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Malaysia Catches Up on Monetary Stimulus 

 Bank Negara Malaysia slashed its benchmark interest rate by 50 basis 

points to 2.0% as economic conditions weaken and deflation emerges. 

 Monetary and fiscal stimulus measures will underpin the economy’s 

recovery in the second half of 2020. 

Malaysia’s monetary conditions continue to ease in response to weak global 

economic conditions that reflect the COVID-19 pandemic. Following today’s 

monetary policy meeting, Bank Negara Malaysia (BNM) lowered the Overnight 

Policy Rate by 50 basis points to 2.00%, taking cumulative cuts to 100 bps since 

January 2020 (chart 1). We assess that today’s policy decision represents a  

catch-up move, as the BNM had appeared to be somewhat behind the curve in 

monetary policy easing efforts. In contrast to many central banks globally, the 

BNM had not held any emergency policy meetings as the COVID-19 crisis 

deepened but had taken a very gradual approach to loosening monetary 

conditions. 

We anticipate the BNM to keep the benchmark interest rate on hold over the 

foreseeable future, assuming that that the coronavirus outbreak continues to 

stabilize over the coming weeks and months. Nevertheless, in our view the BNM 

has monetary policy space left should the economy need further support. We 

highlight that the outlook is subject to significant downside risks. 

The Monetary Policy Committee (MPC) highlighted that the decision to loosen 

monetary policy will complement the BNM’s liquidity injections and the 

government’s fiscal stimulus; the measures together will cushion businesses and 

households from the COVID-19 impact and help the economy in its recovery. The 

weak economic environment is a concern for the monetary authorities, who 

pointed out that the global economy is already contracting. Indeed, recessionary 

conditions globally will adversely impact Malaysian exporters. On the domestic 

front, the MPC pointed out that the Movement Control Order—which has been in 

place since March 18 and is set to continue until May 12—has constrained 

production and spending. Accordingly, the policymakers foresee a considerable 

weakening in the labour market.  

We agree with the MPC’s view that the first and second quarters of 2020 will be 

the most challenging for the Malaysian economy, with real GDP set to contract. 

We forecast the economy to rebound over the second half of 2020, assuming that 

the virus outbreak has stabilized by mid-year. However, the pickup in activity is 

unlikely to be strong enough to offset the lost output in the January–June period. 

Accordingly, we forecast that Malaysia’s real GDP will contract by around 3% in 

2020, followed by a notable rebound to 5½% in 2021. 

Malaysia’s inflation outlook is weakening rapidly. Headline consumer price index 

dipped into deflationary territory in March (chart 2), decreasing by 0.2% y/y. Low 

commodity prices and non-existent demand-driven price pressures amid 

weakening labour market conditions will likely lead to further price declines. 

Indeed, the MPC expects the average headline inflation for 2020 to be negative. 

As inflation dynamics will remain soft for a considerable amount of time, the BNM 

will be able to fully focus on supporting the economy’s recovery. 
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