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MALAYSIA'S GDP GREW BY 8.9% IN 2Q2022 AMID THE REOPENING OF

BANK(SLAM
INTERNATIONAL BORDER BEGINNING 1 APRIL 2022
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v' Ongoing policy support

v Malaysia’s Gross Domestic Product (GDP) accelerated further by 8.9% year-on-year (y-o-y) in 2Q2022 (Consensus:
6.7%, Bank Islam: 10.3%) after rising by 5.0% in the previous quarter.

v Aside from the lower base recorded in 2Q2021, the strong growth during the quarter was underpinned by higher
domestic demand (2Q2022: 13.0% vs. 1Q2022: 4.4%) following further normalisation of economic activity and robust
recovery in the labour market.

v This can be reflected from the monthly GDP which showed positive performance during April, May and June that
grew by 5.6%, 5.0% and 16.5% respectively.

v Apart from that, consumer spending shot up by 18.3% in 2Q2022 after climbing by 5.5% in the previous quarter driven
by policy support from the government such as the implementation of minimum wage hike, Bantuan Keluarga
Malaysia (BKM), as well as special Employees Provident Fund (EPF) withdrawal.

v In fact, the strength in the consumer spending also was attributable to the recovery in the labour market which saw
the unemployment rate continued to decline (2Q2022: 3.9% vs. 1Q2022: 4.1%) since 3Q2021.

v As such, the reopening of county's border which began in April this year spells a positive development in the
Malaysian economy despite headwinds from the external front.

v However, we do not rule out the fact that the country's growth is liable to a weaker-than-expected global outlook,

further escalation of geopolitical conflicts and worsening supply chain disruptions.
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ECONOMIC ACTIVITIES CONTINUED TO NORMALISE AS THE COUNTRY

MOVED TOWARDS ENDEMICITY BANKCSLAM
K0 Th2 |
GDP 1000% -172% -27% -34% -05% 159% -45% 3% 50% 89% 0% 9%
Domesfic Demond (excluding sfocks] — 927%  -188% -33% -45% -10% 123% A% 19%  44%  130% 49%  8.4%
Private Sector 84%  -04% -40% -40% 09% 130% -44%  25%  44%  154%  53%  94%
-Consumption 5886 -185% 2% -35% -15% NI% 4% 3% 55h 183% 43%  1.5%
Anvestment 19.6%  -261% -108% -6.6% 13% 17.3% -49% -28% 04%  6.3% 87%  34%
Public Sector 183% 1% 01%  57% -15% 90% -35% 01%  48%  28% 33%  38%
-Consumption 138%  22% 68% 24%  59% 8% 71% 16k 67h  26% 69% A%
nvestment 45%  A400% -131% -204% -186% 120% -89% -34%  -09%  32% 49%  10%
Net Exports of Goods and Services 60%  -39% 192% 100% 08% S57.4% -399% 08% -85% -B7%  0I%  -204%
-Expors 09.0% A% 4% 2% 1% 1% 4% 130%  80% 1045  B3% 9%
| mports 631%  197% 79% 33% 130% BS5%  14% 145% 1A% 1405 29%  126%
| 1H2TH02
Services 0%  162% 3% -46% -23%  134%  -49% 3% 65%  120% 49%  92%
Manufacturing U35 -184% 3% 0% 67%  267% 08%  9I%  66%  92% 158%  79%
Agriculfure 1% 066 -05% -12% 0% -15% 206 28% 01%  -24% 07%  -1.2%
Mining ond Quarrying 6/%  -192% -66% -98% -44% 1066 3% 066 1% 05% 1% 08%
Construction 37%  -443% -122% -137% -105% 403% -06% -123%  -62%  24% 83%  -21%

Sources: BNM, CEIC
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DEMAND SIDE - DOMESTIC DEMAND INCREASED BY DOUBLE-DIGIT
GROWTH DURING THE QUARTER
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v Growth was mainly driven by
firm domestic demand (2Q2022:
13.0% vs. 1Q2022: 4.4%) following
steady recovery in the labour
market and ongoing policy
support.

v Other than that, continued
strength for the demand of E&E
remains the primary driver of
exports despite moderation in

1Q2022: the global growth.
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GDP BY ECONOMIC SECTOR- SERVICES ACTIVITIES HAVE BOOSTED

