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e 2Q23 GDP grew +2.9% y-o-y driven by resilient domestic spending

Kirubha Sanmugam +603 2604 3915 despite challenging external demand
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Irubhas@alliancefg.com ¢ Domestic tailwinds from healthy private consumption supported by

sustained employment strength to offset weaker external trade

¢ We remain cautiously optimistic of Malaysia’s prospects and maintain
our 2023 GDP growth projection of 4.1% y-o-y

Normalising economic growth on high base

Malaysia’s economy grew 2.9% y-o-y and 1.5% g-o0-q on a seasonally adjusted (SA) basis in
2Q23(1Q23: +5.6% y-0-y; +0.9% SA g-0-g) — driven by steady expansion in domestic demand
given the sustained labour market recovery. This takes TH23 GDP growth to 4.2% which is
within our expectation but below consensus’. For 2Q23, growth momentum has
understandably moderated given the impressive recovery last year, but healthy expansion was
observed in domestic demand (+4.5% y-o0-y), only to be dragged by a slowdown in net exports
(-3.7% y-0-y) amid a global technology downcycle.

Robust labour market

Domestic demand continues to be underpinned by sustained expansion in the labour market
as unemployment rate inched lower to 3.4% in Jun 2023, adding the much-needed impetus
to private consumption (+4.3% y-o0-y). Real wages growth remained steady at 1% y-o-y in
2Q23 (vs 0.9% in 1Q23), indicating a largely resilient economy. Despite the relatively weaker
economic growth in 2Q23, the continuous improvement in the employment market with
record high labour force participation of 70% will ensure Malaysia’s 2H23 economic growth
prospect remains encouraging.

Resilient domestic economy

Within the Services sector (59% of 2Q23 GDP; +4.7% y-0-y), the Wholesale & Retail Trade
sub-sector grew by 4.7% y-0-y (vs 9.4% in 1Q23) while the Transportation and Storage sub-
sector climbed 13% y-0-y (vs 17% in 1Q23). Apart from continued strength in household
spending, continuous improvement in the tourism industry also contributed to the growth
momentum in the Services sector as international passenger traffic at KLIA recovered to 70%
of pre-pandemic level in 2Q23, compared to 65% in 1Q23. Meanwhile, the Construction
sector is the other outperformer with a 6.2% y-o-y growth due to continued progress of large
infrastructure projects.

Dampened by weak external demand

The Manufacturing sector reported a relatively flattish y-o-y growth of 0.1% in 2Q23 (vs 3.2%
in 1Q23) given weaker production output from the E&E and petrochemical industries. In
addition, external trade remained weak in 2Q23 amid a global slowdown affecting export-
oriented enterprises, and the subdued condition is likely to persist in the near term going by
the weaker-than-expected recovery in China. Nevertheless, Malaysia’s diversified export base
and deep integration into global supply chain will ensure our trade resilience.
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Maintain 2023 GDP growth of 4.1%

Malaysia could take comfort from the relatively resilient domestic demand as private
consumption continues to be the key growth driver, underpinned by robust labour market and
strong economic and social activities, especially tourism-related activities. The sustained
expansion in employment, steady increase in private sector wages and continued policy
support will ensure consumption expenditure remains healthy. With the conclusion of the state
elections, we believe this will allow the federal government to put in greater effort to
implement its economic reform initiatives. The launch of the Madani Economy framework
signifies the first step to undertake the strategic reform to further enhance Malaysia’s
economic competitiveness. Therefore, we remain cautiously optimistic of the growth prospects
of Malaysia in 2023.

GDP: 2.9% growth in 2Q23 on strong domestic Quarterly real GDP (RMm): Normalising from high base
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Supply side GDP components Demand side GDP components
2022 2022
share 1Q22 2Q22 3Q22 4Q22 1Q23 2Q23 YoY % share 1Q22 2Q22 3Q22 4Q22 1Q23 2Q23
Services 589%  6.4% 119% 167% 91% 73% 47% Domestic Demand 93% 4.4% 13.0% 13.1% 6.8% 4.6% 4.5%
Manufacturing 24.2%  6.7% 9.2% 13.1% 39% 32% 01% Private Consumption  60%  5.5% 18.3% 151% 7.4% 59% 4.3%
' ' ' ' ’ ’ ' Private Investment 15% 0.4% 6.3% 132% 103% 4.7% 5.1%
Agricult ’ 6.6% 0.1% -23% 1.2% 1.1% 09% -1.1%
griculture CU D T e e Public Consumption  13%  6.7% 2.6% 45% 2.4% -22% 3.8%
Mining O:4% -2.2% 1.7%  9.1%  6.3%  24% -2.3% Public Investment 4% -09% 3.2% 131% 6.0% 57% 7.9%
Construction 35% -6.1% 2.5% 153% 10.1% 7.4% 6.2% Net exports 506 26.5% -28.7% 18.7% 23.4% 54.4% -3.7%
GDP 48% 8.8% 14.1% 7.1% 5.6% 2.9% GDP 5.0% 8.9% 14.2% 7.0% 5.6% 2.9%
Source. Department of Statistics, AllianceDBS Source. Department of Statistics, AllianceDBS
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DISCLAIMER

The information herein is published by AllianceDBS Research Sdn Bhd (“ADBSR"), a subsidiary of Alliance Bank Malaysia Berhad
("ABMB™) and an associate of DBS Vickers Securities Holdings Pte Ltd (“DBSVH") (each and/or collectively, the “Company”).

It is based on information obtained from sources believed to be reliable, but the Company does not make any representation or
warranty, express or implied, as to its accuracy, completeness, timeliness or correctness for any particular purpose. Opinions
expressed are subject to change without notice. This research is prepared for general circulation. Any recommendation contained
herein does not have regard to the specific investment objectives, financial situation and the particular needs of any specific
addressee.

The information herein is published for the information of addressees only and is not to be taken in substitution for the exercise
of judgement by addressees, who should obtain separate legal or financial advice. The Company, or any of its related companies
or any individuals connected with the group accepts no liability for any direct, special, indirect, consequential, incidental damages
or any other loss or damages of any kind arising from any use of the information herein (including any error, omission or
misstatement herein, negligent or otherwise) or further communication thereof, even if the Company or any other person has
been advised of the possibility thereof.

The information herein is not to be construed as an offer or a solicitation of an offer to buy or sell any securities, futures, options
or other financial instruments or to provide any investment advice or services. The Company and its associates, their directors,
officers and/or employees may have positions or other interests in, and may effect transactions in securities mentioned herein and
may also perform or seek to perform broking, investment banking and other banking or financial services for these companies.
The information herein is not directed to, or intended for distribution to or use by, any person or entity that is a citizen or resident
of or located in any locality, state, country, or other jurisdiction (including but not limited to citizens or residents of the United
States of America) where such distribution, publication, availability or use would be contrary to law or regulation. The information
is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction (including but not limited to the United
States of America) where such an offer or solicitation would be contrary to law or regulation.
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