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2021 PROJECTIONS: REALISTIC EXPECTATIONS OR TOO OPTIMISTIC? 

Qareem Kassim 

 

The IMF had recently published a 37-page report detailing its forecasted economic outlook in 2021 with 

Malaysia punching far above its weight at a remarkable 9.0% real GDP growth in 2021 after a 1.7% 

contraction in 2020. This report will explore the assumptions used in determining those projections, 

whether they are reliable and will additionally compare and contrast their forecast with findings reported 

from the Fitch ratings agency.  

To begin, we note that the 2021 IMF economic projections are high for a country that has been 

experiencing a major downtrend in annual GDP growth, with QoQ growth in 4Q2019 at 3.6%, the 

slowest rate of growth since the 2008 Global Financial Crisis (GFC).  

According to the IMF World Economic Outlook, real GDP growth projected for the large and ASEAN 

region economies are as follows: 

Real GDP Growth (%) Projected 

 2016 2017 2018 2019 2020 2021 

USA 1.6 2.4 2.9 2.3 -5.9 4.7 

China 6.8 6.9 6.7 6.1 1.2 9.2 

EU 1.9 2.5 1.9 1.2 –7.5 4.7 

ASEAN-5       

   Malaysia 4.4 5.7 4.7 4.3 -1.7 9 

   Indonesia 5 5.1 5.2 5 0.5 8.2 

   Vietnam 6.7 6.9 7.1 7 2.7 7 

   Thailand 3.4 4.1 4.2 2.4 –6.7 6.1 

   Philippines 6.9 6.7 6.2 5.9 0.6 7.6 

World 3.4 3.9 3.6 2.9 –3.0 5.8 

     

The IMF predicts a severe 3% contraction in the global economy for 2020 as a result of the 

coronavirus pandemic, describing it as the worst recession since the great depression of 1929, 

surpassing the GFC a decade ago. They also predict a partial recovery for 2021, with above trend 

growth rates before the coronavirus epidemic due to multiple stimulus policies implemented though it 

warns of considerable uncertainty of the strength in the global rebound.   

Baseline Assumptions 

In order to understand how the IMF derived to their conclusion, it is necessary to be cognizant of the 

assumptions behind the high growth figures. Their baseline assumptions are as detailed below: 

1. Pandemic Period: The length of the pandemic period is assumed to fade in the second half of 

2020, allowing for a range of measures to gradually lift the containments imposed.  
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2. Duration of the Shutdown: Considering the spread of the virus to most countries at the end of 

March 2020, global growth forecasts assume all countries are to suffer disruptions in global 

economic activity. Most countries will be assumed to have reduced their total working days by 8% 

in 2020. In addition, countries with social distancing measures without a lockdown will result in a 

5% reduction instead. Potential losses take into account wider impacts from tighter financial 

conditions, weak external demand and losses in their terms of trade. 

3. Financial Conditions: The financial liquidity position for all countries are set to be tighter for the 

first half of 2020, with a gradual easing in the second half of 2020 as a gradual economic 

normalization takes shape.  

4. Commodity Prices: Based on the oil futures market pricing at the end of March 2020, petroleum 

prices are assumed to average at US$35.60 per barrel in 2020 and US$37.90 per barrel in 2021. 

Metals are expected to drop 15% in 2020 and 5% in 2021. Food prices are expected to decrease 

1.8% in 2020 then increase 0.4% in 2021.   

 

Commentaries on Malaysia’s Economic Position 

According to the IMF, Malaysia’s recovery is set to be stronger than other regional peers, outpacing 

global GDP growth which they expect to be 5.8% next year, from the 3% contraction in 2020. They also 

predict that Malaysia’s 2021 domestic economic growth will return to positive territory and Malaysian 

households will remain financially sound supported by improving labour market conditions and stable 

incomes and a rise in external demand as global economies recover in 2021.   