BANK(ISLAM
THE OVERALL PERFORMANCE QL
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FISCAL DEFICITS HAVE NARROWED WHILE EXTERNAL DEBT REMAINED

MANAGEABLE DURING 1H2022

Fiscal Deficits, % of GDP
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v The fiscal deficits slightly improved to 4.8% in
2Q2022 from 5.7% in 1Q2022 in view of lower net
development expenditure (2Q2022: RM13.4 billion
vs. 1Q2022: RM16.6 billion) and Covid-19 fund
allocation (2Q2022: RM4.1 billion vs. 1Q2022: RM5.4
billion) while better economic performance in
2Q2022 have supported the fiscal deficits.

v Moving forward, we believe the government will
be in tight position due to higher subsidy allocation
needed in 2022 that will drain the fiscal coffer.
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Federal Government Debt to GDP
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v Malaysia’s federal government debt to GDP
ratio was higher to 67.7% in 1H2022 compared
to 63.4% at the end of 2021.

v' This was mainly due to weaker Ringgit against
selected regional currencies during first half of
2022.

v Be that as it may, a total of RM377.7 billion was
in Ringgit-denominated and hence, it would
cushion the risk from fluctuation in currency
exchange.
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HIGHER NET INFLOWS FROM CURRENT ACCOUNT WERE RECORDED

DURING 2Q2022 AS COMPARED TO THE PREVIOUS QUARTER SANK(SL A
RM Billion 2Q2020 3Q2020 4Q2020 1Q2021 2Q2021 3Q2021 4Q2021 1Q2022 2Q2022
Current Account 5.6 26.5 18.9 11.9 13.2 18.2 15.3 3.0 4.4 25.2 7.4
% GDP 1.9% 7.2% 5.0% 3.2% 3.6% 4.8% 3.6% 0.7% 1.0% 3.4% 0.9%
Goods 23.7 43.1 42.8 36.7 40.7 41.5 51.8 40.5 34.0 77.3 74.6
Services (12.4) (13.4) (13.8) (14.8) (15.2) (15.3) (15.4) (15.0) (12.3) (30.0) (27.3)
Primary Income (3.8) (10.3) (7.3) (6.3) (10.8) (4.8) (19.6) (20.1) (14.7) (17.1) (34.9)
Secondary Income (1.9) 7.1 (2.8) (3.7) (1.4) (3.1) (1.4) (2.5) (2.6) (5.1) (5.0)
Financial Account (21.9) (31.9) (10.0) 16.6 (4.1) (0.2) 0.7 30.4 0.2 12.6 30.7
Direct Investment (0.6) (2.5) 2.4 1.8 8.2 8.0 10.5 20.8 2.6 10.0 23.4
Asset (0.9) (9.1) (2.8) (8.0) (8.4) (15.3) (17.2) 9.1 (17.0) (16.4) (8.0)
Liabilities 0.3 6.5 52 9.8 16.6 23.3 27.7 11.7 19.6 26.4 31.3
Portfolio Investment 20.6 (20.7) (7.8) (0.2) 20.1 (3.7) 2.6 (10.1) (14.7) 19.9 (24.8)
Asset (3.1) (21.2) (20.6) (14.3) (10.5) (4.9) (6.1) (13.9) (4.4) (24.8) (18.3)
Liabilities 23.7 0.5 12.8 14.2 30.6 1.2 8.7 3.8 (10.3) 44.7 (6.5)
Financial Derivatives (0.6) (0.5) (0.9) 0.3 (1.5) 0.7 (1.8) 0.2 (0.2) (1.2) (0.0)
Other Investment (41.2) (8.1) (3.7) 14.7 (30.9) (5.2) (10.4) 19.6 12.5 (16.2) 32.1
Errors and Omissions 10.0 3.9 (11.4) (11.3) (4.4) 3.4 (13.1) (20.4) 0.3 (15.7) (20.3)
Overall Balance (6.4) (1.6) (2.6) 171 4.7 21.3 2.6 12.8 4.9 21.8 17.7

Sources: CEIC, BNM, Bank Islam

v Overall balance recorded net inflows of RM4.9 billion in 2Q2022, lower than RM12.8 billion net inflows reported in
the preceding quarter.

v This was mainly confributed by the decline in Financial Account net inflows (2Q2022: RMO0.2 billion vs. 1Q2022:
RM30.4 billion), particularly from Direct Investment (2Q2022: RM2.6 billion vs. 1Q2022: RM20.8 billion).

v However, Current Account registered higher surplus of RM4.4 billion in 2Q2022 (1Q2022: RM3.0 billion) due to smaller
deficits from Services (2Q2022: -RM12.3 billion vs. 1Q2022: -RM15.0 billion) and Primary Income (2Q2022: -RM14.7
billion vs. 1Q2022: -RM20.1 billion).

