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Overview
• As it turned out, the “Mini” Budget was far from being mini.  At RM60 billion, the amount works out to 8.4% 

of nominal GDP or 4.2% of GDP per year as the spending is spread over two years.  Fund managers, as a 
group, tend to be skeptics but really, there is much in this budget that is commendable.  It is probably the 
most thought-through budget introduced by the government in quite some time. 

• Broadly, the Budget can be broken down as follows: 1) RM15.0 billion fiscal injection 2) RM25 billion 
guaranteed funds 3) RM10 billion equity investments via Khazanah 4) RM7 billion private finance initiatives 
and off budget projects and 5) RM3.0 billion in tax incentives.

• We do not intend to provide a detailed breakdown of each budget initiative in this memorandum as it has 
been well covered in the local media but we will confine ourselves to the broad implications and impact, if 
any, on investors.  

Not another Asian Crisis
• The first thing to note is the government has reduced its GDP forecast for 2009 from 3.0% to -1.0% –

+1.0%.  In comparison, CIMB Investment Bank has a forecast of 0.3%, which is in line.  What is the impact 
of this stimulus?  JP Morgan estimates that the spending of RM30 billion per year will add 0.3% to annual 
GDP growth.  So, the budget will only cushion the downturn but will not be able to prevent a recession.  

Impact on the budget deficit
• The Mini Budget is expected to raise the deficit from 4.8% to 7.6% of GDP.  While this raises a red flag, we 

are not concerned as this point in time.  We are all aware that up to 40% of the government budget is 
financed by taxes and crude oil royalties from Petronas.  At the same time, it is known that at the rate of 
production of 600,000 barrels per day our domestic crude oil reserves can last about 20 years.  But this 
does not include Petronas’s foreign reserves which it has built up over the years.  At last look, the foreign 
reserves can last 10 years assuming the same rate of production. The government has an ample revenue 
source outside of the normal taxes and customs excise duties.  Hence, provided that we move back to a 
budget surplus position when the economy recovers, it is only a temporary problem.  It will become a 
problem if the deficit persists over the long-term.

Will there be crowding out?
• The larger deficit will require that the government issue an additional RM19 billion Malaysian Government 

Securities (MGS) bringing net issuance in 2009 to RM55 billion. In addition, the Private Finance Initiatives 
(PFI) will entail another RM15 billion in funding.  But with the financial system still flushed with RM250 
billion in deposits – mainly from the idle deposit base – there is still ample liquidity available locally.  

• To mobilize theses monies, the market could see the issuance of more Savings Bonds.  The Overnight 
Policy Rate (OPR) could be cut by another 50bp to 1.5% (Source: CIMB Investment Bank).
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Impact on Equity Investors
• The immediate impact on equity investors is marginal at best.  There was no announcement of the LRT 

extension and other large infrastructure projects to benefit the large construction companies listed on Bursa 
Malaysia – Gamuda and IJM.

• Smaller contractors are however set to benefit from the RM15 billion allocated for construction and 
infrastructure spending which include:
à RM200 million to repair and maintain roads and drains
à RM150 million to undertake renovation and maintenance
à RM1.95 billion to build and improve 752 schools
à RM5.0 billion off budget jobs which include a new LCCT at KLIA and expansion of Penang Airport.

• However, all is not lost as the LRT extension and other PFI projects may be announced after the UMNO 
elections in March.  Given the expected size of the projects, the economy should receive a lift.  It will 
increase demand for steel, cement and quarries.

• Further, investors can benefit indirectly as the stimulus moves through the economy.  The tax incentive for 
hiring retrenched workers is particularly innovative.  Making interest on housing loans (up to RM10,000) 
deductable from income earned will assist the lower income group. 

Impact on Fixed Income Investors
• Post the second stimulus package announcement yesterday, MGS yields moved lower by 3-10bps across 

the curve. The sell-off in the last few weeks due to supply concerns was reversed as actual fund raising 
through the MGS market is expected to be manageable although the headline number is high at RM60 
billion. Now, it is estimated that the total MGS issuance this year will be to the tune of RM87 billion to RM92 
billion, which we believe the market will be able to support.  Going forward, with more clarity in supply and 
the expectation of further cuts in the OPR rate, it might create more appetite for MGS and lower the yield 
curve further.

• We expect the impact arising from the stimulus package to bond funds to be minimal. Although the MGS 
yields are expected to move lower (prices higher), we expect the corporate bonds yields to remain at the 
current levels as the appetite for credits remains low. Most of our bond funds, currently, have high 
allocation in corporate bonds rather than MGS. 
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