They predict that Malaysia’s economic fundamentals such as a diversified export base and the 

government’s willingness to continue their fiscal discipline and consolidation (cutting unnecessary 

expenses). These policies include keeping a sustainable current account surplus, a healthy level of 

foreign exchange reserves to manage currency fluctuations and manageable inflationary pressure.  

Despite this, the IMF cautioned of extreme uncertainty around its growth forecasts. The forecast is 

highly dependent on the pathway of the COVID19 pandemic including the intensity and efficacy of the 

global containment effort, extent of the global supply chain disruption and repercussions of the 

tightening conditions in the global financial market. 

It is likely that due to these extensive caveats, IMF’s 9% projection for Malaysia in 2021 will be revised 

downwards. Several market analysts also share this view, Affin Hwang Investment Bank Bhd believes 

that no emerging market including Malaysia can escape the downside risks of a global recession as the 

purchasing power of advanced economies are set to decline sharply. The bank also believes that more 

needs to be done including a review of the domestic tax and expenditure regimes to improve the 

government’s budget position and remain committed towards fiscal discipline.  

In this regard, there should be greater effort to cut discretionary spending and slow the rate of increase 

to ensure the country’s operating surplus since 1987 remains intact. In the 2020 budget under Lim 

Guan Eng, this surplus had narrowed due to a 7.1% projected decrease in revenues totalling 

RM244.53bil and a reduction of operating expenditure to RM241.02bil, projecting an operating surplus 

in 2020 of RM3.51bil before the pandemic crisis.  
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To ensure greater flexibility in our operating surplus, measures such as optimising the public service 

workforce and more oversight regarding public expenditure to avoid unnecessary cost inflation by 

unscrupulous parties however this must be balanced by an increased focus on public healthcare 

spending. A sizable operating surplus is important in crises such as these, to allow the government 

ample flexibility to spend on development projects as and when necessary.  

 

Policy Recommendations from the IMF 

The IMF have a list of policy recommendations to advise governments on the right steps to be taken in 

the wake of the COVID19 crisis. Among these recommendations, Malaysia has already implemented 

many of such measures which explains the higher confidence in 2021 growth for Malaysia when 

compared to other regional economies. They recommend a two-part policy measure, firstly to introduce 

policies that reduce the current impact of the crisis and secondly policies to help improve the trajectory 

of the economy after the lockdown measures have been lifted.  

Stage One Measures: 

1. Provision of Liquidity Guarantees: IMF recommends that central banks should provide ample 

liquidity to banks and non-banking financial institutions, particularly those lending to SMEs.  

2. Loan Restructuring: Governments must encourage banks to renegotiate loan terms for distressed 

borrowers without lowering its classification and standard of provisioning. More generally, banks 

should absorb the costs of restructuring by drawing on their capital reserves. In addition, loan asset 

quality should be monitored closely to determine if fiscal support is necessary, particularly if the 

downturn persists.  

3. Broad Stimulus: Beyond interest rate cuts, IMF recommends that central banks should 

significantly expand asset purchase and treasury bond purchases and mortgage debt securities to 

ensure smooth market functioning. These actions will play a crucial role in containing the 

amplification of the shock and ensuring economic activity is better positioned when containment 

issues are gradually lifted. 

A mass purchasing of debt securities will limit the rise in borrowing costs and reduces the cash flow 

burden for households and businesses that continue to operate, simultaneously reducing medium-

long term job losses. A stimulus policy (where finances permit), such as on public infrastructure and 

tax cuts will prevent a steeper decline in confidence, lift aggregate demand, limit bankruptcies and 

averting an even deeper downturn.  

4. External Sector Policies: Countries with flexible exchange rates should be allowed to adjust as 

needed, intervening only under disordered market conditions to limit financial stress, particularly 

where there are balance sheet mismatches and unhedged foreign currency liability risk. In cases 

where there is a sudden sharp reversal of foreign funding, capital controls can be imposed to limit 

capital outflows which will destabilize the economy. 

