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Budget 2022

Malaysia’s Budget 2022 is largely within our expectation and is viewed to be timely and supportive of economic recovery.
The budget allocation of RM332.1 bil (+3% from Budget 2021) is the largest ever recorded, focusing on reviving
the socio-economic segment. The supposedly steadfast recovery initially projected for this year has been disrupted by
rounds of mobility restrictions. Besides stimulus programmes amounting to RM225 bil or ~15% of GDP in 2021 (2020:
RM305 bil or ~22% of GDP), the targeted short-term fiscal measures proposed under Budget 2022 to rebuild economic
resilience should catalyse long-term growth prospects for Malaysia as we enter the endemic phase.

Ministry of Education (MOE) receives the highest allocation in Budget 2022 at RM52.6 bil, followed by the Ministry
of Health at RM32.4 bil. Notably, maintenance and upgrading of more than 10,000 schools under the MOE (RM900 mil)
and upgrading of dilapidated schools particularly in Sabah and Sarawak (RM746 mil) makes up the lion share of MOE’s
allocation, aside from the RM14.5 bil allocation to the Ministry of Higher Education.

After 2 years of contraction in public investments, the government foresees a solid 24% growth in 2022 on account
of large-scale transportation projects as well as development allocations for Sabah (RM5.2 bil) and Sarawak (RM4.6 bil).
These include the continuation of MRT 2, LTR3, Johor-Singapore Rapid Transit System, Pan Borneo Highway and new
projects such as MRT3 and Phase 2 of Klang Valley Double Track upgrading. Furthermore, the enlarged RM75.6 billion
development allocation expenditure serves as a catalytic boost in public investment next year (Budget 2021’s revised
estimate: RM62 billion).

X % share | In line with our current growth projections, the
RSO PTPTNE b e EE I government forecasts a 5.5%-6.5% growth for 2022
Domestic Demand 93.4 -5.8 3.1 6.6 (2021 estimate: 3.0%-4.0%). While pent-up demand in
gg:::?f;g:"d't“re gg'g :g'g 2'15 g'g 2H 2021 may not be strong enough to lift overall 2021
|nvestm£nt 15.4 19 14 o  growth back to pre-pandemic levels yet, it is envisaged to
Public Expenditure 18.3 47 16 73 fuel economic recovery in 2022. As such, the MOF
Consumption 13.3 3.9 3.0 1.1 projects 2022 fiscal deficit to clock in at 6% of GDP
Investment 5.0 213 19 241 (2021: 6.5% of GDP) notwithstanding an expansionary
E:t‘;’r't‘:' el 66563 '_183'90 145'89 2‘3 budget. The Medium-Term Fiscal Framework stipulates a
|mgorts 617 84 162 39 9% fiscal deficit target by 2024, reflecting a gradual fiscal
Overall 100.0 56 3040 5565 consolidation path.

Sources: Department of Statistics Malaysia and Ministry of Finance (MOF)

New sources of revenue for the government includes (1) excise duties on drinks containing sugar and liquid vapes,
(2) windfall profit levy on crude palm oil and one-off special tax (Cukai Makmur) on large companies generating profits
above RM100 mil, (3) sales tax on e-commerce items <RM500, (4) services tax on delivery services except for food
and beverage deliveries and logistics services.
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2022-2024

RM bil

% GDP

Revised Budget 2021 Budget 2022

RM bil % GDP RM bil % GDP
Revenue 2251 15.9 221.0 14.6 234.0 14.3
(-) Operating Expenditure 224.6 15.9 219.6 14.5 2335 14.3
(-) Development Expenditure 514 3.6 62.0 4.1 75.6 4.6
(+) Less: Loan Recovery 1.3 0.1 0.8 0.1 0.6 0.0
(-) Covid-19 Fund 38.0 2.7 39.0 26 23.0 14
Overall Balance -87.6 -6.2 -98.8 -6.5 97.5 -6.0
Source: MOF
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Although wage subsidies of RM2 billion and direct cash handouts i.e. Bantuan Keluarga Malaysia of RM8.2 billion in
Budget 2022 dwarf that of 2021 (RM18 bil and RM9.6 bil, respectively), these continuous assistances should cushion
household income and boost private consumption. Given that private expenditure makes up 75% share of the
country’s GDP, higher disposable income amid a steady recovery in the labour market should stimulate spending.
Meanwhile, the Malaysian economy will also benefit from global recovery. Expansion in export activities is anticipated
to be driven by commodity products, electrical and electronics products, manufacture of metal and palm oil-based

products as well as chemical products.

Overall, we see Budget 2022 as favourable to SMEs and the Bank stands to gain from financing related to the
larger infrastructure bill, in addition to the specific funds that will be channelled through the Bank (RM900 mil).

Key points/incentives under Budget 2022

Sector Allocation/Tax Amount Impact
Aerospace Matching grant for Bumiputera SMEs RM100 mil ?
Agriculture The effective price cap for palm oil windfall tax is increased by RM500 to RM3,000 per NA >

R tonne in Peninsular Malaysia and RM3,500 in Sabah and Sarawak.

&5& Subsidies, incentives for farming and fisheries industries RM1.7 bil ?

