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Bhupi nder Si ngh

THE Mal aysi an econony's second quarter growmh of 0.5 per cent confirns
what anal ysts had been expecting - a weakening that is going to persist
for at | east another quarter.

On a quarter-to-quarter basis, the econony grew by one per cent,
narrow y avoi ding a techni cal recession now bei ng experienced by
nei ghbouri ng Singapore for the sane period. The strong 6.1 per cent growth
recorded by the services sector surprised many as it did not seemto be in
conformty with the rate of deceleration in the overall econony.

More inportantly, econonic growth that has been powered by exports for
the past couple of years was dragged down by a sharp fall in externa
demand. This nmeans growth will have to conme fromw thin. External demand
in the second quarter plumeted by 6.8 per cent on a yearly basis conpared
to the 6.6 per cent growh recorded in the first quarter when the economny
grew by 3.1 per cent.

Eectroni cs exports, which nmake up about 45 per cent of total exports,
contracted by 9.1 per cent exposing weaknesses to cyclical swi ngs of a
smal | and open econony |ike Ml aysia's.

Al t hough the second quarter growth nunbers cane in above market
expectations of a 0.1 per cent contraction, "the underlying trend renains
weak, ' says HLG Research econoni st Lee Heng Gui e.

Industrial capacity utilisation figures suggest problens with excess
capacity that has not been hel ped by weak donestic demand which only grew
by 1.5 per cent in the second quarter conpared to 6.4 per cent in the
previ ous quarter.

Downsi zi ng by export-based manufacturers and the financial sector saw
retrenchnents figures rise to 10,621 workers in the second quarter, up
fromb5,470 workers in the first quarter. This pushed the unenpl oynent rate
to above four per cent of the | abour force, further aggravating the
weakeni ng cycl e.

Prime Mnister Datuk Seri Dr Mhathir Mhamad is confident the econony
will grow by about two to three per cent for the year. The initial
projection was for five to six per cent grow h.

The Mal aysi an Institute of Econom c Research expects the country's rea
gross domestic product (GDP) growth to reach 2.2 per cent at best assum ng
t he gl obal econony does not weaken further.

HLG Research believes there is greater risk of further weakness. Lee
expects the econony to contract by two per cent in the third quarter and
then grow by 1.5 per cent in the fourth quarter, yielding an annual growh
rate of 0.7 per cent for the year

On the positive side, macro indicators such as bal ance of paynents,

i nternational reserves and debt | evels are nanageabl e while pressure on
the ringgit peg to the US dollar has eased as the greenback has come off
its high against the nmajor currencies on the foreign exchange nmarket while
the lowinflation rate allows for flexibility on interest rate policy
nmanagenent .

Foreign direct investnments continue to flowinto the country with a net
inflowof RM.4 billion in the second quarter with nost of it going into
capital intensive investnments.

The construction sector, benefiting fromthe fiscal stinulus programe,
posted grow h of 3.2 per cent after struggling to grow at about 1 per cent
in 2000 and 0.9 per cent in the first quarter of 2001.



Lee believes the governnent's punp priming efforts will help cushion the
i npact of the external slowdown on domestic growt h.

The good news for Mal aysia going forward is that the governnent has
faced up to the reality for change in the way business is done and has
begun the politically difficult process of trying to renove the probl ens
of the corporate and financial sectors in a nore purposeful manner.

Previ ously, the strong external econonies hel ped propel the export-based
recovery of economies |ike Mal aysia after the 1997 currency crisis and
gave the government sone tinme to delay reforns as the econony began to
gr ow.

This all owed the corporate sector to delay naking hard restructuring
deci sions and keep their corporate interests intact. But now, with the
maj or export markets flirting with recession or sluggi sh growth prospects
for sone time to conme, economic growh will have to be generated
donestically and the corporate sector will have to be revitalised.

The weakeni ng econony has al so seen the non-perform ng | oans (NPL)
figures creep back to the 8.1 per cent level in the banking systemas of
July 2001, up from6.3 per cent |ast Decenber, thus eating away at
earni ngs as banks provide for | oss provisioning. The bad | oans di scourage
new credit offtakes as banks dig their heels in waiting for the total
redenpti on of | oans while conpani es are unable to access fresh | endi ng.

For NPLs buried at the national asset agency Pengurusan Danaharta
Nasi onal Bhd, the governnent has plans to securitise and sell themin the
process thus inproving the banking sector's bal ance sheets and al | ow ng
themto get back into the intermedi ati on business again. This will take a
little tinme.

For now, the fortunes of the econonmy depend on continued gover nnment
stimulus in the upcom ng budget and hopes that the gl obal econony starts
to inprove faster
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