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Global Economic Outlook

»  Global headwinds remain though outlook is less gloomy
than previously thought .

China’s reopening adds pulse to global growth

Global headline inflation remains elevated '

Global monetary tightening cycle is seemingly over

vV V V VYV

Lingering fears of contagion in the banking sector




The global economy is seemingly less gloomy than it was,
but headwinds persist

Global PMI for manufacturing & services Global recessionary risks have
receded; all eyes on China’'s

50=Threshold

|
|
|
|
| 60 _
i - post reopening path.
i 50 .
| 4 Coupled with a prolonged
‘ g - - -
i 40 military conflict in Ukraine and
i - geopolitics, medium-term global
| o outlook remains challenging.
i e \|anufacturing

25 A c . .
i 3.0, . Upturn in the services sector is
| 03, 20 - i .
i 2019 2020 o021 022 2023F Jan Jul Jan Jul Jan Jul Jan Jul Jan eXpeCted () ald gIObaI grovvth,
| 2019 2020 2021 2022 2023 industrial activities yet to confirm
i OECD Composite Leading Indicators (CLI) World trade volume & industrial production a rebound.
i 100=Long-term average %, YoY
} 30 - == \/\/Orld Trade Volume . . . .
| ,5 | ——World Industral Production Index Headline inflation readings have
| ]
i 20 - eased from their peak levels, but
i 15 A not for core inflation.
| 10 -
‘ - - -
i 51 Global monetary tightening is
i ] y, less aggressive and seemingly
|
N v USA 10 over for some central banks.
|
e China -15 1
| 80 -20 -
} Jan Jul Jan Jul Jan Jul Jan Jul Jan Jan Jul Jan Jul Jan Jul Jan Jul Jan
} 2019 2020 2021 2022 2023 2019 2020 2021 2022 2023

Source: International Monetary Fund (IMF); World Bank (WB); S&P Global; Organisation for Economic Co-operation and Development (OECD); CPB Netherlands

Socio-Economic Research Centre 3
SERC



Performance of major economies

e e e, e e e,

Manufacturing and services PMI
50=Threshold

70 -
65 -

60

55

50

45 -

- Manufacturing
40 A =

—— Services
35 -

Jan Jul Jan Jul Jan Jul Jan Jul
2019 2020 2021 2022

Unemployment rate and wage growth
% [ %, YoY

16 1 Unemployment rate
L8 9 —— Wage growth

12 A

10 A

8

6

4

2 i

0 T T T T T T T

Jan Jul Jan Jul Jan Jul Jan Jul
2019 2020 2021 2022

- - O - _

Manufacturing and services PMI
50=Threshold

70 ~
60 -

50

40

30

20 -

— Manufacturing
10 - =

—— Services
0 .

Jan Jul Jan Jul Jan Jul Jan Jul Jan
2019 2020 2021 2022 2023

Headline & core inflation
%, YoY

12 -
10.6

Headline Inflation
10 =
—— Core Inflation

8

Jan Jul Jan Jul Jan Jul Jan Jul Jan
2019 2020 2021 2022 2023

- -

Source: Institute for Supply Management (ISM); US Bureau of Labour Statistics; S&P Global; Eurostat

Socio-Economic Research Centre

SERC

The United States — Soft landing
amid lingering concerns about
recent banks turmoil

« The economy is still relatively
resilient.

» Steady job market and wage
growth support consumption.

* Fears of contagion in the banking
sector.

Euro Area — A glimpse of hope for
expansion

» Services PMI rose strongly in 1Q
2023 — solid expansion in demand.

» Core inflation on record high, yet to
see a peak.

* Resurgence of energy prices may
dampen the price level and
consumption behaviour.




