Balance between “Life” and “Livelihood”

e An expansionary budget with more stimulus package for economic
recovery

e Expect fiscal deficit to widen to 6.5% in 2020, before moderating to between
5.0 to 5.5% next year

e We anticipate GDP to decline between -4.0 to -6.0% Y-o-Y in 2020; before
rebounding between 4.5-7.5% Y-o0-Y in 2021
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Budget 2021 is scheduled to be tabled on 6 Nov will for sure be an expansionary
budget to provide more buffer for Malaysia’s economic growth in the event of
unprecedented event arising from current Covid-19 pandemic. The focus of Budget
2021 includes safeguarding the welfare of the people, driving economic growth,
enabling sustainable living and enhancing public service delivery.

In 1H20, the Malaysian economy contracted 8.2% Y-o-Y (1H19: +4.7%) — registering
the largest decline since the Asian Financial Crisis in 1998, largely dragged by the
bottoming of Gross Domestic Product (GDP) during the second quarter (-17.1% Y-o-
Y). The sharp decline in GDP was attributed to the unprecedented measures taken
by the government to curb with the spread of pandemic, especially through movement
and travel restrictions, and forced business closures that had severely curbed

economic activities.
(% YoY) 2019  2020F 2021F 2Q19 319  4Q19 1Q20  2Q20
Real GDP 4.3 -4.0 7.0 4.9 4.4 3.6 0.7 -17.1
Domestic demand 4.3 -3.8 8.2 4.5 35 4.8 37 -18.7
Real exports -1.2 -7.4 9.6 0.5 -2.1 -3.4 <71 217
Gov't budget balance (% of GDP) -3.4 -6.5 -5.0 -3.1 -29 -3.4 -7.7 -7.8
Current account balance (% of GDP) 33 22 23 3.9 3.2 1.9 26 25
Inflation rate 0.7 -1.0 20 0.6 1.3 1.0 0.9 -2.6
Overnight policy rate 3.00 1.75 2.00 3.00 3.00 3.00 2.50 2.00
Money supply (M3) 3.5 5.0 4.0 5.3 43 3.2 37 5.6
Loan growth 3.9 3.0 3.5 4.4 3.8 3.9 4.0 4.1
USD/MYR (eop) 4.09 4.15 3.95 4.13 4.19 4.09 4.32 4.29

Source: DOSM, BNM
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National Budget 2021 Preview

We are now expecting that GDP to post a large rebound in Q3, with a very strong
bounce in consumer spending after the lockdowns. However, the re-surgence in
domestic Covid-19 infections and tightening of the Movement Control Order will put a
strain on the recovery going forward. As a result, we forecast the -4.0 to -6.0%
slowdown in GDP for the full year 2020 and still expect solid growth in 2021. Downside
risks predominate; on top of controlling the latest virus outbreak, political tensions
remain elevated.

On the domestic public spending, it continued to expand at 3.6% y-o0-y in 1H20 (1H19:
+3.3%), largely due to the stimulus measures unveiled by the government to cushion
the economic downturn. Public spending will remain the main pillar of growth in the
upcoming quarters. During the first half of the year, Malaysia’s external trade
performance has been largely affected by the disruption of the global supply chain,
with exports and imports declining 5.8% Y-0-Y and 6.3% Y-o0-Y respectively (1H19: -
0.4% y-0-y; -2.1% y-0-y). Moving forward, we anticipate Malaysia’s external trade
activities to remain susceptible to pandemic-induced global supply chain disruptions
despite the gradual normalisation in domestic economic activities.

On the Monetary Policy, the cumulative 125bps cut in Overnight Policy Rate (OPR)
YTD by Bank Negara Malaysia (BNM) has provided sufficient liquidity for the financial
system and right injection for the recovering economy to regain its pre-pandemic
traction for now.

The main focus of these stimulus measures and policy actions is mainly to address
the concerns of income losses, job cuts and business closures during the crisis,
various incentives and initiatives have been introduced that include but not limited to
cash handouts to B40 and M40 household income groups, wage subsidy programme,
loan moratorium, several tax relief and exemptions as well as provision of grants and
loans to the severely affected businesses.

According to the Ministry of Finance (MOF), the fiscal measures are expected to
contribute more than 3% of Malaysia’s GDP in 2020 with multiplier effect. Revival of
megaprojects, targeted subsidy and others will support domestic private consumption
and investment growth plus government spending.

The 2021 Budget will be expansionary, albeit at a lower magnitude. We project an
improvement in the fiscal deficit to minimum of 5.0% of GDP in 2021, from 6.5% in
2020. Revenue is expected to improve as better economic growth expected next year,
but remain lower than pre-pandemic level seen. Similarly, expenditure is expected to
narrow, given the absence of one-off extensive support measures. The Government
has indicated that it is looking to expand the tax base, with all possible avenues being
considered, i.e. sales & service tax (SST) expansion, inheritance, capital gains or
carbon tax, and Goods and Services Tax (GST). However, given the weak economic
momentum, it is likely that any such measures would be implemented at a later time.

Spending on social assistance is expected to remain significant, and special cash
handouts may continue in 1H21. Similarly, targeted support to segments that continue
to suffer, such as tourism and SMEs, may continue. As a result, we believed consumer
segment will continue to be beneficiaries.

Development expenditure is projected to remain high at RM 60 Billion in 2021, given
the weak private investment prospects and the need to remain economically
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competitive. We expect the Government to maintain the current relief measures for
the property market, and are hopeful it will consider lowering the Real Property Gains
Tax (RPGT) further.

Government revenue to improve as economy is expected to rebound next year but
not much can be expected for revenue collection. With companies currently hardly try
to survive, the outlook for tax collection is set to be weak. In addition, elevated
unemployment levels and reduced workers’ compensation minimise the potential for
any increase in income taxes. One possible avenue for an increase comes from the
better outlook for commodity prices, which may benefit revenues tied to these
commodities.

Support will generally come from the better economic environment, particularly
towards the latter part of 2021. Tax collections will also be helped by the expiry of
some tax relief measures introduced in 2020. Nevertheless, some fiscal support is
expected to remain next year, although the scope will be more targeted. This should
keep tax collections below trend. Personal income taxes have been quite resilient
during past recessions, maintaining its upward trajectory despite tougher times.
However, given the unprecedented rise in unemployment, as well as tax rebates and
relief given to taxpayers, it is projected that tax collections will be noticeably lower in
2020. In addition, further income tax relief is expected, to help taxpayers cope with
the challenges ahead.

We foresee few changes or announcement in the areas of:
i. Mobile work arrangements.

i Domestic travel/accommodation expenses to promote local tourism.
i, Support for higher EPF contribution.

iv. Rebates for COVID-19 vaccination costs.

V. Digital tax is expected to rise.

Vi Measure to help SMEs will continue including digital transformation.
Vi Extension of direct cash assistance.

viii, Resumption of mega projects.

iX. Property-related sectors will be received continuous support.

X. Emphasising sustainable development and education. and

Xi. Supplies & services could increase for vaccine procurement and the

cost of implementation nationwide once a vaccine is available.
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DISCLAIMER

SME BANK have 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 realized. 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 bound by it.
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