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Key Message 
“We are seeing extraordinary growth in the ESG movement in the 
recent years with sustainability climbing corporate agendas 
nationwide. With ‘Advancing Sustainability’ as one of the key themes 
in the 12th Malaysia Plan, greater emphasis is placed on the 
acceleration of green economy growth in this budget. 

Based on the budget speech, the government has reiterated its 
commitment on decarbonisation market reforms to meet the target of 
net zero carbon emission by 2050. This includes the introduction of 
carbon tax which primarily aims to tackle climate change, and steer 
companies towards decarbonisation efforts and reducing their 
carbon footprint. While the implementation date has not been 
announced, businesses should take the necessary steps to prepare 
themselves ahead of its implementation.” 

 

Carbon Tax – A Matter of When  
In line with the goal of net zero carbon emission 
by 2050, carbon reduction measures such as 
carbon pricing and carbon tax were first 
mentioned during the tabling of the 12th Malaysia 
Plan in 2021. In the wake of climate change 
related disasters where we have witnessed a 
spate of massive floods hitting our country in the 
recent years, tougher measures are needed to 
combat climate change impacts before they 
continue to affect countless households and also 
the economy. Real action is needed to tackle 
climate change, and our regulators are pushing 
for greater emphasis on ESG awareness amongst 
leaders and corporate boards. 

Based on the Budget 2023 speech by the honourable Finance Minister, the government is studying the 
feasibility of implementing a carbon pricing mechanism for the country. To support its implementation, 
the government has allocated RM10mil in the form of matching grants to help SMEs prepare for carbon 
assessments. Malaysia is set to join a growing number of countries that are pricing carbon in an effort to 
achieve net zero carbon emission by 2050.  

The launch of the Voluntary Carbon Market (VCM) which was first revealed during the Budget 2022 
announcement is one of the initiatives proposed to drive the carbon neutrality reforms. Following the 
launch of 2 ESG-themed indices under the FTSE Bursa Malaysia Index Series in mid of 2022, Bursa 
Malaysia is launching the VCM exchange by end of 2022 which will enable companies to purchase 
voluntary carbon credits from climate-friendly projects and solutions.  
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The VCM exchange serves as a voluntary platform for the trading of carbon credits between companies 
which are moving towards low-carbon and sustainability practices. This allows the market to allocate 
resources to projects and solutions aimed at reducing, removing, or avoiding carbon emission. Given 
that it is a voluntary market, companies are under no formal obligation to reduce their carbon emission 
but may wish to participate as means to satisfy their ESG objectives.  

Carbon Tax 

The introduction of carbon tax would be another 
environmental catalyst which brings a paramount 
change to our local tax landscape. It was first 
mentioned in the 12th Malaysia Plan and now 
confirmed in the Budget 2023 speech. While the 
implementation date remains to be seen, this is 
expected to be forthcoming in the near future and 
companies should take the necessary steps to 
prepare themselves ahead of its implementation.  

Based on the direct emissions approach, the 
carbon tax is levied on the greenhouse gas 
emissions resulting from the production of goods 
and services. The taxpayers would be the entities 
behind such production, particularly those in the manufacturing sector and energy-intensive industries. 
While this may be seen as additional costs to such businesses in the short run, this ultimately aims to 
push companies to lower their carbon emissions by reducing the use of fossil fuels and switching to 
alternative fuels with lower carbon content and renewable energy. The long-term goal is to accelerate 
the use of green technology and decrease our reliance on non-renewable energy sources which are 
associated with warming global temperatures and adverse climate impacts.  

A number of countries have implemented carbon tax as early as the 1990s, and the rates and policies 
vary from one country to another. It would be beneficial for Malaysia to refer and conduct a comparative 
analysis of those countries with established carbon tax frameworks. Based on our preliminary 
observation, the following are key areas of consideration for the implementation of carbon tax: 

a) Tax rate 
The rate at which the carbon tax will be imposed is one of the main factors in ensuring an effective 
carbon tax regime. Ideally, it should be set high enough to push emitters to switch to alternative fuel 
sources or greener technology without hindering their business operations but not too low that 
businesses may attempt to pass on the costs to consumers without investing in the necessary 
changes. The tax rate may be increased periodically over time, signalling large emitters to either 
switch to more energy-efficient options.   

b) Point of taxation 
This determines the size of the net to be cast by the government. Depending on whether the fuel 
approach or direct emissions approach would be adopted, the carbon tax could be levied at any point 
in the energy supply chain i.e. upstream (e.g. suppliers of coal, natural gas processing facilities, and 
oil producers), midstream (e.g. electric utilities, power generation plants) or downstream (e.g. energy 
consuming industries). 

c) Tax administration 
A uniform carbon monitoring and reporting framework should be in place to ensure consistent 
measurement and accountability on the part of the taxpayers. To ensure the effectiveness of the 
carbon tax regime, adequate enforcement also needs to be in place to deter companies from under-
reporting their emissions. 
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d) Use of revenue 
While carbon tax would be another source of government revenue, it should not be seen as a means 
to raise significant revenue. As the objective is to spur decarbonisation efforts and resolve 
environmental issues, it could be reinvested in green energy development and sustainability efforts 
such as advancing low-carbon products and decarbonisation technologies. 

In preparing for carbon tax, businesses should start 
reviewing their carbon footprint and identifying 
relevant measures and opportunities. Amongst 
others, businesses should assess and draw up 
action plans to develop internal processes and 
controls for compliance, monitoring and reporting. 
Also, by developing new strategies and moving to 
energy-efficient technologies, businesses with 
sufficient foresight will have a competitive 
advantage if they plan and adapt ahead of their 
competitors. In the event the carbon tax framework 
is announced, this would give businesses a head 
start to implement a coordinated response to the 
new tax in a structured and efficient manner. 

It is only a matter of time for carbon tax to be introduced in Malaysia since there is a growing call for 
businesses to adopt sustainable practices and consider the climate impact of their activities. Amidst the 
backdrop of the growing focus on ESG, it is essential for businesses to take a step towards the right 
direction and integrate ESG targets with their corporate goals if they have yet to do so. Real impact can 
only be made when businesses collectively do their part in achieving the shared goals of ESG.  
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