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Malaysia 2027 Budget: Consolidation on Paper, Risks Beneath

In a nutshell:

» Malaysia’s fiscal deficit is projected to narrow from 3.6% of GDP in 2026 to 3.3% in 2027. After accounting for
revenue measures announced at Budget 2027, we estimate a more modest improvement to around 3.5%.

» Revenue growth in 2027 (3.9% YoY) remains driven by tax collections, supplemented by higher Petronas
dividends (18.5% YoY increase). Tax relief measures in Budget 2027 tempered the extent of revenue growth, while
progress in broadening the revenue base remains limited.

> Expenditure growth in 2027 remains contained at 3.8% YoY, but rising debt-servicing costs and sizeable
subsidies constrain fiscal flexibility. Development expenditure is projected to decline to 3.5% of in 2027, although
it remains above the 3% minimum threshold under the Fiscal Responsibility Act.

» 2026 Revised Estimates project a slight deterioration in the fiscal deficit to 3.6% of GDP, from the original target
of 3.5%. Operating expenditure is expected to outpace the increase in revenue, driven by higher subsidy
spending, while stronger nominal GDP growth helped cushion the deterioration in the fiscal balance.

> Worryingly, their oil and gas comparative advantage appear to be providing a thinner fiscal offset as higher
subsidy costs increasingly erode gains from higher oil prices. In 2026, higher petroleum income tax collections
and Petronas dividends together offset less than half of the increase in the fuel subsidy bill.

» Even as we expect a 3.5% fiscal deficit after budget measures with conservative 2027 growth estimates
aiding revenue upside, risks around the fiscal consolidation path have increased due to greater exposure to
oil prices and the possibility of additional election-related support measures.

> Nonetheless, resilient growth, scope for revenue outperformance and expenditure assumptions that already account
for elevated subsidy costs should provide some cushion.

> For markets, Budget 2027 is neutral to mildly constructive for the MYR, although higher fiscal risks may temper
tailwinds. A modest decline in the debt-to-GDP ratio and manageable net borrowing should contain MGS supply
pressures, leaving MGS yields primarily driven by USTs, although marginal potential of a calibrated BNM
rate hike in Q1 2027 may place modest upward pressure on front-end yields.

Malaysia’s Budget 2027 projects a modest narrowing of the fiscal deficit from 3.6% of GDP in 2026 to 3.3% in
2027.

e Measures to address cost-of-living pressures featured prominently. These include i) enhanced STR and SARA
cash assistance, ii) higher personal income tax relief, iii) income tax rate reductions for middle-income households
and a higher rate for top earners, iv) an increase in minimum wage to RM2,000, and a v) RM160m co-funded

initiative with Grab to improve the earnings and welfare of private-hire drivers
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2025 2026 2026 Revised 2027 Budget 2027 after budget
Budget Estimates measures

RM m RM m RM m | % change RM m | % change RM m | % change
Revenue 336,069 343,124 363,640 6.0% = 380,817 4.7% | 377,845 3.9%
Operating
Expenditure 330,776 338,202 363,055 7.3% | 376,840 3.8% | 376,840 3.8%
Development
Expenditure 80,582 79,500 79,100 -0.5% 81,500 3.0% | 81,500 3.0%
Overall
Balance (75,289) (74,578) (78,515) (77,523) (80,495)
% GDP -3.7% -3.5% -3.6% -3.3% -3.5%

Sources: Malaysia MOF, Mizuho

Fiscal Balance: Modest Narrowing, Helped by GDP Growth

The government projects the fiscal deficit to narrow to 3.3% of GDP in 2027, from 3.6% in the 2026 revised
estimate. After accounting for revenue foregone from the tax relief measures announced in the budget,
we estimate the deficit at around 3.5% of GDP which still represents an improvement from 2026.

This reflects the government'’s effort to strike a balance between providing cost-of-living support ahead of the next
general election and maintaining progress towards fiscal consolidation.

Although revenue growth is expected to outpace expenditure growth, the fiscal deficit continues to widen in
nominal terms given the larger expenditure base. The improvement in the deficit-to-GDP ratio is driven largely by
nominal GDP growth outpacing the increase in the absolute deficit.

