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Review and Outlook for the Malaysian Economy

2012 witnessed the global economy 
facing significant headwinds

Global economic growth moderated to 
3.2% from 3.9% in 2011 dragged by the 
Eurozone’s on-going financial crisis and 
concerns on the fiscal policy reforms 
in the United States These headwinds 
affected global trade which grew at 
a slower pace by 2.8% from 5.9% in 
2011 and weighed on the domestic 
economic growth of emerging market and 
developing economies. 

The commodity markets were impacted. 
Aside from crude oil prices that remained 
elevated, the prices of other commodities 
softened following weaker global demand 
and more favourable supply conditions. 
Consequently, inflationary pressure 
eased to a more subdued level. Driven 
by external uncertainties, many countries 
embarked on monetary easing in a move 
to support growth.

Asia’s economic growth that began 
moderating in 2011, continued in 2012. 
Growth was affected by the weakness 
in external demand. In particular, the 
economic growth moderated more 
intensely for the Newly Industrialised 
Economies (“NIEs”) due to adverse 
spillover effects from the external sector 
on domestic demand. 

Slowdown in China’s economic growth 
was due to tighter policy measures 
implemented to cool down the property 
sector. At the same time, the Chinese 
authorities did not unveil any major pro-
growth policies. Much of their efforts 
were focused on growth stabilisation and 
rebalancing of the economy.  Nevertheless, 
China’s economic performance improved 
towards the end of 2012, supported by 
infrastructure investments and some 
stabilisation in the property market. 

Meanwhile, many of the ASEAN 
economies registered relatively robust 
growth. Government-led initiatives and 
resilient domestic demand turned out to 
be the main growth drivers. It was further 
supported by favourable labour market 
conditions, continued access to financing 
and rising incomes.

Malaysia remained resilient with 
growth supported by domestic 
demand

Amongst the ASEAN economy that 
registered credible growth is Malaysia. 
Despite being the second most open 
economy in ASEAN, the economy 
performed better than expected in 2012. 
The economy grew by 5.6% following a 
5.1% growth in 2011. The strong growth 
came close to the average growth rate in 
5 years before the global financial crisis 
erupted. 

Strong expansion in domestic demand 
compensated for the weak exports that 
grew by 0.6% from 9.2% in 2011. The 
10.7% growth registered by domestic 
demand from 8.2% in 2011 is the highest 
pace in the recent decade. Growth 
was primarily supported by the strong 
expansion in private consumption as 
well as fixed investment. 

Meanwhile, domestic demand scenario 
did not mirror that of in 2009, when the 
weak external environment affected 
the domestic economy through lower 
private consumption and private 
investment.  Domestic demand remained 
resillient due to strong macroeconomic 
fundamentals, more diversified and 
balanced economic structure, solid and 
more developed financial system, and 
greater macroeconomic policy flexibility. 

Positive consumer sentiments drove 
private consumption 

Private consumption grew at a faster 
pace by 7.7% (+7.1% in 2011) due to 
improved consumer sentiments. A more 
stable labour market reflected by low 
unemployment rate of 3.0% (3.1% in 
2011); higher demand for labour resulting 
in higher nominal wage growth in the 
private sector; salary adjustments for 
the civil servants and pensioners under 
the improved Malaysian Remuneration 
Scheme (“SSM”); Government 
assistance to low- and middle-income 
households in 2012 via Bantuan Rakyat 
1Malaysia (“BR1M”), Baucar Buku 
1Malaysia (“BB1M”) and schooling 
assistance for primary and secondary 
students were supportive of consumer 

spending. Also, the attractive financing 
conditions with the average lending rate 
(“ALR”) on new loans to households 
easing to 4.6% (2011: 4.8%) saw total 
bank financing to households grow by 
11.6% (2011: 12.9%).

