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2Q09 CA surplus narrows to RM28.8b amid falling
exports

HIGHLIGHTS

B The current account (CA) balance of
payment shrank to RM28.8b in 2Q09 from
RM31.4b in 1Q09 on continued sharp
decline in exports. The merchandise balance
was reduced to RM33.1b, the lowest in two
years, as exports fall (-26.3%) outpaced
imports (-24.4%) in 2Q09. Meanwhile, deficit
in current transfer (RM3.7b) and declines in
net payment in income (-RM1.5b) contributed
to the narrower CA balance. Meanwhile, the
services account registered a surplus of
RM1.0b (1Q09: RM2.5b).

B |t appears that the outflows of portfolio capital
have subsided in 1H09 on the back of faster-
than-expected recovery in the global equity
market. Net portfolio investment fell RM22.1b
in 1HO9 compared with RM88.5b in 2H08. As
a result, the overall balance chalked up
gains of RM5.4b in 1H09, a small rebound
from the RM93.4b deficit in 2HO08, reflecting
a gradual pick up in global recovery and
stabilizing financia |l markets.

B Going forward, on the back of global
economic recovery along with stabilizing
financial markets in 2H09, we project the CA
balance to narrow to RM109.2b or 15.5 % of
GNP in 2009 from a record surplus of
RM129.5b or 18.1% o GNP for 2008.

CA surplus narrows. Malaysia's 2Q09 current
account (CA) balance of payment shrank to
RM28.8b or 18.0% of GNP from RM31.4b or
20.7% of GNP in 1Q09 on continued sharp
decline in exports. The merchandise balance was
reduced to RM33.1b, the lowest in two years, as
exports fall (-26.3%) outpaced imports (-24.4%) in
2Q09. Meanwhile, deficit in current transfer (-
RM3.7b) and declines in net payment in income (-
RM1.5b) contributed to the narrower CA balance.
Meanwhile, the services account was a surplus of
RM1.0b (1Q09: RM2.5b).

Capital outflows tapering off in 1H09. Various
measures to calm the global financial markets have
been fruitful thus far. Following the faster-than
expected recovery in the global equity market the
outflows of portfolio capital have substantially
subsided in 1H09. The short term funds taken out
by foreign investors as reflected in the deficit in net

I Table 1. Current Account Balance of Payment (RMb)

2005 2006 2007 2008  2009F

Goods 1256 1346 1277 1706 1355
Exports 5370 5897 6059 6643 5547
Imports 4114 4552 4782 4938 4192

Services 9.0 -69 24 02 12

Income 239 -174 -139  -237 -117

Current transfers 170 -169 -157  -175 -159

Balance on current account 75.7 934 1004 1295 109.2

% of GNP 15.3 16.8 16.0 181 155

Source: Dept. of Statistics Malaysia, Kenanga Research, F=Forecast

portfolio capital was even smaller in 2Q09 at
RM9.9b compared to RM12.2b in 1Q09. Hence, the
total deficit in net portfolio investment in 1H09
(RM22.1 b) is just one fourth of the RM88.5b deficit
in 2HO08. As a result, the overall balance chalked
up gains of RM5.4b in 1H09, a small rebound
from the RM93.4b deficit in 2H08, reflecting a
gradual pick up in global economic recovery
and stabilizing financial markets. Total net
outflows of portfolio funds after five consecutive
quarters of decline reached a staggering
RM132.5b. Given the huge foreign selldown, the
worst since the Asian Financial crisis, it would
invariably suggest that the downside for the domestic
financial market should be relatively limited in the near
term.

FDI reduced sharply in 1H09. Meanwhile, net
foreign direct investment (FDI) shrank substantially
to RM3.6b in 1H09 from RM19.7b in 1H08. Even
with the ongoing recovery, we believe that
foreign FDIs for 2009 may not even achieve the
target set by the Ministry of Finance of reducing
by half of 2008 total. For the whole of 2008, the
total net FDI was RM26.6b compared to RM29.1b
in 2007. The slowdown in FDI in 1H09 was
reflective of the average GDP contraction of 5.1%
in the same period. It may also weigh on the overall
GDP growth for the whole of 2009 which is
projected to contract by 1.3%.