The Budget projects real GDP growth of 4.2%-5.2% in 2027, with a point estimate of 4.6%, following an updated
4.8%-5.3% in 2026. With GDP growth already registering 5.5% YoY over Q1-Q3 2026, the forecast appears
slightly conservative given the substantial carry-over effect.

While the outlook remains dependent on external demand and private investment, stronger-than-expected growth

could potentially boost revenue collections and support faster fiscal consolidation.

Revenue: Limited Progress in Broadening Revenue Base

Government Revenue and Expenditure (LHS) and Fiscal
Deficit (RHS) as % GDP
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*2027P refers to 2027 post-budget measures
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Federal revenue growth is expected to slow to 4.7% YoY to RM380.8b in 2027. After adjusting for revenue
foregone from budget measures of RM$3b, revenue growth moderates to ~3.9% YoY at RM377.8b.

Tax revenue remains the primary driver, contributing 3.7%-pt to overall revenue growth. Direct taxes
contribute 1.7%-pt, supported by the phased implementation of e-invoicing, continued wage growth and low
unemployment rate. Indirect taxes contribute a further 2%-pt, driven by stronger projected SST collections.

Even so, tax revenue as a share of GDP is projected to edge down to 12.7% from 12.8% in 2026. This is
unsurprising given the announced tax relief measures and the absence of any significant new revenue-raising
initiatives. Reflects the tax relief measures announced in this year's budget outweighs the 1%-pt increase in tax
rate for high income earners and operational efficiency in tax collections.

Non-tax revenue is expected to contribute a modest 0.2%-pt to overall revenue growth. Higher Petronas
dividends are expected to provide support, rising to RM32bn from RM27b in 2026 (from 1.2% GDP to 1.4% GDP).
That said, revenue could modestly exceed budget projections, as underlying revenue growth (4.7% before Budget

measures) appears conservative relative to the nominal GDP growth forecast of 5.8%-6.8% in 2027.

Expenditure: Stable But Constrained
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Operating expenditure is projected to increase by 3.8% in 2027 to RM$376.8b in 2027, representing 19.8% of GDP.

Debt servicing costs are the largest contributor, accounting for 1.0%-pt of expenditure growth, followed by Emoluments
and Supplies and Services at 0.9%-pt each.

Debt servicing costs are expected to rise 6.5% to RM61.0b, accounting for 16% of federal revenue that is above MOF’s
preferred benchmark of 15%. While the debt servicing burden remains relatively manageable and broadly stable at 2.6%
of GDP, debt servicing costs has also been taking up a larger share of operating expenditure, from 14.9% in 2023 to
16.2% in 2027, gradually reducing fiscal flexibility.

Additional expenditure pressures stem from higher emoluments and operating spending related to the extension of Visit
Malaysia into 2027, preparations for the SEA Games, and the approaching general election.

Notably, subsidies and social assistance spending is expected to ease modestly to RM72.7bn in 2027 from RM74.5bn in
2026 due to better subsidy management. Nevertheless, allocations remain sizeable, reflecting a cautious assumption of

elevated subsidy requirements amid uncertainty surrounding energy prices and geopolitical developments.
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° Overall, expenditure is likely to come in broadly in line with budget. Emoluments, which account for the largest share
of expenditure is expected to remain stable, while the Brent crude assumption of US$85/bbl underpinning the subsidy
and social assistance budget appears reasonable. Additionally, any expenditure savings from lower subsidy outlays,
should oil prices undershoot assumptions, may be offset by additional cost-of-living support measures as the next general

election approaches.

° Turning to development expenditure, allocations remain sizeable but continue to moderate relative to the economy.
While development spending is budgeted to rise to RM81.5bn in 2027 (3.0% YOoY), it is projected to decline to 3.5% of
GDP, from 3.6% in the 2026 Revised Estimate and 4.0% in 2025. Although this remains above the 3% minimum threshold
under the Public Finance and Fiscal Responsibility Act and supports the government's fiscal consolidation efforts, it could
reduce the government's direct contribution to medium-term growth and productivity-enhancing investments.

° The economic sector remains the largest recipient, accounting for 45% of total development expenditure, led by transport
infrastructure projects such as the Penang Mutiara Line and Pan Borneo Highway Sabah, which are expected to improve
connectivity and support economic activity. The social sector follows with a 34% allocation, focused on enhancing

education quality and learning infrastructure through the upgrading of existing facilities and classroom.