Yet the upside to private consumption 
was negated by the downward pressure 
of rural area income following weak 
rubber and palm oil prices that fell by 
29.3% (2011: +30.9%) and 13.0% (2011: 
+21.1%) respectively. Nonetheless, for 
the Federal Land Development Authority 
(“FELDA”) settlers, the fall in rural income 
was addressed partly by the payment of 
RM15,000, which had been disbursed 
in three phases to each FELDA settler 
in line with the listing of FELDA Global 
Ventures Holdings, amounting to a total 
of RM1.7 billion.

Public consumption moderated in line 
with the fiscal consolidation

In line with the Government’s continuous 
effort to consolidate its fiscal position, 
public consumption rose moderately 
by 5.0% (+16.1% in 2011). Sharp 
moderation in the expenditure on supplies 
and services more than offset the higher 
overall expenditure on emoluments due 
to higher salary increments and bonus 
payments to the civil servants.

Fixed investment surged to a 12 year 
record high

Fixed investment turned out to be the 
best performer in 12 years, surging 
by 19.9% from 6.5% in 2011. Strong 
growth was due to higher capital 
spending across the economic sectors. 
In particular, the services, manufacturing 
and mining sectors benefited from the 
strong domestic consumption activity, 
resilient regional demand and higher 
investment from the oil and gas sector 
boosted by firm crude oil prices. Fixed 
investment also gained from the on-going 
infrastructure projects under the ETP 
and regional growth corridors. Steady 
improvement in the investment climate 
following the introduction of measures to 
further enhance the conditions for doing 
business in Malaysia provided further 
encouragement.
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Private investment climbed strongly 

Private investment climbed strongly 
by 22.0% from 12.2% in 2011. Strong 
capital spending in the consumer 
related services sectors combined 
with domestic related manufacturing 
activities and the implementation of 
major infrastructure projects like the 
mass rapid transit rail system in Kuala 
Lumpur, expansion of oil and gas 
processing and other energy projects, 
and a high-speed broadband network 
boosted private investment. Hence, the 
ratio of fixed capital investment to GDP 
stood at 25.6%, the highest in 14 years, 
though still well below the 40% pace of 
the mid-1990s.

Public investment rose sharply

At the same time, public investment 
rose sharply by 17.1% after shrinking by 
0.3% in 2011. Higher capital spending in 
the oil and gas sector especially in the 
area of exploration and development of 
new oil and gas fields, rejuvenation of 
existing oil fields, and the construction 
of the regasification terminal in Melaka 
boosted public investment. Further 
contributing to higher public investment 
are the construction of a new terminal 
for low-cost carriers (KLIA2), aircraft fleet 
modernisation, the extension of the Light 
Rail Transit and purchases of equipment 
to improve urban rail services in the 
transportation sub-sector. Other areas 
of investment are in the utilities and 
telecommunications sub-sectors that 
include the building of power plants and 
infrastructure to broaden the coverage 
of the High-Speed Broadband (“HSBB”) 
network. 

Services and construction were the 
major growth drivers 

The services sector which accounts for 
55% of the economic growth continued 
to expand at a healthy pace. It grew 
by 6.4% from 7.0% in 2011. Major 
contribution came from the wholesale 
and retail sector as well as the financial 
services sector. Construction soared 
by 18.5% (+4.6% in 2011) benefiting 
from the government-led infrastructure 

and industrial projects that gained 
momentum. Residential construction 
was also buoyant. 

Manufacturing and agriculture output 
fell, but mining rebounded

Meanwhile, the manufacturing sector 
grew modestly by 4.8% (+4.7% in 2011) 
due to weakness in global demand 
for electronics. The agriculture sector 
suffered from depressed production of 
rubber following bad weather, while palm 
oil was hurt by declining yields. As a 
result, output from the agriculture sector 
grew by just 0.8%. Mining rebounded 
from a contraction of 5.7% in 2011 to 
grow by 1.4% in 2012 on the back of 
higher oil production.

