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• Prior to the presentation of 2010 Budget, economists and
Bank Negara Malaysia shared the view that the domestic
economy is still in need of regular dosages of fiscal and
monetary supplements to help it move out of the downturn
as the recovery in global economy is still at an infant phase.

• Quite expectedly, the 2010 Budget revealed a
contractionary budget where the focus was to trim down the
elevated fiscal deficit, estimated at 7.4% of GDP this year
and earlier expected to widen  to between 7.6% and 8.0%.
Another reason for trimming down the expenditure is to align
it with the expected 8.4% decline in revenue as to ensure
the Government will not be borrowing to fund its daily
operating costs.

• Unexpectedly however was the magnitude of the overall
cut. The 11.4% reduction in total expenditure was
unprecedented and the largest since 1970, surpassing
expectation, to bring down fiscal deficit level ambitiously to
5.4%. Bulk of this cut will come from supplies and services
(-22.2%), subsidies (-14.7%) and others (-64.8%) to take
the overall operating expenditure down by 13.7%.
Development expenditure will be trimmed by 4.5%.

• The need for fiscal discipline and driving back the private
sector are plausible, set to help build a foundation for a shift
towards a services based and high-income economic model.
With fiscal prudence and minimizing misallocation of
resources in the economy through reduction in subsidies
would help lessen the burden on the Government’s coffers,
lower fiscal deficit level and increase efficiency that would
encourage greater domestic and foreign participation in the
local financial market and overall economy.

• Consequently, the gap left by the public sector in 2010 must
be filled by greater demand from the private sector as well
as expanded exports. As envisaged by the Government in its
2010 projections, private expenditure will grow by 1.9%
while exports to rise by 3.6% to take the overall GDP growth
to 2.0% - 3.0%, from a contraction of 2.0% to 3.0% this
year. Inflation is also expected to remain stable at 1.5% -
2.5%.
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Revenue Expenditure Current Net Development                          Overall
Surplus/Deficit Expenditure                          Surplus/Deficit

PDG fo %BMRBMR                        

2000 61.9 56.5 5.3 25.0 -19.7 -5.5
2001 79.6 63.8 15.8 34.2 -18.4 -5.2
2002 83.5 68.7 14.8 35.1 -20.3 -5.3
2003 92.6 75.2 17.4 38.3 -20.9 -5.0
2004 99.4 91.3 8.1 27.5 -19.4 -4.1
2005 106.3 97.7 8.6 27.3 -18.7 -3.6
2006 123.5 107.7 15.9 35.0 -19.1 -3.3
2007 139.9 123.1 16.8 37.5 -20.7 -3.2
2008 159.8 153.5 6.3 41.9 -35.6 -4.8
2009e 162.1 160.2 0.3 53.0 -51.1 -7.2
2010f 148.4 138.3 1.4 50.6 -40.4 -5.5

MALAYSIA FEDERAL GOVERNMENT FINANCES (2000-2010F)

Source : Bank Negara Malaysia, Ministry of Finance

• While the medium to long term objective and
aspiration is well understood, the timing of the
fiscal consolidation poses as a downside risk to
the performance of the domestic economy, given
the uncertainty on the external front and the on-going
deleveraging process world-wide. The risk of a relapse
in the recovery of major economies, especially the US,
is still perceptible following the massive wealth
destruction during the global financial crisis.

• The lower Government spending suggests that more
off-budget activities must be undertaken by government
linked companies (GLCs) to help support growth and
jump start the economy. However the projects must
provide significant multiplier effect with minimum

leakages. The 1% cut in maximum individual income tax
rate to 26% and the increase in personal tax relief from
RM8,000 to RM9,000 would help raise disposable income,
but the impact on domestic depending is limited as
approximately only 1.0 million out of 10.5 million workers
pay taxes.

• With a smaller number of Government projects to be rolled
out next year amidst continuing slow spending by domestic
and foreign companies, as well as consumers, the domestic
economy will continue to face high downside risk. On the other
hand, the potential for the domestic economy to recover and
regain positive growth, and Government to achieve a smaller
fiscal imbalance, is significantly dependent on the pace of
recovery in the US and other major economies.


