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In an attempt to mitigate the effects of COVID-19, the Malaysian government imposed 
the Movement Control Order (MCO). To address the adverse impacts of the MCO policy, 
the Malaysian government initiated a series of recovery plans for both fiscal and 
monetary measures. This study aims to assess the government’s various policy measures 
on Malaysia’s leading macroeconomic indicators. Regardless of the differences in the 
gross domestic product (GDP) components, the real impacts on GDP growth are almost 
identical between Malaysia and a control group. This result is partly explained by the 
increase in total and domestic investment and private consumption. 

I. Introduction   

This paper provides direct evidence on the economic 
impact of the Movement Control Order (MCO), drawing 
upon Malaysia’s experience. The objective of this paper 
is to use the gross domestic product (GDP) and its com-
ponents to measure the immediate impacts of the MCO 
and the COVID-19 pandemic on aggregate components of 
Malaysia’s GDP and counterfactual countries. 

The current literature on COVID-19’s effects has high-
lighted a number of issues (Padhan & Prabheesh, 2021). 
Choi (2020), Iyke (2020), Barro et al. (2020), and Jordà et al. 
(2020) all find that the COVID-19 pandemic reduced out-
put and growth: consumption and investment declined (Liu 
et al., 2020; Maliszewska et al., 2020; Yu et al., 2020), and 
COVID-19 has had a negative impact on firm and industry 
performance (Gu et al., 2020; Qin et al., 2020; Xiong et al., 
2020). 

The Malaysian government began to implement dracon-
ian measures, known as MCO, to contain the spread on 
March 18, 2020. The COVID-19 outbreak has had a serious 
impact on Malaysia’s economy. The Malaysian government 
estimates that the country’s GDP declined by 0.8% to 1.2%, 
or from RM 10.8 billion to RM 17.3 billion. The decline of 
the GDP has been blamed on the MCO, which was imposed 
at various intensities since March 18, 2020 (Department Of 
Statistics Malaysia Official Portal, n.d.). Since these harsh 
measures were not undertaken by many other countries in 
combating the COVID-19 pandemic, the situation provides 
an opportunity to study the impact of the measures on the 

GDP and its component compared to other Southeast Asian 
countries, both before and after the MCO’s enforcement. 
This study seeks to illustrate the impact of the MCO on the 
GDP and its components in Malaysia’s case, compared to a 
group of Southeast Asian countries. 

To date, there has been a lack of research on the MCO’s 
impacts on the GDP and its components in relation to the 
occurrence and severity of the COVID-19 pandemic in 
Malaysia. Thus, the paper’s contributions to the literature 
are twofold. A vast literature finds the economic conse-
quences of diseases to be significant (Fan et al., 2016). 
Specifically, large-scale viral diseases have a substantial 
long-term impact on GDP and per capita income (Bloom & 
Mahal, 1997; Sachs & Malaney, 2002), human capital ac-
cumulation (Almond, 2006; Bleakley, 2007), housing prices, 
and the urban landscape (Ambrus et al., 2020). Given glar-
ing concerns over the COVID-19 pandemic, economists 
(e.g., Atkeson, 2020; Barro et al., 2020; Hossain, 2021; 
Janus, 2021) have started to identify and estimate its poten-
tial economic impact. 

We use quarterly aggregated data to quantify the impact 
of the MCO on the GDP and its components and relate it to 
epidemic severity, both in the cross section and over time. 
This paper also contributes to the debate over the MCO’s 
impact on the Malaysian economy regarding GDP growth 
and its components. Karim et al. (2020) find such measures 
had a negative impact on most sectors in Malaysia dur-
ing the outbreak of COVID-19. Nevertheless, Karim et al. 
(2020) also show that the levels of key air pollutants during 
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the MCO’s implementation were significantly reduced com-
pared to the same periods in 2019 and 2018. Other studies 
find that the intervention measures had both positive and 
negative economic consequences. Chia et al. (2020) found 
that the MCO negatively affected Malaysia’s stock market 
indexes. However, interestingly the MCO had a significant 
positive influence on indexes revenues, with unfavorable 
consequences in terms of overseas financial risks. However, 
the economic impact of the MCO was equally critical for 
the complementary quantitative perspectives to be investi-
gated. 

This analysis is therefore necessary for two key reasons: 
first, to obtain insight into the early effects of the MCO on 
the components of GDP growth and, second, to potentially 
help the Malaysian government regulate economic impact 
policies in accordance with the crisis. This study is one of 
the first attempts to document the economic impacts of the 
MCO’s enforcement on Malaysia’s GDP and its components. 

