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Slower than expected 4Q GDP growth

4Q GDP growth ticked lower to 3.0% y/y; bringing full year 2023 growth to 3.7%
Quicker gain in domestic demand was negated by bigger drag from net exports
Expect better growth of 4.7% in 2024; underpinned by export recovery and sustained domestic demand

Summary

The Malaysian economy grew at a slower pace of 3.0% y/y in the final
quarter of 2023 (3Q: +3.3% vy/y), below the preliminary and consensus
estimates of +3.4% y/y. This was due to deceleration in growth momentum
towards year end, as evident in the sharply slower expansion of a mere 1.4%
y/y in December, its slowest in eight months, as a result of softness in
services, manufacturing, and construction activities. On the demand side of
the equation, the private sector lost steam, and was compounded by a
bigger contraction in net exports, more than offset the quicker increases in
government spending and investment. As a result, real GDP contracted
2.1% q/q in 4Q (3Q: +2.6% q/q), its first decline in a year.

For 2023 as a whole, the Malaysian economy expanded by 3.7% y/y, right
between our base (3.6%) and upper case (3.8%). This marked a
normalization from the 8.7% y/y growth in 2022, but is poised to pick up to
4.7% in 2024, supported by export recovery and sustained domestic
demand.

Further improvement in domestic demand; bigger decline in net exports
Riding on the better momentum in 3Q, domestic demand continued to gain
traction, expanding at a faster pace of 5.2% y/y in 4Q (3Q: +4.8%), boosted
by the government sector (+8.4% vs +6.2% y/y), thanks to faster growth in
both consumption (+7.3% vs +5.8% y/y) and investment (+11.3% vs +7.5%
y/y), the former due to higher spending on supplies and services and the
latter due to higher capex. However, private sector activities lost some
steam, increasing at a slightly slower pace of 4.2% y/y in 4Q (3Q: +4.5%), as
a result of slower gains in consumer spending (slowest growth in two years
at +4.2% vs 3Q’s +4.6% y/y) and investment (+4.0% vs +4.5% y/y), but
nonetheless remained supported by continued household expenditure on
both necessities and discretionary items, as well as capacity expansion and
ongoing projects.

On the contrary, the decline in net exports deepened for the second straight
quarter, to -35.6% y/y in 4Q (3Q: -22.7% y/y), following a bigger decline in
exports of goods and services (-6.3% y/y) vis-a-vis imports (-2.9% y/y)
(Figure 5).

Commodity sectors flourished; non-commodity sectors languished

Onthe supply side (Figure 6), commodity related sectors like agriculture and
mining performed better, registering higher growth of 1.9% and 3.8% y/y
respectively in 4Q (3Q: +0.9% and -0.1% y/y), driven by higher production
of natural gas, oil, and oil palm. However, on a less positive note, the heavy
weights services and manufacturing sectors that contributed more than
80% of overall GDP, witnessed slower growth during the quarter. Growth in
the services sector grew at a slower pace of 4.2% y/y (3Q: +5.0%), its slowest
in two years, as contraction in finance and insurance subsectors more than

Figure 1: Softer growth of 3.0% y/y in 4Q;
first quarterly contraction in a year
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Figure 2: Sharp easing in growth
momentum towards December
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Figure 3: Continued moderate growth
ahead
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offset ongoing recovery in tourism activities. Meanwhile, the
manufacturing sector registered a slightly bigger decline of 0.3% y/y in 4Q
(3Q: -0.1%), marking its first back-to-back contraction as far as revised data
series showed, hit by continued weakness in the tech downcycle despite
resiliency seen in domestic-oriented manufacturing subsectors.

Outlook

We expect the Malaysian economy to continue expanding at a moderate
pace of 4.7% in 2024, riding on sustained domestic demand and recovery in
exports. Anticipated upswing in the global tech cycle, should help underpin
external demand at least in 1H of the year. Indeed, the global macro
landscape started the new year on a relatively positive note with some
bright spots in the major economies. This was evident in the upgrade in IMF
growth forecast to 3.1% for 2024, sustaining the same growth pace as 2023.
The US economy in particular, has shown surprisingly good resiliency from
most fronts, although the robust job data could be skewed by seasonal
factors and is expected to normalize somewhat near term, but remaining at
healthy levels. The Eurozone averted a technical recession although
downside risks remained while the UK and Japanese economy
unfortunately slipped into technical recessions, not surprising given the
weaknesses seen in recent data flow.

