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proposal with a 
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PRIME Mmlster Datuk Seri 
Dr Mahathir Mohamad in a 
speech on February 27 2001 in 
China during the official 
launching of the Boao Forum 
for Asia proposed that the 
rich countries be taxed to fi 
nance infrastructure projects 
m the poor countries It 1s 
obviously an idea whose time 
has come 

Despite the technologcal 
advances mankmd has failed 
so far in its collectlve effort 
to end poverty 

The sub Saharan Africa 1s 
a good example Half of sub 
Saharan African s 600 milhon 
people live on less than 
US$O 65 a day and recently 
they have been gettmg even 
poorer The rules of the game 
m mternatlonal trade continue 
to be biased against the poor 
countries 

According to The Economist 
(February 24 2001) If North 
America Europe and Japan 
were to eliminate all barriers 



to Imports from sub Saharan 
Africa the region s exports 
would rise by 14 per cent an 
annual mcrease worth about 
lJJy&) billion (US$l = 

The developed countries 
farm subsidies which hinder 
the agricultural exports of 
developing countries amount 
to over US$36O bllhon a year 
some US$30 billion more than 
Africa s entire gross domestic 
product (GDP) To make 
things worse while the prices 
of the exports of the rich 
countries have been rising 
those of the developing coun 
tries primary products have 
been generally falling 

In the context of the wors 
emng conditions m many poor 
countries there is a need to 
consider Dr Mahathir s tax 
proposal wth seriousness and 
a sense of urgency 

The purpose of this article 
is to discuss the Prime Mm 
ister s proposal in greater 
detail with the ObJectlve of 
translating this idea into a 
reality The intention is to 
stimulate discussion so that 
we can quickly formulate a 
comprehensive and viable 
blue prmt for this proposal 

The basic parameters of the 
proposal should be easy to 
define viz 

q Tax the rich countries on 
a sliding scale 

q Use the tax proceeds to 
buildmfrastructureproJectsm 
poor countries and 

17 Use an existing mterna 
tional institution to perform 
the task of collecting the tax 
and to carry out the proJects 
identified by the recipient 
countries together with the 
managers of the Infrastruc 
ture Fund Both must agree 
bef;;;dthe project IS imple 

poor countries would be quite 
meaningless as meaningless 
as a rich country having 
segments of the population m 
a state of permanent poverty 

Today globahsatlon seems to 
be focused on those countries 
which had developed suffi 
clently for the rich to move 
m and exploit Little attention 
1s given to the very poor 
countries which are so poorly 
developed that they will not 
provide opportumtles and a 
good market for the rich 
Thus the countries of Africa 
Central Asia and the islands 
of the South Seas are Ignored 
by the international bankers 
and the giant trading and 
manufacturing corporations 

If this continues then the 
globahsed world would be 
unevenly developed Despite 
talks about poverty eradica 
tlon within countries there will 
be glaring poverty in the 
commumty of nations Is this 
the new world order that we 
are aiming for with globah 
sation? 

If we believe m poverty 
eradication then we must 
eradicate the poverty of 
countries also How can rich 
countries be proud when all 
around them are poor coun 
tries? Western media are fond 
of displaying pictures of Ma 
laysla s Petronas Twin Towers 
with slums in the foreground 
even though the slums may 
be 100 miles away 

Similarly the sight of rich 
countries and their wasteful 
consumption m the midst of 
abJect poverty is shameful 
Surely the rich must be pre 
pared to part with a little of 
the wealth they earned from 
the globalised world so the 
poor countries can also enJoy 
some of the amenities the 
rich take for granted 

CHART A 

HlghlncomeOECD 23 US$9266orhlgher 841847 

High incomenon OECD 26 US$9 266orhlgher 49033 

Upper middle income 38 US$2996 9225 573060 

Lowermiddle income 55 US$756 2995 2093737 

Low~ncome 64 US$755orless 2416987 

There are a number of 
ways to define the term rich 
countries One way would be 
to equate the rich countries 
with high income countries 
both Organisation for Eco 
nomlc Cooperation and De 
velopment (OECD) and non 
OECD 

Another method would be to 
use the nominal per capita 
income above a certain level 
A third method would be to 
use the per capita income on 
a purchasing power parity 
(PPP) basis I am of the 
view that we should use the 
third method and select 
US$lO 000 as the minimum 
level for taxation On this 
basis 45 nations would be 
eligible to pay the tax in 
cludmg Malaysia 

With regard to the definition 
of poor countries we should 
include all the 64 countries in 
the low income category 1 e 
with nominal GDP per capita 
of US$755 or less 

The people living in the 64 
low income countries total 2 4 
bllhon accounting for 40 per 
cent of the world s population 
The population of the high 
income countries total 890 
million accounting for 15 per 
cent of the world s population 