Stable labour market 

Driven by stronger economic growth, 
employment grew by 3.6% (+3.2% in 
2011), with a net addition of 438,000 jobs. 
Gains in employment were contributed 
by the services and agriculture sectors. 
Meanwhile, total retrenchments 
increased to 11,494 persons from 9,450 
persons following higher layoffs in the 
manufacturing sector. As a result, the 
overall unemployment rate improved 
marginally to 3.0% from 3.1% in 2011. 

Inflation eased

Overall inflation averaged 1.6% (+3.2% 
in 2011). Due to slower rate of increase 
in the prices of food and transport costs. 
Food being the main driver of inflation in 
recent years grew at a moderate pace due 
to modest external price pressures and 
significant improvements in domestic 
food supplies. Also, the subsidies on 
fuel, staple foods and electricity helped 
alleviate inflationary pressures. 

Exports took a hit

Exports registered a weak 0.6% from 
9.2% in 2011 from lethargic demand from 
advanced economies and softer demand 
from the regional economies. The drag 
came from weaker crude commodities 
and electrical and electronics (“E&E”) 
products, which more than offset the 

export gains from the non-E&E as well 
as exports of services. 

Imports remained strong

In line with the stronger economic 
growth, imports rose by 5.9% from 8.5% 
in 2011. Strong import growth came 
from capital goods led by the imports 
for machinery, telecommunications 
equipment and passenger aircrafts. 
Imports of consumption goods grew 
following healthy consumer spending.  
Yet, the upside to imports was weighed 
down by the contraction in the imports of 
intermediate goods. 

Narrowing of current account surplus

Weak exports combined with high 
investment-related imports and 
consumption narrowed the current 
account surplus to 6.6% of  Gross 
National Income (“GNI”) from 11.3% in 
2011. 

Fiscal deficit trimmed

Fiscal policy continued to focus on 
stimulating the economy in the near term 
while facilitating long-term economic 
transformation. As a result of the 
cash transfers and other benefits for 
consumers and incentives for business 
expansion, Government expenditure 
rose from the initial estimates by 9.4% to 
RM 252.4 billion. With revenue improving 
by 12.1% to RM207.9 billion, the overall 
fiscal deficit narrowed to 4.5% of GDP in 
2012 from 4.8% of GDP in 2011. 

More balanced monetary policy 

Although the domestic economy stayed 
on course for a steady growth path, 
the high degree of global economic 
and financial uncertainty posed risks 
to economic growth prospects. Amidst 
moderating inflation risk, the Monetary 
Policy Committee kept the overnight 
interest rate at 3.00%.
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2013 ECONOMIC PROSPECTS 

Recovery will remain bumpy

Although the global economic outlook for 2013 is expected to improve, yet the road 
to recovery remains challenging. Economic growth amongst the major advanced 
economies should improve at a gradual pace led by the United States. Growth from 
emerging markets and developing economies are expected to accelerate. Hence, 
the world growth outlook for 2013 is projected to grow by 3.4% from 3.2% in 2012. 

Chart 1: Global Economic Growth (y-o-y %)

More importantly, the advanced economies resolved two major threats to global 
economic growth: a potential breakup of the euro area and a sharp fiscal contraction 
in the United States caused by the “fiscal cliff”. In the near term, risks will be driven 
by developments in the euro area. Over the medium term, insufficient institutional 
reform, prolonged stagnation in the euro area, and the high fiscal deficits in the 
United States and Japan, remain key risks. 

As a result, policymakers need to continue adopting appropriate macroeconomic 
policies and approaches. Here, both the United States and Japan will need to 
implement prudent and pragmatic medium-term fiscal consolidation plans. The euro 
area needs to strengthen the Economic and Monetary Union. It is necessary for the 
emerging market and developing economies to embark on some tightening policy 
measures. Such measures should begin with monetary policy and complemented 
with prudent measures with the aim to address potential excesses in the financial 
sectors. Policymakers need to steer fiscal balances to pre-2008 healthy levels. 

Developing Asia’s economic performance is expected to gain momentum in 2013 
from continued robust domestic demand, particularly private demand that will be 
supported by accommodative monetary and in some cases fiscal policies as well as 
the resilient labor markets. External demand is also expected to improve and lend 
support to Asia’s economic growth.

