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The 2021 Budget, along with 2021 Fiscal Outlook and
Revenue Estimates was proposed by the Finance Minister
on 6 November 2020. This article takes a quick look at the
federal government's fiscal position and growth
projections, along with some initiatives in the Budget
related to social assistance, TVET, digitalisation, and
automation.

The proposed 2021 Budget allocates a record high
RM321.7 billion in government expenditure for 2021-of
which about 74 percent of the proposed budget is
allocated to operating expenditure and about 21 percent
to development expenditure, and the remaining 5
percent to the special 2020/2021 COVID-19 fund. The
proposed 2021 Budget also widens existing 2020
expenditure allocations amid the onset of the COVID-19
pandemic and the dual shocks to government revenue
and expenditure it has produced. Compared to Budget
2020 which initially allocated RM297.0 billion in
government spending for 2020, the new proposed
budget increases 2020 spending by an estimated RM16.7
billion to RM314.7 billion.

Table 1: Overview of government fiscal position,
projected (RM millions)

_ 2017 2018 2019 2020E 2021F

Revenue 220,406 232,882 264,415 227,270 236,900

Operating Expenditure 217,695 230,960 263,343 226,720 236,540

Development Expenditure 43,032 55,532 52,570 49,000 68,200

COVID-19 FUND 38,000 17,000

Overall budget balance -40,321 -53,610 -51,498 -86,450 -84,840

% of GDP -2.9% -3.7% -3.4% -6.0% -5.9%

Source: Ministry of Finance, Author's estimates
Note: E = estimates, F= forecasts

Even as the government expenditures continue to rise,
current revenue projections suggest that the
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socio-economic shocks produced by the pandemic have
already severely dampened government revenue. In
2020, total government revenue is expected to decline
by about RM37.1 billion, driven mainly by a fall in direct tax
revenue amid lower crude oil prices (for petroleum
income taxes) and lower economic activity (for corporate
and individual income taxes). This will exacerbate a
decades-long trend of falling revenue-to-GDP since the
late 1980s, and highlight existing issues with Malaysia's
government revenue-including a relatively small tax
base, an over-reliance on direct tax revenues, and return
to dependence on commodity-related revenues.

As revenues fall whilst expenditures mount, the fiscal
deficit will continue to widen, and debt levels will need to
rise as a result. MOF projects suggest the 2020 fiscal
deficit will widen to about 6.0 percent of GDP in 2020 and
gradually decline to 5.4 percent in 2021 and eventually to
4.0 percent in the following three years. Meanwhile, MOF
projects federal debt levels to hit an all-time high of about
RM874.3 billion in 2020, or about 61 percent of GDP.
Despite the record high debt levels, we anticipate that
fiscal risks will remain manageable, in view of low
borrowing costs (MGS 10 year yields remain around 2.5
percent) and the high proportion of Ringgit-denominated
domestically-held government debt.

In terms of economic growth, the Ministry of Finance
(MOF) has projected GDP growth to contract by about
-4.5 percent in 2020, down from +4.3 percent growth in
2019. MOF's own forecasts suggest that GDP growth is
anticipated to recover strongly in 2021 with a growth rate
of between 6.5 percent to 7.5 percent. However, there
may be large downside risks to MOF's forecasts, with
2021 growth rates remaining highly dependent on how
quickly the novel coronavirus can be contained globally
as well as on domestic economic and political
developments. A full recovery to pre-crisis levels of GDP is
projected to be gradual, in contrast to Malaysia's swift
recovery from the recession following the Global
Financial Crisis in 2009. Back in 2009, a sharp recovery in
oil and electronic exports along with a surge in foreign
investment allowed GDP to quickly return to pre-crisis
levels in less than a year. This time around, low global
energy prices, muted demand from the world's major
economies, and an likely slow recovery in global trade
make a similar "V-shaped" recovery less likely.
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Table 2: Summary of government revenue, projected
(RM millions)

Direct tax 116,024 130,034 134,723 115,105 131,870
Corporate income taxes 64,465 66,474 63,751 59,385 64,596
Individual income taxes 28,945 32,605 38,680 35,906 42,439
Petroleum income tax (PITA) 11,761 20,082 20,783 8,551 13,000

Indirect taxes 61,634 44,026 45,843 38,155 42,500
Sales tax 44,352 25,679 27,668 24,533 27,900
Excise duties 10,112 10,779 10,511 8,507 8,768

Non-tax revenue 42,748 58,821 83,849 74,010 62,530

Total government revenue 220,406 232,882 264,415 227,270 236,900

Source: Ministry of Finance, Author's estimates
Note: E = estimates, F= forecasts

Table 3: Summary of government expenditure,
projected (RM millions)

Operating expenditure 217,695 230,960 263,343 226,720 236,540
Emoluments 77,036 79,989 80,534 82,611 84,532
Social assistance 22,354 27,516 23,901 20,145 18,853
Retirement charges 22,800 25,177 25,894 27,055 27,583
Debt Service 27,863 30,547 32,933 34,945 39,000