Performance of major economies (cont.)
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Headline inflation pressures eased but remained elevated
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Global monetary tightening continues, albeit Iless
aggressive and is seemingly over for some central banks

Policy rate (%)

End-2021 Rate hikes/cuts (basis points) since end-Dec 2021 =h[eEdlId End-Mar End-Dec
2022 2023 2023F

0.00- United States 425  475- 525

0.25 Fed, FFR +425 SV 450 500  5.50
Philippines T .

2.00 bapPpines 550 625  6.25

___________

United Kingdom

0.25 Sagdom +325 RSV 350 425 450
-0.50 et +250 [ 200 300 SO
1.00 S h 325 350 350
4.00 Rel R 625 650  6.50
3.50 o oo en 550 575 575

Malaysia
1.75 S et m_i-% 275 275  3.00

Thailand [N )
0.50 BOT, 1D RR +50; 1.25 1.75 1.75

China : - .
3.80 PBC. 1Y Loan /R +0 B Changesin 2022 &iChanges in 2023F 3.65 3.65 3.65

50 O 50 100 150 200 250 300 350 400 450 500 550 600
Source: Various officials

Socio-Economic Research Centre 7
SERC



Malaysia: Anchoring growth on
domestic demand

»  The Malaysian economy will slow and normalise

»  Off to a slow start in 1Q 2023 on weakening exports and a
normalisation of domestic demand

Targeted fiscal support and stronger revival in tourism-led
services

» Private investment improves moderately amid costs
pressure

However, inflation and cost of living pressures continue to
weigh on domestic spending




A slow start in early 2023

Malaysia’s real GDP growth * Real GDP grew strongly by 8.7% in 2022 (+3.1% in
% 2021).
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2023 GDP growth hinges on domestic demand as exports slow

By type of expenditure

Overall GDP Private consumption Private investment
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Tracking Malaysia’s economic indicators

Leading indicators Purchasing Managers’ Index (PMI) Industrial production index (IPI)
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Tracking Malaysia’s economic indicators (cont.)
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Tracking Malaysia’s financial indicators
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Bank Negara Malaysia Monetary Policy Stance

> Global headwinds remain » Current stance is “accommodative and
supportive of economic growth”
» Domestic economy will continue to grow,

albeit slower » Any changes to the OPR depend on how

resilient the economy and consumer inflation
» Inflation will moderate but remain elevated behaves

Overnight policy rate (OPR) is estimated to reach 3.00% in 2023

Overnight Policy Rate (OPR) vs. Fed Fund Rate
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Source: BNM; Federal Reserve Note:  BNM adopted Overnight Policy Rate (OPR) as policy rate since 2004.
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Upside and downside risks to Malaysia’s growth prospects in
2023

DOWNSIDE RISK

SERC

Fiscal support for inflation and
cost of living

Efforts in mitigating the downside
risks

Strong improvement in tourism
sector

Continued improvement in the
labour market

Socio-Economic Research Centre
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Inflationary pressure

Climate-related disasters

Prolonged geopolitical conflict

Lingering recessionary risks. Fears
of contagion banking sector stress
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The Great Reset for Malaysia - Address structural issues

Low productivity
and technology

adoption
» Malaysia’s labour
productivity grew

moderately by 1.4% pa in
2011-2021 vs. Singapore
(2.5%); Thailand (2.5%),
Vietham  (5.0%) and
Philippines (3.5%)

Talent and skilled
manpower
shortages; high
youth
unemployment

* As at 4Q 2022:

o Skilled workers (27.9%)
o Semi-skilled (59.4%)
oLow-skilled (12.7%)

* Youth (aged 15-24)
unemployment rate at
11.8% (331k persons) at
December 2022, but still

higher than pre-pandemic
(2019:10.4%)

Socio-Economic Research Centre

SERC

Low wages;
dependency on
foreign workers

* Median monthly wages
grew by 2.5% pa in 2016-
2021 to RM2,250

» Share of compensation of
employees (CE) to GDP in
2021 at 34.8% vs. South
Korea (47.9%); Australia
(47.7%); Singapore
(39.4%)); and the
Philippines (36.7%)

+As at end-2022, 1.46
million foreign  workers
(9.2% of total

employment)

Uneven strength
of private
investment

* Private investment growth
stagnated (4.9% pa in
2021-2022 vs. 4.8% pa in
2015-2019)

* Private investment share
to GDP at 15.4% in 2022
vs. average 17.0% of GDP
in 2015-2019

* FDI average RM53.6
billion per year in 2020-
2022 vs. RM41.1 billion in
2015-2019
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The Great Reset for Malaysia - Address structural issues

(cont.)