Key Asian regional economies are settling 
for a moderate and sustainable growth 
path. At the same time, the region’s 
contribution to global imbalances arising 
from their persistent current account 
surpluses is gradually winding down. 

Meanwhile, intraregional trade is gaining 
importance most evidently in Southeast 
Asia. ASEAN countries are expected to 
maintain their robust growth supported 
by improving trade ties within the region. 
It is reflected by the vision of having 
a regional comprehensive economic 
partnership through a broader free trade 
area. Realising this vision will further 
enhance Asia’s dynamism.

It is important to note that one of the 
effects of regional economies returning 
to their production potential in the midst 
of rising global liquidity is inflation. It has 
started to creep upwards at a gradual 
pace. Though inflation is expected to 
remain in check, helped by stable global 
commodity prices policymakers need to 
remain vigilant for potential pressures on 
inflation. 

Also, political squabbling could create 
tensions within the region and beyond. 
Fears of potential loss of confidence 
in regional economic policies could 
disrupt trade and investment. Hence, 
policymakers need to promote a more 
sustainable and inclusive growth. At the 
same time, they need to contain financial 
stability risks with adequate supervision.

Malaysia is expected to grow at a 
credible pace

With national elections recently 
concluded, expectations are for 
policymakers to continue pursuing 
prudent economic and fiscal policies. 
The domestic economy is likely to grow 
by around 5.0%-5.3% in 2013. Growth 
will continue to be driven by resilient 
domestic demand. 

In essence, private expenditure will  
provide the key growth catalyst 
for domestic demand. Strong 
macroeconomic fundamentals, 
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supported by pragmatic and flexible macroeconomic policies and a healthy financial 
system will continue to lend support in driving private expenditure. Meanwhile, 
public expenditure will remain supportive of growth although the focus is on fiscal 
consolidation. Capital expansion by public enterprises will provide support to public 
investment growth.

Chart 2: Economic Growth (y-o-y %)

Consumer sentiment is expected to stay positive

Private consumption is poised to stay healthy during the year. Sustained growth in 
income, stable labour market, benign inflation and the implementation of minimum 
wage that will benefit about 27% of the work force are the key catalysts. The tight 
labour market suggests that job losses from the new minimum wage will likely be 
temporary. Also, the Government’s transfers to low- and middle-income households 
under Budget 2013 will lend support to household spending. 

Weighing on the upside of private consumption is the softer commodity prices. 
In particular, the rural households’ income will be affected from softer commodity 
prices. In addition, further rationalisation of subsidies on fuel and other items could 
weigh on private consumption in the near term. 

Private investment will remain healthy

Private investment will continue to remain strong with double-digit growth although 
unlikely to reach record 2012 levels. Growth would be supported by domestic 
consumption, gradual recovery in exports, improving investment climate and 
favourable business conditions. Capital spending will remain broad-based across 
sectors and regions. The services sector is expected to continue focusing on retail 
trade and restaurants, telecommunication and aviation, high-end and mid-range 
residential properties, and high value-added business services like engineering, 
architecture and IT services. Manufacturing will benefit from domestic and primary 
related activities and also electrical & electronics (“E&E”). Mining will receive support 

from ongoing projects and activities 
related to exploration and survey of new 
fields and implementation of upstream 
development projects.

Public spending should moderate 
further

Public expenditure should moderate 
further in tandem with the Government’s 
fiscal consolidation commitment. 
Nonetheless, both public consumption 
and investment will remain supportive 
of growth. Public consumption will be 
supported by spending on emoluments 
and supplies and services. Public 
investment will continue to focus on 
the Economic Transformation Program 
(“ETP”). Also, capital spending by public 
enterprises will remain large, focusing 
on key infrastructure projects, resulting 
in a steady growth in overall public 
investment. 