II. Data and Empirical Methodology      
A. Data   

Our dataset comprises quarterly country-level GDP data 
and data on GDP components obtained from the Asia Re-
gional Integration Center (https://aric.adb.org/thailand/
data). The components of the GDP listed in the dataset are 
the export of goods and non-factor service receipts, gross 
domestic investment, gross fixed investment, the import 
of goods and non-factor service payments, private con-
sumption expenditure contributions, and public consump-
tion expenditures, all as a percentage of the GDP, and GDP 
growth. 

Our sample covers five Southeast Asian countries. The 
sample period is from the second quarter of 2011 to the 
third quarter of 2020, with March 18, 2020 (the date the 
MCO was implemented in Malaysia) defined as the policy 
intervention’s start. To capture a counterfactual pattern of 
the GDP and its components, we use the same data for four 
South Asian countries—Indonesia, the Philippines, Singa-
pore, and Thailand—as the control group and evaluate their 
impact on the GDP and its components through a synthetic 
control group approach. 

B. Summary Statistics    

Table 1 presents the summary statistics of the GDP and 
its components for the countries in question. Based on the 
first quarter of 2020 (when the MCO was implemented), we 
divide the sample into two periods, the pre period and the 
post period, and use Malaysia as the treated country and a 
control group of four countries. 

C. Empirical Methodology    

In small-sample social comparative studies, where inter-
ventions affect aggregate entities such as countries, it is of-
ten challenging to find appropriate controls unaffected by 
the intervention that have characteristics similar to those 
of the affected unit (Abadie et al., 2010). Instead of using 
a single control unit, the synthetic control method (Abadie 

et al., 2012) uses a weighted average of a set of potential 
control units, to provide a synthetic control unit that more 
closely resembles the affected unit in terms of predictors. 
Here, we use the synthetic control method to construct a 
synthetic control unit for Malaysia to represent the figures 
for the expected GDP and its components. We refer to this 
control unit as Synthetic Malaysia. We then evaluate the 
impact of the MCO on the quarterly GDP and its compo-
nents. 

Below, we present the synthetic control method more 
rigorously. The concepts and notation of the method are 
based on the work of Abadie & Gardeazabal (2003) and 
Abadie et al. (2010). 

We define  as the value of the GDP and its components 
for country  in period ,  as the value of the GDP and its 
components if the country did not implement the MCO, and 

 as the value if the country implemented the MCO. The 
impact of the MCO of country  in period  is formulated as 
follows: 

We also define  as a dummy variable equal to one if the 
country implemented an MCO, and zero otherwise. Then 
we can rewrite (1) as 

Synthetic control compares the evolution during the post-
MCO period of Malaysia’s GDP growth and its components 
with that of a weighted combination of the measures of 
control countries. 

III. Main Results    
A. Synthetic Malaysia and the Impact of the MCO          
on the GDP Components     

Figure 1 presents Malaysia’s actual GDP and its compo-
nents versus those of Synthetic Malaysia. We also observe 
that the control group average does not demonstrate any 
similarities to Malaysia in terms of post-MCO predictors 
regarding GDP components. However, Synthetic Malaysia 
provides means much closer to those of actual Malaysia. 
For the pre-MCO period, there is a noticeable difference be-
tween Malaysia’s GDP and its components and the aver-
age of the control group. Compared to other countries in 
our control group, Malaysia’s GDP and its components are 
around the average during nearly the entire pre-MCO pe-
riod. After the MCO, the export of goods and services drops, 
while that of the control group increases. Relative to the 
Synthetic Malaysia benchmark, Malaysia’s gross fixed in-
vestment increased after the MCO’s implementation, while 
that of the control group decreased. We can see that private 
consumption expenditures in Malaysia increased after the 
MCO was implemented, while it declined in the control 
group. Lastly, we find no divergence between the actual 
GDP growth rate of Malaysia and that of Synthetic 
Malaysia, and no substantial impact is estimated. The syn-
thetic control very closely reproduces Malaysia’s GDP and 
its components for a period before the MCO. 

Not all components underwent a decline in output, but 
the biggest drop is recorded for exports. However, the sec-
tors that increased compared to the control group, due to 
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Table 1. Summary Statistics of Countries’ Characteristics      

N Mean Min Max Sd 

Comparison 156 2.024327 -22.676 19.963 6.240499 

Export of Goods and Service as % GDP 
(EXPO) 

Malaysia 39 0.540846 -2.477 4.854 1.604798 

Total 195 1.727631 -22.676 19.963 5.654493 

Comparison 156 0.739006 -13.983 7.958 3.344282 

Gross Domestic Investment as % GDP 
(GINV) 

Malaysia 39 1.436256 -3.643 5.064 1.759376 

Total 195 0.878456 -13.983 7.958 3.101669 

Comparison 156 0.832526 -10.444 5.878 2.442891 

Gross Fixed Investment as % GDP (GDINV) Malaysia 39 1.55641 -2.726 3.393 1.303717 

