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Malaysia & the World:
New Opportunities & Challenges

 New Government & Policies

* Domestic Socioeconomic Outlook
* Trade Scenarios

* Global Economic Interactions

* Belt & Road Initiative

* Future Strategic Sectors



New Government & Policies

* Popular expectations for new government:

» Socioeconomic resuscitation,

» e.g., GST abolishment to reverse overpricing.

* Healthier environment for politics & rule of
law,

* e.8., thorough, careful & open investigations
into many previously suppressed scandals.




New Government & Policies

* New cabinet:

» Professional, relatively young & most importantly
seemed to be politicians of integrity

* PM not taking on another ministerial post to fulfill
electoral promise

» More or less “equal” distribution of cabinet posts among
PH component parties - political repercussion?

* Eminent Person’s Group

* Measures meant for stabilizing market sentiments
soonest
* Did they work?



New Government & Policies

* 0% GST pending parliamentary repeal - at
least 3 causes for popular revolt against
GST:

» opportunistic overpricing
* Procedural nuisance for SMEs

» Perception of GST proceeds to cover up
shortcomings due to scandals

* What about budgetary concerns?




New Government & Policies

* “Discovery” of “hidden” national debts, from ~RM600
billion to ~RM1 trillion.

» Mostly sovereign guarantees of GLC / SPV loans which
have allegedly been siphoned away!

» Unorthodox classification of national debts - but
justified?

* Popular support - Tabung Harapan

» But market jittery - to tell or not to tell the “truth”?



New Government & Policies

* 50 austerity measures:

» Pay cuts for ministers & freeze on civil
servant pay raise.

* Review or shelving of major projects:
« HSR
 ECRL
* Pipelines
* But BRIM to continue?
» Subsidies to return? - market distortion



New Government & Policies

* [Investigations into alleged scandals:
» Searches & seizures of luxury items
* Prosecution of 1MDB-related figures
» Unearthing of other hidden abuses

* Need to balance popular clamor for swift actions
vs perception of political revenge.

» Justice must be both done & seen to be done.



New Government & Policies

* Short- to medium-term challenge is to sustain
economic growth & ensure more even
distribution of wealth.

* Important for both new government & people to
not be complacent, but to abandon old negative
habits such as reliance on government handouts
& to buckle up for bumpy ride ahead.



Domestic Socioeconomic Outlook

. Most.businessmen bemoan “business worse than
previous years...”

* Roots in Global Financial Crisis a decade ago.
» US & Europe not fully recovered?
» China picking up the slack but itself in slower growth.

» So world economy still depends on American
economic health to large extent
* Trump champions “America First”, but with mixed

results as isolationist measures are double-edge
swords.




Domestic Socioeconomic Outlook

» We are export-oriented economy:
» Electronics / electricals - FDI dependent
* Neighboring competitors
 American market not as robust as before?
 Commodities, e.g., petroleum & CPO - price swings

* Prices not as high as before & we cannot do much
about that.

 OPEC cannot petroleum prices as effectively as before.
* No OPEC equivalent for CPO.
* CPO not as “strategic” as petroleum.



Domestic Socioeconomic Outlook

* TS Lin See-Yan worries about long-term
sustainability of economic growth.
* High debt level

e Not so much public but private debts.

» Stimulating domestic consumption can provide short-term
impetus, but will push up debt level in long term, ultimately
lowering consumption level & economic growth.

* Low RM
» Dependence on foreign labor



Domestic Socioeconomic Outlook

* | think stimulating domestic consumption is OK but must
not overdo it.

» Americans consume many times more than we do, but
why it does not run into problem of high private debt
levels lowering consumption & thus growth?

* Well, US has advantage of being considered ultimate credit
guarantor of the world. No matter how high its public &
private debt levels, the world is still willing to lend it.

» But we are developing country, & our credit “limits” are
real. So overconsumption will land us in trouble.



Trade Scenarios

» US is our largest FDI provider. American factories
appear to be few but mostly producing high-tech
semi-finished components, which are then sent to
China for further processing, before being sent to
US for final assembly.

e E.g., smart phones
» “Made in USA” & thus fulfilling “America First”?

* Huge price difference between semi-finished
components & finished products, but how many
locals can afford expensive smart phones?



Trade Scenarios

* So overall trade figures would still show as if we
export more to US then importing from there, &
tltw)is is the “trade deficit” Trump most sensitive
about!

* Or take agro produces. Traditionally US buys its
tropical fruits from Caribbean or South American
countries, while we buy many American fruits &
veggies.

* But now we buy less due to tough times, so again
“trade deficits” in Trump’s eyes!




