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UNCERTAI NTI ES over the state of the world economny, worsened by the
Septenber 11 attacks in the US and the bonbi ng of Afghani stan, have
pronpted the Governnent to | ook at internal elenents to stimnulate grow h.

The Finance Mnister, who will table Budget 2002 today, will attenpt to
stinmul ate donmesti c spending by giving back noney to consuners,
corporations and keeping the econom c infrastructure ticking until the
econony pi cks up again

Besi de stinmulating consuner spending, the budget proposals may no doubt
also aimto float the econony, which econom sts expect to grow by | ess
than 1 per cent this year, through | owering the cost of business dealings.

If the expectations sound fanmiliar, it is because Mal aysi a has been down
this road before. In the darkest days of the Asian econonic crisis, in
1998, Prinme Mnister Datuk Seri Dr Mahathir Mhamad al so presented a
budget that was bold and effective in insulating the donmestic econonmy from
t he worst.

For this financially difficult time, the corporate sector, consuners and
foreign investors can expect tax breaks as the Governnent sacrifices
revenue in favour of increased econonic activities.

This may mean that Malaysia will present today its fifth consecutive
deficit budget because the Government is not expected to go down the
normal path of increased indirect taxes to offset |ower direct tax
revenues - inline withits intention to provide nore disposable incone
for the people.

The Government has indicated that the deficit will be financed through
| ocal borrowi ngs as well as the issuance of sovereign bonds.

Resear ch houses expect the deficit to be in the region of between 4 per
cent and 5 per cent of the gross national product, which is still well
wi thin the manageabl e ceiling of 6 per cent.

The wi dely anticipated corporate tax reduction will give conpanies a
bi gger capital to work on towards better performance.

The nove will simultaneously create a nore conduci ve busi ness
environnment in Ml aysia, hence, attracting nore foreign direct investnent
into the country as the cost of engaging in business is | ow.

Anal ysts foresee the budget slashing Malaysia's corporate tax rate by 1
percentage point to 27 per cent, shaving the Governnent's revenue by sone
RMBOO million

Conpared with some Associ ation of South-East Asian Nations nenbers,

Mal aysia's corporate tax rate was the third highest in 2001 at 28 per
cent. The Philippines was the highest at 32 per cent, |ndonesia (30 per
cent), Thailand (30 per cent) and Singapore at 25.5 per cent.

The budget is also expected to give the m ddl e-incone group the bul k of
the tax breaks, based on the assunption that this segnment is nore likely
to spend i f given any wi ndfall.

As such, the budget nay see inconme tax rate being reduced to allow nore
deducti bl e i ncone anbng Mal aysi ans. Econonists estinmate a 1 per cent
deduction in such a rate.

The budget will also reflect Malaysia's comitnents as a nenber of the
Wirl d Trade Organi sation and signatory of Asean's free trade pact that
will call for near zero tariffs by 2003.

A reduction of inport taxes for the autonotive sector is also widely
expected as that conmitnment draws near.



Mal aysi a has agreed to reduce tariffs on its conpl etel y-knocked-down and
conmpl etel y-built-up autonotive parts to below 5 per cent by the year 2005
A reduction is expected because any i medi ate reduction of tariffs for
such itenms woul d create havoc to the autonotive and the financial sectors.
Si nce gradual reduction is the way to go, Budget 2002 may reflect on this.
Pressure to gl obalise the econony nay al so be addressed by the budget
via incentives for conpanies to consolidate their operations. Stockbroking

and insurance firns are the likeliest candidates for the expected perks.

For the |l ast few years, the country's insurance industry has not been
getting the budget's allocation. Analysts see the sector being included in
the list of industries that will be enjoying the perks.

The smal | - and nedi um si zed i ndustries (SMs), being the backbone of the
econony, may have nore reasons to nerge and strengthen their
conpetitiveness if the Governnent offers sonme formof tax breaks for them
to do so.

Theref ore, Budget 2002 nmay have incentives for themto consolidate their
operations. Tax breaks for the SMs nmay al so be given for the purchase of
machi nery or information and conmuni cati ons technol ogy equi pnment to
enhance their operations.

The budget is expected to carry a two-pronged strategy, nanely to
stinmulate the country for further growth and fairly distributing
Mal aysia's wealth to the peopl e.

At the sane tine, it will keep its door open for additional punp-primng
nmeasures to better respond to the uncertainties in global economc
conditions that are worsened by the attacks on the US and conflicts in
Af ghani st an
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