Development expenditure 44,884 56,095 54,173 50,000 69,000
Economic 24,186 36,103 31,300 28,525 38,887
Social 12,425 12,873 14,484 13,058 18,369
Security 5,334 4,929 5,614 5,557 7,780

Add: COVID-19 fund for 2020/21 - - - 38,000 17,000

Total government expenditure

(including COVID-19 fund) 262,579 287,055 317,516 314,720 322,540

Source: Ministry of Finance, Author's estimates
Note: E = estimates, F= forecasts

Fig 1: Overview of government fiscal position and
growth projections
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Fig 1 (cont): Overview of government fiscal position
and growth projections
The fiscal deficit is projected to widen significiantly

in 2020 amid revenue and expenditure shocks
Government expenditure and revenue (RM millions)
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Budget 2021 also proposes the Bantuan Prihatin Rakyat
(BPR) income-targeted cash transfer program, which is
intended to replace the existing Bantuan Sara Hidup
(BSH) program in 2021. BPR will have a proposed total
allocation of RM6.5 billion and is expected to reach 8.1
million beneficiaries, compared to a RMS5.0 billion
allocation for the BSH program. The BPR cash benefits are
also more widely-targeted compared to BSH, targeting
households earning up to RM5,000 per month. At the
same time, the supplementary Bantuan Prihatin Nasional
(BPN) cash assistance program, introduced in the Prihatin
economic recovery package will continue to run on top of
the BPR program in 2021.

Nonetheless, as the BPR is based largely off of the existing
BSH/BPN infrastructure, there remains much room to
improve these cash transfer programs to maximise
program impacts. This would entail working towards
mending existing weaknesses in Malaysia's cash transfer
programs like the relatively high targeting inclusion and
exclusion errors, and the eligibility income requirements
that do not scale with household size.

Table 4: Bantuan Prihatin Rakyat 2021 benefit
schedule

Monthly household Income m 2+ children

<RM2,500 RM1,200 1,800
RM2,501-RM4,000 RMB800 RM1,200
RM4,001-RM5,000 RMS500 RM750
Single <RM2,500 RM350 -

Table 5: Bantuan Sara Hidup 2020 benefit schedule

Monthly household Income m 2 children 4 children

<RM2,000 RM1,000 1,240 1,480
RM2,001-RM3,000 RM700 940 1,180
RM3,001-RM4,000 RM500 740 940

Source: MyBSH, MOF
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Fig 2: BPR 2021 vs BSH 2020 benefit levels, for a
household earning below RM2,000/month

The new 2021 Bantuan Prihatin Rakyat cash benefits are slightly higher than existing BSH benefits
Annual cash benefits for a household earning below RM2,000 per month, BPR 2021 vs BSH 2020
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Building upon similar measures in the Prihatin/Penjana
stimulus packages, Budget 2021 also proposes numerous
EPF-related measures for 2021. The first is an initiative to
allow a reduction in employee's EPF contribution rates for
employees from 11% to 9% starting from January 2021. At
the same time, eligible individuals can withdraw RM500 a
month from their EPF Account 1, and use Account 2 funds
to make insurance purchases.

While these measures can provide some households with
much-needed liquidity, on balance it risks being largely
ineffective in safeguarding the welfare of low-income and
marginalised households. Some 62 percent of
working-age Malaysians are not covered by EPF or any
other national pension program and as a result do not
have EPF accounts to draw from. And even for those who
are covered by EPF, about 32 percent of contributors only
have less than RM5,000 in their Account 1-with some
lower-income workers having even less than that.
Additionally, drawing down funds from workers' own
future contributory retirement savings for current
consumption will erode the social safety net protections
afforded to workers meant for their old-age. As such,
direct government spending on expanding and
broadening social safety net programs like the
Employment Insurance Scheme (EIS) unemployment
benefits and BSH cash transfers are likely to have a far
greater impact than EPF-related measures in cushioning
the socio-economic impacts of the pandemic on
lower-income households.

For 2021 a significant amount of allocation is distributed
for TVET programs amounting to RMé billion. Loans will
be given to up to 24,000 employees both in the public
and private skills training institutions which amounts to
RM300 million through the Skills Development Fund
Corporation. This allocation is RM100 million higher than
the year before as the government anticipates the
unemployment rate to be higher next year as businesses
and employers continue to reel from COVID-19's
economic impacts well into 2021.

Incentives are also given to institutions and agencies who
create and execute TVET programs here in Malaysia.
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However, the fundamental issues of the quality of the
existing TVET programs and the need for reforms were
not highlighted in the budget.

Additionally, efforts to streamlining and monitoring these
programs were not emphasised during the tabling of the
budget. Restructuring and reorganizing the existing TVET
syllabus is key if we aspire to produce TVET graduates
who are competitive not just locally but internationally as
well. To do this the quality of our programs need to be
improved significantly.