 

Stage Two Measures 

IMF had also released a set of recommended measures to ensure the recovery phase after the fallout 

of the pandemic has subsided. They recommend scaling back targeted measures deployed during the 
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shutdown and ensuring that debt overhangs do not weigh on the economy requiring effort at the 

national level and continued multilateral cooperation. There is still substantial uncertainty however on 

how long it would take the economy to stabilize and the policy challenges will be much more severe in 

a scenario where there is a more protracted dislocation of the global economy.  

1. Securing A Swift Recovery: The lifting of lockdown measures is likely to be gradual, and even 

after containment measures are unwound, the economy will take time to stabilize to a new normal. 

Uncertainties about the pandemic would cause a persistent voluntary social distancing and 

subdued consumer demand.  

A focus on infrastructure spending is recommended to boost aggregate demand and spending in 

the recovery phase, with the inclusion of employment subsidies to reduce unemployment and 

worker retraining programs should be implemented. Importantly, a focus on inflation management 

should be implemented, as supply chains are expected to be disrupted in the foreseeable future, 

restricting supply. Combined with higher incomes from stimulus spending, such a situation is likely 

to create greater price inflation.  

2. Scaling Back Targeted Measures: The temporary targeted fiscal measures will need to be 

unwound as the underlying limitations caused by the pandemic are gradually lifted and an 

economic recovery is underway. This will help to free up resources to channel towards boosting 

demand. This includes rolling back wage subsidies once unemployment is stabilized, removing 

credit guarantees from affected firms, increasing working hours from reducing worktime programs 

and selling off equity stakes in government linked corporations (privatization). 

3. Balance Sheet Repair and Debt Restructuring: Recovery from past crises have been slowed by 

impaired balance sheets and debt overhangs. Therefore, supervisors and regulators should 

encourage early recognition of non-performing loans and facilitate resolution of distressed debts 

should include enhanced regulatory oversight and steps to strengthen the insolvency, bankruptcy 

and debt enforcement framework.    

4. Strong Multilateral Cooperation: The recovery must require strong multilateral cooperation to 

complement national policy efforts, this means reducing tariffs and non-tariff barriers that impedes 

cross border trade and global supply chains as well as scaling back capital flows as global financial 

sentiments recovers. Multilateral efforts must focus on improving global health care infrastructure 

and pandemic preparedness. 

 

Personal Views 

There are several reasons to doubt the high 9% growth rate projected by the IMF for the Malaysian 

economy in 2021 despite the assumptions used. I hold the view that what is most worrying for 

Malaysia’s economy is the interconnectedness of the domestic economy to the global supply chain, 

specializing in producing intermediate parts and components for products all over the world.  

It is likely that the fallout of pandemic will not only hit the global economy, diplomatic tensions between 

the US and China are likely to escalate as a result of President Donald Trump’s deflection of personal 

blame for the mishandling the crisis and a pollical desire to pin the blame on the WHO and China. This 

is likely to inflame tensions between the two superpowers and optimism for a new trade deal will be all 

but dashed with greater trade barriers and tariffs introduced. This will have a much greater impact on 
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Malaysia’s purchase orders from Chinese manufacturers in the production of higher value intermediate 

products in the medium to longer term.  

Secondly, the fall in global commodity prices is a major worry for Malaysia, as petroleum accounts for a 

significant portion of government revenues. It is likely that revenues for this year will be severely 

impacted by the global depression in oil prices. In line with this assessment, capital expenditures and 

investments are likely to drop sharply. Coupled with a global collapse in consumer demand, all 

commodity prices are expected to drop as global demand falls at a faster rate than supply cuts. A 

summary of the impact on commodity prices prepared by the IMF is shown below.   

 

According to the IMF, the impact of commodity prices will see a relative decline in commodity prices 

across the board, with energy prices falling the most among all commodities. Oil has seen a relative 

decline over 60% since the start of the year and palm oil has seen a nearly 20% drop in price, 

Malaysia’s main cash crop export.  

