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What s the plausible

recovery trend

for Malaysia

post-Covid-19?

BY DR FOO
CHEE HUNG

o one could have

predicted the eco-
nomic impacts of
Covid-19 which
have surpassed
those of any other
previous economic crises. While
past crises recorded tended to im-
pactonly affected sectors or coun-
tries, Covid-19is a communicable
disease that spreads quickly across
countries, and the associated eco-
nomic costs are the consquences
of needed containment measures
for the pandemic — restricting
travel, shuttering non-essential
businesses, implementing univer-
sal social distancing policies, etc
— which have halted a majority
of business activities and caused
aworldwide standstill.
When the virus outbreak just
started and the movement control
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No recession

can last forever,

and neither

will the one we
are facing now.
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or two years — it is moving towards
the bottom with some industries
grinding to a halt and registering
negative growth, but it will not to-
tally collapse due to the rapid gov-
ernment intervention to protect
jobs and businesses.

However, no recession can last
forever, and neither will the one
we are facing now. A recession will

L

ing, giving a “down up down up”
pattern resembling the letter W.

o L-shape will be the worst-case
scenario as it exhibits a sharp
decline in the economy, followed
by a slow recovery period that
could take several years or even
decades to recoup to previous
levels.
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showed a V-shape recovery, where
the economy suffered a sharp de-
cline with a clearly defined trough,
followed by a strong recovery within
five quarters.

The strength of the recovery is
closely related to the severity of
the preceding recession; where
the more it declined, the higher
levelitreached after the recovery.

order (MCO) was first implement- . always be followed by a recovery Most importantly, the consumer
ed in March 2020, many thought A recession due to its cyclical nature. In gener- The Strength sentiment index (CSI) follows the
that the Malaysian economywould il a |ways be al, there are four distinct recession  Of the recovery trajectory of GDP growth. As soon

rebound in the second half of the
year. But this hope faded along

followed by a

and recovery shapes — V, U, W, and
L — depicting the possible trends

By studying the quarterly real gross
domestic product (GDP) growth of

as the country’s economy shows
signs of improvement, there is an

with the second and third waves recove ry du e that could happen to the economy, the country throughout 1997-2020, increment in CSI.

of the outbreak. . . from the best- to the worst-case one would find that Malaysia had Likewise, in the case of the Cov-
Judging from the current de- toits cycl Ical scenario. experienced three periods of eco- id-19 recession, one can foresee

velopment, where the mutations nature A V-shape is the best-case sce- nomic contractions prior to the the country’s economyis set to re-

of the virus are still an ongoing
threat, there will likely be no real
recovery unless the virus is thor-
oughly eradicated.

So, here is the perception of the
Malaysian economy in the next one

Quarterly real GDP
growth vs. consumer

sentiment index (CSI),

1997 -2020

140

nario, where sharp decline in the
economy is immediately followed
by arapid recovery back to its pre-
vious peak, bolstered especially by
economic measures and strong
consumer spending.

« A U-shape could happen if the
economy stagnates for a few
quarters or up to two years, before
experiencing a relatively healthy
rise back to its previous peak.

« InaW-shape scenario, the econ-
omy falls into recession and re-
covers with a short period of
growth; then falls back into re-
cession before finally recover-

Covid-19 recession: Asian Finan-
cial Crisis (1997-1999), Dot-com
Bubble (2000-2002) and Global
Financial Crisis (2007-2009).

Except for the one posed by Dot-
com Bubble, the impacts of the
other two crises affected the coun-
try significantly; where Malaysia’s
GDP contracted 11.2% and 5.8%
respectively during the Asian Fi-
nancial Crisis and Global Financial
Crisis; compared to a contraction
of 0.4% incurred during the Dot-
com Bubble (Figure 1).

One common feature of these
past recessions is that they all

bound, given the slower GDP con-
traction of 2.7% in the third quarter
versus a 17.1% contraction in the
second quarter of 2020.

This is also evidenced by the im-
proved CSIfrom 51.1 in the second
quarter to 90.1 and 91.5 in the sub-
sequent third and fourth quarters,
since the containment has been
gradually relaxed, along with the
reopening of commercial activities.

Coupled with other key eco-
nomic tracking metrics, such as
the increased volume and value of
property transactions, the dropped

CONTINUES NEXT PAGE 3

10.0
| g
I. o -
— 120 = [ f
2 o o o\ =) nguY 11,4 o
< o 9 "8 \=fA! - o ng hu. a! il
3 Y N . . vy LY & -
2 100 K 0 " = " 90.1 £
= /7Y X gy 2019t =
= ll - ul . ] pad 00 %
g 0.4 mf Q uf .I 2
E g0 nSr 11 A R S
H 80 b [ A7 g
g 703 -3'7714 "\ 638 505
g 60 58 '™ - ]
&
3 79.1 8
g -10.0
© 40 -10.
-11.2
-15.0
2
0 -17.1
B Real GDP Growth —{—Consumer Sentiment Index (CSI)
0 -20.0
NN 00NN OO o o NN MM S T MM O ORNN OO N OO0 oD N N®MMT TN MN O ONN QOO QO O
S a2 a R 8835888383288 88558838322 o3I IIBB2EIE0BB22RR
A O O O 0O 00 O O O 0 O O O O O O O O O O O O O O 0O O O O O O O O O O 0O O O O O O O O O O O © © O
T22 222 RRRRRRRRRRRRRRR3R3R3RRRRRRRRRRRRRRRR.S-=S.
9 g0gdgggdgg9g9gg9gdgg9gg9gdg9gg9gdgagggg9ggdgoggg9gg9ggggogggaggaggggagagagagagd
SRIRIIIRIRIRAFIR/RIRFIRAILIR[RIRAIA[AIRFIRIAIL/LIALAIRAIRIIRIR IR S