Table 6: Students Enrolment at TVET Tertiary
Institutions Malaysia Excluding IKBN and MARA
Colleges from 2017 - 2019

Monthly household Income “ 2018 2017

Polytechnics 96,362 96,370 99,606
Community Colleges 26,118 26,069 20,921
Total tertiary enrolment 1,323,449 1,343,830 1,325,669
As % of total tertiary enrolment 9.3% 9.1% 9.1%

Source: Ministry of Higher Education Malaysia (MOHE) (2020)

As upgrading the quality of TVET programs is still a big
challenge and issue in Malaysia, enrolment rate into TVET
programs is still very low as highlighted in the figure
above. From 2017 to 2019, TVET enrolment rates did not
surpass the 10 percent mark for polytechnics and
community colleges. The negative mindset of employers,
students and the public towards TVET programs is linked
to the quality of these programs. As such, improving the
quality of the existing programs will lead to increased
enrolment rate and higher employability rate among TVET
graduates in the country. This will then rectify the biases
towards TVET graduates and programs in the long run.

To improve the quality of the TVET programs, both the
government and private sectors need to play a role in
upskilling and reskilling workers in Malaysia. To date, there
are numerous Technical and Vocational Education and
Training (TVET) programs provided by seven different
ministries at certificate, diploma, and degree levels. This
creates an issue of overlapping and redundancies.
Consolidating these programs into fewer flagship
programs, along with establishing rigorous, measurable
monitoring and evaluation mechanisms can help in
removing lower-performing programs and improving
program administrative capacity.

In Budget 2021, there were large allocations towards
promoting digitalisation and automation across different
sectors for micro SMEs (MSMEs). Under the digital
adoption objective, there is an allocation of RM150 million
in grants with relaxed conditions for MSMEs and start-ups.
A separate RM 150 million is distributed to encourage
adoption of e-commerce in SMEs through training, sales
assistance and digital equipment. In terms of automation
and upskilling RM 230 million are allocated to financing
SMEs especially for working capital and upgrading of
automation systems.
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In 2019, it was found that 98.5 percent of business
establishments amounting to over 900,000
establishments in Malaysia are MSMEs. Given the nature of
our MSME community and its challenges in securing
financing especially during the pandemic for digital
upgrading and adoption, the allocation is in line with the
growing importance of the digital economy in Malaysia.
Past experience during the early stages of the Movement
Control Order (MCO) in March suggests that digital trade
has been essential in creating employment and
maintaining livelihoods of smallholders—and support is
needed for the MSME community to give them
opportunities to participate by equipping them with the
proper knowledge, infrastructure and tools in the
immediate term.

Additionally, the agriculture sector is receiving RM100
million for high impact and high value agriculture and
livestock, while the fishery sector is allocated RM50
million for modernization of fishing vessels in upgrading
their technology to increase productivity. While these
efforts are very much welcome, there may be huge
implementation challenges in ensuring that small-time
farmholders and fishermen are able to reap the benefits
from these allocations. UN Food and Agriculture
Organisation (FAO) 2017 estimates suggest that there are
about 132,305 fishermen and 21,156 workers engaging in
aquaculture full-time. Yet, it is estimated that there are
only about 49,640 decked motorized vessels-suggesting
that an overwhelmingly large proportion of fishermen and
aquaculture workers do not own their own fishing vessels.
This highlights the potential for unequal access to
budgetary allocations for these sectors. Vessel owners
stand to benefit from this allocation while non-vessel
owners may not necessarily have the capital to acquire
the assets or technology to capitalise on these funds,
potentially exacerbating income inequality between
capital and non-capital owners.

It is also refreshing to note that in the 2021 Budget, in
addition to the 12th Malaysia Plan, the government has
pledged to allocate funding to localizing SDGs at the
community level through the All Party Parliamentary
Group Malaysia on Sustainable Development Goals
(APPG-SDG) Framework, of which ISIS Malaysia is a
partner institution of. This project is different from some
other SDG related projects in that it includes an active
role in engaging local stakeholders at the ground level,
mapping local issues, seeking project-based solutions
based on the 17 SDGs adopted in the UN's 2030 Agenda
for Sustainable Development.

In its first year of execution, the allocation has amounted
to RM5 million for different constituencies in Malaysia to
tackle issues concerning unemployment, decent jobs,
income inequality, access to education and the
environment. This is more than twice its size compared to
the allocation given to the group in 2020, where more
than 30 pilot solution projects and capacity projects are
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to be executed in 10 different constituencies across
Malaysia including Sabah and Sarawak from 2020 to 2021.

The projects to be executed in the initial areas identified in
Bentong, Tanjung Piai, Jeli, Papar, Pensiangan, Bandar
Kuching, Batang Sadong, Selayang, Pendang and Petaling
Jaya cover river clean-up drives, island waste
management, biodiversity protection, organic farming
and slum incubator among others. In 2021, the projects
will be extended to other constituencies given the interest
of the MPs and with the awareness among the
communities and other stakeholders it is hoped that the 17
SDG goals can be pursued together at the ground level.
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