2026 Revised Estimates: Higher Subsidies Offset Revenue Gains

Change in 2026 fiscal deficit as % GDP
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e Therevised 2026 fiscal deficit is projected at 3.6% of GDP, slightly wider than the original 3.5% target, as higher
expenditure more than offset stronger revenue collections.

. Federal revenue is expected to grow 6.0% relative to the original budget, supported primarily by elevated oil prices. Tax
revenue growth was mainly driven by higher SST collections on the back of resilient domestic consumption and higher
petroleum income tax collections, while non-tax revenue benefited from a larger-than-budgeted Petronas dividend of
RM27b, up from the original RM20b assumption.

. Meanwhile, operating expenditure increased by 7.3% relative to the original budget, pushing total expenditure to 20.2%

of GDP from 19.6%. This was driven almost entirely by higher spending on subsidy and social assistance, which
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is expected to grow 51.8% compared to originally budgeted, driven by higher elevated oil prices.
Notably, the fiscal deficit would have widened to around 3.7% of GDP under the previous GDP assumptions. Stronger-

than-expected nominal GDP growth reduced the deficit ratio by around 0.1%-pt, limiting the deterioration to 3.6%.

Oil: Smaller Net Fiscal Gain
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*Fuel subsidy costs reflect these policy changes: i) targeted diesel subsidies (June 2024), ii) targeted RON95 subsidies under BUDI95

(September 2025) and iii) reintroduction of nationwide diesel subsidies (July 2026).

Elevated oil prices continue to have mixed fiscal implications for Malaysia, boosting revenues through higher
petroleum income tax collections and Petronas dividends while also increasing fuel subsidy costs.

Recent policy measures, including higher subsidised fuel quotas and the reintroduction of diesel subsidies in
Peninsular Malaysia, have increased the government's net fiscal exposure to oil prices, weakening some of
the gains achieved through earlier subsidy reform efforts.

While Malaysia remains a net beneficiary of higher oil prices, the fiscal support provided by fuel-related
income has gradually diminished relative to the size of the economy. That said this is in part due to efforts to
diversify the economy away from commaodity-related enterprises.

Additionally, Malaysia's fixed-price fuel subsidy structure means that the fiscal gains from higher oil prices
are increasingly offset by higher subsidy costs. In 2026, the fuel subsidy bill rose by around RM25bn, while
higher petroleum income tax collections (+RM4.8bn) and Petronas dividends (+RM7.0bn) together offset less than
half of the increase.

There is scope for Petronas dividends to exceed current assumptions in 2027, given stronger annualised earnings
in 2026 and the potential for a higher payout ratio. That said, weaker free cash flow due to elevated capex

requirements may constrain the extent of any dividend increase.

Ng, Jing Wen | Macro Strategist 5/9



Mizuho | Flash — Economics & Strategy, Asia ex-Japan

Petronas' free cash flow and profit after tax (MYR$b, LHS),
and dividend payout ratio (%, RHS)
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e  For 2027, the Budget assumes Brent crude at US$85/bbl, with fuel subsidies of RM40bn and a net fiscal offset of

around RM12.5bn (0.54% of GDP), well below the 2021-25 average. Based on our estimates, every US$10/bbl

increase in Brent would raise the net fiscal cost by around RM6bn (0.26% of GDP), highlighting the government's

increased exposure to higher oil prices amid a thinner fiscal buffer.

2026RE vs Budget

Brent crude assumption
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Sources: MOF, Mizuho

Per USD$1 increase in Brent
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~RM$13b ~0.6

Risks: Consolidation Remains on Track amid Rising Vulnerabilities

. Overall, we expect the fiscal deficit target of 3.5% deficit (post 2027 budget measures) to remain achievable,

although risks around the consolidation path have increased.

. The budget's greater exposure to oil price movements, a thinner net fiscal offset from higher oil prices, and the potential

for additional election-related support measures in 2027 could weigh on fiscal consolidation efforts.

. Nevertheless, resilient economic growth, potential revenue outperformance, and conservative expenditure assumptions

that already factor in elevated subsidy costs should provide some cushion against these risks.