Out of the 64 low income 

US$30000andabove 

US$25000to below30000 045 

US$20000to below25 000 035 

US$15000tobelow20000 020 

US$lOOOOto below15000 010 

CHART C 
TAX ON RICH COUNTRIES FOR INFRASTRUCTURE 

PROJECTS IN POOR COUNTRIES 

1 Luxembourg 38 247 17 561 0 50 8781 
2 us 3% 600 8 708 870 0 50 4354435 
3 Swltze land 27 486 260 299 0 45 117 135 
4 Sincap a 27 024 Ewe.45 04s 3az25 
5 No&y 26 522 145 449 045 65 452 
6 Iceland 26 283 8 702 045 3 952 
7 Brunei 24 824 4 851 0 35 1 898 
8 Denmark 24 280 174 363 035 61027 
9 Belg urn 24 200 245 706 0 35 85 997 

10 Japan 24 041 4 395 083 035 1 538 279 
11 Austria 23 808 208 949 0 35 73 132 
12 Canada 23 725 812 049 0 35 214 217 
13 Bermuda 23 302 2 253 0 35 788 
14 Netherlands 23 052 364 788 0 35 134688 
15 Kuwart 22 500 29 572 0 35 10 350 
16 Austraka 22 448 389 881 035 138 3Q2 
17 Germany 22 404 2 081 202 0 35 728 421 
18 France 21 897 1 410282 0 35 493 692 
19 Frnland 21 209 126 130 0 35 44 146 
20 Hong Kong 20 939 158 811 0 35 55 5t4 
21 UK 20 883 1 373 612 0 35 480 784 
22 Sweden 20 824 226 388 035 79 286 
23 Italy 20 751 1 149 858 0 35 402 485 
24 Ireland 19 180 84 861 0 20 16 972 
25 UAE 18 825 47 234 0 20 9 447 
26 Cyprus 18 395 9 031 020 1806 
27 Qatar 17 000 9 243 0 20 1 849 
28 Israel 16 867 99 068 020 19 814 
29 Spain 16 730 562 245 0 20 112449 
30 New Zealand 16 566 53 622 0 20 10724 
31 Portugal 15 147 107 716 0 20 21 543 
32 Malta 15 066 3 471 0 20 694 
33 Sloven a 15 062 20 853 020 4 131 
34 South Korea 14 837 406 940 0 IO 40 694 
35 G eece 14 595 123 934 0 10 12 393 
36 Bahamas 13 955 4 469 0 IO 447 



To move the concept for 
ward a number of Issues 
need to be clarified and re 
solved One of the issues 1s 
why should the rich countries 
agree to pay the tax? It 1s 
considered logical and right 
for those who make a good 
living m a country through 
business for example to pay 
tax on their mcome 

The condltlons in the coun 
try have enabled them to 
earn an income and they 
should return a part of it to 
the people through taxes lev 
led by the Government Such 
taxes on incomes are based 
on a sliding scale with al 
lowances made for normal 
needs while the highest por 
tlon of the income 1s taxed at 
the highest rate 

This way the poor would be 
able to enjoy amemtles which 
they would not be able to 
afford otherwise But the rich 
too would enjoy the mfra 
structure built by the Gov 
ernment 

In the globahsed world 
there will be rich nations and 
poor nations and very poor 
nations The rich would be 
able to enrich themselves 
further as the opening up of 
countries provide more op 
portunities for them to invest 
their capital technology and 
world wide network They 
would become even richer 

The poor may benefit a 
little from the inflow of m 
vestments but their earnings 
would be minimal In relative 
terms they would actually 
become poorer Besides 
should the rich decide to pull 
out then- capital the economy 
of the poor countries can 
collapse completely 

The result would certainly 
be to widen the gap between 
the rich countries and the 
poor A globahsed world dl 
vided mto rich countries and 

But why mfrastructure? It 
1s common knowledge that the 
construction and provlslon of 
infrastructure stimulate eco 
nomlc actlvltles Wherever a 
road or a rail track is built 
towns sprmg up Local pro 
ducers will not only find a 
market in the new towns but 
will be able to market theu- 
produce in far away places 
including m foreign Lountrles 
With infrastructure all kinds 
of new business activities will 
develop and the people will 
benefit from these actlvltles 

The construction of the m 
frastructure itself will create 
lobs for the locals bmld a 
market for their produce and 
earn them better prices So 
will the maintenance of these 
infrastructure 

But the rich will also get 
their share for only they are 
capable of providing the 
technology the sophlstlcated 
machinery and the engmeer 
ing skills A portion bf the 
fund will therefore go back to 
the rich countries li the form 
of earnings by then- contrac 
tors and supphers The In 
frastructure Fund and prolects 
will create a wm wm situation 
benefiting the rich and the 
poor and creating a much 
more evenly developed and 
wealthier world 

