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Overview 

● The sharper-than-expected and record high contraction in the 2Q20 GDP of the core sectors (services, manufacturing and 
construction) highlights risk to the growth recovery and the underlying structural weakness of the economy.   

● BNM has revised its 2020 GDP forecast downward to between -5.5% and -3.5% from -2.0% and 0.5%, mainly to reflect the severity 
of the impact of COVID-19 pandemic. 

● Given the current weaker growth trajectory and risk to growth, we have reduced our 2H20 GDP growth forecast to -3.7% (initial 
projection: -2.3%) and 2020 growth forecast to -5.9% (initial projection: -2.9%; 2019: 4.3%). We have also adjusted our growth 
projection for 2021 to 5.1% from 4.1% previously. 

● Given the relatively upbeat tone by BNM on the recovery outlook, we see a higher probability that the central bank would keep 
the OPR unchanged at 1.75% at its September’s MPC meeting. Nevertheless, there is still room for BNM to lean towards further 
monetary easing should the recovery pace weaken. 

 

● GDP growth fell sharply in 2Q20 (-17.1% YoY; 1Q20: 0.7%), far 
below expectations (consensus: -10.9%; KIBB: -7.5%), weighed 
mainly by the COVID-19 containment measures 

− It was the sharpest contraction since the quarterly data was 
made available which  starts from 1988 and by far the worst 
in the region on a YoY-basis. It overtook Singapore’s (-
13.2%) and the Philippines’ (-16.5%) 2Q20 GDP declines. 

− Apart from reflecting the severe impact of COVID-19 
pandemic and movement restriction measures, the sharper-
than-expected contraction in 2Q20 suggests that the 
recovery remains weak since the gradual re-opening of  the 
economy in May. 

− It  fell sharply on a QoQ basis (-15.9%; 1Q20: -7.0%) and  
recorded the steepest contraction (-16.5%; 1Q20: -2.0%) on 
a seasonally adjusted QoQ basis. 

● Broad-based slowdown, led by sluggish domestic and external 

demand due to twin demand and supply shock 

− Domestic demand (-18.7%; 1Q20: 3.7%): It fell sharply due 
to weak private spending as a result of a lower income and 
surge in the unemployment rate, following the nationwide 
lockdown under the Movement Control Order (MCO) since 
mid-March, further exacerbating weak consumer and 
business sentiments. 

▪ Private spending (-20.5%; 1Q20: 4.7%): It declined 
sharply due to severe growth contraction of both 
private investment (-26.4%; 1Q20: -2.3%) and 
consumption (-18.5%; 1Q20: 6.7%). This was in line with 
the MIER Business Conditions Index, which deteriorated 
to 61.0 in 2Q20 (1Q20: 83.0), reflecting the impact of 
measures under the MCO. 

▪ Public spending (-10.6%; 1Q20: -0.6%): fell for the 
second straight quarter and at a faster pace weighed by 
a record fall in public investment (-38.7%; 1Q20: -11.3%) 
due to a sharp contraction in capital spending of both 

general government and public-linked corporations which was not spared under the MCO, contributing to delays in key 
government projects. Meanwhile, public consumption continued to expand (2.3%; 1Q20: 5.0%) but at a slower pace, in 
spite of the fiscal stimulus announced since end of February and additional measures in March and April to cushion the 
impact of the outbreak.  

Malaysia 2Q20 GDP    
Pandemic-induced lockdown pushes growth to a record low of -17.1%  

Graph 1: ASEAN-5 (+VN) GDP Growth  

 

Source: Dept. of Statistics, Kenanga Research 

 

Graph 2: GDP by Expenditure (% Point Contrb. to Growth) 

 
Source:  Dept. of Statistics, Kenanga Research 
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− Net exports (-38.6%; 1Q20: -37.0%): growth continued to decline for the second straight quarter due to demand and supply 
chain shock brought by the global impact of COVID-19 pandemic.  

