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Malaysia has been stuck in the "middle-income trap" for years, notwithstanding its faster
economic growth performance than its high-income peers. Wage growth has been slow for
the last decade, with a pre-pandemic Gross National Income per capita of USD11,260 in 2019
(2020: USD10,570). The move to review and raise the minimum wage every 2 years is an
initiative by the government to accomplish high-income status by 2025. This is in line with the
World Bank’s expectation that Malaysia will be able to achieve the high-income status between
2024 and 2028.
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Effective 15 May 2022, the minimum wage has increased 25% to RM1,500 per month. Informal
employees, who do not receive a basic salary and are compensated through commissions,
must be paid with a pro-rated RM1,500 daily or hourly rate. No economic sector or type of
employment is permissible to postpone the implementation of the Minimum Wage Order
2022. There is, however, a temporary delay granted to micro-enterprises that employ less
than 5 workers and provide non-professional services.

While there are some 900,000 micro businesses in Malaysia (76% of total SME
establishments), not all of them are eligible for a postponement until 1%t January 2023. Sectors
that are likely to be affected by the increase in minimum wage are mainly the agriculture
(plantation), labour-intensive manufacturing, construction and services (food &
beverage, accommodation, retail, administrative & support services) sectors.

Given the lack of detailed wage data breakdown, we have used the median wage from the
Department of Statistics Malaysia (DOSM) as our yardstick to estimate the number of
beneficiaries. Assuming all employees that earns a monthly median wage below RM1,500 will
enjoy the minimum wage hike, a maximum of 1.6 million foreign workers and 2.9 million
Malaysian wage earners will benefit. This is equivalent to 27.4% of total labour force or
37.4% of total employees in the job market.
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Businesses often claim that having the minimum wage increases would hurt their profitability,
thus leading to potential layoffs. Contrary to the belief, an increase in minimum wage in fact
curtails the rise in unemployment rate. According to the historical data, stagnant
unemployment rates coincided with years when the minimum wage was raised. Moreover, a
study by Nobel laureate David Card in the early 1990s also indicated that higher minimum
wages do not necessarily result in a rise in unemployment. In its Minimum Wage Policy Guide,
International Labour Organisation noted that studies showed the minimum wage can help
increase labour productivity. Workers may be motivated to work harder and stay longer
with their companies, accumulating valuable experience. The minimum wage could also
encourage more productive enterprises to replace less productive ones, boosting overall
productivity.

Meanwhile, SMEs have charted an annual GDP growth of 7%, on average, from 2013 to 2019,
which suggests that the idea of minimum wages stifling SMESs' growth is debatable. Another
concern surrounding the timing of minimum wage implementation is the uptick in cost for
businesses that may further add pressure to the current inflationary environment.
Nonetheless, the growth of consumer price index in the past was relatively mild and stable
since the introduction of the mechanism. Factors such as fluctuations in commaodity prices,
exchange rate, monetary policy and external headwinds are more likely to drastically swing
the inflation rate.
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In 2020, the government only succeeded in raising the minimum wage to RM1,200 in 56 city
and municipal councils. For non-city and town areas, the minimum wage was set at RM1,100.
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As a result, the income disparity between urban and rural areas peaked at 69% in 2020. This
time around, the new minimum wage of RM1,500 is being applied equally to rural areas and
is anticipated to bridge the pay gap, thus raising the overall national household income. Most
employees in urban regions are unlikely to benefit from this minimum wage hike as the median
monthly income for urban dwellers was RM2,268 in 2020. The rise in minimum wages that
will further cascade across low wage brackets, could lift the income of workers in the B40
group. This could cushion the rise in price pressures driven by food items to preserve the
purchasing power of lower-income households and is viewed positively as it provides an
impetus to private consumption, which is the economy’s growth driver (58.8% of GDP in 2021).

As the leading development financial institution mandated to help SMEs grow, SME Bank, via
our various financing programs, will continue to take part in the country’s socioeconomic
development. To date, the Bank has approved financing worth more than RM38 billion to more
than 21,000 SMEs. Amid the mandatory hike in the minimum wage, customers who are facing
financial predicament are welcome to reach out to us for assistance.

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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