Due to the sharp drop in the international oil price, Malaysia stands to lose significantly in terms of 

revenue and will have problems in funding fiscal expansion. A senior fellow at IDEAS, Renato Lima de 

Oliveira said that based on a field study, if the international oil price remained at US$30/barrel until 

2030, the world can expect a decline in capital investment to the tune of US$170 billion and US$616bil 

in government revenues. Oliveira added that Malaysia was expected to lose US$1.7bil or RM7.31bil in 

new capital investment and a loss in income of US$7.1bil or an estimated RM30bil each year that oil 

prices are suppressed at the US$30 level.  

This will cripple the country’s short-term fiscal balance and will severely limit our spending capacity. 

Therefore, a combination of tax increases and reductions in government expenditure in the medium to 

long term is required to ensure a healthy budgetary balance and targeted expansionary fiscal measures 

to shore up affected industries.  
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In the short-term, the oil sector is suffering from a decline in demand due to the COVID19 epidemic. 

Roughly 57% of all oil demand is used in transportation which had been severely impacted by global 

lockdown measures, grinding most private and public transportation services to a halt and the longer 

stay-at-home policies are in place, the longer the drag on oil prices will be.  

Fortunately, in the medium to long-term, there is hope for optimism that as lockdown measures and 

stay-at-home policies are eased, we could see a gradual normalization in the oil price. However, 

increased investment and reduced costs in the global renewable energy market has put a damper on 

global oil demand in recent years and the trend is likely to continue coupled with international 

environmental commitments, despite the relatively cheaper oil price. It is for this reason that Malaysia 

needs to shift its dependence away from oil revenue income and to either find alternative means of 

raising federal funds or cut its expenditure to manageable levels.   

 

Fitch Ratings Agency 

Fitch Ratings, one of the worst most comprehensive ratings agencies has recently downgraded 

Malaysia’s outlook from stable to negative in their long-term outlook. They take a much more 

conservative view of Malaysia’s economic recovery period than the IMF and had determined a growth 

forecast of 5.8% for Malaysia in 2021. This section of the report will provide an alternative viewpoint on 

the Malaysian economy from IMF’s official projection of 9% in 2021.  

Fitch has warned of the uncertainty about the extent of the deterioration in economic growth and public 

finances and the pace at which the pandemic will unwind, with recent political volatility affecting 

administrative and governing standards which had been improving over the past two years during the 

PH administration.  

Fitch forecasts a contraction in the economy for 2020 of 1% and a further rebound to 5.8% growth in 

2021, from 4.3% growth in 2019. The 5.8% rebound is however very vulnerable to downside risks such 

as the length of the partial lockdown and evolution of the pandemic. The stimulus measures introduced 

on the 27th March should mitigate the decline in growth by 2.8% according to government estimates.  

They note that weaker consumer growth, oil prices and stimulus spending has weakened the outlook 

for Malaysia’s public finances. The government has raised its 2020 fiscal deficit target to 4.0% of GDP 

from the 3.2% target in the initial 2020 stimulus budget. Fitch estimates that given the announcement to 

provide greater funding to SMEs, the government expects a tax revenue reduction of 1% of GDP due to 

both weaker economic activity and lower oil prices but plans to draw on GLC capital buffers through 

additional dividend payments to the government as lower capital expenditures and fuel subsidies will 

likely offset the additional spending in the proposed stimulus budget and free up capital.  

According to Fitch estimations, general government debts is forecasted to rise above peer levels 

69.6% of GDP in 2020, from 65.3% in 2019. These debt figures include both federal government debt 

as well as committed government guarantees estimated at 10.7% of GDP as reported by the treasury. 

These debts are included as the commitments are also serviced by the government’s budget. 1MDB’s 

net debts on the other hand account for 2.1% of GDP. In addition, the government guarantees debts 

7.5% of guarantees it does not service. The total debt to revenue ratio is estimated at 300%, well above 

that of our regional peers.  
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The government has also indicated that it will resume fiscal consolidation in 2021 however without a 

concrete strategy, Fitch estimates that possible government actions include a temporary backstop to fill 

the budgetary gaps, such as increasing dividends of GLCs and a sale of GLC held assets. 

