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Budget not likely to tax everyone unduly

Shai k Gsman Majid
FRI DAY i s Budget Day. For the first tinme, the Prime Mnister will present
t he Budget and t he Economi c Report to t he Dewan Rakyat .

The informed | ayman has al ready been given a hint of the thrust of next
year's Budget and the nost significant data contained in the 1998/ 1999
Econom ¢ Report.

The distilled infornmation is that the econony is onthe road to
recovery. That news woul d be conforting to all. The forecast is equally
gratifying.

Both bits of information can be gl eaned fromthe statenments of Dat uk
Seri Dr Mahat hir Mohanad, who is al so First Finance M nister. On Thursday,
he pronounced t he Governnent's assessnment of the econony, which will be
published in the Econom ¢ Report.

He said the estimate for this year is that the econonmy will register 4.8
per cent contraction of gross domestic product. But it might reviveto
record one per cent real GDP growth next year. That is the forecast.

Since the econony contracted by the sane percentage over the first half
of the year, the estimate i s actually good news. It woul d appear that the
managers of the country's econony, according to the esti mate, had been
able to arrest the contraction. Reviving the econony by 5.8 per cent of
the GDP within 18 nonths is a solid achi evenent by any country.

Equal | y heartening is the news rel eased by the Statistics Departnent on
Thursday. It said the rise of the Consuner Price | ndex, the indicator of
inflation, had been capped at 5.2 per cent as at the end of Septenber.
Whi ch means t he purchasi ng power of theringgit is relatively stable,
given these trying tines

The CPI, in the past, recorded double digit increases. In 1973, it rose
by 10.5 per cent; and, in 1974 by 17.4 per cent. If we | ook at Ml aysia
Pl an period averages, the 5.2 per cent increase is nore than two
percent age points | ower than the 7.4 per cent recorded between 1971 and
1975 and | ess than a percentage poi nt hi gher conpared to the 4.4 per cent
regi stered between 1991 and 1995.

The econoni ¢ i ndicators, estinmated and forecast, night be conforting.
But what does t he upcom ng Budget portend? Dr Mahathir has said it would
contain fiscal neasures to stimul ate economi c growth

What are fiscal measures? Fiscal nmeasures are sinply the policy
deci sions of the Governnent to | ower or increase taxes. The | ogical
question then would be: will Dr Mahathir, as the First Finance M nister
propose hi gher or | ower taxes.

He said on Thursday that the 1999 Budget will propose new taxes. To
stimul ate the econony, the Governnent needs funds.

Why? Especi al | y when the Gover nment had presented a surpl us budget over
the last six years. Last year, it was slightly over RMB billion

The answer is sinple if we analyse what transpired in the country over
the past 18 nonths. One, the ringgit was battered. Its exchange rate
di m ni shed agai nst the currenci es of al nost all major tradi ng countries.

Two, the stock market was besi eged by specul at ors and nani pul at or s,
foreign fund managers, in the main, since July 1997. Thus the val ues of
shares of about 740 |isted compani es were battered to all-tine | ows.

These two factors contributed to nost of the conpani es to decl are | ower
profits, indeed | osses in nmany instances. Lower profits and | osses of
conpani es nean | ess revenues to the Governnment, in the formof direct



taxati on.

An anal ysi s of the 1997/ 1998 Economni ¢ Report woul d show t he tax revenues
t he Governnment has | ost. That Report said that the estimated tax revenue
for 1998 woul d be RM28.2 billion.

G ven the poor performance of a |l ot of compani es and t he reduced i ncone
of many workers, the Government cannot garner its projected tax revenues.
Indeed in 1997 and 1998 it cannot even raise a significant amunt of its
estimated revenues fromnon-tax revenues which net duties on the sale of
new cars. Sal es of new cars plumeted by as nmuch as 70 per cent between
July 1997 and July 1998.

Thus t he Governnent confronts a di m ni shed direct and i ndirect tax
revenue for this year. The 1998 Budget envi saged a revenue of about RVb6
billion. It is clear the amount woul d not be col |l ected. Perhaps only 70
per cent or | ess woul d be garnered by the tax collectors, given the
contraction of the econony.

But the Governnent has conmitted itself to revive the contracting
econony. It has also initiated measures to restructure the financi al
system It has put into place many neasures that necessitate huge funds.

Pengurusan Danaharta Nasional Bhd, the company established to buy non-
perform ng | oans of financial institutions and Dananodal Nasi onal Bhd, the
conpany establishedtorevive ailing financial institutions, would be
funded by of f-budgetary nmeasures.

The former will buy non-perfornming |oans of financial institutions.
Thanks to Bank Negara's edict of | engthening the period of NPLs fromthree

to six nonths, the NPLs will ampunt to | ess that RVMO billion. Danaharta

wi Il issue bonds | ocally and overseas to rai se the required noney.
Dananodal Nasional Bhd will issue bonds worth RML1 billion. The neasure

woul d raise an estimated RW. 7 billion from57 financial institutions.

That shoul d be sufficient to energise ailing financial institutions.

The CGovernnent has al so put into place exchange control neasures which
make the ringgit non-tradable in the foreign exchange market. The converse
si de of these neasures fixed the exchange rate of the ringgit at RM3.20 to
the US dol | ar.

Bot h measures have resulted in a stability in working out accounting
forecasts for exporters and i nporters.

G ven these nonetary neasures t hat have al ready been i npl enent ed, what
woul d t he Gover nment pronounce in the 1999 Budget. For one, Dr Mahat hir
has already i ndicated that it woul d be an expansi onary budget. Whi ch neans
it will spend nore, especially in devel opnent expenditure.

H s announcenent that public servants m ght not get a bonus neans t hat
oper ating expendi ture woul d be mai ntai ned. But it woul d increase
nom nal ly, given, for one, the annual increments of salaries of public
servants who now nunber al nost 900, 000.

Clearly then the 1999 Budget woul d show a deficit. To divine the anount
woul d be | ooking at the crystal bow . But to the | ayman, the inportant
question woul d be whet her he woul d be taxed nore next year

Dr Mahat hir was anbi val ent on this count. He said the Budget would
announce newtaxes. He added that they woul d not overly burden Ml aysi ans.

What does this nean? It is clear that the country needs funds to revive
the economy. It is also clear that the tax revenues are shrinking. So how
woul d t he Gover nnent manage its budget, even though it has conceded t hat
it would have to work with a deficit?

It is obvious that it woul d have to rai se new funds, through new taxes.
That much Dr Mahathir al ready indicated | ast Thursday.

Wiere will this newrevenue conme fron? The Prine M nister has said the
new fi scal nmeasures will not overburden Mal aysi ans.

VWhi ch points to the possibility that excise duties of luxury itens m ght



be rai sed. Like those on unhealthy consunerables |ike cigarettes and

i quour. They mi ght be increased.

It is highly unlikely that the Governnment woul d rai se EPF contri bution
rates. Enpl oyers are al ready overburdened with thin profit margi ns or
| osses in the case of many. Perforcing themto pay nore in statutory
contributions would only add nore red ink to the bottomline.

And so whil e the 1999 Budget woul d be expansionary, it woul d not tax
everyone undul y.
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