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MALAYSI A' S forecast real gross donestic product (GDP) growth for 2002
ranges fromthe official governnent forecast of three per cent to the nore
optim stic consensus forecast of five per cent by private sector

econom sts. Earlier this year, Prime Mnister Datuk Seri Dr Mahathir
Mohamad stated that he expects the econony to grow by three per cent,

| ower than the previous governnment forecast of five per cent. Despite

| owering the target, can the Ml aysi an econony record such growth for
2002? If so, how wi |l Ml aysia achieve this? In our opinion, the key
factor lies in the external trade sector.

Mal aysi a's external trade is influenced by two major factors, nanely,
the situation with the US econony and the sem conductor industry.

Mal aysi a' s exports, valued at 109 per cent of GDP, consists mainly of
manuf acturing products, specifically, manufactured electrical and

el ectroni c goods (E&E). For 2001, as of Novenber, manufactured goods
contributed 85 per cent of total exports while E&E nmade up 70 per cent of
total exports.

In addition, the United States is the |largest single inporter of
Mal aysi @' s goods, inmporting some 20 per cent, followed by Singapore. Mre
i mportantly, the US econony, being the engine of growth for econom es
worl dwi de, will influence Malaysia's exports to other countries too.

Therefore, the robustness of the US econony and the gl obal sem conductor
i ndustry are crucial factors in determ ning the performance of Ml aysia's
trade bal ance, which in turn determ nes economic growh. Both factors are
al so heavily linked to each ot her.

So, where are the US econony and the gl obal sem conductor industry
headed for? What is the correlation and coefficient of these two factors
agai nst Mal aysia's exports?

In our studies, we found that there is a strong correl ati on between the
US GDP and Mal aysia's manufacturing exports, based on year-on-year
figures. The latest fourth quarter (4) results showed that the US econony
grew by 0.3 per cent year-on-year. However, for 2002, US officials
forecast growh to inmprove to 0.7 per cent, taking into consideration US
rate cuts and fiscal stinmulus. If US forecasts are true, it will bode well
for Malaysia's exports in 2002.

In addition, the manufacturing sector in the United States has, as a
whol e, recently shown signs of recovery as indicated by the Institute of
Supply Managenment's (1SM New Orders, fornmerly known as the NAPM New
Order |evels have surpassed the neutral level, 50, for the past two
nmont hs, indicating strong growth. The index has some correlation and acts
as a leading indicator to Mal aysi an exports. The index noves four nonths
ahead of Mal aysia's exports.

Bul lish sentinments are also on the horizon for the sem conduct or
i ndustry. There is a correlation between sem conductor new orders and
Mal aysi an exports, based on three-nonth average figures. Currently,
senm conduct or new orders (three-nmonth average) have stabilised at US$ 5.6
billion for Decenmber 2001 while Mal aysia's exports have al so stabilised,
signaling a bottoni ng out.

There are two early indications of bottom ng out for the gl obal
sem conduct or industry.

Firstly, the book-to-bill ratio of sem conductor equipnent has steadily
increased fromits low of 0.44 in April 2001 to 0.78 in Decenber 2001. A



rati o of above one indicates grow h.

Secondly, inventory levels continue to decline am d stable orders. If
the current trend persists, it may not take long for orders to exceed
i nventories. This occurred during the bullish years of 1994 till January
2001.

Now t hat we know there are early signs of a turnaround in the US econony
and the gl obal sem conductor industry, howw Il this in turn affect our
exports, specifically the manufacturing sector of the Ml aysi an econony?

As stated earlier, Ml aysian exports have a strong correlation with US
econom ¢ growth. The val ue of nmanufacturing exports has increased
gradually in 4 in financial year 2000 (FYOO), |ed by E&E exports which
rose for the fourth consecutive nonth. The increase was in line with the
“surprise' quarter-on-quarter growth in the US econony after contracting
in the third quarter.

Year - on-year, manufacturing exports are still declining but the pace has
decel erated. Qur research shows that for each US$ 1 billion increase in
the United States' real GDP, Ml aysian exports of manufacturing goods
i ncrease by RW6 mllion.

The manufacturing sector is the second | argest contributor to total GDP
after the services sector. The sector contributes up to 34 per cent of
total GDP, increasing from26 per cent in 1991. The slowdown in the
manuf acturing sector is the nmain reason for the current econom c sl owdown
as it is the only sector that has contracted in the first three quarters
of 2001. Manufacturing sales figures for 2001 show a contraction of 7.3
per cent from 2000.

I ncreasi ng demand for our exports, especially for manufacturing goods,
will help revive the manufacturing sector. The |ocal Industrial Production
Index (I1PlI') for manufacturing was in contracting node in 2001, declining
by six per cent. However, the index has been stabilising around the 195 to
200-point level in Q4 FYOLl, in line with the recovery of manufacturing
exports and al so the US econom c recovery. Mnufacturing sales continue to
decline, dragged down by |ocal sales. The pace of the decline, however, is
decel erating as exports rise.

Com ng back to the main question, can we record a growh of three per
cent in 2002? In order to record a growh rate of three per cent for 2002,
as nmentioned by the Prime Mnister, the manufacturing sector has to
recover. CGovernnent growth policies will not be adequate in achieving the
target w thout favourable external factors which have a direct inpact on
our manufacturing sector.

The US GDP growth forecast for 2002 range fromO0.7 per cent by the
United States CGovernnent to three per cent by economists. This wll
translate into a growth of between 1.8 per cent and 7.7 per cent for the
manuf act uri ng sector.

For Mal aysia to achi eve economc growth of three per cent, other
sectors, especially the services and construction sectors, need to
mai ntain 2001's growmh rate at the very least. W feel with the ongoing
corporate restructuring, lowinterest rates and the governnment fiscal
stinmulus inplenented, the services and construction sector are nore than
capabl e of reaching 2001's growth rate. Wth reviving external factors,
Mal aysia's targeted GDP grow h is indeed achievabl e.



	Keys for growth (NST 01/03/2002)