The world of today is ex 
tremely rich The combmatlon 
of raw materials technology 
and entrepreneurial skills has 
resulted in unprecedented 
wealth In the mformatlon and 
biotechnology age the world 
1s gomg to be even more 
wealthy more rapidly It 
would be grossly unJust if this 
wealth 1s not more fairly 
shared 

If we want to tax the rich 
we must know who they are 
The countries in the world 
are normally divided mto five 
categories (See Chart A) 

countries 30 are Islamic 
countries (defined as members 
of the Orgamsatlon of Islamic 
Countries) with a population 
of 854 million people ac 
countmg for 69 per cent of 
the OIC uoDulatlon The 
magmtude ‘oi the world s 
poverty level 1s obvious from 
the figures above There 1s 
therefore an urgent need for 
the international community 
to rise to meet the challenge of 
helping the poor countries 

On a sliding scale the m 
ternational infrastructure tax 
should be as seen in Chart B 

In calculating the tax 
amount the base should be the 
nominal GDP of the rich 
countries although for pur 
poses of defmmg the rich 
countries we have used the per 
capita GDP on a purchasing 
power parity (PPP) basis It is 
easier to calculate the tax on 
the basis of the nominal GDP 
since the nominal GDP 
compared to GDP on a PPP 
basis 1s a more easily available 
figure and it is more official 

The amount of tax collected 
per year would be about 
US$9 4 bllhon Details of the 
tax to be collected from the 
45 countries are as shown m 
Chart C 

It 1s suggested that the tax 
be collected vearlv for 20 
years It may- be easier to 
persuade the rich countries 
with a proposal for a limited 
time rather than in perpetu 
1tY 

The fund so raised should 
not be distributed in the wag 
aid was given out before 
Indeed the funds should be 
used to pay for the mfra 
structure prolect as construe 
tion progresses 

The important consideration 
1s the need for the mfra 
structure not the relative 
poverty of a country or the 
actual cost How much fund 

37 
38 
39 
40 
41 
42 

Czech epubl c 12 289 58 397 0 IO 5 640 
Netherlands AntlIes 11 800 2 466 0 10 247 
Bahram 11 527 5 350 0 10 535 
Argentma 11 324 281 942 0 10 28 194 
Ba bados 11200 2 268 0 10 227 
Malays a 10700 74 634 0 IO 7 463 
Hungary IO 473 48 355 0 10 4 836 
Saud1 Arabfa 10 472 128 892 0 10 12 889 
Seychelles 10 381 545 0 10 55 

is needed is not as important 
as the potential contribution 
that the infrastructure can 
make to the country 

With regard to the collec 
tion and administration of the 
tax it would be better not to 
create a new organisational 
structure to avoid unnecessary 
expenditure on overheads 
costs An mstltutlon assocla 
ted with the United Nations 
Dosslblv UNDP can be used for 
the purpose of collecting the 
tax and admlmstermg if If 
additional staff are required 
this can be arranged by way of 
secondment from some of the 
upper middle income count 
nes This will be then- contra 
butlon to the scheme since 
most of them would not be 
SubJect to the tax 

The administrators of the 
tax will study the request for 
an mfrastructure prolect to 
gether with the recipient 
country and it ~111 determine 
the best way to implement It 
Some suggested guidelines are 
as followS - 

(1) Projects must be chosen 
such that the multlpher and 
linkage effects m the recipient 
country are maxlmlsed 

(11) The infrastructure pro 
sects would be largely hard 
infrastructure such as roads 
railwavs brldees dams 
pipelm& and power plants 

(m) The criteria should be 
poverty eradication and eco 
nomic enhancement They 
should be free of ideological 
and other considerations and 

(iv) The projects must be 

built and admmlstered by the 
international agency mth the 
recipient country provldmg all 
the support necessary But the 
locals must be gven as many 
Job opportunities as possible 
and to be tramed in the op 
eratlon of the faclhtles 

Conclusion 
The sum expected to be 

collected will be at about 
US$9 4 billion per year or 
US$lSS billion for 20 years 
This amount if wisely m 
vested in infrastructure pro 
Jects in the poor countries 
can quickly raise the living 
standards m the poor coun 
tries to decent levels 

In a world where more 
than half of the population go 
to bed hungry every night a 
sigmficant gesture on the part 
of the rich countries to help 
the poor countries by way of 
the proposed tax mechanism 
will go a long way in making 
the world a better place to 
live in for all mankind As Dr 
Mahathlr said there 1s very 
little Justification for people to 
remain poor m a world which 
is so extremely rich 

The proposal made by Dr 
Mahathu- 1s certainly viable 
It can be structured and lm 
plemented easily All that is 
required is the will on the 
part of the rich countries to 
support a proposal which 1s 
likely to create a win wm 
situation for everyone 

0 The wrzter as Economzc 
Advzser to the Prime Mznzster 
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