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CGovt to tap local, international funds

Shahri man Johari

THE Governnment will consider tapping local as well as international funds
to finance its plan to stinulate donmestic demand whi ch al so i ncludes the
devel opnent of large infrastructure projects.

Bank Negara Mal aysi a governor Datuk Dr Zeti Akhtar Aziz said the
Governnment could borrow part of the funds needed froml ocal sources as
there is enough liquidity in the banking systemcurrently.

"We have anple liquidity and it (stinulus plan) can be financed from
| ocal sources w thout crowding out the private sector. However, if
Mal aysi a considers it an advantage to go into the international narkets,
it wwll do sointerns of financing at a | ower cost," Zeti said.

"W have the advantage of financing fromboth the |ocal and
international front," she told reporters after |aunching the centra
bank' s annual report yesterday.

The central bank has nopped up a total of RVl billion so far fromthe
| ocal financial system which has been flushed with excess liquidity, the
gover nor added.

On Tuesday, Prime Mnister Datuk Seri Dr Mahathir Mhanad said the

Governnent will increase its spending by RMB billion, in addition to the
RVe8. 8 billion expenditure that was all ocated under the 2001 nationa
budget .

New nmeasures were al so announced to counter a slow ng econom c
expansi on.

Punp primng efforts continue as new projects are identified and ngj or
infrastructure projects will be inplemented earlier

For instance, the RWMP billion Bakun hydroelectric project that will be
funded entirely by the Governnent, has al so been earmarked for early
devel oprent .

As at end-February, the | oan-to-deposit ratio stood at about 84 per cent
whi ch neans that about 16 per cent of the banking system s deposit are not
gi ven out as borrow ngs.

However, the central bank al so has to maintain enough liquidity in the
systemto ensure that interest rates remain | ow, which also helps firns to
borrow funds at cheaper costs.

Taki ng out too much fromthe systemcould | ead to higher interest rates,
making it difficult for corporates to borrow cheaply.

This is known as the "crowdi ng out" effect.

On the international front, Ml aysia would be able to borrow | ong-term
funds at cheaper costs, hel ped by the slow ng US econony.

I ndustry observers say the market is conducive for a sovereign bond
i ssue currently as the US Federal Reserve nay further cut interest rates
to stinulate its sl owi ng econony.

The Fed has already cut rates twice this year to stinulate domestic
consunption, which in turn benefited the bond narkets.

A lower interest rate would nean | ower yields for bonds.

This al so nmeans that the cost of raising funds through debt securities
wi Il be cheaper

Bond deal ers noted that yields on Mal aysia's bonds have been tightening
intandemw th an i nproved outl ook on its risk profile.

The Government's eight-year bonds were trading at around 2. 32 per cent
agai nst 3.3 per cent when it was first issued in 1999.
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