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ECONOMIC DIGEST 15 MAY 2023
Resilient 1Q 2023 GDP growth, above trend

Malaysia’s economy expanded by 5.6% YoY in 1Q 2023 (4Q 2022: 7.0%; average 2017-2019: 5.0%)
supported by 1) festive and holiday spending 2) continued investment activity, 3) better labour market
conditions, 4) higher tourism activities. On a monthly basis, GDP grew by 4.6% YoY in Jan, then
accelerated to 6.6% in Feb, before moderating to 5.6% in Mar. On a QoQ seasonally adjusted basis, the
economy rebounded by 0.9% (4Q: -1.7%).

The GDP growth in 2023 will still be driven by resilient domestic demand where we have forecasted a 4.0%
- 5.0% (2022: 8.7%). We remain cautious and expect some moderation in the growth trajectory moving
forward amid rising external headwinds, waning pent-up demand and absence of base effect.

All sectors recorded positive growth but moderated from 4Q (refer Table 1). With continuous recovery
momentum, 42 out of 55 or 76% of the country’s economic activities had surpassed the 2019 pre-
pandemic levels in 1Q (4Q: 69%). Similar to 4Q performance, manufacturing (19.0%) and services (15.4%)
sectors had fully recovered, whereas 3 out of 17 services sub-sectors are still lagging i.e. food &
beverage sub-sectors (-4.5%), real estate (-3.7%), and other services (-2.2%).

On the expenditure side (refer Table 2), the expansion was underpinned by firm domestic demand,
primarily in the private sector. Despite weakening external trade performance, dragged down by export of
goods (1Q: -8.5%; 4Q: 3.3% YoY), export of services showed a bright spot (1Q: 58.2%; 4Q: 75.8% YoY),
reaching 86% of the pre-pandemic level. The momentum is expected to continue given the ongoing shift in
consumption from goods to services. This is reflected by recovery in tourism activities in 1Q as
international passenger traffic at airports further improved to 59.3% of pre-pandemic level (4Q: 54.1%).

On a side note, financing outstanding of the SME segment grew slower by 2.2% YoY (Non-SMEs: 2.9% YoY)
in 1Q 2023 (4Q: SMEs: 4.2%; Non-SMEs: 2.8%) as growth in repayments (5.1%) > disbursements (4.2%). In
value terms, SMEs’ disbursement (RM125.1 bil) > repayments (RM122.5 bil), which portrays a divergence
from other segments. The moderation in repayments from its double-digit growth trend (4Q: 13.9%) could be
due to the increase in borrowing costs and tighter cashflows. Nonetheless, strong expansion was observed
in financing application (1Q: 21.1% vs 4Q: -0.1%), signaling that SMEs’ demand for financing is still healthy.

Earlier this month, BNM raised its overnight policy rates by 25 basis points to 3.00%, returning its rates to
pre-pandemic levels. This unexpected move was due to the timing of this hike rather than the quantum as
normalisation was brought forward owing to firm domestic demand which translates to sticky core
inflation (Mar: 3.8%: Feb: 3.9% YoY). For more information, kindly refer to OPR snapshot here.

Figure 1: Quarterly Real GDP
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Table 1: Share
GDP by economic activity 2022 (%)
(2015p) .
Annual growth (%)
Senvices 58.3 6.4 119 16.7 9.1 10.9 73
c Construction 35 (6.1) 25 15.3 10.1 5.0 74
8 Manufacturing 24.1 6.7 9.2 131 39 8.1 32
8 Mining 6.4 22 an 9.1 6.3 26 24
%) Agriculture 6.6 0.1 23) 12 14 0.1 0.9
8:) Real GDP - 48 8.8 141 74 8.7 5.6
o Figure 2: Percentage point (ppt.) contribution to GDP by economic activities
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Figure 3: Top 5 contributors to services GDP Figure 4: Bottom 5 contributors to services GDP
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Figure 6: Bottom 5 contributors to manufacturing
GDP performance in 1Q 2023 (ppt.)

Figure 5: Top 5 contributors to manufacturing
GDP performance in 1Q 2023 (ppt.)

Products and Pharmaceutical

Sources: DOSM, CEIC, BNM, and SME Bank Economic Research

03 [

Electronic Components & _ Computers & Peripheral
Equip. 13 01 [ Equip.
Refined Petroleum Products [N 0.7 0.2 I Funiture
Motor Vehicles and Transport
Equipment B 05 0.2 I Rubber Products
Vegetable and Animal Oils &
Fats W o4 0.2 [N Wood Products
Chemicals & Chemical - o

Plastics Products

Page 2|3



components (2015p)
Annual growth (%)

— Aggregate domestic demand 931 44 13.0 13.2 6.8 9.2 4.6
(&) Private consumption 60.2 5.3 18.3 14.8 7.3 11.2 5.9
—

CG Public consumption 13.2 6.9 2.3 6.5 3.0 4.5 (2.2)
g Private Investment 15.3 04 6.3 13.2 10.3 7.2 4.7
(D) Public investment 4.4 (1.1) 3.2 13.1 6.0 5.3 57

D: Net exports 5.5 (28.9) (29.0) 26.2 23.0 (1.0) 54.4
&) Exports of goods & services 74.6 12.3 15.9 21.5 8.6 14.5 (3.3
E Imports of goods & services 69.1 16.1 20.1 21.1 7.2 15.9 (6.5)
@) Real GDP - 4.8 8.8 141 74 8.7 5.6
c
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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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