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Brent crude oil price plunged to below USD20 per barrel (pb) in Apr-20 as a result of
unprecedented Covid-19 pandemic. Nonetheless, oil price begun to improve and trended
upwards since Apr-20 as global demand gradually return coupled up with some supply-
side constraints. In 2021, the average Brent crude oil price stood at USD71pb vs 2020’s
average of USD43pb. Fast forward to 2022, prices of Brent crude oil surged above USD100pb
mainly due to the Russia-Ukraine skirmishes. Up until 17"" May 2022, Brent price averaged at

approximately USD101pb, up 61% y-o-y from the same period last year but has eased from
the peak of close to USD130pb in Mar-22.
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We expect Brent price to average between USD100 - USD110pb this year, driven by a
number of factors primarily the (1) lingering Russia-Ukraine war as Russia is a global oil &
gas (O&G) juggernaut and (2) OPEC maintaining its existing production policy which is to
gradually increase production by 432k bpd every month (compared to 10mil barrels cut a day
last year). Moreover, concerns over environmental priorities and low investments in this
industry can also underpin high oil prices for a longer period.

Generally, high oil prices are good for commodity net exporter nations such as Malaysia. It
is worth noting that our trade balance of refined petroleum had been negative for almost a

decade, until the full commencement of the Refinery and Petrochemical Integrated
Development (Rapid) project in 2021.
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. Fig. 4: SMEs GDP by Sector (% share)
From a Gross Domestic Product (GDP)

perspective, mining and quarrying sector

accounted for close to 7% of total GDP in

2021, slightly lower than the pre-pandemic

trend of 8%. Focusing on SMEs, the mining

and quarrying sector made up only 0.5% of 20.7
total SMEs GDP in 2020 (latest data 62.1
available) due to the capital-intensive nature

and high barriers of entry in this segment.
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Fig. 5: Number of MSMEs firms in 2021

Number of MSMEs Firms in 2021 This corresponds to the number of SME
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This suggests that while Malaysia generally benefits from higher oil prices, the gain would
directly be enjoyed by large firms rather than the SMEs. Nonetheless, positive spill over
effect to the supply chain, such as transportation/distribution of fuel, construction/repair of
pipelines, cleaning services of sea tankers and engineering consulting services could indirectly
benefit SME players that services the mining & quarrying sectors.
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While the world is combating the rapid inflationary environment, Malaysia’s headline
inflation has remained relatively muted at 2.3% in April due to government fuel subsidies.
However, this is unsustainable in the long run as escalating oil prices are already pressuring
government’s fiscal balance given that higher revenue raised from the current oil prices are
inadequate to cover the subsidy bill. Based on the government’s estimation of RM300 mil
additional revenue for every USD1pb rise in Brent crude price, Budget 2022’s oil price
assumption of USD66pb and the current market price at ~USD110pb, there is an upside of
RM13.2 bil to the government revenue. However, the fuel subsidy bill of RM28bil incurred
would dwarf the increase in oil revenue hence a net negative impact on Malaysia’s fiscal
position. As such, the government has begun to mull over targeted fuel subsidy plans.

Even with subsidies in place, Malaysia’s Fig. 6: Headline & Core Inflation (%)
inflation is expected to trend higher this > S
year with BNM forecasting headline and 0 = Headline inflation

S e Core Inflati
core inflation rate within range of 2.2% 30 ore fiaton

- 3.2% and 2% - 3% (2021: 2.5% and 20 _
0.7%) respectively. Food inflation 10
soared to 3.9% YoY in 1Q22 (4Q21: 00
2.7% YoY) attributed to rising 10
commodity prices such as oil and 29

fertilisers, among others. B 0 5 5 5 6 6 o666 e
oA NN NN NN NN N NN N NN
: S SR3 5558335558833 8558G
A research article by Hesary, S=2=°"°6G28=2=s"6G28=s"6H2S=
Rasoulinezhad and Yoshino (2019) has
concluded that oil price shocks would Fig. 7: Components of Consumer Price
have a significant impact on Index (% YoY)
agricultural food prices, therefore 600 N 45
threatening food security. Although 500 :E'uee‘f”c'ty 4.0
our domestic economy is currently  “90 ——Food (RHS) 35
shielded by the fuel price cap, we are 30.0 3.0
still exposed to imported inflation ig:g 2.5
given our position as a net importer of 0.0 2.0
food. 100 15
-20.0 1.0
Potential subsidy rationalisation 30,0 0.5
programme alongside the  -400 0.0

. . - o O O O O O O O «H «+H «+H «H «
implementation of new minimum wage 77z @ Yead Yy

. T 2 2 2 8 2 2 2 8 2 32 2 &
and post-pandemic labour shortages, S < O 8 < 0 8 < oS

are expected to drive inflation higher

towards year-end. This will be a burden for producers as it will result in higher production
costs. While large companies have more flexibility to either absorb the higher cost or pass
them on to consumers, SMEs face bigger challenges and will need to be more creative in
terms of product offerings/differentiation, improve labour productivity, accelerate
digitalisation/automation, among others to remain competitive and ensure long-term viability.
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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 for intended 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 portfolio strategy.

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.
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