24/ 10/ 1998
A steady course out of the storm (HL)

Must apha Kami |

PRI ME M ni ster Datuk Seri Dr Mhat hir Mhanmad yesterday proposed a bold
spendi ng and tax strategy in the 1999 Budget to end the recession and

i nprove the econony's resilience.

The strategy will create a RML6.6 billion deficit in the Governnent's
budget but will realise a 1 per cent growh in gross donestic product in
1999 followi ng a projected contraction of 4.8 per cent this year.

The cost of doing business will also be cheaper with various tax breaks
proposed whil e conventional international prescriptions for crisis-hit
econom es are further discarded as the Governnent plans to continue
spendi ng on various devel opnment projects, particularly in infrastructure
devel opnent.

O the proposed RMB5.1 billion proposed expenditure (against RMA7.2

billion expected revenue) for his first budget as First Finance Mnister,
Dr Mahathir said RML8.1 billion will be for devel opment expenditure and
RMA7 billion for operating expenditure.

Broadly, the budget strategy is to create an environnent where economc
activities can continue and be strengthened while insulated fromthe
regi onal crisis.

It also ains to strengthen resilience and conpetitiveness of the
econony, restructure the financial sector and i nprove public and private
sector governance, the bal ance of paynents, and ensure social well-being.

The budget's tax strategies include exenpting fromstanp duty
i nstrunents for refinancing of business | oans to reduce the cost of doing
busi ness. Interest inconme earned by unit trusts is also exenpted fromtax.

The life insurance industry received yet another boost, with a new tax
treatnent given to actuarial surplus transferred to the sharehol ders
fund.

Meanwhi | e excise duty on refrigerators, television and air-conditioners
will also be abolished to enable | ocal manufacturers conpete with those
fromother Asean countries when the Asean Free Trade Area is inplemented

Fi nancial institutions got nore breathing space in weathering the high
non- perform ng | oans (NPLs) operating environnment, where 50 per cent of
the interest incone in their interest-in-suspense account will not be
consi dered as inconme for taxation purposes as |long as they are not
real i sed as revenue.

Addi ti onal neasures to encourage nergers anong financial institutions,
inline with efforts to restructure the financial sector were al so
announced. Stanp duty and real property gains tax incurred in nergers
concl uded from Oct ober 24 1998 to June 30 1999 will be exenpted from stanp

duty.
Duties for tobacco and al coholic beverages, however, will go up. Gam ng
tax and casino duties will also increase.

Meanwhi | e, a high-level finance committee conprising representatives of
both the public and private sectors has drafted a framework to initiate
i mproved cor por at e gover nance.

To address the high food inport bill, incentives were provided for |arge
enterprises to venture into the food producti on busi ness.
Attention was also directed at the RML9.4 billion deficit recorded in

the services account of the bal ance of paynments. Further to the various
measures to attract nore users to the local ports, rental inconme fromtine
charter and voyage charter will be exenpted frominconme tax to devel op the



domesti ¢ shi pping i ndustry.

To attract foreign investors and traders to Mal aysia, nore pronotiona
efforts are required. Some RML43 million will be allocated to the Mnistry
of International Trade and Industry for pronotional activities while RML70
mllion will be set aside for the tourismindustry.

Organi sation of events that drew international tourists have al so been
provi ded i ncentives. These include Wrld Fornula One notor racing which
Mal aysia will host one of the |egs.

I ncome derived by the racers will be tax-exenpt while 50 per cent tax
exemption will be given to organisers of the event and of other
i nternational notor racing events held in Ml aysi a.

The Governnent has allocated some RM65 million for 1999 to press ahead
with the caring society agenda.

While there will be a deficit in the overall account, it is only 6 per
cent of the gross national product and the Government will ensure a
surplus or at least a balance in its current account position.

"It is an inmportant principle in prudent financial managenent to ensure
that Governnent revenue is at |least sufficient to finance operating
expenditure," the Prime Mnister told the Dewan Rakyat.

The Governnment will also register a RM.6 billion deficit in 1998 after
recently increasing allocation under the 1998 Budget by RW billion to
fi nance devel opnent projects.
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