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Economic Impact and Responses to the Coronavirus Pandemic 

Qarrem Kassim 

 

Summary  

The new SARS-COV-2 or COVID 19 Coronavirus has upended business as we know it and as the 

number of domestic infections rise, a Movement Control Order (MCO) was imposed devastating 

cashflows for all companies in Malaysia.  

There are essentially two forces at play here, firstly from external factors causing a drop in both external 

demand and supply (affecting Malaysia’s exports) as people globally recalibrate their purchasing 

preferences during the MCO towards inelastic and essential goods as evidenced by incidences of panic 

buying around the world, reducing discretionary income for more elastic goods.  

Secondly, from domestically generated factors due to the MCO which stifle local purchasing and 

business activity. This will disproportionately affect smaller local businesses who generally sell goods of 

higher demand elasticity and require larger margins due to the lack of scale and vulnerable groups 

such as low-income individuals and workers.        

In this report, we recommend a 2-stage plan in response to the existing situation. The first stage will 

focus on the measures to support individuals and businesses during the MCO which include cash and 

liquidity support in the form of temporary increases in cash transfers, expansion and support for the 

Employee Insurance Schemes (EIS) benefits, low interest lending facilities, wage subsidies and cost of 

living assistance.  

The second stage will focus on measures to stimulate the economy after the MCO is lifted in order to 

help affected individuals and businesses rebound from the economic slump. Social distancing may play 

a key factor in the economic downturn, as such some measures from stage one should be kept until the 

economy has recovered sufficiently. What is key to stimulate aggregate demand however is an 

expansion in infrastructure spending in underdeveloped areas and one-off cash transfers to encourage 

discretionary spending. 

 

Economic Impact  

It is clear that the economic impacts from the COVID-19 pandemic will be intense and will have 

damaging effects on both the Malaysian macroeconomy and the microeconomic functioning to the 

smallest level, affecting the economic wellbeing of both businesses and the welfare of the common 

people, the Rakyat.  

The first main source of economic instability is from the knock-on effects from the impact on foreign 

markets and secondly the spill overs from the MCO itself. Not long before the MCO, the impact on the 

Chinese market was evident and had reverberated across the globe. Commodity exporters across the 

world suffered a collapse of Chinese demand while manufacturers relying on Chinese-made 

intermediate goods faced production cuts as Chinese factories were locked down.  
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The effects of these shocks may be much more dire than for most other nations, this is because the 

Malaysian economy is among one of the highest exposed economies, owing to its increasingly China-

centric trade in both imports and exports, a large source of FDI and a top tourist destination for many 

Chinese nationals. Over the past decade, Malaysia has become increasingly integrated into the global 

supply chain, indeed more than a quarter of Malaysia-China trade (US$20bil in 2018) is made up of 

intermediate components and parts, the exact kind of products that are affected by disruptions in the 

global supply chain. 

The MCO measures while essential from a public health viewpoint, will have devastating economic 

costs. On a macro level, the closure of business services, travel, and others will have a large impact on 

private consumption and business confidence. Individuals and businesses will have a severe 

immediate risk of cash flow constraints amid dwindling earnings. 

This shortage in liquidity will be mostly felt by SMEs and vulnerable groups such as the lower income, 

part-time and unemployed workers. This will have a cascading impact on the whole economy, leaving 

businesses bankrupt and a collapse of the financial system as they begin to be saddled with non-

performing loans. 

 

Possible Economic Responses 

To address this crisis, we must first make this clear, that this crisis is a public health crisis first and an 

economic crisis second. In this regard, we must ensure that economic policy responses should focus 

on bolstering public health efforts in the pandemic whilst ensuring the continued economic welfare of 

the people and businesses.  

The RM250bil stimulus package and the subsequent RM10bil in SME aid is a good gesture to the 

financial wellbeing of the nation’s economy, it should be noted that this stimulus package is estimated 

at a staggering 17% of the nation’s GDP. For comparison, the stimulus packages unveiled during the 

GFC in 2008-2009 amounted to RM67bil or 8.4% of GDP, the current stimulus package is more than 

3.7 times larger. Despite the size of the stimulus package, economic analysts further note that more 

could be rolled out if there is an extension in the MCO to strengthen and expand the policies included in 

the current package.  