There is further riskiness politically as newly minted Prime Minister, Muhyiddin Yassin is yet to 

announce a broader policy agenda and there is a heightened risk of governance malpractice due to 

plans to replace the heads of many GLCs with political appointees. The change in power however had 

not stopped medium term policies on infrastructure development which remain intact. In addition, there 

is considerable uncertainty about the support of the current government, which convenes on the 18 th 

May 2020.  

One reason for its conservative estimate, is that its ratings driver is the government’s approach to 

governance reforms. Though the PH administration had made progress on this front, as evidenced by 

an improvement in Malaysia’s World Bank governance scores in 2019, whether such progress will be 

sustained and whether massive corruption trials of the previous administration will continue remains 

uncertain. Deterioration in governance and political uncertainty is likely to dampen investor sentiment, 

limiting economic growth.  

Malaysia is relatively dependent on foreign financing, with foreign ownership of Malaysian government 

bonds at 23%, down from a high of 34% in 2016. Moreover, its external liquidity position, measured by 

foreign liquid assets over foreign liabilities is weaker than its peers in its ratings category. This is 

however offset as Malaysia is a net external creditor and continues to run current account surpluses, 

even though Fitch expects the current account surplus to narrow to 2.0% of GDP in 2020 from 3.3% in 

2019 as a result of lower exports due to global supply chain disruption and reduced commodity prices. 

Despite this, foreign currency risk is low as foreign-currency denominated debt stands at around 3% of 

the total.  

Inflationary pressure is reduced due to a decrease in the international price of oil and weaker economic 

activity. Fitch expects inflation to average 0.3% in 2020. Monetary policy is therefore likely to remain 

supportive of economic activity, continuing its expansionary monetary regime. Fitch expects a further 

reduction in the OPR by another 50 basis points in 2020 as the COVID19 uncertainty continues.  

The banking sector maintains a healthy loss absorption capital buffer, including a liquidity coverage 

ratio of 149%, allowing it ample flexibility to absorb credit risks. Despite this, Fitch has downgraded the 

banking sector’s outlook from stable to negative reflecting the adverse impact of the pandemic on 

bank’s asset quality and profitability. Aspects of policy counter measures, from interest rate cuts to a 

debt moratorium would help mitigate credit risks but will also weigh on the banking sector’s interest 

margins and liquidity. The pace of the post pandemic economic recovery will be a major determinant on 

banking asset quality, earnings and capital adequacy.  

 

Final Thoughts   

It is my view that the 9% growth prediction from the IMF is over-confident in its approach as it does not 

consider the political fallout between the US and China and a further deterioration in trade ties. Despite 

the potential trade diversion gains to Malaysia as China weans its dependence away from US 

soybeans, the domestic E&E industry which is highly dependent on Chinese manufacturing of high-end 
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consumer products will likely suffer as a result. E&E products comprise roughly a quarter of Malaysia’s 

external trade thus there will be a major disruption in this market should tensions between the US and 

China escalate.  

Coupled with a fall in the oil price for the foreseeable future, Malaysia is likely to perform poorly in 2021 

despite current efforts to shore up business confidence unless bold moves are implemented by the 

federal government during the post COVID19 economic recovery phase. The IMF also assumes that 

the recommended policy measures are undertaken not considering local nuances  

It is for these reasons and that a high degree of uncertainty exists, a more conservative estimate should 

be selected and, in my opinion, a more realistic GDP growth rate estimate should be between 5.0% to 

6.0% in 2021 during the recovery phase, similar to the estimates given by Fitch Ratings Agency. 

These estimates may however differ from reality due to the vast level of uncertainty regarding the pace 

of the pandemic and whether another partial lockdown is necessary if infection rates increase after the 

lifting of the partial lockdown. Therefore, a periodic review on the latest economic developments in the 

country is necessary to decrease the level of uncertainty in tabulating economic growth.  

 

//END 