MYR and MGS: Mild MYR Tailwinds, Contained MGS Supply

e  We expect Budget 2027 to be neutral to mildly constructive for the MYR, as modest progress on fiscal consolidation

complements resilient growth and contained inflation, reinforcing Malaysia's macroeconomic fundamentals.
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Federal government debt is projected to edge lower to 63.8% of GDP in 2027 from 64.0% in 2026, as debt
growth is projected to lag nominal GDP growth.

With a marginal 2.5% growth of the deficit to RM80bn in 2027, debt supply will remain broadly contained and
limit upward pressure on MGS yields.

As such, we expect MGS performance to remain primarily driven by external rates, particularly USTs. While
BNM is likely to keep the OPR at 2.75% through end-2026, we see marginal potential for a calibrated 25bp hike
in Q1 2027 to lean against inflation risks that remain tilted to the upside, particularly from EI-Nino related
supply disruptions and stronger Al-driven demand. This could exert modest upward pressure on front-end
MGS yields, resulting in a slight bear flattening of the curve.

Federal Debt as % GDP
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MARKET COMMENTARY DISCLAIMER

THIS DOCUMENT IS NOT A RESEARCH REPORT AND IS NOT INTENDED AS SUCH.

Unless stated otherwise in the country specific distribution information below, this document has not been prepared in accordance with legal requirements in any country or jurisdiction
designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment research. It is intended for informational
purposes only and does not purport to make any investment recommendations.

This document has been prepared solely for the information of the intended recipients. Recipients in any jurisdiction should contact your usual Mizuho contact in relation to any matters
arising from, or in connection, with this document.

This document has been prepared by Mizuho Bank, Ltd., Singapore Branch (“MBSG”), a full bank, exempt capital markets services entity and exempt financial adviser regulated by the
Monetary Authority of Singapore (“MAS”), Mizuho Bank, Ltd., Hong Kong Branch (“MBHK?”), a licensed bank regulated by the Hong Kong Monetary Authority, with business address at 12/F,
K11 Atelier, 18 Salisbury Road, Tsim Sha Tsui, Kowloon, Hong Kong, Mizuho Bank, Ltd., Sydney Branch, an authorised deposit-taking institution regulated by the Australian Prudential
Regulation Authority and holder of an Australian financial services licence (“MBAU”), Mizuho Securities Asia Limited (‘MHSA”), licensed and regulated by the Hong Kong Securities and
Futures Commission and/or Mizuho Securities (Singapore) Pte. Ltd. (“MHSS”), a holder of a capital markets services licence and an exempt financial adviser regulated by the MAS, as the
case may be.

This does not constitute investment or personal advice.

This document has been prepared solely for the purpose of supplying general market information and/or commentary for general information purposes to clients of MBSG, MBHK, MBAU,
MHSA, MHSS and their affiliates (collectively, “Mizuho”) to whom it is distributed, and does not take into account the specific investment objectives, financial situation or particular needs of
any client or class of clients and it is not prepared for any client or class of clients.

This is not an offer or solicitation.

This document is not and should not be construed as an offer to buy or sell or solicitation to enter into any transaction or adopt any hedging, trading or investment strategy, in relation to any
securities or other financial instruments.

Mizuho shall have no liability for contents.

This document has been prepared solely from publicly available information. Information contained herein and the data underlying it have been obtained from, or based upon, sources
believed by Mizuho to be reliable, but no assurance can be given that the information, data or any computations based thereon are accurate or complete and Mizuho has not independently
verified such information and data. Mizuho is not obliged to update any of the information and data contained in this document.

Mizuho makes no representation or warranty of any kind, express, implied or statutory, regarding, but not limited to, the accuracy of this document or the completeness of any information
contained or referred to in this document. Mizuho accepts no liability and will not be liable for any loss or damage arising directly or indirectly (including special, incidental or consequential
loss or damage) arising from or in connection with any person’s use or reliance of this document or the information contained in this document.

Information contained herein is no indication of future performance.

Some of the statements contained in this document may be considered forward-looking statements which provide current expectations or forecasts of futures events. Any opinions,
projections, forecasts and estimates expressed in the document are solely those of Mizuho based on factors it considers relevant as at the date of the document and are subject to change
without notice. Past performance is not indicative of future performance. Consequently, no expressed or implied warranty can be made regarding the projections and forecasts of future
performance stated therein.

