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Budget shoul d have policies for nore resilient econony

Tan Sri Ranmon Navar at nam
ALL Mal aysi ans are | ooking forward to two maj or events before the dawn of
the new century in just about three nonths.

These events are the Budget 2000 and nost probably the next genera
election. But it's the Budget that will have a nore direct inpact on the
day to day living of the rakyat.

As for the general election, it is generally assuned that it nust be
peaceful and that its outcome will continue to provide a strong and stable
government which is a prerequisite for steady and sustai ned econom ¢
recovery and grow h.

What can we expect of Budget 2000 at the end of this nonth?

Whi | e the economic recovery has been stimul ated by the strong
performance of our exports, it is inportant that the Budget continues to
be mildly deflationary.

The unort hodox neasures adopted by the Governnent | ast year have proven
tothe International Mnetary Fund and its supporters that they have been
wong, that there are legitimate and nore beneficial alternate policies
whi ch coul d be adopted to overcone externally generated econonic and
financial disruption and instability.

Most i mportantly, the Governnent has shown that econonic recovery can be
achi eved wi t hout paying a high price interns of social instability and
the loss of "fire sale' assets to foreigners.

Mal aysi a' s econoni ¢ sovereignty has thus been protected by not going to
the I M- for bailouts. In fact the | M- adopt ed Mal aysia's policy of
deflationinthe later stages of its bailout of Thailand, Korea and
| ndonesi a.

The Budget strategy should, therefore, aimto consolidate economc
recovery by further strengthening t he banki ng and fi nanci al systens and
ensuring better corporate governance through tougher enforcenent of
transparency rul es and regul ati ons.

The strategy should al so ai mto gradual |y push the private sector to
provi de the strong thrust for sustai ned econom c recovery. Al econonic
policies including the NDP need to be nodified and |iberali sedwhere
possi bl e, to further encourage the busi ness sector to play a bigger role
in promoting economc growm h and equity.

But the Budget's counter cyclical role has to gradually taper off. The
Budget's |l arge deficits, especially on the current account, have to be
reduced. Too rmuch deficit financing can be counter productive and becone
inflationary.

It is amtter of concern that the Budget's current account i s show ng
large deficits. It is undesirable to finance these deficits with
borrowi ng, evenif its fromdonmestic sources. W will be paying sal ari es
fromborrow ng, which is unhealthy especially in the | onger term

The Budget has to return to nore nmanageabl e deficits and even to
bal anced positions at |east on the current account, as soon as possible.
It is nore acceptable to tol erate overal|l budget deficits, but not current
account deficits.

The Gover nnent cannot provi de the engi ne for recovery and sust ai ned
econom c growth for too long. Gtherwi se the fiscal strains could harmthe
econony and under m ne sustai ned recovery. Then we coul d devel op econonic
mal ai se.

Foreign Direct I nvestments can be stinulated by further rel axi ng sone of



t he sel ective exchange controls. More FDIs are likely to comeinwith |ess
controls, provi ded we keep t he necessary saf eguar ds agai nst di sruptive
vol atile hot noney.

We coul d start the process by rel axing the fixed exchange rate, to a
floating rate, w thin reasonabl e bands.

At RMB. 80 per US dollar, we could be encouraging inported inflation and
over protecting the manufacturing i ndustry, which needs to becone nore
conmpetitive, especially with the onsl aught of gl obalisation and the WO s
second round of negotiations this Novenber. The ringgit could be all owed
to strengthen to RMB. 60 to US$1. 00

I nterest rates have been consi derably reduced and this has hel ped the
corporate sector inservicingits debt obligations and restructuring.

But bank deposit rates have al so declined to |l evels that will not
provi de incentives for the public to save. Savings rates are already | ow
conpared to inflation rates. This is unhealthy.

Qur hi gh savings rates could therefore decline and cause strains on our
capacity to i nvest. Then one of Mal aysi a's strongest fundanental s of high
i nvest nent coul d weaken and sust ai ned econoni ¢ recovery coul d be
j eoparadi sed | ater.

The Consuner Price | ndex has been regarded as | ow by t he Gover nrment.
However, if we exami ne the Food | ndex, it has been rising steadily at
around six to eight per cent per annum

The real price increase on the ground coul d be even higher. The rate of
i ncrease of the prices of fresh food itens and cooked food have been
consi der abl e.

The shortages of fish, neat and vegetabl es have kept food prices unduly
hi gh and rising. This could inpact adversely especially on the | owincone
gr oups.

