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It appears that the Covid-19 pandemic puts into ques�on
our basic assump�ons about globalisa�on. By extension,
it means that Malaysia, as a small, open economy, has to
ques�on its posi�on in a globalised world that is open to
abrupt disrup�ons, and the challenges that it faces.
Although there are other aspects to globalisa�on within
the social domain, impinging upon the media, culture and
connec�vity, globalisa�on primarily rests upon economic
integra�on as its founda�on. Economic integra�on is
possible when economies are inter-connected,
inter-dependent and markets are linked. This implies the
free (or almost free) ﬂow of resources. Simply, it depends
on the free movement of goods and services, capital and
natural persons.
Neoclassical economics conceptualises globalisa�on as
func�oning through interconnected markets and
geographies only if markets are liberalised and restric�ons
to movement are removed. This explains the emphasis
that is placed on the liberalisa�on of economies and a
regulatory framework that favours the free movement of
factors of produc�on.

Dr. Shankaran Nambiar, Head of Research at MIER
explains that, “The Covid-19 outbreak has fractured
the tenets of globalisa�on; in the months a�er the
phenomenon has se�led, government expenditure
will have to go into pu�ng the pieces together and
revitalising domes�c industries. The government
will have to work with the private sector to ensure
that trade and investment is reinvigorated. Since
ASEAN as a whole would suﬀer from the impact of
Covid-19, a regional strategy would be well-advised,
especially in encouraging economic integra�on as
part of the reset when na�ons recover.
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Interna�onal organisa�ons such as the WTO and the IMF
are premised on the need for a global economy that will
further promote trade and investment because these two
factors, as the evidence indicates, have done much to
promote growth and development in developing
economies.
However, the free movement of resources is not without
its shortcomings. The vola�lity of capital ﬂows and the
contagion eﬀects that ensue are examples that come to
mind. We are familiar with issues that can arise due to
unrestricted ﬁnancial ﬂows and the transmission of
ﬁnancial and economic crises through linked monetary
and ﬁnancial markets.
A key characteris�c of globalisa�on is the
interconnectedness of ﬁnancial markets. The 1997 and
2008 crises are ample examples of how a ﬁnancial
breakdown in one country can aﬀect economies around
the world. The 1997 Asian ﬁnancial and economic crisis
which aﬀected Malaysia severely was the result of
ﬁnancial contagion; and the 2008 crisis sprung from the
housing bubble and subprime crisis in the US.
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The trade war between the US and China was a recent incident that illustrated how trade tensions
between two countries, especially if they are economic giants, can have impacts that spill across the
globe. The tariﬀ imposi�on ini�ated by the US and subsequent retalia�on between the US and China
had consequences for the global economy. The outcome hurt most economies, par�cularly those
that are open and export oriented, such as Malaysia. The extent of damage was considerable,
disrup�ng global supply chains and interna�onal trade, consequently lowering global demand and,
therefore, global and na�onal GDPs.
The recent trade tensions between the US and China did not result in a crisis in Malaysia. But it did
result in lower growth rates. There was a slowdown in Malaysia’s growth numbers because Malaysia’s trade is closely �ed with China; what aﬀects China will aﬀect Malaysia. The general so�ening of
China’s economy in 2019, with a six per cent growth rate, something not experienced in the last
decade, did aﬀect the Malaysian economy in so far as global demand for Malaysian output decreased.
If the tension had worsened, that might have helped Malaysia since companies in China would have
decided to relocate to Malaysia. Given ini�al adjustments trade diversion would have occurred and
Malaysia would have beneﬁ�ed from it. Thus, a prolonged trade war could have acted in Malaysia’s
favour.
The trade war did not result in an economic crisis, but it could have resulted in a contrac�on for any
vulnerable economy. Most studies placed Malaysia and Vietnam in a favourable posi�on, indica�ng
that both would stand to gain from trade diversion and the reloca�on of investment to Malaysia. The
point, however, is that ﬁssures in the real economy can aﬀect the rest of the economy, leading to
downturns, and possibly recessions. That is why the Covid-19 outbreak has deep out-turns for the
economy.
This �me the crisis is diﬀerent. It is diﬀerent because its origins are biological; but it aﬀects cross-border trade and investment. There are ou�lows from emerging economies and the ou�lows in this
period of the Covid-19 are going to be worse than it was during the 2008 global ﬁnancial crisis and the
2015 episode when China’s stock market crashed (Fig. 1). Malaysia will not be an excep�on; it is likely
to see ou�lows, too.
The Covid-19 episode restricts movement within na�onal boundaries, aﬀec�ng domes�c demand,
which in turn will nega�vely impact global trade and investment. This �me, unlike the 1997 and 2008
crises, it is the real sector that is aﬀected in the ﬁrst instance, and if prolonged, could result in the
ﬁnancial sector being put under stress. An economic crisis cannot be ruled out as a consequence of
the outbreak if it is not quickly contained.
Figure 1: Capitulation In Emerging Markets