Limited fiscal High household REST . )
space; high debt debt; low savings d';:':: :alol':i,c sa\z;rir:‘:i"sis
and liabilities buffer divigen':ls 9

« 26" consecutive year of + Household debt at 81.2% * In 2022, more than 7% of  + 6.67 million or 51.5% of

deficit

» Federal Government’s
direct debt stood at
RM1.08 trillion (60.4% of

of GDP as at Dec 2022

* 76% of households have

savings less than three
months of living expenses

GDP) at end-Dec 2022,
and is projected to be
around 62% of GDP by
end-2023

» Debt and liabilities (80.9%
of GDP in 2022)

Socio-Economic Research Centre
SERC

the population are aged 65
and above, meeting the
conventional international
definition of an “aging
society

* Higher economic and
fiscal implications -
healthcare, community

services, potential decline
GDP, and decline in tax
revenue

EPF members younger
than 55 years old had less
than RM210,000 in their
accounts as of end-2022,
up from 6.08 million a year
ago
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Time to Safeguard Retirement

Safety Net
» Malaysia is heading towards an ageing population (an
F estimated 3.5 million people or 7% of Malaysians who are

above the age of 65). It may become an ageing nation by
2030 with people aged 60 years and over surpassing 15%
of the working population.

Our social protection system will not be sufficient to
financially support the vulnerable group. Inadequate savings
due to structural issues; retirement savings have been
depleted by multiple withdrawals of the EPF contributions.

Critical policy interventions to strengthen social safety net
(rebuild a viable retirement system) in ensuring the
vulnerable group will be protected adequately during the
retirement age.




Aging population heightens need for retirement safety net

Why we need a viable retirement safety
net?

* Longer life expectancies, aged population
and a shrinking working-age population will
strain the social protection system.
Inadequate retirement savings will put the
vulnerable group a long way from
retirement.

* Retirement safety net is essential for
providing a steady stream of income and
financial support that can help old-age
retirees maintain their living standards
and cope with unexpected expenses or
shocks in retirement.

&According to RAND Labour and Population
Research, every 10% increase in the elderly
population aged 60 and above would result in
a 5.5% potential decline in GDP per capita
growth.

Source: RAND; World Bank, Bank Negara Malaysia (BNM); National Authorities

Socio-Economic Research Centre
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&0 ” Where are we now?

Malaysia is heading towards an ageing
population. The World Bank estimated that over
20% of the population is expected to be
above 65 years old by 2056, making Malaysia a
“super-aged society”.

Low-income levels and high household
indebtedness with household debt-to-GDP ratio
of 81.2% as of Dec 2022 (vs. Thailand (89.3%),
Singapore (69.7%), and Indonesia (17.2%) as at
end-Dec 2021).

Savings capacity was further dampened by a
large presence of informal sectors. Informal
workers have limited access to current social
protection framework that mainly serves the
formal employment sector.

In 2022, only 30% of EPF active formal sector
members have basic savings of at least
RM240,000 for retirement. 81% of total
contributors will not have enough savings to
live above the poverty line in their retirement.
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Retirement in Malaysia: Concerning picture

Retirement crisis looms ahead due to demographic shifts Causes of low retirement savings
Gender = 0 o
mo - 44% 81%
—— LOW WAGE of EPF active of EPF active
STRUCTURE formal sector formal sector
members earn < members earn =
RM2,000/ month RM5,000/ month
LACK OF Monthly minimum wage
MINIMUM
WAGE POLICY
1 Jan 1 May
ender PRIOR TO 2019 RMl, 100 >> 2022 RMl,SOO

Female
: B vae 2014

Financial Literacy Rate® 57% (OZES(I):;

Malavsia A7 0 Singapore
34% "o (B 8% ooy

N 7 920/ Hong Kong,

0 china (2020)

A Financial literacy refers to financial knowledge.

DECREASING FERTILITY RATE INCREASING LIFE EXPECTANCY

AVERAGE | MALE | FEMALE
1950 6.2 children per woman 1950 57 yo 950 58y 1950 1 elderly per 6 working-age adults
2022 1.7 children per woman 2020 /5y 73 yi0 77 yio 2040 1 elderly per 2 working-age adults
Source: EPF, DOSM, OECD
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News: EPF members’ savings worrying after the COVID-19
and RM145.5 billion withdrawal

EPF: Low savings due to inconsistent

' FIoNLINE RS

BA A 1A248

667 555 LA TaRIEBARSFRIET1D KWSP:

contributions RS AIB
00000000 N
g 508

o 20 e e SRRSH0-545 MRS A RFE R ER

(EPEBIHN) BRARES (EPF) i, FRNT0-USHNLRERRENE
EEREZHTRRSY, EhafaREfa i BEs..