▪ Exports (-21.7%; 1Q20: -7.1%): growth contracted for the fourth straight quarter, due to weak manufactured exports (-
12.1%; 1Q20: 2.5%) attributable to a marked decrease in gross exports of non-electrical and electronics (E&E) (-14.1%; 
1Q20: 11.2%) and E&E (-9.5%; 1Q20: -7.6%) amid weak demand from key trading partners. Similarly, commodities exports 
worsened (-24.7%; 1Q20: -5.6%) following weak commodity prices and low export volumes. 

▪ Imports (-19.7%; 1Q20: -2.5%): sharper fall, matching the decline in 2Q09 during the Global Financial Crisis and for the sixth 
straight quarter in line with weaker gross imports (-15.1%; 1Q20: 1.3%) and contraction in domestic demand. 

● By sector, weaker growth was recorded across most 
economic sectors led by services and manufacturing due to  
the impact of MCO, but the situation improved substantially 
towards the end of the quarter thanks to the implementation 
of the Recovery MCO (RMCO)  

− Services (-16.2%; 1Q20: 3.1%): its growth contraction 
smashed records mainly due to the impact of  MCO as only 
essential services were allowed to operate at limited 
capacity. The lockdown had affected consumer spending 
especially on big-ticket items (motor vehicles: -47.3%; real 
estate: -32.2%), while tourism activity was the hardest hit 
(accommodation: -78.9%; transportation & storage: -
44.8%). 

− Manufacturing (-18.3%; 1Q20: 1.5%): fell sharply to its 
lowest since the Asian Financial Crisis (4Q98: -19.3%), 
beating our forecast (-13.1%) mainly due to the MCO and 

weak demand as both factors curbed production activities. The weak performance was broad-based, except for a growth spike 
observed in rubber products (47.8%) following a surge in demand for rubber gloves. Nevertheless, faster production recovery 
was observed mainly in the E&E sector, partly boosted by the backlog of orders, rise in global demand for PCs as well mobile 
and network devises mainly to cater towards work-from-home needs, while more businesses were allowed to resume 
operations under the RMCO phase. 

− Construction (-44.5%; 1Q20: -7.9%): It was the biggest surprise as we had projected a lesser contraction (-13.8%), but it turned 
out to be the worst ever recorded, beating the collapse during 1998 Asian Financial Crisis (3Q98: -30.4%). The sluggish 
performance was attributable to broad-based weakness in the subsectors as most construction works came to a standstill 
nationwide, particularly in April. Meanwhile, firms continued to face challenges to restart work due to strict SOPs under the 
MCO, disruptions in the supply of building materials, and financial constraints. Nevertheless, the construction sector is 
expected to improve progressively in 2H20 following further relaxation of MCO, resumption of mega infrastructure projects 
and the impact of economic stimulus. 

− Mining (-20.0%; 1Q20: -2.0%): the steep fall was primarily due to a sharp decline in demand and supply as a result of the 
implementation of MCO and further amplified by oil & gas maintenance works in East Malaysia. 

− Agriculture (1.0%; 1Q20: -8.7%): it’s the only exception and came as a surprise as it rebounded marginally, thanks to a recovery 
in oil palm production as fresh fruit bunch yields normalised from the earlier impact of dry weather conditions and fertiliser 
cutbacks. Of note, value-added oil palm growth contributed 0.2 percentage point to the overall 2Q20 GDP growth on the back 
of a 7.5% rebound (1Q20: -22.0%).  

● Risk remains tilted towards the downside with growth expected to fall for a second straight quarter in 3Q20, but the pace of 
decline is expected to ease on the resumption of economic activities domestically and improving external demand 

− COVID-19 pandemic crisis is expected to continue to weigh on near term economic growth prospects and possibly towards the 
year-end but not as severe as during the MCO period in the 2Q20 given that more businesses were allowed to resume operation 
since June. 

− However, the services sector, specifically the tourism-related industry and transportation, would continue to be affected by 
the ongoing travel restrictions imposed by countries around the world. But the impact is expected to be limited as it would be 
partially supported by a boost in domestic activities. 

