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RAM cautious over rising govt contingent liabilities wesne <

PETALING JAYA: RAM Ratings is cautious
about the govemmam's contingent liabilities,
‘which are estimated o rise to 18:4% of gross

domestic product (GDP) by 2023 due to more
infrastructure projects.

It said the 16.9% level in the first half of
2017 was imposing a continuous risk on its
fiscal position.

tio is estimated to rise to 18.4% by
2023, premised on our expectations of exist-
ing and upcoming infrastructure pro]ects as
well as the government's routine commit-
‘ments to housing and higher- eiaronaar
agencies,” it said in a report yesterday.

‘However, it said stricter oversight over the
issuers of these debts was likely following the
setting up of the Fiscal Risk and Contingent
Liability Technical Committee, and a possible
introduction of a limit on guaranteed debt in
the future.

The ratings agency also said the projected
narrowing of Malaysia's fiscal deficit target to
2.8% of GDP under Budget 2018 from an esti-
‘mated 3.0%in 2017 “is achievable and under-
scores the government's commitment to long-

term fiscal consolidation”.
It also pointed out the adjustment to the
di fiscal

targeted fiscal deficit to an average 2.4% of
GDP throughout 2018-2020 - from a near-bal-
ance target by 2020 - as realistic and indicated
a more gradual pace of fiscal consolidation.

RAM Ratings noted that fiscal revenue is
expected to increase 6.5% to RM240bil in 2018
(2010-2015 average: +6.7%) as negative pres-
sures ease.

‘This will be largely driven by resilient eco-
nomic growth (which should support the
goods and services tax collections) and a grad-
ual recovery in global commodity prices
(which will be positive for the governments
oil and gas (O&G)-related revenue).

Esther Lai, RAM Ratings’ head of sovereign
ratings, said O&G revenue is projected to
exceed the governments budgeted amount,

given its conservative assumed oil price of
'USSSZ per barrel,

“These factors are, however, balanced by
tax rate reductions for three brackets of per-
sonal income taxes ~ which are esuma‘ed to

have a fiscal impact 6f RM1.6bil (0.1% of GDP)
—and tax for

2017 (2010-2015 average: 3. 2%), she said.

relief measures fo
“Next year, operating expenditure (opex) is
budgeted at RM235.7bil (+7.29%), mostly due to
ier amounts of Social transfers in the lead-
up to the 14th general election (GE),” she said.
Lai pointed out that while the growth of
emolument spending is likely to exceed the
governments projected 0.4% for 2018 arising
from Jarger cash disbursements, the exce:
spending in this regard had been budgeted
forin other Ine tems.
tionally; the rating agency expects the
continued rollout of big infrastructure pro-
jects to elevate opex over the medium term,
given such projects maintenance and debt
service charges
ere is a higher likelihood of fiscal
shppage leading up to the 14th GE, there is

evidence that the government’s budgetary,

discipline has improved, she added.

“Notably, fiscal slippage for emulumem
expenditure has been gradus
since 2012 while spending on suppl\es and
services was kept at 2.4% of GDP in 2016 and

xpected to
remain flatat RMA6bi (3.29 of GDP) et year.
‘This js lower than the RM52bil average alloca-
tion implied under the 11th Malaysia Plan and
also the average of 4,6% for 2010-2015.

The slower rise of development expendi-
ture_underlines the governments fiscal
restraint, given its intention of containing its
high debt levels and increasing use of off-bal-
ance-sheet sources of financing for large
development projects.

Correspondingly, federal government debt
remains  elevated despite the anticipated
decline to 50.3% of GDP by end-2018 (2017
estimate: 51.2%).

e governments hefty debt burden trans-
lates into a relatively high debt servi
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enue ratio of 12.6% in 2018, which is higher
than_those of Malaysia’s regional peers
(Thailand: 4.7%; Indonesia 11.7%).

This is exacerbated by higher hond yields
following the adjustment of the Eoreign
Exchange Administration rules in Novernber
2016.
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