E Malay Mail r[fl-r:“n.ﬁwsf
EPF reveals two million members have savings below “:;:n:;-r'.""”‘”.. ;
RM10,000; 2.64 million members not contributed in years Tl

KUALA LUMPUR, March 9 — The Employees Provident Fund (EPF) today revealed
that two million members aged between 40 and 54 have less than. .

LR S 2WR
EESAK EPFA75K
I PEETA

B FMT
Economist sounds alarm over Malays' low EPF savings

The median savings of seven million Malay EPF members has dropped to RM5,500
post-pandemic.

Source: Various news media
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A big challenge for a majority of EPF members

How much money do | need to retire?

The Employee Provident Fund (EPF) has set the recommended minimum retirement savings at RM240,000
by age 55 to cover basic retirement, or at least RM600,000 to retire comfortably in major cities.

Il However, only 19% of EPF members have basic savings, with RM1,000 per month” for retirement.

" Based on the calculation of average life expectancy (75 years old) with RM240,000 for retirement.

In 2022 Active Formal Sector By Age Group
Members 31-40 41-50 51-55

Basic Savings 30% 44% 46% 36%

Achievement by Age
2.2M 918k 638k 174k

(RM240,000 by 55)

ADEQUATE SAVINGS 5%
ACHIEVEMENTBY AGE
(RM600,000 by 55) 326.4k

Source: EPF
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It is crucial to rebuild retirement safety net in Malaysia

Global Pension Index (2022)

m Malaysia
\_______J

Overall

index e Adequacy M

e Sustainability [

23

Integrity AKE]

Hong Kong

Overall

index ? Adequacy RS

Source: Mercer CFA Institute Global Pension Index 2022
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Rank out of 44 Sustainability syl
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Integrity  EEFHe

Socio-Economic Research Centre

Rank Grade
34 C
16 C+
22 B+

Rank Grade
29 C+
24 C

4 A

m Singapore

@ Adequacy [age] 12 B+

Rank out of 44 Sustainability R 9 B

A
The Netherlands
W

Rank out of 44

Rank Grade

Integrity kS 13 A

Rank Grade

Adequacy 3 A
Sustainability [EERe) 3 A
Integrity Iy 3 A

Adequacy and sustainability fall within C or C+, indicating
shortcomings that should be addressed.
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Build a viable social protection system for old-age society

« Ageing population is a critical global issue and Malaysia is no exception. Policy
interventions and measures should continue to enhance a multi-pillar system,
emphasising on Adequacy, Sustainability and Equitability.

« Three main areas: Structural Support, Financial Facilitation and Environment for Old-
age Working.

* National Healthcare Insurance

Structural
Support

« Agencies, Infrastructure and Facilities
« Senior Citizen Act

* Ringfencing and
Reinvestment Program

e Flexible and Diverse Labour

Financial Market

Facilitation

Environment
for Working

* Reverse Mortgage  Lifespan Learning Programs

« Extension of Retirement Age

Socio-Economic Research Centre 24
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Structural support for ageing population

o National Healthcare Insurance (NHI)

%?  The heavily subsidised healthcare system is not fiscally sustainable over the long term
as it balances between accessibility and affordability of public healthcare. It is essential to
restructure the healthcare system to be more responsive to future needs to support old-
age healthcare with growing life expectancy.

+ Establish National Healthcare Insurance (NHI) as a long-term measure to enhance the
healthcare services’ quality and funding sustainability of healthcare services. Five crucial
elements for the implementation: (a) A collectively-oriented approach; (b) Risk-sharing
principles; (c) Equity access and wealth distribution; (d) Upholding sustainability; and (e) Low
administrative costs.

% 1l Agencies, Infrastructure and Facilities
il

‘Eli”'" « Establish a designated division to coordinate the initiatives and programs by Ministries
and agencies, focusing on taking care of the old-age society.

« Special attention must be given to handling the needs of the elderly, especially on their
livelihood, healthcare, housing and transportation needs.

