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TOPIC 2:  
COVID-19: ECONOMIC 

OUTLOOK AND CHALLENGES  
– A MALAYSIA PERSPECTIVE 
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Sources: Bloomberg, CEIC 

Volatility Index (VIX) has shot up to 82.69 points in March 2020, surpassing the Global Financial Crisis (GFC) in 2008-2009.  

ECONOMIC RESEARCH 

ECONOMICS AND MARKETS HAVE BEEN VERY VOLATILE  
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Source: IMF World Economic Outlook Update, June 2020 

HOW’S THE ECONOMIC LOOK? HIGHLY UNCERTAIN 

ECONOMIC RESEARCH 
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THE LATEST GROSS DOMESTIC PRODUCT (GDP) YEAR-ON-YEAR CHANGE (%)  

1Q 19 2Q 19 3Q 19 4Q 19 1Q 20 2Q 20

US 2.3       2.0       2.1       2.3       0.3       (9.5)     

UK 2.0       1.4       1.3       1.1       (1.7)     na

Eurozone 1.4       1.3       1.4       1.0       (3.1)     (15.0)   

Germany 1.0       0.3       0.7       0.4       (2.3)     (11.7)   

France 1.8       1.8       1.6       0.8       (5.7)     (19.0)   

Italy 0.3       0.4       0.5       0.1       (5.5)     (17.3)   

Brazil 0.6       1.1       1.2       1.7       (0.3)     (0.3)     

Argentina (5.9)     0.4       (1.8)     (1.1)     (5.4)     (5.4)     

South Africa -      0.9       0.1       (0.5)     (0.1)     (0.1)     

Japan 0.8       0.9       1.7       (0.7)     (1.7)     na

Turkey (2.3)     (1.6)     1.0       6.0       4.5       4.5       

Russia 0.4       1.1       1.5       2.1       1.6       na

China 6.4       6.2       6.0       6.0       (6.8)     3.2       

India 5.7       5.2       4.4       4.1       3.1       na

Australia 1.7       1.6       1.8       2.2       1.4       1.4       

Thailand 2.9       2.4       2.6       1.5       (1.8)     na

Philippines 5.7       5.4       6.3       6.7       (0.2)     na

South Korea 1.7       2.0       2.0       2.2       2.2       2.2       

Singapore 1.0       0.2       0.7       1.0       (0.3)     (12.6)   

Vietnam 6.8       6.7       7.3       7.0       3.8       0.4       

Indonesia 5.1       5.1       5.0       5.0       3.0       (5.3)     

Malaysia 4.5       4.8       4.4       3.6       0.7       na
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BENCHMARK RATES IN THE ADVANCED COUNTRIES 
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 Policy rates in the advanced countries 

have been extremely low. 

 

 Obviously, they have not really 

recovered from the previous crisis in 

2008/2009 

 

 There is also structural problems 

plaguing the economy – aging 

population. 
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CENTRAL BANK BALANCE SHEET CONTINUES TO EXPAND 
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 It remain to be seen whether such policy 

response has tangible effects to their 

economy 

 

 One thing for sure, it can creates positive 

or negative externalities. Fund flows can 

be a boon or bane.  



Policy rates Oct-19 Nov-19 Dec-19 Jan-20 Feb-20 Mar-20 Apr-20 May-20 Jun-20 Jul-20 Aug-20*

Advanced countries

US (Fed Fund Rate) 1.75 1.75 1.75 1.75 1.75 0.25 0.25 0.25 0.25 0.25 0.25

Japan (Policy Balance Rate) -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10

Euro Zone (Main Refinancing Rate) 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

UK (Bank Rate) 0.75 0.75 0.75 0.75 0.75 0.10 0.10 0.10 0.10 0.10 0.10

Canada (ON Lending Rate) 1.75 1.75 1.75 1.75 1.75 0.25 0.25 0.25 0.25 0.25 0.25

Latin America

Mexico (ON Rate) 7.75 7.50 7.25 7.25 7.00 6.50 6.00 5.50 5.00 5.00 5.00

Brazil (Selic Rate) 5.00 5.00 4.50 4.50 4.25 3.75 3.75 3.00 2.25 2.25 2.25

Argentina (LELIQ 7D Notes Rate) 68.00 63.00 55.00 50.00 40.00 38.00 38.00 38.00 38.00 38.00 38.00

Eastern Europe

Russia (Key Rate) 6.50 6.50 6.25 6.25 6.00 6.00 5.50 5.50 4.50 4.25 4.25

Ukraine (Discount Rate) 15.50 15.50 13.50 11.00 11.00 10.00 8.00 8.00 6.00 6.00 6.00

