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A viable blueprint for PMs proposal to tax rich nations
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PRI ME M ni ster Datuk Seri Dr Mhathir Mhamad, in a speech on February 27
2001 in China during the official |aunching of the BOAO Forum for Asia
proposed that the rich countries be taxed to finance infrastructure
projects in the poor countries. It is obviously an idea whose tinme has
cone.

Despite the technol ogi cal advances, nmankind has failed so far inits
collective effort to end poverty.

The sub-Saharan Africa is a good exanple. Half of sub-Saharan African's
600 mllion people live on | ess than US$0. 65 a day, and recently they have
been getting even poorer. The rules of the gane in international trade
continue to be biased agai nst the poor countries.

According to The Econoni st (February 24 2001), if North Anerica, Europe
and Japan were to elinmnate all barriers to inports from sub- Saharan
Africa, the region's exports would rise by 14 per cent, an annual increase
worth about US$2.5 billion (US$1 = RMB. 80).

The devel oped countries' farm subsidi es, which hinder the agricultura
exports of devel opi ng countries, anmpunt to over US$360 billion a year,
sone US$30 billion nore than Africa's entire gross donestic product (GDP).
To make things worse, while the prices of the exports of the rich
countries have been rising, those of the devel oping countries' prinary
products have been generally failing.

In the context of the worsening conditions in nany poor countries, there
is a need to consider Dr Mahathir's tax proposal with seriousness and a
sense of urgency.

The purpose of this article is to discuss the Prinme Mnister's proposa
in greater detail with the objective of translating this idea into a
reality. The intention is to stinulate discussion so that we can quickly
fornmul ate a conprehensive and viabl e blue-print for this proposal.

The basi c paraneters of the proposal should be easy to define, viz:

* Tax the rich countries on a sliding scale;

* Use the tax proceeds to build infrastructure projects in poor
countries; and

* Use an existing international institution to performthe task of
collecting the tax and to carry out the projects identified, by the
reci pient countries together with the managers of the Infrastructure Fund.
Both nmust agree before the project is inplenented.

To nove the concept forward, a nunber of issues need to be clarified and
resolved. One of the issues is why should the rich countries agree to pay
the tax? It is considered | ogical and right for those who nake a good
living in a country, through business for exanple, to pay tax on their
i ncome.

The conditions in the country have enabled themto earn an i nconme and
they should return a part of it to the people through taxes |levied by the
Governnent. Such taxes on incones are based on a sliding scale with
al l onances made for nornal needs, while the highest portion of the incone
is taxed at the highest rate.

This way the poor would be able to enjoy anenities which they woul d not
be able to afford otherwise. But the rich too would enjoy the
infrastructure built by the Governnent.

In the globalised world there will be rich nations and poor nations, and
very poor nations. The rich would be able to enrich thensel ves further as



t he opening up of countries provide nore opportunities for themto invest
their capital, technol ogy and worl d-w de network. They woul d becone even
richer.

The poor may benefit a little fromthe inflow of investnments but their
earnings would be minimal. In relative terns they would actually becone
poorer. Besides, should the rich decide to pull out their capital, the
econony of the poor countries can collapse conpletely.

The result would certainly be to widen the gap between the rich
countries and the poor. A globalised world divided into rich countries and
poor countries would be quite neaningl ess, as neaningless as a rich
country having segnments of the population in a state of permanent poverty.

Today gl obal i sation seens to be focused on those countries which had
devel oped sufficiently for the rich to nove in and exploit. Little
attention is given to the very poor countries which are so poorly
devel oped that they will not provide opportunities and a good narket 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
tradi ng and manufacturing corporations.

If this continues then the globalised world woul d be unevenly devel oped.
Despite tal ks about poverty eradication within countries there will be
glaring poverty in the community of nations. Is this the new world order
that we are aimng for with gl obalisation?

If we believe in poverty eradication then we nmust eradi cate the poverty
of countries also. How can rich countries be proud when all around t hem
are poor countries? Wstern nedia are fond of displaying pictures of
Mal aysia's Petronas Twin Towers with sluns in the foreground, even though
the slunms may be 100 m | es away.

Simlarly, the sight of rich countries and their wasteful consunption in
the nmidst of abject poverty is shaneful. Surely the rich nust be prepared
to part with alittle of the wealth they earned fromthe gl obalised world,
so the poor countries can also enjoy sone of the anenities the rich take
for granted.

But why infrastructure? It is conmon knowl edge that the construction and
provision of infrastructure stinulate economic activities. Werever a road
or arail track is built, towns spring up. Local producers will not only
find a market in the new towns but will be able to market their produce in
far away places, including in foreign countries. Wth infrastructure, al
ki nds of new business activities will devel op and the people will benefit
fromthese activities.

The construction of the infrastructure itself will create jobs for the
| ocals, build a market for their produce and earn thembetter prices. So
wi Il the mai ntenance of these infrastructure.