CA surplus to narrow in 2009. Going forward, on
the back of global economic recovery along with
stabilizing financial markets in 2H09, we project
the CA balance to narrow to RM109.2b or 15.5%
of GNP in 2009 from a record surplus of
RM129.5b or 18.1% o GNP for 2008. In spite of
the narrowing CA surplus ,it remains relatively large
and would provide support for the underlying
strength of the ringgit. We maintain our ringgit/US$
target of 3.52 by year end. &
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I Table 2: Current & Capital Account of the Balance of Payment

2004 2005 2006 2007 2008 |3Q06 4Q06 1Q07 2Q07 3Q07 4Q07 1Q08 2Q08 3Q08 4Q08 1Q09 2Q09

Current Account (RMb)

Merchandise Balance 1045 1256 1346 1277 17060 366 368 273 292 353 B9 338 482 497 388 370 331
Exports fob 4812 537 589.7 6059 6643 1573 1522 1385 1451 1587 1636 1520 1754 1854 1515 1217 1293
Imports fob 3768 4114 4552 4782 4948 1207 1155 1112 1159 1234 1277 1182 1272 1357 1127 847 962

Services Balance -8.8 9 69 24 02 -02 -13 -08 22 15 -05 -01 10 -11 04 25 10
Transportation -178 -164 -196 -132 -146 -37 -47 -28 -32 34 -38 -36 -38 -44 -36 29 -40
Travel 194 194 235 291 285 56 59 78 79 67 67 73 80 65 66 75 81
Govt. Transaction 07 04 04 04 06 -01 -02 00 -01 -01 -02 -01 -01 -01 02 -01 -01
Other services 97 -117 -104 -132 -124 2 -23 58 25 -18 -31 37 31 -32 24 19 -29

Income -245 -39 -174 -139 -237 -49 -36 32 25 -32 50 61 -66 -54 -56 -39 -15
Employees Compensation 11 05 03 406 07 -01 -01 -02 -01 -01 -03 -02 -01 -02 -02 -03 -04
Investment Income -234 -234 -171 -133 -230 48 -35 -30 -24 -31 48 59 -65 53 53 36 -1l

Direct Investment -252 -2714 -208 -190 -303 -59 -47 -38 -35 50 -67 -78 -74 -80 -71 -9 -28
Portfolio Investment 11 -16 -3 58 98 -09 -09 -11 -17 -14 -17 -30 -28 -21 19 25 -17
Other Investment 2.8 5.6 68 115 172 2 21 18 28 33 36 50 38 48 37 47 34

Transfers (Net) -149  -17 -169 -157 -1758 -43 -38 -37 -38 -42 41 47 43 -45 40 42 -39

Current Account 565 757 934 1004 1295 271 279 196 251 294 263 230 383 386 296 314 288

% of GNP 127 163 168 160 181 188 192 139 166 181 154 136 211 201 173 207 180

Capital Account (RMb)

Direct Investment 97 38 002 <91 -261 -13 28 07 01 50 -50 -52 02 -19.6 15 32 81
Abroad -78 -113 -221 -382 -502 -64 -51 -49 -114 -123 -96 -89 -157 -20.0 -56 04  -90
In Malaysia 176 15 -222 291 241 51 78 57 115 73 46 38 159 0.3 41 28 09

Portfolio Investment 32 -142 129 184 -844 02 54 256 159 -287 56 261 -220 553 -332 -122 -99

OtherInvestment -249 -266 -564 -469 81 -168 -282 -236 -83 28 -178 55 107 129 -312 -208 -62
Official 24 32 8 H58 09 -25 40 -03 -12 -34 -09 -07 16 -27 27 -10 -06

Credit 108 7 39 30 67 05 14 11 03 09 07 02 22 03 40 02 00
Debit 84 102 119 8.7 5.8 31 55 14 15 43 16 09 0.6 30 13 12 07

Other/Private Sector -271.3 -235 484 -411 89 -143 -241 -233 -71 62 -169 62 91 156 -399 -198 55

Financial Account 168 -37 -435 -37.7 -1185 -179 -200 27 77 -309 -173 265 -11.1 620 -718 -298 -242

Errors & Omissions 105 -251 -248 -173 -299 -54 -105 -69 11 -28 -87 -13 -10 -80 -196 17 -24

Overall Balance 838 136 252 453 -183 38 -27 1565 338 -44 03 489 262 315 -619 33 21

Source: Department of Statistics Malaysia, Kenanga Research
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make any representations as to its accuracy or completeness. Any recommendation contained in this document does not have regard to the
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