7% 0.6% 1.5% 0.4% 4.3% 23%  264%  93%  -7.0% | -11.9%
Public Sector 18.7% -1.6% -2.4% -48%  23%  -06% -106% -1.6% -54% @ 1.5%
-Consumption 13.4% 6.3% 0.3% 1.0% 1.2% 5.0% 2.3% 6.9% 2.7% 11.0%
Investment 5.2% -13.7%  7.8%  -146%  80%  -11.3% -387% -18.6% -198%  -19.7%
Net Exports of Goods and Services 6.5% 13.0%  32.9% 120% -12.4% -37.0% -38.6% 21.9% 124% | 42.4%
-Exports 61.6% 0.1% 0.5% 21% -3.4% 1% 20.7%  -47% -1.8% 12.9%
Imports 55.1% -1.6% 2.3% 3.5% 24% 25%  -197%  -7.8%  -3.3% | 10.0%

Sources: CEIC, Bank Islam

v Private Consumption is expected to drop v Meanwhile, Public Consumption is forecasted to increase by 11.0% in

by 3.4% in 1Q2021 (4Q2020: -3.4%). March quarter, extending the 2.7% growth in the preceding quarter amid
v Assumptions: stimulus packages and measures infroduced by the government. These
1) Manufacturing and Services sector wages include PERMAI (RM15.0 billion) and PEMERKASA (RM20.0 billion) stimulus
declined by 0.6% and 3.1% in 1Q2021 from packages during 1Q2021.
-1.3% and -4.6% in December quarter last v Export is anticipated to rebound supported by strong demand conditions
year. (TQ2021F: 12.9% vs. 4Q2020: -1.8%).
2) Unemployment rate is still at its elevated v' Assumptions:
level of 4.8% in 1Q2021 (4Q2020: 4.8%), 1) Nominal exports jumped by 18.2% in 1Q2021 from a 5.1% growth in
higher than average of 3.4%. 4Q2020.
3) Consumer Sentiment Index (CSI) improved 2) Global Semiconductor Sales (GSS) have been increasing with a double-
to 98.9 points in 1Q2021 from 85.2 points in digit growth since January 2021 (March: 17.8% vs. February: 14.7%). This
the previous quarter. However, it remains would provide support for the exports sales of E&E productsin 2021.

below the optimism threshold of 100.0
points for the tenth straight quarter.
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DEMAND SIDE - EXPORT IS EXPECTED TO SUPPORT THE ECONOMIC

ACTIVITIES BANKLBLAM
Private Consumption, y-0-y% vs. Private Consumption, y-o-y% vs. CSlI,
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Sources: CEIC, Bank Islam === Malaysia Electrical & Electronics (E&E) exports
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SUPPLY SIDE — SUPPORTED BY SIGNIFICANT INCREASE IN PANKGSLAM
MANUFACTURING ACTIVITY

Services
1Q2021F: -3.4%
4Q2020: -4.9%

Manufacturing
1Q2021F: 7.0%
4Q2020: 3.0%

Agriculture
1Q2021F: -0.8%
4Q2020: -0.7%

Mining Construction
1Q2021F: -5.0% 1Q2021F: -10.0%
4Q2020: -10.6% 4Q2020: -13.9%

Sources: Bank Islam, CEIC

GDP: Manufacturing vs. IPI:

Manufacturing, y-0-y% v' Within the economic sector, the manufacturing
10.0% 7.0% is likely to rise further by 7.0% in 1Q2021 from 3.0%
s ="\ in the preceding quarter.

v' This was in tandem with the significant growth in

the IPI of the Manufacturing sector which
-5.0% increased by 6.8% in 1Q2021 (4Q2020: 2.8%) in
-10.0% the wake of sturdy demand for E&E products
(1Q20201: 10.5% vs. 4Q2020: 7.8%), Transport
Equipment & Other Manufacturers (1Q2021:
O M N R oo Do oo o 7.6% vs. 4Q2020: 6.1%) and Petfroleum,
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§88888888888888¢8 § Chemical, Rubber & Plastic Products (1Q2021:
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Sources: Bank Islam, CEIC
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SUPPLY SIDE -SERVICES, CONSTRUCTION, MINING AND AGRICULTURE BANK(SLAM