Powered by: &isentia



Headline

Hung

MediaTitle EdgeProp.my
Date 25 Dec 2020
Section News

Page No 28,29
Language English
Journalist Dr Foo Chee
Frequency Weekly

€ FROM PREVIOUS PAGE
unemployment rate and the in-
creased bank loan applications,
as well as the recent news on the
availability of vaccine, the coun-
try’s economy will likely recover
in a V-shape performance in 2021.

Nevertheless, the duration of
the Covid-19 recession will only be
obvious in hindsight. The recovery
path is still fragile as the pace of
recovery is no longer depending
solely on how efficient Malaysia
can limit both the health and eco-
nomic damage from Covid-19, but
also on how well other countries
do in avoiding the prospect of an
extended downturn.

If the rest of the world is still ex-
periencing the virus outbreak, then
our country’s borders will remain
closed, and our economic recov-
ery will still stall. In this sense, a
U-shape recovery — indicating a
longer recovery path — is likely to
happen. Given that the consumer’s
confidence is sensitive to adverse
events, a W-shape could take place
too, showing a tempting promise
of recovery but dipping back into
asharp decline, if the vaccine does
notshow its expected effectiveness.

While an L-shape case is unlikely
to happen, one should realise that
those structural and fundamental
weaknesses inherent in the coun-
try’s economic system — low in-
come level of employees; lack of
competitiveness; over-reliance on
twin-oil commodities; outdated,

inefficient and opaque government
policies that suppress meritocracy;
as well as slow adoption of new
technologies that causes low pro-
ductivity — still persist and are
expected to aggravate due to Cov-
id-19, thereby placing a drag on the
overall economic recovery.

Though Malaysia’s economy has
grown ata compound rate of 4.7%
in the past 10 years, much of this
growth has in fact been boosted by
debt-fueled consumption binge.
Investment — once the lifeblood of
the country’s rapid economic de-
velopment — has been taken over
by both private consumption and
government spending as the main
growth drivers of the economy.

While consumption is still ca-
pable of being the engine of future
growth, itis hardly being support-
ed by the decreasing disposable
incomes and the rising cost of liv-
ing. One can observe that through-
out 2015-2018, CSI was low even
though the economic conditions
were relatively good.

This is an obvious indication
that the problem of income gap in
the country has compounded; in
addition to the introduction of the
goods and services tax (GST) that
led to aless optimistic outlook for
most Malaysians.

Meanwhile, since the Asian Fi-
nancial Crisis, banks have gravitat-
ed towards consumers and away
from business loans. A significant
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One should
realise that,ina
recovery market,
the movement
will only go up

if the private
sector can
access more and
cheaper credit.

portion of bank liquidity goes to
mortgages and hire purchase. Small
and medium enterprises (SMEs)
and startups with little financial
track record and hard assets for
security have limited funding oper-
ations. This has inevitably constrict-
ed the entrepreneurship, innova-
tion, as well as higher productivity
growth of the country’s economy.

More catalysts
needed for private
sector

One should realise that, in a re-
covery market, the movement will
only go up if the private sector can
access more and cheaper credit.
This is because such an initiative
will incentivise the private sector
to invest, to make money, and to
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create jobs that lead to higher in-
comes for both Malaysian workers
and the country.

Given that SMEs are the back-
bone of the country’s economy
that account for the majority of
employments and job creations,
the collapse of SMEs will surely
push up the unemployment rate
while lowering the overall con-
sumption power.

The shrinking consumption
power will then intensify the market
recession and further damage the
already sluggish economy. As such,
from a macroeconomic perspective,
the government should place more
emphasis on helping industries and
businesses to survive, to grow and
to transform.

It is time for the government to
undertake reform, so as to rebuild
the country’s strengths and to pre-

@/
)

o

°)

%

-

pare for the future. Reforms should
not only address the immediate
economic vulnerabilities, which
include enhancing the fiscal posi-
tion and strengthening household
resilience; but should also focus
on rejuvenating private-sector-led
investments.

This will not only ensure a sus-
tainable growth, create jobs, raise
the overall productivity and per
capita income, which, in turn, will
underpin domestic consumption
growth and lift the living stand-
ards of the people; but also will
help in strengthening the coun-
try’s competitiveness once the
country reopens its borders after
the pandemic.

Dr Foo Chee Hung is MKH Bhd
manager of product research &
development
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