While we are cautiously optimistic on growth prospects ahead, we noted
softening momentum on a sequential basis in terms of both monthly and
quarterly, which could spell some challenges to growth sustainability going
forward, especially on consumption and the services sector. We are hopeful
that continued improvement in labour market conditions, policy support,
faster implementation of investment projects, as well as further recovery in
tourism activities, could help support domestic growth. Expectations for
continued moderate economic expansion, coupled with manageable
inflationary outlook despite ongoing subsidy rationalisation programmes,

Figure 4: Pick-up in domestic demand
wiped out by bigger drag from net exports
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Figure 5: Faster growth in government
spending and investment not sufficient to
offset slowdown in the private sector
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Figure 6: Softer growth across most sectors
except commodity sectors
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DISCLAIMER

This report is for information purposes only and does not take into account the investment objectives, financial situation or
particular needs of any particular recipient. The information contained herein does not constitute the provision of investment
advice and is not intended as an offer or solicitation with respect to the purchase or sale of any of the financial instruments
mentioned in this report and will not form the basis or a part of any contract or commitment whatsoever.

The information contained in this publication is derived from data obtained from sources believed by Hong Leong Bank Berhad
(“HLBB”) to be reliable and in good faith, but no warranties or guarantees, representations are made by HLBB with regard to
the accuracy, completeness or suitability of the data. Any opinions expressed reflect the current judgment of the authors of
the report and do not necessarily represent the opinion of HLBB or any of the companies within the Hong Leong Bank Group
(“HLB Group”). The opinions reflected herein may change without notice and the opinions do not necessarily correspond to
the opinions of HLBB. HLBB does not have an obligation to amend, modify or update this report or to otherwise notify a reader
or recipient thereof in the event that any matter stated herein, or any opinion, projection, forecast or estimate set forth
herein, changes or subsequently becomes inaccurate.

HLB Group, their directors, employees and representatives do not have any responsibility or liability to any person or recipient
(whether by reason of negligence, negligent misstatement or otherwise) arising from any statement, opinion or information,
expressed or implied, arising out of, contained in or derived from or omission from the reports or matter.

Potential and actual conflict of interest may arise from the activities of HLB Group. HLB Group constitute a diversified financial
services group. These entities engage in a wide range of commercial and investment banking, brokerage, funds management,
hedging transactions and other activities for their own account or the account of others. In the ordinary course of their
business, HLB Group may effect transactions for their own account or for the account of their customers and hold long or
short positions in the financial instruments. HLB Group, in connection with its business activities, may possess or acquire
material information about the financial instruments. Such activities and information may involve or have an effect on the
financial instruments. HLB Group have no obligation to disclose such information about the financial instruments or their
activities.

The past performance of financial instruments is not indicative of future results. Whilst every effort is made to ensure that
statements of facts made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other
subjective judgments contained in this report are based on assumptions considered to be reasonable as of the date of the
document in which they are contained and must not be construed as a representation that the matters referred to therein
will occur. Any projections or forecasts mentioned in this report may not be achieved due to multiple risk factors including
without limitation market volatility, sector volatility, corporate actions, the unavailability of complete and accurate
information. No assurance can be given that any opinion described herein would yield favorable investment results. Recipients
who are not market professional or institutional investor customer of HLBB should seek the advice of their independent
financial advisor prior to taking any investment decision based on the recommendations in this report.

HLBB may provide hyperlinks to websites of entities mentioned in this report, however the inclusion of a link does not imply
that HLBB endorses, recommends or approves any material on the linked page or accessible from it. Such linked websites are
accessed entirely at your own risk. HLBB does not accept responsibility whatsoever for any such material, nor for
consequences of its use.

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or
located in any state, country or other jurisdiction where such distribution, publication, availability or use would be contrary
to law or regulation. This report is for the use of the addressees only and may not be redistributed, reproduced or passed on
to any other person or published, in part or in whole, for any purpose, without the prior, written consent of HLBB. The manner
of distributing this report may be restricted by law or regulation in certain countries. Persons into whose possession this report
may come are required to inform themselves about and to observe such restrictions. By accepting this report, a recipient
hereof agrees to be bound by the foregoing limitations.
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