Broadly speaking, Malaysia’s economic response to the pandemic should be implemented in two 

distinct stages, where stage one measures should be implemented during the MCO and stage two to 

be implemented after the MCO is lifted to stimulate aggregate demand through a hefty infrastructure 

and fiscal component. Much of the stage one economic policies however are currently applied and 

goes far in stemming the tide of global and domestic liquidity constraints however, some further 

recommendations are also provided.  

 

Stage One Responses: Short-term Policies to Safeguard Businesses 

Stage one measures must address the economic welfare of the common people and the cash flow 

constraints of local businesses. In this regard, the government has unveiled several measures to help 

both businesses and SMEs cope with the impact of the pandemic, such as a 6-month loan moratorium, 

deferment of administrative and financial obligations, delaying of taxes, and wage subsidies. In essence 

however, the aim of stage one measures should be as much as possible, to allow businesses to be 

able to pick up where they left off after the pandemic-induced MCO subsides.  

 



3 
 

Cash Transfers 

Special care should be taken to ensure that individuals impacted by the pandemic are able to cushion 

the impact of the outbreak on the livelihoods of the common people, this has been particularly dealt 

with the increase in BSH and cash aid transfers such as the Bantuan Prihatin Nasional Scheme that 

provides cash aid to all people making under RM4,000 monthly.  

While most will be able to receive the aid, many low-income households are struggling to receive the 

allotted cash transfers due to not having an income tax number nor an EPF account. Therefore, in the 

interest of reaching such disparate peoples, it is recommended to provide a special stipend to charity 

organisations with a proven track record of providing aid to underprivileged peoples as they would be 

the most equipped to conduct distributional operations on the ground due to their extensive on-the-

ground social infrastructure.  

 

Wage Subsidy Scheme 

It was indeed a relief for many SMEs when the stimulus package included a wage subsidy programme 

for SMEs, initially set at a flat rate of RM600 per month per employee below a monthly salary level of 

RM4,000, it however imposed a guaranteed minimum employment period of 6 months which made 

many SME owners wary of such a programme. This was due to the fact that the drop in income was so 

severe they could not provide a guaranteed employment, additionally, RM600 per employee was too 

low a sum to offset the drop in income leaving many to dig into their reserves simply to pay salaries, 

risking bankruptcy for many SMEs.  

It was for this reason that the wage subsidy program was revised to RM1,200 per employee for firms 

who had a workforce of below 75, RM800 for firms who had employees between 75 and 200 workers 

and RM600 for firms who employed over 200 employees. This was more in line with what the 

employers had in mind, as 78.5% of SMEs are Micro-SMEs, who employ below 5 employees and 21% 

were small sized SMEs who employed below 75 workers, a RM1,200 wage subsidy would then 

effectively benefit almost 90% of SMEs in Malaysia. It should also be noted that a sum of RM1,200 per 

worker is equivalent to slightly over 50% of the national median salary. 

The wage subsidy programme is one of the key features of the stimulus package and would indeed go 

a long way to cushion the impact of the pandemic on SMEs. Unfortunately, it does not go far enough to 

protect those making RM4,000 or more, in which the employer is likely to offer lower wages to 

compensate for the loss in income. This should be looked at as well by the authorities as the 

Employment Act 1955 does not provide worker protection laws to employees who make less than 

RM2,000. A possible remedy would be to set a limit on how much individual wages can be reduced by 

the employer and temporary fiscal protection for those whose wages above RM4,000 have been cut 

substantially. 