Broad based growth from the 
economic output sectors

All the major economic sectors are 
likely to record continued expansion. In 
particular, the services sector will benefit 
from consumption-related activities 
namely retail trade, accommodation 
and restaurants. Higher tourist arrivals in 
response to the promotional campaigns 
for the upcoming Visit Malaysia Year 
2014 and robust demand for financing 
particularly by businesses will provide 
positive catalysts to this sector.

Domestic-oriented industries namely 
consumer and construction related 
activities will drive growth in the 
manufacturing sector. Meanwhile, 
export-oriented manufacturing 
industries like E&E and primary-related 
clusters should improve in tandem with 
the gradual global economic recovery. 
In the commodities sector, agriculture 
is expected to improve from higher 
output of crude palm oil following 
better yields and newly matured trees. 
Also food commodities like livestock 
and vegetables are likely to improve. 
Mining sector will strengthen from higher 
output of natural gas, crude oil and 
condensates.
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Labour market will remain firm

On the back of healthy underlying economic fundamentals, the domestic economy 
should continue registering credible economic growth in 2013. On that note, the 
labour market will remain favourable. The overall unemployment rate should remain 
low at 3.1% of the labour force in 2013. 

Benign inflation

Robust domestic demand together with gradual rationalisation of subsidies 
for fuel and other items will add some upward pressure on inflation. 
Also, if global food prices increase, it could add pressure to domestic 
inflation. Meanwhile, the impact from the minimum wage on companies’ 

total cost is projected to be modest. Inflation in 2013 could hover around  
2.2%-2.5%. 

Gradual improvement in exports

Exports are expected to improve at a gradual pace in view of a more favourable regional 
economic outlook. In particular, China and India, two important export markets are 
projected to expand at healthy pace in 2013. These economies should lend support 
to Malaysia’s commodity exports, though prices of commodities like palm oil could 
potentially remain soft. Meanwhile, the nascent recovery of manufactured exports will 
be supported by non-E&E manufactured products dependent on regional demand. 
As for E&E, it is expected to remain weak with slight improvement. Hence, export is 
poised to stay weak, projected to hover close to 0.2%.

Imports will moderate

Imports will likely moderate during the 
year but continue to outpace growth 
in exports given the strong domestic 
demand. Imports of capital goods as 
well consumption goods are expected 
to remain strong during the year. At 
the same time, expectations are for 
the imports of intermediate goods to 
turn around. Manufacturers are poised 
to increase their production in order to 
meet exports demand and replenish 
inventories. 

Further narrowing of current account 
balance of payment

With investment-related imports 
remaining strong, and exports envisaged 
to register soft growth, the current 
account balance of payments could 
come under further downward pressure 
during the year. Also, lower current 
account surplus could be attributed to 
the deficits in the services and income 
account, though lower than 2012. Hence, 
the current account of the balance of 
payment is expected to hover around 
4.3% of GDP. 

Consolidation of fiscal policy 

Although the government remains 
committed to fiscal consolidation, fiscal 
policy will continue to focus on sustaining 
growth in the near term and facilitating 
the long-term transformation of the 
economy. Also, the policy is expected 
to promote fiscal reforms through a 
comprehensive review of the tax system, 
subsidy rationalisation, and measures 
to increase spending efficiency. With 
the ongoing fiscal reforms, the target 
fiscal deficit by 2015 is 3.0% of GDP. 
Expectations are for the fiscal deficit to 
be around 4.0% of GDP in 2013. 
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Chart 3: Unemployment (%)
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Prudent monetary policy

Monetary management will continue 
to remain prudent underpinned by 
the uneven global economic recovery 
combined with risk of volatility in the 
financial and commodities markets as 
well as impact from the large capital 
inflows. Expectations are for Bank 
Negara to remain focused on the 
potential risks to inflation and economic 
growth. As economic growth is likely to 
remain positive in 2013 while inflation 
edges upwards at a gradual pace, 
there is strong likehood for the current 
accommodative monetary policy to 
remain intact.

Chart 6: Overnight Policy rate (%)
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