Total 195 0.977303 -10.444 5.878 2.277108 

Comparison 156 2.05443 -26.676 19.618 6.107362 

Import of Goods and Service as % GDP 
(IMPO) 

Malaysia 39 0.335974 -4.251 3.7 2.017446 

Total 195 1.710738 -26.676 19.618 5.574371 

Comparison 156 2.230237 -10.967 7.485 2.813693 

Private Consumption Expenditure as % 
GDP (PRIVTE-CON) 

Malaysia 39 2.438872 -3.063 3.244 1.453211 

Total 195 2.271964 -10.967 7.485 2.597304 

Comparison 156 0.631321 -1.25 3.291 0.642738 

Public Consumption Expenditure as % GDP 
(PUBLUC-CON) 

Malaysia 39 0.295846 -0.528 1.345 0.379702 

Total 195 0.564226 -1.25 3.291 0.613518 

Comparison 156 3.456308 -17.11 15.468 4.359316 

GDP Growth (GDPG) treatment 39 4.545205 -5.322 6.268 2.491514 

Total 195 3.674087 -17.11 15.468 4.073075 

Notes: The variables are defined as follows: exports of goods and non-factor service receipts (Expo), gross domestic investment (GINV), gross fixed investment (GDINV), imports of 
goods and non-factor service payments (IMPO), private consumption expenditure (private-con), public consumption expenditure (public-con), and economic growth (GDPG). 

the government’s intervention, include gross and domestic 
investments and private consumption. Regardless of these 
differences in GDP components, the real impacts on the 
GDP growth are almost identical between Malaysia and the 
control group. This impact represents the distributional ef-
fects across the GDP components, with likely diverse im-
pacts on the GDP growth rate. Further analysis is conducted 
below to determine the potential distributional impacts of 
the pandemic. The overall analysis confirms the negative 
effect of the MCO on some components of the GDP. Overall, 
the impact of the MCO on GDP growth does not seem to be 
different from that of the control group, which is partly ex-
plained by the increase in total and domestic investment, 
as well as private consumption. 

The government of Malaysia has been compelled to en-
act many steps to minimize the effect of the MCO, in par-
ticular, on the nation’s economic and social activities. The 
central government’s spending behavior—including subsi-
dies, public sector programs, public service wages, and 
healthcare benefits—has been the first instrument of mon-
etary policy. The second instrument has been the govern-
ment’s use of fiscal policies to improve the overall economy. 
Monetary policy was implemented to ensure that the sup-

ply of liquidity was checked at a certain point in time 
(Tahajuddin & Sulaiman, 2021). This policy is expected 
to affect and shape microeconomic activities and will in-
evitably have an effect on overall economic growth. Central 
governments are able to control overall economic growth 
particularly through balanced fiscal and monetary policies 
and instruments. 

IV. Conclusion   

The COVID-19 pandemic has been spreading fast across 
the globe. The primary focus has been necessarily on con-
tainment, treating the ill, and helping communities cope 
with the epidemic. The findings highlight the importance 
of policymakers using prompt and adequate interventions 
to alleviate the negative impact, especially on the more af-
fected sectors. This result suggests that management of the 
public health crisis is crucial for reinvigorating the econ-
omy. The analysis indicates that the potential loss of GDP 
in affected countries could be significant. Therefore, gov-
ernments need to offer substantial support to affected busi-
nesses and households. Furthermore, the analysis is likely 
to have underestimated the potential economic costs of the 
epidemic. Some aspects of the GDP components were cap-
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Figure 1. GDP Growth of Actual Malaysia versus Synthetic Malaysia and Its Components before and after the                
MCO  

tured through a synthetic control group of five Asian coun-
tries—Malaysia, Indonesia, the Philippines, Singapore, and 
Thailand—with a focus on Malaysia. The study finds that 
GDP and its components help the government to better un-
derstand the best policy to implement for economic activi-
ties. 

Several policy implications can be drawn from this re-
search. First, monetary expansion will enhance aggregate 
demand and encourage businesses to invest more. Subsi-
dizing corporate investments and establishing public in-
vestment programs are examples of government measures 
that could encourage investment. Second, to cope with the 
health emergency caused by COVID-19, traditional macro-

economic policies must be grouped into relief, recovery, 
and international coordination policies. Third, the 
Malaysian government should take a number of steps to re-
duce the impact of the MCO’s enforcement, particularly on 
the country’s economic and social activities. Through well-
balanced fiscal and monetary policies and instruments, 
central governments can manage overall economic growth. 
This will have an impact on and shape microeconomic ac-
tivities, as well as economic growth, in general. Future 
studies could focus on a detailed review, and a quantitative 
study should be undertaken in this field. 
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