Turkey (1W Repo Rate) 14.00 14.00 12.00 11.25 10.75 9.75 8.75 8.25 8.25 8.25 8.25

Asia

China (1Y Loan Prime Rate) 4.20 4.15 4.15 4.15 4.05 4.05 3.85 3.85 3.85 3.85 3.85

India (Repo Rate) 5.15 5.15 5.15 5.15 5.15 4.40 4.40 4.00 4.00 4.00 4.00

Indonesia (7D Repo Rate) 5.00 5.00 5.00 5.00 4.75 4.50 4.50 4.50 4.25 4.00 4.00

Thailand (1D Repo Rate) 1.50 1.25 1.25 1.25 1.00 0.75 0.75 0.50 0.50 0.50 0.50

South Korea (Base Rate) 1.25 1.25 1.25 1.25 1.25 0.75 0.75 0.50 0.50 0.50 0.50

Philippines (O/N Lending Rate) 4.00 4.00 4.00 4.00 3.75 3.25 2.75 2.75 2.25 2.25 2.25

Australia (Cash Rate) 0.75 0.75 0.75 0.75 0.75 0.25 0.25 0.25 0.25 0.25 0.25

New Zealand (Cash Rate) 1.00 1.00 1.00 1.00 1.00 0.25 0.25 0.25 0.25 0.25 0.25

Malaysia (OPR) 3.00 3.00 3.00 2.75 2.75 2.50 2.50 2.00 2.00 1.75 1.75
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CENTRAL BANK POLICY RATES 

*As at 5 August 2020 

Central banks across the globe remained accommodative and supportive to economic growth. Thus far, the target range 

for the federal funds rate (FFR) was expected to remain at its Effective Lower Bound (ELB) for at least the next couple of years. 



MALAYSIA’S OVERNIGHT POLICY RATE (OPR) 
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 Will BNM follows their counterpart in the advanced countries? 

 Let’s hope not 

 But no one can guarantee that  
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Source: Bloomberg 

Government bond yields are generally on declining trend. Investment returns are low for this asset class.  

BOND YIELDS HAVE BEEN TRENDING DOWN  
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THE 5-YEAR CREDIT DEFAULT SWAP (CDS) SPREAD FOR  

GOVERNMENT OF MALAYSIA (GOM) 
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The 5-year CDS spread narrowed significantly from 182 basis points in March 2020 to 59 basis points presently. This 

clearly shows fixed income investors are comfortable with GOM’s credit. The government can actually spend 

more. 
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SIGNS OF RECOVERY 
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THE ECONOMY MOVES IN CYCLE 
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 Malaysia’s GDP since 1971 

 Three GDP contractions 

 There seems to be a 10-year cycle 

 Important for strategic planning  
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COMPOSITION OF HOUSEHOLD INCOME  
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Our society has been trying to better themselves. This is good.  
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Source: CEIC & Economic Research, Bank Islam 

IS THERE A UNIVERSAL INTERNAL RATE OF RETURN? 
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 The 35-year Compound Annual Growth Rate (CAGR) showed prices have been rising at a rate of 2.5% per annum. 

 The average Equity Risk Premium (ERP) stood at around 2.2%.  

 Perhaps, there is universal internal rate of return (IRR). 

 2% + 2.5% = 4.5% --------(Universal IRR)?  

 This should help you decide on your asset allocation. 
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DISCOVERY OF VACCINE LOOKS PROMISING NOW – A REASON TO BE OPTIMISTIC 
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MACROECONOMIC FORECAST 

Macroeconomic 

variable 
2019 2020F 

 

2021F 

 

GDP 4.3% -1.5% 3.5% 

FBM KLCI year-end 

target 

1,589 points 1,500 points 1,750 points 

CPI 0.7% -0.5% 2.00% 

OPR 3.00% 1.75% 1.75% 

USDMYR RM4.12 RM4.25 RM4.14 

Brent crude USD 

per barrel 
USD65.43/bbl. USD42.15/bbl. 

 

USD58.28/bbl. 

 

CPO RM3,025/MT RM2,407/MT RM2,485/MT 

 We maintain our GDP forecast of -1.5% for 2020. 

 This would mean that the economy will register a negative growth of 7.0% and 2.8% in 2Q2020 and 3Q2020 before 

recovering to 2.7% in the final quarter this year.  

 In spite of the gradual economic recovery, we believe that ample opportunities are still available out there for 

businesses. 

Source: Bank Islam 

FBM KLCI USDMYR, Brent Crude and CPO are end of the year forecast 
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