« According to the Malaysian Healthy Ageing Society (MHAS), Malaysia lacks professionals to
handle senior citizens (i.e. there are only 40 geriatricians and about 2,000 occupational
therapists in Malaysia). In addition, the need for more hospice carers is another problem faced
by many families facing difficulties in looking after elderly people who are mentally challenged
(especially for the low-middle-income group).
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Structural support for ageing population (cont.)

Senior Citizen Act
== °* Introduce Senior Citizen Act to safeguard the well-being of senior citizens who are left
alone (unattended) at home without providing proper care or being abandoned
elsewhere. As parents can be charged for abandoning their children, the same legal action can
be taken against children who neglect their parents.

« However, due consideration must be given to children’s financial ability to provide parental care.
Other social issues could arise, such as causing family disputes and disharmony. It is important
to learn from regional peers, such as Singapore’s Maintenance of Parents Act.

Singapore’s Maintenance of Parents Act (Cap. 167B)

Description: » Singapore residents aged 60 years old and above, who are unable to
maintain themselves adequately, can claim maintenance from their
children in the form of monthly allowances or lump-sum payments.

Responsibility * The tribunal responsible for determining the maintenance order consists of at
of tribunal least three members, including a president with the qualifications of a
district judge.

» The tribunal decides the amount of maintenance to be paid based on criteria
such as financial needs, earning capacity, expenses incurred, and the
physical health of the parent and children.
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Friendly environment for ageing population
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Flexible and Diverse Labour Market

Reforms the labour market and social security policies can improve sustainable retirement’s
living standard as well as embrace the multigenerational workforce. In particular, focus on
generating appropriate employment opportunities for elderly individuals whishing to rejoin the
workforce, such as wage subsidies and flexible arrangements.

For example, in Netherlands, social security contributions can be reduced to EUR7,000 annually
when hiring an employee aged 50 or above. This will reduce the financial burden on employers
while at the same time encouraging employers to hire more senior citizens.

Lifelong Learning Opportunities

Lifelong learning opportunities are important given constant changes in skill set
requirement. But training and skill development are not always equally offered to elderly
employees.

While the lack of time, financial resources and information asymmetries often prevent elderly
employees from seeking training, strategies such as micro-credentialing and nonlinear
educational paths, returnships, internships, apprenticeships and job sharing should be
designed to meet the targeted needs of elderly employees.

For instance, the German government has launched a national initiative called “Working and
Learning in a Digital World” to promote digital skills and competencies among workers of all
ages. The initiative includes measures such as digital learning platforms, online courses, and
digital literacy campaigns.
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Friendly environment for ageing population (cont.)

Extension of Retirement Age — An option?

* Increase the statutory retirement age can allow individuals to work longer with a more secure
financial future and higher social security benefits. Arguably, greater experience and expertise in
the workplace could raise productivity, innovation, and competitiveness of organisations and
industries.

* However, the extended working period could increase exposure to physical and mental stress,
fatigue, disability, and mortality. It could also reduce the time and resources available for leisure,
family, and community activities. More importantly, it could reduce the availability of jobs and
career advancement opportunities for younger employees, as well as create inter-generational
conflicts and resentment over scarce resources and benefits.

Overview of statutory retirement age in selected countries (2022):
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Source: OECD
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Financial facilitation to support retirement
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Ringfencing and Reinvestment Program (BNM’s proposal)

Ringfencing and reinvestment programs can lengthen the accumulation phase of
retirement savings by reinvesting a portion of savings that would otherwise have been
withdrawn upon the retirement age, similar to Akaun Emas available to EPF retirees.

For example, in Singapore, an individual's savings are transferred to a retirement account at
age 55; therefore, the amount will be ringfenced to continue growing until age 65. The savings
will then be disbursed on monthly basis with a monthly top-up if monthly annuity payments are
below SGD1,300.

Reverse Mortgage

Reverse mortgage provides a steady source of income to supplement other retirement
savings or pension fund.

It allows retirees to stay in their homes and maintain their lifestyle without monthly mortgage
payments as long as the borrower lives in the home as their primary residence.

Cagamas Bhd, the National Mortgage Corporation of Malaysia thas introduced Skim Saraan
Bercagar in December 2021 with an allocation of RM100 million to kick start the reverse
mortgage scheme in Malaysia. This scheme is gradually expanding to cover senior homeowners
from Klang Valley to Johor Bahru and Penang in October 2022, and subsequently Ipoh,
Seremban and Malacca city in December 2022.
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