SECTORS ARE LIKELY TO REMAIN GLOOMY

Economic Sector Share 2020 (%) 1Q2020 2Q2020 3Q2020 4Q2020 1Q2021F

Services 57.7% 3.1% -16.2% -4.0% -4.9% -3.4%
Manufacturing 23.0% 1.5% -18.3% 3.3% 3.0% 7.0%
Agriculture 7.4% -8.7% 1.0% -0.5% -0.7% -0.8%
Mining 6.8% -2.0% -20.0% -6.8% -10.6% -5.0%
Construction 4.0% -7.9% -44.5% -12.4% -13.9% -10.0%
GDP, y-0-y7% 100.0% 0.7% -17.1% -2.6% -3.4% -1.5%

Sources: Bank Islam, CEIC

v On the other hand, the services and construction sector are expected to remain in the
confractionary level at 3.4% (4Q2020: -4.9%) and 10.0% (4Q2020: -13.9%) during 1Q2021 amid
implementation of the MCO 2.0 in January and February this year. In addition, the Volume
Index of Services declined by 3.6% y-o-y in 1Q2021 albeit at a slower pace compared to a

7.1% decrease in 4Q2020.

v Similarly, the mining sector is anticipated to fall by 5.0% in 1Q2021 (4Q2020: -10.6%) following

the drop in the IPl of mining at 4.1% in 1Q2021 (4Q2020: -11.1%).

v'As for the agriculture sector, it will likely to deepen further by 0.8% (4Q2020: -0.7%) in 1Q2021,
predominantly weighed by decline in CPO production to 3.7 million fonnes in 1Q2021 from 4.6

million tonnes in 4Q2020.
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SUPPLY SIDE -SERVICES, CONSTRUCTION, MINING AND AGRICULTURE .y jsi n1
SECTORS ARE LIKELY TO REMAIN GLOOMY

GDP: Construction vs. Construction Work
Done, y-0-y%

GDP: Services vs. Volume Index of
Services, y-0-y%
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REAL GDP FROM A MONTHLY PERSPECTIVE BANK(ISLAM

v We estimated the monthly real GDP for January, February and March this year based on Malaysia’s
Coincident Index from the Department of Statistics Malaysia (DOSM) and the Key Production Index. We
derived the Key Production Index via a weighted average of economic indicators namely, Industrial
Production Index, the Distributive Trade Index and crude palm oil production.

v" The reason for using the Coincident Index and Key Production Index is due to the high correlation with
the monthly real GDP at 99.0% and 93.5% respectively.

Correlation Matrix Between Monthly Real GDP and Correlation Matrix Between Monthly Real GDP and Key

Coincident Index Production Index

Monthly Real GDP Coincident Index
1.0000

0.9904 1.0000

Monthly Real GDP Key Production Index
1.0000
0.9348 1.0000

Monthly Real GDP

Coincident Index
Sources: Bank Islam, CEIC

Monthly Real GDP
Key Production Index

v' On further scrutiny, a regression analysis was carried out between the monthly real GDP and these two
indexes. The monthly real GDP estimates obtained using Coincident Index and the Key Production
Index was then averaged to derive the monthly real GDP for January, February and March this year as
shown below:

Regression between Monthly Real GDP Estimates from Regression Analysis
Real GDP, y-0-y% and: Jan-21 Feb-21 Mar-21 1Q2021
Coincident Index -4.1% -3.7% -1.2% -3.0%
Key Production Index -4.0% -3.5% 7.7% 0.1%
Average -4.1% -3.6% 3.3% -1.5%

Sources: Bank Islam, CEIC

v" Monthly real GDP for January 2021 and February 2021 is estimated to be lower at -4.1% (January 2020:
2.5%*) and -3.6% (January 2020: 6.6%*). Nevertheless, the monthly real GDP is expected to grow by 3.3%
in March 2021 (March 2020: -6.9%*).