− Meanwhile, the manufacturing sector, in particular, the export-oriented industries, may continue to endure a prolonged supply 
chain disruption due to a resurgence of COVID-19 cases in some of the countries which would require reimplementation of 
stricter rules and business closure to contain the outbreak. 

− In addition, the US-China trade tussle would continue to weigh on global trade and adversely influenced the commodity market 
in the immediate term with both nations due to resume trade talks. 

Graph 3: GDP by Sector (% Point Contribution to Growth) 

 

Source: Dept. of Statistics, Kenanga Research 
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− Fears of a new wave of COVID-19 infection to remain as 70% of affected countries reported a rise in the number of positive 
cases. However, given that many countries would not be able to afford another lockdown, we expect the impact would not be 
as severe as in the 2Q20 when most countries imposed strict lockdown measures that had a major adverse effect on the 
demand and supply chain, crippling the economy in the process. Nevertheless, this would likely drag the economy into a 
protracted growth or a “U”-shaped recovery trend. 

− Against this backdrop and the current weaker growth trajectory we revised our 2H20 growth forecast to -3.7%, from an initial 
projection of -2.3%. As a result, our revised 2020 GDP growth forecast would be -5.9% from -2.9% previously (2019: 4.3%). 
We have also adjusted our growth projection for 2021 to 5.1% from 4.1% previously.

● BNM to stay pat on OPR in September, upbeat on economic recovery  

− This year, BNM has slashed a total of 125 bps of its OPR on 
four occasions in a bid to shore up economic growth hit by 
the COVID-19 pandemic amid subdued inflation. In 
addition, BNM has revised its GDP forecast for this year to 
between -5.5% and -3.5% from -2.0% and 0.5%  mainly to  
reflect the severity of the impact of COVID-19 pandemic 
and its strict containment measures. 

− In spite of the risk to growth, BNM seemed to be more 
optimistic on the overall growth outlook. In its latest 
Quarterly Bulletin, BNM stated that economic recovery has 
already taken place since the relaxation of MCO in early 
May and that it expects the gradual improvement to 
extend into 2021. Besides, the negative headline inflation 
in the early part of the year was mainly due to lower fuel 
prices, with the risk of a deflation likely to be minimal. 

− Given the relatively upbeat tone by BNM on the recovery 

outlook, we see a higher probability that the central bank would keep the OPR unchanged at 1.75% at its September’s MPC 
meeting. Nevertheless, we believe BNM still has room to lean towards further monetary easing should the recovery pace 
weaken, given that the downside risk remains on domestic political and geopolitical uncertainty along with fears of a new wave 
of COVID-19 infections, which could undermine growth recovery.  

Graph 4: Global Policy Rate Trend 

 
Source:  BNM, Department of Statistics, Kenanga Research 
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Table 1:  Malaysia GDP Growth (constant 2015 prices) 

            Kenanga 
% YoY Growth 2017 2018 2019 1Q20 2Q20 1H20 3Q20F 4Q20F 2H20F 2020F 

By Sector                    
Agriculture 5.7 0.1 2.0 -8.7 1.0 -3.9 2.7 2.5 2.6 -0.5 

Mining 0.4 -2.6 -2.0 -2.0 -20.0 -11.0 -8.4 -4.0 -6.1 -8.6 

Manufacturing 6.0 5.0 3.8 1.5 -18.3 -8.7 -6.5 -1.7 -4.0 -6.3 

Construction 6.7 4.2 0.1 -7.9 -44.5 -25.9 -20.4 -9.0 -14.7 -20.2 

Services 6.2 6.8 6.1 3.1 -16.2 -6.7 -6.0 -0.7 -3.3 -4.9 
Real GDP 5.7 4.7 4.3 0.7 -17.1 -8.3 -6.2 -1.3 -3.7 -5.9 

                    

