24/ 10/ 1998
Budget to stimul ate econony (HL)

Li m Thow Boon

KUALA LUMPUR, Fri. - Prime Mnister Datuk Seri Dr Mahat hir Mohamad t oday
present ed an expansi onary Budget whose main thrust is to stinmulate
donestic demand and pull the country out of its first recession in 13
years.

To stream i ne the tax admi ni stration system he announced a tax
exenption on next year's incone for all taxpayers.

In his mai den Budget as the First Finance M nister, Dr Mahathir put
infrastructure devel opment on top of the list in efforts to stinulate the
econony.

Proj ects whi ch have been privatised and are given priority under the
infrastructure fund includerail, port and hi ghway projects, Putrajaya,
Cyberjaya and public utilities such as sewerage and wast e di sposa
managenment and water supply.

The tax admi ni stration systemwould be streamined in that the
assessnent systembased on the i ncone derived in the precedi ng year woul d
be changed to the current year begi nning fromthe year 2000.

In inplenenting the new system Dr Mahathir proposed that the tax on
i nconme derived in 1999 be wai ved while | osses incurred in that year be
allowed to be carried forward.

Generous tax relief was offered to the finance and manuf acturing
sectors.

I ncentives were also given to pronote | ocal tourism including a
proposal that one Saturday a nonth be declared a holiday for public
servants.

Dr Mahat hir in announcing this, hoped private conpani es woul d do t he
sane.

He said the Governnment and the people must unite to restore the nation's
econoni ¢ heal t h.

The West and institutions such as the I nternati onal Monetary Fund and
the Worl d Bank coul d not be depended upon to hel p Mal aysi a.

"Qur destiny is in our own hands," he added.

The econony is expected to grow by one per cent next year follow ng a
contraction of 4.8 per cent this year.

This projection is based on the assunption that donestic demand wil |
improve in line with fiscal and nonetary neasures that have been
i mpl erent ed by the Governnent .

To boost growth t hrough fiscal stinmulus, the Governnent i s budgeting for
a deficit of RML6.635 billion - its second straight deficit after five
consecutive years of surplus.

The Governnent is budgeting for atotal expenditure of RM65.095 bhillion
which is 9.3 per cent less than this year's allocation

O the ampbunt, RW7.042 billionis for operating expenses and RML8. 053
billion for devel oprment.

The Budget strategy seeks to:

* revive econom c activities and insul ate the econony fromthe contagi on
effects of the regional financial crisis to stabilise the financial market
and the value of the ringgit;

* strengthen the resilience and conpetitiveness of the nation's econony;

* restructure the financial sector and i nprove governance in the private
and public sectors;

* strengthen further the bal ance of paynents; and,



* ensure the social well-being of the people.

The Government will stinmulate business activities through such nmeasures
as exenption of stanp duty on instrunents for the refinancing of |oans for
busi ness pur poses.

The excise duty on refrigerators, television sets and air-conditioners
wi || be abolished.

The interest income derived by unit trusts is to be exenpted fromincone
t ax.

To encourage | ocal conpanies to be nore active in international trading
and t o enhance exports, those granted the status of "international trading
conpany” will be given tax exenption on 70 per cent of their income
derived fromthe increased val ue of export sal es.

For financial institutions, it is proposed that 50 per cent of the
interest income inthe "interest in suspense” account not be consi dered as
i ncone for purposes of incone tax until such incone is realised as
revenue. This tax treatnent is granted for year of assessnent 1999 and
2000.

Incentives are al so given for food cultivation

The "sin tax" on cigarettes and tobacco products, al cohol and gam ng
will be raised

There will be an excess profit tax on the export of crude pal moi
which, as it is denomnated in US dol |l ars overseas, has benefited fromthe
sharp depreciation of the ringgit.

Despite the econoni ¢ sl owdown, the Governnment will continue withits
progranmme to buil d and upgrade educational facilities and provi de adequate
heal th and medi cal services to the people.

Anot her priority is building houses for the poor.

The agenda for a caring society will continue through rehabilitation
progranmmes for the needy and the constructi on and upgradi ng of welfare
homes and activities to pronote unity.

Efforts will be stepped up to eradi cate poverty anong the hardcore poor

Dr Mahathir said it was inportant that the people realise the econony is
indifficulty due to the depreciation of the ringgit, the decline of the
stock market and the large deficit in government finances.

"Therefore, the Government hopes t hat everyone under st ands t he need for
t he Governnment to undertake some nmeasures to strengthenits financia
position," he said.

"The wi |l i ngness of the rakyat to sacrifice and accept these neasures
wi Il hasten the process of our econom c recovery."
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