 

Delays in Taxes and Statutory Documents 

The delay in personal income and corporate taxes is also a welcomed move by many individuals and 

SMEs who will have more flexibility in fiscal planning. Likewise, the added move to delay the 

submission of statutory documents and financial statements will have a positive impact for most 

businesses.  
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Loan Moratorium 

Much focus has been on the loan moratorium exercise for several reasons, primarily, despite loan 

repayment being automatically delayed, interest rollovers will still a major issue. People are worried that 

at the end of the 6-month moratorium, they would have to pay a lump sum interest payment which can 

cripple the profitability of many businesses and render many individuals bankrupt.  

In this perspective, the moratorium is simply another way of kicking the financial can down the road 

which they will have to bear the cost of once the moratorium stops. This should be looked at by 

policymakers with earnest immediately. A proposed initiative would be to ensure that interest payments 

accrued during the moratorium will not be charged at lump sum but instead to be spread out the 

payment period once the economy recovers.  

 

Bankruptcy Protection 

Another pertinent issue with loan moratoriums is the issue with personal and commercial credit card 

facilities. The announcement from the stimulus package makes no mention on the regulations 

surrounding credit cards. According to BNM, at the end of 2018, 47% of Malaysian youths have high 

credit card debts while 38% of youths have high personal loans debts. 

For reference, there were over 293 thousand bankrupts in 2017, with the majority comprising youths 

aged 25-44 years old. Astonishingly, one in four bankruptcies occur due to outstanding car loans. If 

there are no safeguards in place to regulate credit card debts for such people, the possibility that many 

Malaysian youths will default on their debts and be declared bankrupts becomes more likely.  

A proposed solution to this would be to revise our bankruptcy laws to not impose such punitive 

measures on bankrupts and thereby reduce the power of the creditor to claim the bankrupt’s assets. 

This measure needs thorough examination and the pandemic gives good political capital to push 

through changes in bankruptcy laws.  

In 2017, Datuk Seri Azalina Othman pushed through several amendments to the bankruptcy act which 

among others increased the minimum amount required to be declared a bankrupt from RM30,000 to 

RM50,000 and an automatic discharge of three years from being declared bankrupt without the 

approval of creditors. In addition, a post-bankruptcy negotiation mechanism was introduced, allowing 

debtors flexibility to discharge their debts and social guarantors were removed from bankruptcy 

proceedings. The change in law was however decidedly incremental and requires further amendments 

to ensure a large part of our working population doesn’t become incapacitated by high debt obligations 

especially during this economic crisis. 

To this effect, it is proposed that the automatic discharge to be reduced from three years to one year as 

is the case in Singapore. The Director General of Insolvency (DGI) should not be able to lay claim to 

the primary asset particularly the house of the debtor, currently, all properties of a bankrupt are under 

the purview of the DGI, therefore the law should be amended to state that the singular primary 

residence of the debtor should be free from any claims laid against the debtor except in cases where 

loans are secured by the asset. In addition, their allowed credit card spending facility should also be 

increased from its current RM1,000 to RM3,000 to ensure that they are able to adequately purchase 

necessities in the short-term as well as relaxing employment restrictions on a bankrupt which causes 

considerable burden on the debtor.  

The issue of bankruptcy law amendments is however too lengthy an issue to be discussed adequately 

in this report; however, this report aims to highlight the key pertinent changes. It must also be stressed 
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that such amendments to the bankruptcy act must have retrospective enforcement to ensure all 

bankrupts are treated with the dignity and compassion they deserve during these troubling times.  

It should also be kept in mind that all amendments should be done with the aim in mind that bankruptcy 

should not incapacitate its debtor’s capacity for economic contribution but rather, as a way for 

individuals who have encountered failure in heavily-invested ventures to start again fresh and move 

forward.  

 

Employee Protection  

As the pandemic sweeps through the economy, it is unavoidable that some level of job losses will occur 

regardless of what measures the government implements, it is therefore necessary to provide 

protection to those who lose their jobs. A strengthening of the Employment Insurance Scheme (EIS) is 

therefore much needed. A proposed initiative to further enhance the provisions of the EIS is a 

temporary extension of unemployment insurance, especially the Job Search Allowance (JSA) plan 

under PERKESO. Under the expansion plan, individuals who receive EIS benefits from job loss should 

receive a temporary freeze in their maximum six-month period benefit eligibility period for as long as the 

MCO is in place.  

