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Malaysia clocked in a robust economic performance for the first 9 months of 2022, as reflected 

by its Gross Domestic Product (GDP) growth of 9.3% YoY. While SME Bank expects growth 

performance of around 8% YoY this year, the momentum might not be sustained moving 

forward as headwinds becomes more evident. We foresee the economy to continue 

growing in 2023 albeit at a moderating pace of 4% - 5%, supported by still resilient domestic 

demand, tight labour market and the prospect of China’s economic relaxation. The forecast is 

in line with government’s projection and international bodies such as International Monetary 

Fund (IMF) and World Bank (refer Figure 1).  

--- indicates lower range of forecast. 

Source: IMF World Economic Outlook (Oct 2022), World Bank East Asia & the Pacific Economic Update (Sep 

2022), Ministry of Finance (MOF) Malaysia 

Thus far, Malaysia’s economy has been performing better than peers in the Association of 

Southeast Asian Nations (ASEAN) 6 (refer Figure 2). For 2023, all ASEAN-6 members are 

projected to experience a slowdown in growth except Thailand – supported by recovery in the 

tourism sector and continuous fiscal stimulus. In Malaysia, some important indicators such as 

the Purchasing Managers' Index, industrial production and retail sales are already trending 

downward in recent months, broadly in line with regional peers. 

 

e = estimate; f = forecast. 

Source: IMF World Economic Outlook (Oct 2022) 
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Figure 2: GDP growth in ASEAN-6 countries (% YoY)
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Figure 1: GDP Growth Forecasts (% YoY)
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The slowdown foreseen next year is mainly stemming from external factors. High food 

prices globally and severe energy crisis in Europe resulting from the Russia-Ukraine conflict 

remains a critical risk to the global economic stability. IMF forecasts some major economies 

(e.g. the US, Europe) to experience a significant slowdown if not a contraction in 2023. Global 

slowdown in demand, alongside persistent inflationary pressures, aggressive tightening of 

monetary conditions, sharp appreciation of the US dollar, climate change risks and China’s 

zero-Covid policy pose significant challenges to emerging market including Malaysia. 

Domestically, there are some considerable uncertainties as well. Notable and broad-

based price pressures and monetary policy tightening will likely dampen consumer spending. 

Targeted fuel subsidy that is expected to be introduced in 2023 might bode well with the 

Government’s Fiscal Responsibility Act but could also be detrimental to the economy, 

depending on its rollout mechanism. Under the managed float mechanism for RON95 and 

diesel when it was first implemented in Dec 2014, RON95 was priced at RM2.30 per litre 

(Brent price averaged ± USD57 per barrel). In comparison, current (Dec 2022) price of RON95 

is subsidised at RM2.05 when Brent is hovering around USD80 per barrel (YTD average: 

USD100 per barrel). Complete removal of fuel subsidy at this price level could result in a huge 

jump in inflation. Recently, relevant ministries under the new government have been instructed 

to swiftly formulate and develop suitable measures to implement targeted subsidies by taking 

into consideration the interests of consumers and the industries. Hence, we expect more 

details to be gradually announced early next year. Our 2023 in-house forecast for Brent 

crude oil remain high at an average of USD85 – USD95 per barrel while we foresee 

inflation to range between 3.0% - 4.0%.  

Micro, Small and Medium Enterprises (MSMEs) is unlikely to escape the ripple effects 

from the moderation in GDP growth as it accounts for 97.4% of overall establishments in 

Malaysia. While they can still leverage on the ongoing recovery story, we may also see some 

MSMEs holding back expansion plans but requiring additional financing for working 

capital instead, in anticipation of a more challenging year ahead. Moreover, MSMEs which 

are in a tight cashflow situation may find it difficult to operate in a higher cost/ interest rate 

environment. We expect two rate hikes of 25bps each in 1H 2023, bringing the OPR to 

3.25% in 2023. Other factors such as environmental, social and governance (ESG), and 

low carbon requirements add to higher costs as firms may require an overhaul to the 

existing plants and processes. Nonetheless, ESG should be seen as an investment for long-

term growth benefits as it allows MSMEs to tap into new markets and gain better access to 

funding.  

Nonetheless, there are some upsides to growth next year. The newly elected government 

will continue to monitor global developments as well as implement appropriate policies and 

structural reforms to strengthen the economy. The government has also pledged to prioritise 

addressing the rising cost of living which could restore consumers’ confidence. Malaysia’s 

diversified economy, alongside its resilient domestic demand should cushion against potential 

external shocks. The recovery in subsectors such as tourism and education will continue to 

pick up in 2023 amid spare capacity, providing more support to economic growth.  
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DISCLAIMER 

 

 

SME BANK has exclusive proprietary rights in the data or information provided herein. This document is the property of SME BANK and is 

protected by Malaysian and international copyright laws and conventions. The data and information shall only be used for intended purposes 

and not for any improper or unauthorised purpose. All information contained herein shall not be copied or otherwise reproduced, 

repackaged, transmitted, transferred, disseminated, redistributed or resold for any purpose, in whole or in part, in any form or manner, or 

by any means or person without SME BANK’s prior written consent. 

This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an 

invitation to make an offer, to buy or sell any securities or other investment or any options, futures or derivatives related to such securities 

or investments. It is not intended to provide personal investment advice and it does not take into account the specific investment objectives, 

financial situation and the particular needs of any specific person who may receive this report. Investors should seek financial advice 

regarding the appropriateness of investing in any securities, other investment or investment strategies discussed or recommended in this 

report and should understand that statements regarding future prospects may not be realised. Investors should note that income from such 

securities or other investments, if any, may fluctuate and that price or value of such securities and investments may rise or fall. Accordingly, 

investors may receive back less than originally invested. Past performance is not necessarily a guide to future performance. Any information 

relating to the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide 

tax advice. Investors are urged to seek tax advice based on their particular circumstances from an independent tax professional. 

Any opinion, analysis, observation, commentary and/or statement made by SME BANK are solely statements of opinion based on 

information obtained from sources which SME BANK believes to be reliable and therefore, shall not be taken as a statement of fact under 

any circumstance. SME BANK does not and is in no position to independently audit or verify the truth and accuracy of the information 

contained in the document and shall not be responsible for any error or omission or for the loss or damage caused by, resulting from or 

relating to the use of such information. Analysts based in SME BANK offices produce research on macroeconomics, equities, fixed income, 

currencies, commodities and portfolio strategy. 

SME BANK and its affiliates, subsidiaries and employees shall not be liable for any damage or loss arising from the use of and/or reliance 

on documents produced by SME BANK or any information contained therein. Anyone using and/or relying on SME BANK document and 

information contained therein solely assumes the risk in making use of and/or relying on such document and all information contained 

therein and acknowledges that this disclaimer has been read and understood, and agrees to be bounded by it. 
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