Source: Institute of International Finance. Financial Times
(https://www.ft.com/content/69fc6e2a-69d3-11ea-a3c9-1fe6fedcca75 )
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Due to the pandemic countries are imposing self-isola�on, something that is anathema to
globalisa�on. Travel across countries has been restricted and many countries have closed their
borders to travellers from other countries, par�cularly if they are from high risk countries like China,
Iran, Italy and Spain. Australia has banned the inﬂow of all foreign ci�zens, a measure not taken in its
history. The US has travel restric�ons from China, the Schengen area, Iran, the UK and Ireland.
Malaysia has its own list of restricted countries.
The similarity between the trade war and the current outbreak rests in the fact that both are aﬀec�ng
the real economy. There is going to be a contrac�on to the real economy in Malaysia and this is going
to start with the export-oriented manufacturing sector. In the early wave of the Covid-19 outbreak in
China, the electronics sector in Malaysia was beginning to feel the pinch, with manufacturers of test
equipment and chips ﬁnding it diﬃcult to produce due to delays in shipment of inputs from China.
Goods are transferred through ships and available indices indicate that shipment has been slow to a
signiﬁcant degree (Fig. 2). Other sub-sectors that have been aﬀected have included valves and
ﬁ�ngs, fasteners and smartphone parts.
Figure 2: Shipping Index

Figure 2:
2: Ship
Ship
Figure

Source: IMF. h�ps://blogs.imf.org/2020/03/09/limi�ng-the-economic-fallout-of-the-coronavirus-

with-large-targeted-policies/

The free ﬂow of goods is under a�ack with the Covid-19 outbreak. This will slash the output from the
manufacturing sector and hit Malaysian exports. To a large extent Malaysia’s export proﬁle comes
from the manufacturing sector and this will translate into a reduc�on in the manufacturing sector’s
contribu�on to GDP. It should be noted that exports amount to about 68 per cent of GDP. But the
disrup�on of global supply chains due to the pandemic will not help local producers. It has been
reported that manufacture have been affected by supply disruptions of raw materials and
intermediate goods from China and this alone could translate into a contraction in GDP that is
close to 0.3 per cent (Fig.3).
Figure 3: Macro-Economic Value Chain Impact of Covid-19