Further, the JSA benefit should be supplemented with a temporary ‘special circumstances provision’ to 

increase the claimable benefit, increasing the income replacement benefit to the claimant. This would 

ensure the recently unemployed worker to weather cash flow shocks for longer whilst remaining ready 

to resume job searches immediately after the outbreak subsides. In addition, measures to relax the 

eligibility requirements for the receipt of temporary benefits should be considered.  

In normal times, the EIS schemes would be funded by a tax on worker’s monthly salary, however in 

exceptional circumstances such as these, the government may need to step in and be ready to 

temporarily provide additional liquidity should the cashflow need arise. 

 

Special Relief Facility and Cost Alleviation  

For policymakers, the primary aim for stage one should be to limit business death, by now it is clear that 

the permanent closure of a significant industry not only destroys jobs but creates negative spillover 

effects to other businesses along the supply chain. To address this, affected business need significant 

cashflow support to allow them to remain solvent during the MCO. The initiative to provide a special 

relief facility by BNM is a commendable one, lightening the burden of businesses throughout the nation. 

However, there are worries that the RM5bil allocated may not be sufficient if the MCO were to continue 

for more than a month, the amount would need to be increased, with lower interest rates and a longer 

payment tenure, particularly aimed at SMEs who will face the brunt of a protracted lockdown and are 

most susceptible to cash flow pressures. Larger firms however may need access to larger lines of 

emergency credit which can be made conditional on the firm paying its workers their full-time salaries 

throughout the crisis.   

Finally, there is a need to relook into the cost relieving measures such as the reduction on electricity 

tariffs, while these measures have been very useful to businesses in the tourism industry, it may need 

to be extended to industries outside of tourism to be more effective, for example in manufacturing 

where overheads are likely to take up a large percentage of expenses. 
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Stage Two: Charting Economic Growth After the Storm 

Once the pandemic has run its course and the peak has subsided, stage two measures should be 

kicked in immediately as it is not likely that economic normality will resume in a post-COVID-19 world. It 

is likely that social distancing may still play a part for at least a half year after the MCO measures are 

lifted until such time that a vaccine is discovered that can finally put this pandemic to rest. 

It is entirely possible that stage two measures can compliment and even continue the schemes 

implemented under stage one, such as sustained cash transfers and higher BSH payments to further 

boost private consumption. In addition, tax relief measures can be extended for SMEs who will likely 

not have fully recovered from the impacts of the MCO yet.  

In essence, the main goals of the stage two measures should be aimed at boosting private 

consumption and domestic investment. In this regard, corporate tax and income tax relief could be 

extended and an opportunity presents itself to revise and lower corporate income tax rates for SMEs 

geared especially toward smaller enterprises.  

 

Review the Corporate Income Tax Rates 

In our original recommendations, we suggested to drop the corporate tax rate for SMEs on the first 

RM500,000 of taxable income from the current 17% to 10% and to waive all income taxes for Micro-

SMEs whose taxable income is below RM40,000, in addition to reduce the corporate income tax rate 

from 24% to 15% for all companies whose taxable income is above RM500,000. Despite the drastic 

drop, it would act as a supercharger for the domestic economy, inviting SME investment from domestic 

and foreign capital attracted by low tax rates. It should be noted that inviting foreign capital requires 

setting a rate of tax that is lower comparatively to our direct foreign competitors within ASEAN such as 

business-friendly Singapore and Thailand.   

 

Boosting Private Capital Investment 

A possible recommendation would be to establish an Enterprise Investment Scheme (EIS) - not to 

confused with the Employment Insurance Scheme - in Malaysia, similar to what is done in the United 

Kingdom (UK). Briefly, the EIS scheme would allow investors to claim 30% of federal tax relief on 

providing equity capital for SMEs. This acts as a major incentive to investors making the potential 

purchasing of stakes in smaller companies more appealing and allows the cost of financing for smaller 

firms to be on better terms as investors are less concerned about the riskiness of their performance. 