Global Economic Interactions

e Bank Negara raised interest rates for 1t time in 4
years earlier this year.

* Our domestic economic performance influenced
by international economic interactions, especially
those originated from US.

» Over past year, US underwent two series of policy
changes, one gradual & one drastic, which
affﬁcted not only itself but foreign markets as
well.



Global Economic Interactions

» US Federal Reserve has been steadily raising interest
rates since last year.

» Fed worries about inflation above all, overshadowing
enthusiasm for economic stimulus.

» Fed perceived signs of US market heating up, so revving
up interest rate to attract more deposits as opposed to
investment & speculations.

» But overseas capital thus attracted back to US may not
necessarily be readily deposited but may be put back
into US economy or even into financial markets, thus
driving up prices there.




Global Economic Interactions

* | have always considered Fed raising rate as “double-
edge sword”:
» Bad for US as may not attain inflation-containment goals

» Bad for developing countries as repatriated US capitals
deprive them of much needed funds

* Even some emerging market capital are attracted by
combination of more stable financial system & higher rates
in US.

* So Bank Negara too had to act to make our financial
market more competitive.




Global Economic Interactions

* More drastically, US adopted tax reform which has
international implications:

» Trump lowered top tax rate from close to 40% to 20%.

* So now US tax rates close to tax-friendly jurisdictions like HK
& Singapore.

» So should other countries also reform their tax rates to make
them more attractive to foreign investors?

* More leniency for repatriation of US capital

» Coupled with reduction or removal or strict
regulations & infrastructural projects, can these
revive US economy?




Global Economic Interactions

» But Trump also has isolationist bent, opposing free
trade & globalization, even despising rules &
systems painstakingly put together by US over the
years.

* High tariffs for steel & aluminum from allies & rivals
alike.

* Trump hopes to attract these factories back to US to
create jobs?

 But added costs will also be transferred to end users.



Global Economic Interactions

e |t’s OK to have “America First”, but must do it in
right ways:
 Trade wars lead to ever higher tariffs & therefore
more expensive final goods for end users.

 Also US should focus on high-tech industries, not
outdated, mediocre industries to be brought back.

» Lowering tax is the right move as it will not only
increase American competitiveness, but also
encourage other countries to follow suit, & business-
friendliness will lead to growth.
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Belt and Road Initiative: Trade Facilitation

» Southeast Asia is strategically located at crossroads of
East and West, & trade remains traditionally a mainstay
of economy here.

* For most SEA countries, trade becomes the most
important BRI elements - deepening & broadening it.

» Malaysia was China’s largest trading partner in SEA til
recently, & China has been Malaysia’s largest trading
partner for many years, with bilateral trade volume being
almost twice that between Russia & China.




Belt and Road Initiative: Trade Facilitation

» Since 2015, ASEAN countries have formed
ASEAN Economic Community (AEC), reducing &
remoyving tariffs & non-tariff barriers for goods
& services traded between them.

e China & ASEAN have also signed free trade
agreement, & are negotiating to upgrade it.

* So China & ASEAN should consider forming a
China-ASEAN Economic Community (CAEC):

» To better implement trade facilitation under BRI;
 To give impetus to RCEP negotiations.



Belt and Road Initiative: Trade Facilitation -

* Not only state owned enterprises, but small
& medium enterprise important in BRI

trade.

* Trade should also transform into
investments, creating jobs & enable
technology transfers.

* Trade is the lowest hanging fruits for BRI
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Belt and Road Initiative: Connectivity Matters -

* Many SEA countries are rich in natural resources,
but hindered by backward infrastructures to take
full advantage of its endowments.

e Infrastructural connections must however be
undertaken with due regards to the actual needs
& circumstances of the local countries concerned.

» Support of AlIB, Silk Road Fund important.
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Belt and Road Initiative: People’s Bonds

* BRI extends to South Asia, Middle East & East
Africa.

» Multicultural SEA can be “super connectors” for
linking China with these regions as we are more
versatile in dealing with multicultural settings.

* SEA also looks forward to interact more with &

explore new markets in Russia & Central Asia
through BRI.
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Belt and Road Initiative: People’s Bonds -

* How to more effectively pass on cultural
heritage to younger generation is out
common challenge.

 Student exchanges
* Branch campus
* R&D into tropical natural products
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Future Strategic Sectors
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Future Strategic Sectors
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Future Strategic Sectors
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Conclusion & Outlook

m Bill Gates, co-chair of the Bill & Melinda Gates Foundation. Ask Me Anything

th rim M atbar

Yes. It is hard to say wnen but this Is a certain

about this and he understands this area far better the

Despite this prediction of bumps ahead | am quit

for humans everywhere