* Rough extrapolation obtained from DOSM's quarterly GDP bulletin
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RELATIONSHIP BETWEEN REAL GDP AND GOOGLE MOBILITY INDEX BANK(ISLAM

Monthly Real GDP, y-0-y% vs. Malaysia’s v It is also noteworthy that the monthly real
Monthly Google Mobility Index, % change from GDP has a strong correlation with the Google
. baseline Mobility Index at more than 94.0%.
Estimates of Monthly e
Real GDP based on Fe ‘\l
Coincident Index and =1 3.31 . .
50 Key Production Index i 3% I 00 Correlq.h?n Matrix Beiwgt.an Monthly Real GDP and
0.0 i ya Malaysia’s Google Mobility Index
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-64.7 .
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OgLQ Q«Q/Q ()@Q & PP QQ/Q 6\5»0 Y Oﬁ the baseline stood at -21.5% in April 2021
N S O 4 Q) @ O @ .
wOT NS A A (April 2020: -64.7%). Perhaps such trends may
Real GDP, y-0-y% Google Mobility Index - RHS indicate an improvement in GDP growth in
Sources: Bank Islam, CEIC 2Q2021.
Note: 1. The chart above shows the change in movements of people at v Nevertheless, the latest MCO 3.0 ]mposed in
different locations i.e., Retail & Recreation; Transit Stafions; . )
Workplaces; Grocery & Pharmacy; Parks compared to the Kuala Lumpur and 6 districts in Selongor
baseline (pre-pandemic period). . . .
2. Monthly Google Mobility Index is the simple average of the daily serves as a pomT of caution when observmg
indices for Retail & Recreation; Transit Stations; Workplaces; the Goog|e [\/\ob”ify Index to gauge the
Grocery & Pharmacy; Parks. . .
3. A positive change from the baseline indicate more people are at economic growTh trajectory.

a location than the pre-pandemic period. Meanwhile, a negative
change from the baseline indicates that more people are staying
away from a particular place compared to pre-pandemic periods.
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CONCLUSION BANK(SLAM

v Malaysia’s neighbouring country, Indonesia has announced its 1Q2021 GDP which shrank at a
slower pace of 0.7% y-o-y (4Q2020: -2.2%). Indonesia’s household consumption, the largest
contributor to the country’s economy, contracted by 2.2% y-o-y in 1Q2021 (4Q2020: -3.6%) as
people returned to more typical economic activity, including retail.

v However, the same trend may not be applicable to Malaysia’'s GDP growth in 1Q2021. The
impact of the MCO 1.0 was only felt towards the tail end of 1Q2020 as it came into effect on
18 March 2020 while the MCO 2.0 was reimposed beginning 13 January 2021 before
transitioning to the Conditional Movement Control Order (CMCQO) on 5 March 2021. Therefore,
the impact from the MCO 2.0 in 1Q2021 is more prevalent compared to 1Q2020.

v’ With that, another confraction in Malaysia’s 1Q2021 GDP is inevitable.

v On a positive note, there were tailwinds which came in the form of robust nominal exports
growth of 18.2% in 1Q2021 (4Q2020: 5.1%), anchored by the manufacturing sector involving
E&E and rubber products.

v Moving forward in 2Q2021, the GDP growth during the said quarter could see a significant
jump following a more profound low base effect and confinuous improvement in the global
demand.

v Allin all, we believe Malaysia’s GDP growth will rebound to the tune of 5.0% in 2021 (2020: -
5.6%) partly due to a brighter business sentiment provided that the vaccination campaign is
carried out smoothly according to schedule.
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DISCLAIMER BANK(SLAM

Produced and issued by BANK ISLAM MALAYSIA BERHAD (Bank Islam) for private circulation only or for distribution
under circumstances permitted by applicable laws. All information, opinions and estimates contained herein have
been compiled or arrived at based on sources and assumptions believed fo be reliable and in good faith at the
fime of issue of this document. This document is for information purposes only and has no regard to the specific
investment objectives, financial situation or particular needs of any specific recipient. No representation or
warranty, expressed or implied is made as to its adequacy, accuracy, completeness or correctness. All opinions
and the content of this document are subject fo change without notice and may differ or be contrary to opinions
expressed by other business areas or groups of Bank Islam as a result of using different assumptions and criteria. No
part of this document may be used, reproduced, distributed or published in any form or for any purpose without
Bank Islam’s prior written permission
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