Notes: VN denotes Vietnam, HK denotes Hong Kong, SG
denotes Singapore, ML denotes Malaysia, TW denotes
Taiwan, TH denotes Thailand, KR denotes Korea, PH
denotes Philippine, ID denotes Indonesia, AU denotes
Australia, JP denotes Japan.
Source: CEIC, UNCTAD, Natixis,
Herrero, A.G. (2020). The impact of “Novel Coronavirus
Pneumonia” on Global Value Chain. Working Papers No.
WP/2020-04/70.
Asian
Financial
Cooperation
Association.
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Without doubt the free ﬂow of labour will also be impaired. It is not clear how the ﬂow of undocumented migrant labour will be impacted, but skilled labour will surely be aﬀected. Company
oﬃcials will not be able to visit the des�na�ons of overseas clients and suppliers. Restric�ons on
the movement of natural persons will also aﬀect the ﬂow of tourists to Malaysia. Not only will the
tourism industry be aﬀected but also related industries such as the hospitality and travel sectors.
With the tourism industry accoun�ng for about RM84 billion or six percent of GDP and value
added of tourism industry to GDP amoun�ng to around 15 per cent the eﬀect cannot be casually
swept aside.
The odd thing about the Covid-19 pandemic is that it seems to support what the world has been
ﬁgh�ng against – a tendency to break away from globalisa�on and to stress na�onal health priori�es above all else, as it is, of course, absolutely necessary to do at this moment. Brexit, the
US-China trade war, the US pulling out of the TPP and Trump’s threat to withdraw from the WTO
all spell the threat that globalisa�on is under. The Covid-19 pandemic is yet another event that
threatens globalisa�on. The virus outbreak has led to a disrup�on in supply chains, the closure of
airports, restric�on in travel, a choking of the tourism and hospitality industry, all of which result
in self-isola�on, the very reverse of what globalisa�on implies.
The outbreak on one hand disengages countries from several aspects of globalisa�on, but by
doing so highlights the importance of globalisa�on. The transmission of the disease from external
borders will have an eﬀect on domes�c demand (shutdown of malls, movie theatres, restaurants,
schools, universi�es, etc), employment and consumer demand. The Malaysian economy in the
last few years has been largely buoyed by domes�c demand; this year domes�c demand will take
a big dent.
The disrup�ons to global ac�vity will not only aﬀect domes�c demand but will also aﬀect Malaysia’s ﬁscal posi�on. Malaysia has had an unresolved RM1 trillion debt problem; it has also been
trying to achieve a balanced budget over the last several years. Malaysia’s ﬁscal deﬁcit of 3.4 per
cent in 2019 has no chance of narrowing in 2020. The government’s RM20 billion s�mulus and
the addi�onal measures to counteract the outcome of the Covid-19 spillout will possibly be inadequate should the current par�al lockdown be extended beyond 31 March. Depending on how
the pandemic turns out, further expansionary measures may be necessary.
Once the curve is ﬂa�ened and a state of rela�ve normalcy is a�ained, a great deal will have to
be done to get the global economy back on track. Individual countries will have to s�mulate their
export-oriented industries. Malaysia will have to lend addi�onal support to its manufacturing
sector, par�cularly to the E&E sector. The SME sector will also have to brought back to its feet,
as will the tourism and hospitality and retail sectors. It is reported that the avia�on industry seeks
assistance from the Ministry of Finance to withstand pressures due to lower passenger demand.
Consumer and business conﬁdence will also have to be revived since we have been suﬀering from
rather lukewarm expecta�ons even in the months before the onset of Covid-19.
In the spirit of ASEAN, it would be helpful if ASEAN leaders could coordinate their eﬀorts in comba�ng the pandemic. This is an opportunity for Malaysia to assume a leadership posi�on. Some
of the steps that can be explored would include learning from each other’s experiences and sharing technical exper�se. Where possible and necessary member states can consider the possibility
of sending masks and equipment to countries that need the resources. Joint opera�ons can be
launched to help trace those who have tested posi�ve and travelled to other des�na�ons within
the region.
ASEAN will have a bigger role to play in the a�ermath of the outbreak a�er the pandemic is over.
Member states that have been deglobalized, will seek to recover and to reinvigorate their economies; that is when normalcy will have to be restored to the shipment of inputs and ﬁnal products
and the movement of labour. If Covid-19 is about borders being closed and deglobalisa�on, then
the period a�er the crisis will be a period for economic integra�on. ASEAN can play an important
role in facilita�ng economic integra�on post the outbreak.
The Covid-19 outbreak has fractured the tenets of globalisa�on; in the months a�er the phenomenon has se�led, government expenditure will have to go into pu�ng the pieces together and
revitalising domes�c industries. The government will have to work with the private sector to
ensure that trade and investment is reinvigorated. Since ASEAN as a whole would suﬀer from the
impact of Covid-19, a regional strategy would be well-advised, especially in encouraging economic integra�on as part of the reset when na�ons recover.
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