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Shift in budget process to benefit bond market

| shun P. Ahmad

THE bond market, an i nportant source of financing for the Governnment in

t he com ng year, could be a prime beneficiary of the adm nistration's nove
to plan its finances two years ahead begi nni ng next year.

The Government's shift to a two-year budget process is expected to
inprove its ability to planits expenditure and raise financing easily
when it needs to.

Bond mar ket pl ayers hope this nmove will hel p Bank Negara Mal aysi a and
the Treasury pl an ahead for issues of governnent bonds and avoid
surprising the bond nmarket w th unexpectedly | arge i ssues whi ch can swi ng
bond pri ces.

"It is inportant that we know how much t he Governnent intends to borrow
each tinme so that we can plan our own strategies," said a bank treasury
deal er.

Since | ast year, the central bank has published a cal endar giving the
dates it intends to i ssue governnent bonds, particularly the Mal aysi an
Government Securities (M3S), and their tenure.

However, the size of the issues is still nmissing fromthe bond auction
calendar, making it difficult for traders to plan their investnent
strategi es.

"W hope that this extra planning will be hel pful in formulating a nore
preci se bond cal endar this year. Currently, the bond cal endar only has the
schedul e for the nonths and tenures of MGS wi t hout the anobunts," a trader
sai d.

"I't would be very hel pful if the forward pl anni ng woul d make it possibl e
for the 2002 bond cal ender to i ncorporate the amounts of each MSS, which
woul d hel p us to plan our investnment cashflow, " a treasury head sai d.

Last week, the Government saidit will deternmne its expenditure two
years ahead fromnow on, instead of annually, in a nove to i nprove the
quality and efficiency of budget allocations.

Det ai | ed exam nations and reviews of mnistries' proposals will be
conduct ed once every two years fromnext year, a change which is hoped it
wi Il reduce the tinme and resources poured i nto preparing the budget every
year.

"In setting the budget two years ahead, ministries and agenci es are abl e
to plan and i npl ement programmes and projects with greater certainty,

di sci pline and transparency.

"Gover nnent borrow ng progranmmes and requi renents can be nore accurately
determ ned i n advance to minimse either over- or under-borrow ng," it
sai d.

Meanwhi | e, conditions are expected to remai n conduci ve i n the nmedi um
termfor the Governnent to finance its RML8.6 billion budget deficit
t hrough the | ocal debt narket.

The general sentinents for the | ocal bond market is that it will
continue to play a major role in fund-raising not only for the Government
but also for the private sector.

As such, the Governnent shoul d be able to i ssue the MGS to rai se funds
at arelatively cheap cost at current |owinterest rates.

Rai si ng funds through soverei gn US-denoni nated bonds woul d al so be
relatively cheap as the US short-terminterest rates remain low at 2.5 per
cent, with further expectations that it is likely to fall another 50 basis
points to 2 per cent in the near future.



Mal aysi a' s budget deficit for 2002 is 5 per cent of gross donestic
product (GDP) conpared with RM22.4 billion this year representing 6.5 per
cent of GDP.

The economi ¢ uncertainties, heightened by the Septenber 11 terrorist
attacks on the US, have increased i nvestors' interests in higher rated
corporate bonds and al nost-zero-risk MSS.

As such, the success pick-up rate for MSS and soverei gn bonds renai ns
favour abl e.

Last Friday in the budget address, Prinme Mnister Datuk Seri Dr Mahathir
Mohamad sai d Mal aysi a woul d not i ssue any nore soverei gn bonds this year,
but he did not rule out such a sale next year.

At the end of June, Ml aysia issued US$1 billion (US$1 = RVMB. 80) in 10-
year sovereign bonds.

International ratings agency Standard & Poor's i s expected to maintain
its BBB long-termforeign currency rating with a stabl e outl ook on
Mal aysia at the present.

The country's rating is at the | ower end of investnment grade, and a
coupl e of notches above specul ative grade.

For the first nine nonths of this year, the i ssuance of MGS increased by
16. 2 per cent, anmounting to RML1. 26 billion to account for al nost 83 per
cent of gross funds rai sed by the public sector.

The increase refl ects the Governnent's hi gher financi ng needs and
commitrment to establish a benchmark yield for the bond market through the
regul ar issues of MSS.

Fund rai sed t hrough the i ssuance of Khazanah bonds, however, declined to
RVB83 mi | | i on.
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