This material is confidential.

This document is intended for the exclusive use by the recipients, and is provided with the express understanding that the information contained herein will be regarded and treated as strictly
confidential. All recipients may not reproduce or use this document in whole or in part, for any other purpose, nor disclose, furnish nor distribute this document to any other persons without
the prior written permission of Mizuho. Any such reproduction, use, delivery or distribution in form or to any jurisdiction may be effected only in accordance with all applicable laws and
regulations in the relevant jurisdiction(s).

Disclosure regarding potential conflicts of interest.

Mizuho, its connected companies, employees or clients may at any time, to the extent permitted by applicable law and/or regulation, take the other side of any order by you, enter into
transactions contrary to any recommendations contained herein or have positions or make markets or act as principal or agent in transactions in any securities mentioned herein or derivative
transactions relating thereto or perform or seek financial or advisory services for the issuers of those securities or financial instruments referred therein. Accordingly, Mizuho, its connected
companies or employees may have a conflict of interest that could affect the objectivity of this document. This document has been prepared by employees who may interact with Mizuho'’s
trading desks, sales and other related personnel when forming the views and contents contained within.

Financial instruments may not be for sale to all categories of investors.

There are risks associated with the financial instruments and transactions referred to in this document. Investors should not rely on any contents of this document in making any investment
decisions and should consult their own financial, legal, accounting and tax advisors about the risks, the appropriate tools to analyse an investment and the suitability of an investment in their
particular circumstances. Mizuho is not responsible for assessing the suitability of any investment. Investment decisions and the responsibility for any investments are the sole responsibility
of the investor. Neither Mizuho nor of its directors, employees or agents accepts any liability whatsoever with respect to the use of this document or its contents.

WARNING: THE CONTENTS OF THIS DOCUMENT HAVE NOT BEEN REVIEWED BY ANY REGULATORY AUTHORITY. YOU ARE ADVISED TO EXERCISE CAUTION IN RELATION
TO SUCH CONTENTS. THIS DOCUMENT IS NOT INTENDED TO CONSTITUTE ANY INVESTMENT, LEGAL, FINANCIAL, BUSINESS, ACCOUNTING, TAXATION OR OTHER ADVICE.
IF YOU ARE IN ANY DOUBT AS TO THE ACTION YOU SHOULD TAKE, YOU SHOULD SEEK PROFESSIONAL ADVICE FROM YOUR RELEVANT ADVISERS ABOUT YOUR
PARTICULAR CIRCUMSTANCES. YOU ARE RESPONSIBLE FOR YOUR OWN INVESTMENT CHOICES.

This document is not directed to, or intended for distribution to or use by, any person who is a citizen or resident of, or entity located in, any locality, territory, state, country or other jurisdiction
where such distribution, publication, availability or use would be contrary to or restricted by law or regulation. Persons or entities into whose possession this document comes should inform
themselves about and observe such restrictions.

COUNTRY SPECIFIC DISTRIBUTION INFORMATION
Australia: This document is intended only for persons who are sophisticated or professional investors for the purposes of section 708 of the Corporation Act 2001 (Cth) of Australia

(“Corporations Act”), or “wholesale clients” for the purpose of section 761G of the Corporations Act. It is not intended for and should not be passed on, directly or indirectly, to other classes
of persons/investors in Australia. In Australia, Mizuho Bank, Ltd. Sydney Branch (“MBSQ”) is an authorised deposit-taking institution regulated by the Australian Prudential Regulation
Authority in accordance with the Banking Act 1959 (Cth), and holds an Australian financial services licence number 231240 (AFSL). Mizuho Securities Asia Limited (ABRN 603425912)
and Mizuho Securities (Singapore) Pte. Ltd. (ARBN 132105545) are registered foreign companies in Australia and are each exempt from the requirement to hold an AFSL under the ASIC
Corporations (Repeal and Transitional) Instrument 2023/588. MHSA is licensed by the Hong Kong Securities and Futures Commission under Hong Kong laws and MHSS is licensed by the
Monetary Authority of Singapore under Singapore laws, which laws differ from Australian laws respectively.