There are severe weaknesses in land alienation and in the food
production, distribution andthe marketing systens, whi ch Gover nnent needs
to address in the Budget 2000. Progress in overcom ng these | ong standing
weaknesses have been too sl ow.

Prime M nister Datuk Seri Dr Mahathir Mohamad's new vision for a nore
buoyant agriculture sector will hel p to boost output. Productive vegetabl e
farmers and fi shernmenshoul d be particularly encouraged to produce nore.

Private consunption woul d al so have to pick up much faster to sustain
the current econom c recovery.

The Budget coul d exenpt duties on a wi de range of food and shoppi ng
itens that may not have a significant inpact on revenue, but which woul d
have a favourabl e i npact on the food price i ndex and the prices of
shoppi ng goods.

Thi s coul d encourage nore touri smand thus i ncrease the utilisation of
excess hotel and transport capacity.

Mal aysia is conmmtted to reducing the inport duties over a wi de range of
goods under the AFTA by the year 2003, but this process could be
accel erated i n Budget 2000.

The Budget coul d reduce taxes on protected | abour intensive products, to
encour age the hi gher val ue added i ndustries, which use nuch nore
t echnol ogy.

Personal Incone Tax rates could be slightly reduced. Inits place sone
formof Val ue Added Tax coul d be i ntroduced on hi gher i ncone | uxury goods,
so that the poor will not be adversely affected.

The Budget should reflect the need to shift fromlabour intensive, to
nore capital intensive and technol ogi cal industries and exports.

The i nported | abour, estinmated at over one mllion fromnei ghbouring
countries, have to be considerably reduced to cut down on forei gn exchange
outfl ows and t he huge expenditures i ncurred on health care, education



housi ng and crime prevention.

Statutory Bodi es have been urged recently to be nore efficient. Thisis
wel comed as they constitute a large position of the consolidated public
sector finances.

However, as in the case of Matrade and TDC, these statutory bodies
cannot work efficiently as they are governed by too many Gover nnment
regul ations, that aretiedto Governnent grants. Statutory bodi es shoul d
be run nore on business lines and be staffed by business m nded officials
who have to conpete with other businessnmen worl dwi de.

If they cannot make profits or even breakeven, they should be
privatised. This way Bumi puteras in these statutory bodies will better
| earn how t o becomne successful businessnen and even good entreprenuers.

But privatisation rates shoul d be reasonabl e, otherw se the public will
be penalised for newtoll roads. The Budget 2000 coul d concentrate on how
to strengthen our economic resilience by learning fromthe | essons of the
economi ¢ cri sis.

Firstly, the econony nust not be allowed to growtoo fast. A growth of
five per cent per annumshoul d be adequate to realise its potenti al
opti mumgrowt h wi t hout causing strains and creating vul nerability.

If the financial institutions do not consolidate and i ncrease their
prudence and efficiency fast enough, foreign participation could be
st epped up, to increase nore conpetition and hi gher productivity in our
financial system W cannot afford to overprotect our financia
institutions because it will be at our econonic peril.

G ven rapi d gl obal i sation taking place all round us, we have to adopt
nmore conpetitive policy within the country, in order to conpete
effectively outside the country. Only efficient Bum puteras should
continue to be assisted by the Governnent.

The Budget coul d, therefore, ensure that there will be nore conpetition
in Government tenders and negotiated contracts.

Similarly, the allocation of Bumiputera public equity shares coul d be
made on nore equitable criteria and on the basis of greater nerit and
transparency. This will enable fairer inconme distribution and nore
ef ficient use of our national resources. Since large all allocations are
made to universities and t he whol e educati on system nmnuch nore priority
could be givento quality, nmerit and acadeni c excel | ence.

Uni versities should be run nmuch nore conpetitively so that R& coul d be
i ncreased to rai se national productivity. Qur productivity as measured by
the NPCis | ower than even our nei ghbouring countries.

Thus t he Budget shoul d focus nore on rel ati ng expenditure all ocations to
t he performance and productivity of all Mnistries and departnents.
Mnistries and officials with | ow productivity shoul d be penali sed.

Budget 2000 wi || have to show that policies and practices for a | eaner
and nore conpetitive and resilient econony are put in place as the strong
foundation for the 21st century.

At the sane tinme, because of the general el ecti on and because Ml aysi ans
deserve it - we expect a Sweet Budget 2000!
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