ECONOMIC RESEARCH Page 7



INFLATION HAS ALTERED ECONOMIC MOOD WHILE RECESSION RISKS

FROM ADVANCED ECONOMIES SEEM INEVITABLE
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Malaysia’s economy is highly
correlated with the U.S. economy
at 81.9%. Hence, when the U.JS.
sneezes, Malaysia catches a cold.

The US.: GDP, y-0-y%
Sources: CEIC, DOSM, BOE
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Inflationary pressures in the U.K. and the rest of
Europe have intensified significantly over the
months.

The main culprit was owing to Russia’s restriction
of gas supplies to Europe and the risk of further
curbs which have pushed up the gas prices and
headline inflation in the U.K. and the bloc.
Following this, the central banks have decided
to fighten their monetary policy aggressively to
ward-off the inflation.

Apart from that, the BoE has projected that the
country could enter recession in 4Q2022 this
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A SLOWDOWN IN SEMICONDUCTOR SALES STOKES RECESSION FEARS  BANK(SLAM
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Source: CEIC

v' World chip sales growth has shown a v Likewise, South Korea's exports for
moderation trend since the start of this year, semiconductor dropped (July: 2.1% vs.
signaling  that  the global economy s June: 10.7%) in sign of cooling demand
weighed down by the central banks’ hike amid concerns mount about the world's
interest rates and geopolitical tensions. economic outlook.

v The worldwide sales of semiconductors v Last month, the IMF slashed global GDP
soffened by 13.3% in June from 18.0% in the growth outlook to 3.2% from 3.6% projection
previous month, indicating the current made in  April for this year, citing
slowdown is the longest since the U.S.-China macroeconomic pressures as the key
trade warin 2018. factors.
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AT THE SAME TIME, RENEWED TRADE TENSIONS ARE ON THE SHOULDER

OF THE SEMICONDUCTOR INDUSTRY BANK(SLAM

Malaysia's Top 10 Exports Destinations by Country (January - June 2022, %)
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Sources: CEIC, DOSM

v Geopolitical tensions between the U.S. and China began to escalate following the U.S. House
Speaker Nancy Pelosi’s trip to Taiwan on 2 August 2022.

v' Should the conflict grow rapidly, this could further disrupt the global supply chain particularly from
the impact of the shipment and Taiwan's orders of the chip supply to the world since the country
dominates the world’s semiconductor’s supply.

v" Notably, China and the U.S. are major export destinations for Malaysia which accounting for 13.7%
and 10.7% respectively after Singapore at 14.4%.

v' Therefore, the heightened geopolitical conflict between the two countries could have strong
negative impact on Malaysia’s prospect in term of weaker export growth, as well as rising in the

input costs.
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OUR VIEW - IMPROVING ECONOMIC ACTIVITIES AND LABOUR MARKET
CONDITIONS, AS WELL AS RISING COSTS OF LIVING WOULD LEAD TO BANK(ISLAM
HIGHER OPR DURING 2H2022
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OUR VIEW - IMPROVING ECONOMIC ACTIVITIES AND LABOUR MARKET
CONDITIONS, AS WELL AS RISING COSTS OF LIVING WOULD LEAD TO BANK(SLAM
HIGHER OPR DURING 2H2022 (CONT'D)
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v These combination factors suggest a need for further policy normalisation. As such, September

OPR hike seen imminent as Malaysia’'s economic recovery persists after the reopening of
international borders beginning 2Q2022.

v Apart from that, following the demand and supply side pressures and higher food prices, these

could further support the decision for BNM to raise the OPR to contain the inflationary pressures
moving forward.



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 to 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 to 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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APPENDIX: GOVERNMENT FISCAL POSITION IN 2Q@2022
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