Brazil: This material is distributed only to professional or qualified investors according to the definitions of the Brazilian regulator Comissao de Valores Mobilidrios. This material is provided
for informational purposes only and does not constitute an offer to buy or sell or the solicitation of an offer to buy or sell any security or instrument. You understand and agree that Banco
Mizuho do Brazil S.A. (BMB) has not made any commitment to provide you any financing, products or services with respect to any matters contemplated in this material. BMB does not
have any obligation to update any of the information contained in this material and no representation, warranty or other assurance of any kind is made with respect to the accuracy,
completeness, or suitability of its content.
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Costa Rica: Nothing in this document constitutes a representation that any investment strategy or recommendation contained herein is suitable or appropriate to a recipient’s individual
circumstances or otherwise constitutes a personal recommendation. This document is published solely for information purposes, it does not constitute an advertisement and is not to be
construed as a solicitation or an offer to buy or sell any securities or related financial instruments. In accordance with local laws, it does not constitute a public offering of securities under
Regulations for Public Offering of Securities (National Counsel of Financial System Supervision, article 11 of Session Act 571-2006), and therefore cannot be understood and interpreted as
an implicit or explicit offering that intends to place, issue, negotiate or trade securities transmitted by any means to the public or to certain groups. This document will not be disclosed to
groups of more than 50 investors.

Guatemala: This document does not constitute an offering under the rules of the Ley del Mercado de Valores y Mercancias (Stock Exchange Act, Decree 34-96 of the Congress of the
Republic of Guatemala), and any of its amendments, including without limitation, Decree 49-2008 of the Congress of the Republic of Guatemala, and its applicable regulation (Governmental
Accord 557-97). The document will not be registered for public offering with the Securities Market Registry of Guatemala (Registro del Mercado de Valores y Mercancias), because the
products will not be offered or sold: (1) to any person in an open market, directly or indirectly, by means of mass communication; (2) through a third party or intermediary to any individual
person or entity that is considered an institutional investor, including entities that are under the supervision of the Guatemalan Superintendency of Banks (Superintendencia de Bancos ), the
Guatemalan banking regulator, the Guatemalan Social Security Institute (Instituto Guatemalteco de Seguridad Social) and its affiliates; (3) through a third party or intermediary to any entity
or vehicle used for purposes of collective investment; or (4) to more than 35 individual persons or entities.

Hong Kong: This document, when distributed in Hong Kong (“HK”), is distributed by MHSA or MBHK, depending of the Mizuho entity which you are a client of.

Japan: This document is intended only for certain categories of persons to whom a foreign securities broker is allowed to carry out regulated activities under the relevant articles of the
Financial Instruments and Exchange Act (the “Act”) and the subordinate legislative instruments (as amended), including but not limited to Financial Services Providers who are engaged in
an Investment Management and certain Financial Institutions subject to conditions and limitations in Article 17-3(i) of the Order for Enforcement of the Act. It is solely for the use of such
investors and shall not be distributed, forwarded, passed on or disseminated to any other person. This document is solely for the purpose of supplying general information and shall not
constitute any investment or financial advice in relation to any products or services.

Malaysia: These documents shall be distributed solely to existing subscribers or clients of Mizuho Securities, and do not constitute an invitation, offer, or recommendation to subscribe for or
purchase any securities mentioned therein. These materials also do not, whether directly or indirectly, refer to a prospectus in respect of securities of a corporation; in the case of a unit trust
scheme or prescribed investment scheme, a prospectus in respect of any unit of the unit trust scheme or prescribed investment scheme, as the case may be; an issue, intended issue, offer,
intended offer, invitation or intended invitation in respect of securities; or another notice that refers to a prospectus in relation to an issue, intended issue, offer, intended offer, invitation or
intended invitation in respect of securities. Whilst there may be statements concerning securities and/or derivatives of a certain corporation or entity in these materials, we wish to highlight
that these do not constitute, whether directly or indirectly, any form of advice, recommendation, encouragement, promotion, analysis, report or inducement to take any action , i.e., to buy,
sell, or hold any securities and/or derivatives, nor is it a form of inducement for the reader to take any position regarding a particular class, sector, or instrument in relation to the securities
and/or derivatives so mentioned.
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