Ppt. Contribution                   

Agriculture 0.4 0.0 0.1 -0.6 0.1 -0.3 0.2 0.2 0.2 0.0 

Mining 0.0 -0.2 -0.2 -0.2 -1.5 -0.8 -0.5 -0.3 -0.4 -0.6 

Manufacturing 1.3 1.1 0.8 0.3 -4.2 -1.9 -1.4 -0.4 -0.9 -1.4 
Construction 0.3 0.2 0.0 -0.4 -2.0 -1.2 -1.0 -0.4 -0.7 -0.9 

Services 3.4 3.8 3.5 1.8 -9.2 -3.8 -3.4 -0.4 -1.9 -2.8 

Real GDP 5.7 4.7 4.3 0.7 -17.1 -8.3 -6.2 -1.3 -3.7 -5.9 

                    

By Expenditure                   

Consumption  6.6 7.1 6.7 6.5 -15.1 -4.4 -5.3 2.4 -1.3 -2.8 
   Public 5.5 3.3 2.0 5.0 2.3 3.6 3.3 4.1 3.8 3.7 

   Private 6.9 8.0 7.7 6.7 -18.5 -6.0 -7.0 2.1 -2.5 -4.2 

Investment 6.1 1.4 -2.1 -4.6 -28.9 -17.3 -11.9 -7.5 -9.8 -13.6 

   Public 0.3 -5.0 -10.9 -11.3 -38.7 -24.2 -14.5 -8.9 -11.1 -16.7 

   Private 9.0 4.3 1.6 -2.3 -26.4 -15.2 -11.1 -6.7 -9.1 -12.4 

Public Spending 3.4 0.1 -2.8 -0.6 -10.6 -5.5 -2.1 -0.9 -1.4 -3.2 
Private Spending 7.4 7.1 6.3 4.7 -20.5 -8.2 -7.9 0.4 -3.9 -6.0 

Aggregate Demand 6.5 5.5 4.4 3.7 -18.7 -7.7 -6.9 0.1 -3.3 -5.5 

Exports 8.7 2.2 -1.6 -7.1 -21.7 -14.4 -13.0 -4.5 -8.7 -11.5 

Imports 10.2 1.3 -2.3 -2.5 -19.7 -11.2 -11.0 -3.7 -7.3 -9.2 

 Real GDP 5.7 4.7 4.3 0.7 -17.1 -8.3 -6.2 -1.3 -3.7 -5.9 

Ppt. Contribution                   

Consumption  4.4 4.8 4.7 4.5 -10.5 -3.1 -3.8 1.8 -1.0 -2.0 

   Public 0.7 0.4 0.3 0.6 0.3 0.4 0.5 0.5 0.5 0.5 

   Private 3.7 4.4 4.4 3.9 -10.8 -3.5 -4.2 1.2 -1.5 -2.5 

Investment 1.5 0.3 -0.5 -1.1 -7.2 -4.1 -2.7 -1.6 -2.2 -3.1 

   Public 0.0 -0.4 -0.8 -0.7 -2.0 -1.3 -0.8 -0.7 -0.8 -1.1 

   Private 1.5 0.7 0.3 -0.4 -5.2 -2.8 -1.9 -0.9 -1.4 -2.1 
Public Spending 0.7 0.0 -0.6 -0.1 -1.7 -0.9 -0.4 -0.2 -0.3 -0.6 

Private Spending 5.3 5.1 4.7 3.5 -15.9 -6.3 -6.1 0.3 -2.9 -4.5 

Aggregate Demand 6.0 5.2 4.2 3.4 -17.7 -7.2 -6.5 0.1 -3.1 -5.1 

Exports 5.8 1.5 -0.9 -4.6 -13.9 -9.3 -8.2 -2.8 -5.5 -7.3 

Imports 6.1 0.8 -1.5 -1.4 -11.3 -6.4 -6.2 -2.1 -4.1 -5.2 

Real GDP 5.7 4.7 4.3 0.7 -17.1 -8.3 -6.2 -1.3 -3.7 -5.9 

Source: Dept. of Statistics, Kenanga Research,  F: forecast 
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