EIS is also a reason why “Angel Investing” is an interestingly large phenomenon in the UK. 

 

Public Infrastructure Spending and Social Safety Nets 

To kickstart aggregate demand, a combination of cash transfers and public expenditure is needed, a 

simple one-time cash injection or a lump-sum personal income tax rebate would put more money into 

the hands of the people immediately, rapidly expanding aggregate demand and stimulating spending. 

Research suggests that cash injections is the quickest method of funnelling cash directly into the hands 

of consumers.    

Infrastructure spending should also be considered for the medium to long term recovery plan, as 

research shows that periods of crisis present good opportunities to increase productivity-improving 

expenditures and greater investment into social safety nets. Higher infrastructure spending, especially 
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in lagging areas of the country will have long term effects on productivity and development growth. A 

recommendation is to have rural development grants through open tender for local private companies 

to build road infrastructure and communication connectivity projects throughout the underdeveloped 

parts of the country.  

In addition, it is also wise to continue developing adequate social safety nets and strengthening 

automatic job losses and training mechanisms such as the EIS and PERKESO, which will incentivize 

human capital accumulation through training and ensure that Malaysian workers are better prepared for 

any further potential crises. 

 

Opportunities for New Investments 

There will be without a doubt a massive change in the future economic landscape in a post-COVID19 

world, sectors such as education and healthcare will be seeing vastly greater returns as medium to 

long-term as consumers will become more health conscious amid an aging population and higher life 

expectancies, therefore consumer preference will be more geared towards such sectors.  

The Minister in Prime Minister’s Department (Economic), Datuk Seri Mustapa Mohammed had recently 

stated that Malaysia is too reliant on petroleum and palm oil exports in its economic model and called 

for massive reorientation in our national economic priorities. He stressed that there was low hanging 

fruit such as in education and healthcare which will be experiencing high growth in the coming few 

months, with foreign students spending more than RM40bil in higher education institutions.  

Therefore, effort must be taken to ensure that our educational institutions are able to compete with 

global institutions and make the shift toward a more meritocratic system. The promotion of medical 

tourism should also be further enhanced in foreign countries such as the USA, Europe, China and 

Japan (countries with fast aging populations) to fully exploit the huge opportunities presented.  

In addition, sectors such as the digital and delivery platform services should be enhanced outside of 

monetary help, through public-private engagement and channels to discuss potential issues with 

stakeholders in such industries to ensure that the Malaysian economy remains agile and is able to stay 

ahead of the global investment curve.  

 

Final Thoughts 

Despite all the carefully drawn up stimulus plans, one thing is certain, the fiscal cost of this package will 

be immense. The government’s deficit this year will without a doubt be overshot and difficult decisions 

will need to be made regarding boosting tax revenues, which may see a return of the -then widely 

unpopular- GST.  

In addition, an intense level of political capital is required to raise the debt ceiling in parliament if they 

were to find the funds for these stimulus measures. The most likely scenario is that a special 

parliamentary session may be called for the approval of a revised deficit budget.  

Lastly, there will be huge financial pressure on the banking sector as the increase in cash liquidity tends 

to have upward pressure on interest rates and inflationary forces which will start to devalue our 

exchange rate. Coupled with our currently low OPR rates, this will force banks to lower their margin of 

returns at a time when business and SME risk is at its highest. During this time of economic uncertainty, 

it is imperative that cannot allow our banking sector to collapse due to the government’s heavy 

handedness over the crisis.  
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Even with the comprehensive and brave efforts to cushion this crisis to the people and businesses, 

some level of job losses and bankruptcies are unavoidable. Yet the social, economic and political costs 

of inaction are far greater and far more frightening. This is a time for the government authorities to be 

bold and step up to the challenge. In light of the emerging risks to the entre Malaysian economy, it is 

clear that every measure should be taken to ensure the economic stability of the nation.   

 

//END 