But the rich will also get their share for only they are capabl e of
provi di ng the technol ogy, the sophisticated nmachi nery and t he engi neeri ng
skills. A portion of the fund will therefore go back to the rich countries
in the formof earnings by their contractors and suppliers. The
Infrastructure Fund and projects will create a win-win situation
benefiting the rich and the poor and creating a rmuch nore evenly devel oped
and weal t hi er worl d.

The worl d of today is extrenely rich. The conbination of raw materi al s,
technol ogy and entrepreneurial skills has resulted in unprecedented
wealth. In the information and bi otechnol ogy age, the world is going to be
even nore wealthy nore rapidly. It would be grossly unjust if this wealth
is not nore fairly shared

If we want to tax the rich we rmust know who they are. The countries in
the world are normally divided into five categories, as foll ows:

There are a nunber of ways to define the term"rich countries”. One way



woul d be to equate the rich countries with high income countries, both
Organi sation for Econom ¢ Cooperation and Devel opment (OECD) and non- CECD.

Anot her net hod woul d be to use the nomi nal per capita i ncone above a
certain level. Athird nmethod would be to use the per capita inconme on a
pur chasi ng power parity (PPP) basis. | amof the view that we should use
the third nmethod, and sel ect US$10, 000 as the mininumlevel for taxation
On this basis, 45 nations would be eligible to pay the tax, including

Mal aysi a.

Wth regard to the definition of poor countries, we should include al
the 64 countries in the I ow income category, i.e. with nomnal CGDP per
capi ta of US$755 or |ess.

The people living in the 64 | ow incone countries total 2.4 billion

accounting for 40 per cent of the world' s popul ati on. The popul ati on of
the high income countries total 890 nillion, accounting for 15 per cent of
the world's popul ati on.

Qut of the 64 Iow inconme countries, 30 are Islamc countries (defined as
menbers of the Organisation of Islamc Countries) with a popul ati on of 854
mllion people, accounting for 69 per cent of the O C popul ation. The
magni tude of the worid's poverty level is obvious fromthe figures above.
There is, therefore, an urgent need for the international comunity to
rise to neet the challenge of hel ping the poor countri es.

On a sliding scale, the international infrastructure tax should be as in
chart 2.

In calculating the tax anount, the base should be the nonminal GDP of the
rich countries, although for purposes of defining the rich countries we
have used the per capita GDP on a purchasing power parity basis. It is
easier to calculate the tax on the basis of the nominal GDP since the
nonmi nal GDP, conpared to GDP on a PPP basis, is a nore easily avail able
figure and it is nore official.

The anount of tax collected per year woul d be about US$9.4 billion.
Details of the tax to be collected fromthe 45 countries are shown in
chart 3.

It is suggested that the tax be collected yearly for 20 years. It may be
easier to persuade the rich countries with a proposal for alimted time
rather than in perpetuity.

The fund so rai sed should not be distributed in the way aid was given
out before. Indeed the funds should be used to pay for the infrastructure
proj ect as construction progresses.

The inmportant consideration is the need for the infrastructure, not the
relative poverty of a country or the actual cost. How nuch fund is needed
is not as inportant as the potential contribution that the infrastructure
can nmake to the country.

Wth regard to the collection and adnm ni stration of the tax, it would be
better not to create a new organi sational structure to avoid unnecessary
expendi ture on overhead costs. An institution associated with the United
Nati ons, possibly UNDP, can be used for the purpose of collecting the tax
and administering it. If additional staff are required, this can be
arranged by way of secondnent from some of the upper mddle i ncone
countries. This will be their contribution to the schenme since nost of
t hem woul d not be subject to the tax.

The adm nistrators of the tax will study the request for an
infrastructure project together with the recipient country and it will
determ ne the best way to inplenment it. Some suggested guidelines are as
foll ows:

(i) Projects must be chosen such that the multiplier and |inkage effects
in the recipient country are naxi m sed;

(ii) The infrastructure projects would be largely hard i nfrastructure,



such as roads, railways, bridges, dans, pipelines and power plants;

(iii) The criteria should be poverty eradi cati on and econonic
enhancenent. They shoul d be free of ideol ogical and ot her consi derati ons;
and

(iv) The projects nust be built and adnmini stered by the internationa
agency with the recipient country providing all the support necessary. But
the I ocal s nust be given as many job opportunities as possible and to be
trained in the operation of the facilities.

Concl usi on

The sum expected to be collected will be at about US$9.4 billion per
year or US$188 billion for 20 years. This anount, if wisely invested in
infrastructure projects in the poor countries, can quickly raise the
living standards in the poor countries to decent |evels.

In a world where nore than half of the population go to bed hungry every
night, a significant gesture on the part of the rich countries to help the
poor countries by way of the proposed tax nmechanismw |l go a long way in
maki ng the world a better place to live in for all mankind. As Dr Mahathir
said, there is very little justification for people to remain poor in a
world which is so extrenely rich

The proposal nade by Dr Mahathir is certainly viable. It can be
structured and i nplenmented easily. Al that is required is the will on the
part of the rich countries to support a proposal which is likely to create
a win-win situation for everyone.
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