Automotive Full exemption on import, excise duties and sales tax for electric vehicles N/A ?

m Govt to extend 100% sales tax waiver on CKD passenger vehicles and 50% sales tax N/A %
exemption on CBU passenger vehicles, including MPVs and SUVs, until 30 June 2022

Constructionﬁ Affordable housing projects for the low-income earners RM1.5 bil ?

ICT ) Enhance digital connectivity in 47 industrial areas and 630 schools, especially those in RM700 mil 2

rural areas
Manufacturing Excise duty on chocolate or cocoa, malt, coffee, and tea-based premix drinks containing N/A 0
s sugar
m Smart automation matching grants RM100 mil ?
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Real estate Real property gains tax removed for house sales from sixth year onwards N/A
¥ Special tax exemption for building/commercial unit owners who give at least 30% rental NA
o discount
0 Housing credit guarantee scheme to assist those without steady income RM2 bil
Adoption of sustainable and low-carbon practices RM1 bil

Bank Pembangunan Malaysia will offer a RESET Scheme (Rehabilitation and Support

W W VWV VvV v v

SME Through Equity) & Bank Negara Malaysia will provide a Business Recapitalisation Fund RM1 bi
SME SME Digitalisation Grant Scheme RM200 mil
[=(=]
Matching method through equity and quasi-equity investments via funds by SME Bank in RM600 mil
collaboration with the Bumiputera Agenda Steering Unit & Bank Simpanan Nasional Bhd ?
SMEs allowed to postpone income tax instalments for six months until 30 June 2022 N/A ?
Special individual income tax relief for domestic tourism expenses of up to RM1,000 will N/A )
be extended until end of 2022.
Matching grants for repair of 738 budget hotels that are registered under MOTAC as well RM30 mil
as for registered home stay owners /
Tourism Maintenance of tourism infrastructure, including the Sultan Abdul Samad Building and .
o RM50 mil ?
Lembah Bujang in Kedah.
e
.—T-:é Matching grants to companies to organise arts and culture-related programmes RM50 mil ?
Incentive funds for activities to promote domestic tourism RM60 mil ?
Targeted wage subsidies for employers who have seen their income reduced by at least RM600 mil >
30%
Special assistance to over 20,000 registered tour operators RM85 mil ?
Sales tax to be imposed on low-value items sourced overseas that are sold by online N/A (%)
sellers and sent to Malaysia via air courier
. Services tax to be imposed on delivery services provided by service providers including
Retail LT - . N/A (]
e-commerce platforms, except for food and beverage deliveries and logistics services
h@ eStart cashless transaction scheme to be introduced, which will see one-off RM150 N/A 5
deposited into e-wallets of those aged between 18 and 20
Shop Malaysia Online and Go-eCommerce Onboarding RM250 mil ?
Special RM2,500 tax relief for purchase of handphones, computers and tablets N/A

Sources: MOF and The Edge
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DISCLAIMER

SME BANK has exclusive proprietary rights in the data or information provided herein. This document is the property of SME BANK and is protected by Malaysian
and international copyright laws and conventions. The data and information shall only be used forintended purposes and not for any improper or unauthorised purpose.
All information contained herein shall not be copied or otherwise reproduced, repackaged, transmitted, transferred, disseminated, redistributed or resold for any
purpose, in whole or in part, in any form or manner, or by any means or person without SME BANK’s prior written consent.

This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an invitation to make an offer, to
buy or sell any securities or other investment or any options, futures or derivatives related to such securities or investments. It is not intended to provide personal
investment advice and it does not take into account the specific investment objectives, financial situation and the particular needs of any specific person who may receive
this report. Investors should seek financial advice regarding the appropriateness of investing in any securities, other investment or investment strategies discussed
or recommended in this report and should understand that statements regarding future prospects may not be realised. Investors should note that income from such
securities or other investments, if any, may fluctuate and that price or value of such securities and investments may rise or fall. Accordingly, investors may receive
back less than originally invested. Past performance is not necessarily a guide to future performance. Any information relating to the tax status of financial instruments
discussed herein is not intended to provide tax advice or to be used by anyone to provide tax advice. Investors are urged to seek tax advice based on their particular
circumstances from an independent tax professional.

Any opinion, analysis, observation, commentary and/or statement made by SME BANK are solely statements of opinion based on information obtained from sources
which SME BANK believes to be reliable and therefore, shall not be taken as a statement of fact under any circumstance. SME BANK does not and is in no position to
independently audit or verify the truth and accuracy of the information contained in the document and shall not be responsible for any error or omission or for the loss
or damage caused by, resulting from or relating to the use of such information. Analysts based in SME BANK offices produce research on macroeconomics, equities,
fixed income, currencies, commodities and portfoliostrategy.

SME BANK and its affiliates, subsidiaries and employees shall not be liable for any damage or loss arising from the use of and/or reliance on documents produced
by SME BANK or any information contained therein. Anyone using and/or relying on SME BANK document and information contained therein solely assumes the risk
in making use of and/or relying on such document and all information contained therein and acknowledges that this disclaimer has been read and understood, and
agrees to be bounded by it.

Strategic Credit & Economic Analytics, SME Bank
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