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Budget to focus on increasing donmestic denand

Har dev Kaur

BUDGET 2002 i s being cl osely watched for what relief and i ncentives the
Fi nance M nister will of fer enpl oyers, enpl oyees and t he busi ness and

i nvesting conmunity. But beyond the tax reduction, duty cuts and

i ncentives, the policy announcements which will set the direction of the
econony in the face of a worl dwi de recession are equally, if not nore,

i mportant.

The post Septenber 11 world econom c environment is vastly different and
has been changed even further by the mlitary attacks on Af ghani stan.
Budget 2002 wi Il have to anticipate the effects and i npact of these
devel opnents on t he Mal aysi an econony.

Mal aysi a, an open econony and one that is highly dependent on trade,
wi Il have to focus on its donestic econony to tide over the period of an
uncertai n and sl owi ng external economny. Structural changes will have to be
made t o adapt to the changed econoni ¢ environnent.

Undoubt edl y Budget 2002 wi || be expansionary and aimto strengthen
donmesti c demand, encour age donesti c spendi ng, pronote domestic growth,
enhance conpetitiveness and i ncrease productivity.

The econoni ¢ fundanentals remain strong and inflationis low. Wth the
hi gh saving rate and anple liquidity in the system financing a deficit
budget will not pose problem The country's foreign reserves at US$29. 7
billion (US$1 = RM3.80) are sufficient to finance 4.6 nonths of retained
imports and 6.2 tinmes the short termexternal debt.

The policies to strengthen the domestic econony will have to be targeted
at sectors which offer the best rate of return and bi ggest "bang for the
buck”. Every ringgit allocated and spent nust yield the best returns and
benefits on the hone front.

The need and urgency for self hel p has been further strengthened by the
rapi dl y weakeni ng worl d econony and Mal aysi a' s external sector. The US
economny, which was already tittering on the verge of a recession before
t he Septenber 11 attacks, will be pushed over the brink even faster.

In a nonth since the attacks, the conbi ned val ue of US equity nmarkets
has dr opped by about US$129 billion. Consuner spendi ng and confi dence,
whi ch hel d up the US econony, has been badly affected. |Instead of going
out to spend, as many Anerican | eaders, including President George W Bush
and New Yor k Mayor Rudol ph Guiliani, have urged their fell ow Americans to
do, they have actually increased their savings.

For mer Japanese Vi ce Finance M nister for International Affairs Ei suke
Sakaki bara, in an interviewin Langkawi |ast week, said "The Arerican
savings rate i n August, when they had the first round of tax cuts,

i ncreased by 3 per cent. They saved all. After Septenber 11 they may save
nore". This will affect the US economy which is already fragile.

The international and nultilateral organistions, includingthe
I nternational Monetary Fund, Worl d Bank and t he United Nations, have all
revi sed their forecasts downwards for individual econonies and for the
wor | d.

The United Nations (UN) is the latest to sliceits forecast for world
econom ¢ grow h. The attacks cane just as the worl d economy was al r eady
weakening and its forecast trins global growh this year by a full
percentage point to 1.4 per cent fromthe previous 2.4 per cent. This,
according to a UNofficial, means a US$350 billion shortfall conpared to
the earlier forecast, for the US$35 trillion world econony.



For Asia the forecast is that Asia's gross donestic product will be
sliced by 2.4 percentage points and is now seen as growing at a rate of
1.7 per cent - excluding Japan and China - this year. This is equival ent
to about US$50 billion in | ost economc activity.

Japan's econony will shrink by 0.5 per cent. China renains the only
econony that is forecast to register a robust growh of 7.5 per cent.

Wrld trade is also badly hit and is expected to finish the current year
at a |l evel unchanged fromthe previ ous year. Even next year it is expected
toregister a growth of 5 per cent against the earlier expectation of 6.5
per cent.

To cushion the adverse i npact fromthe sl ow ng worl d econony and trade,
countries around the world, fromthe world' s | argest econony - the US - to
Si ngapore, Ml aysi a and Sout h Korea have anounced punp-prim ng nmeasures.

In additionto a US$15 billion bailout for the airlines, the US Congress
has approved US$100 billion. Singapore, which registeredits worst ever
gquarter with a minus 5.6 per cent contraction in the third quarter
unveiled a S$11.3 billion (S$1 = RM2. 13) stimul us package and Hong Kong
unvei | ed HK$15 billion (HK$100 = RWA9. 69) package.

Prime M nister Datuk Seri Dr Mahathir, who is al so Finance M nister, and
who wi || tabl e Budget 2002 in Parlianment this Friday, had unveil ed a RW4. 3
billion stimulus package |ast nonth. This is in addition to the RVB
billion announced i n August.

But all ocation and provision of funds by the Governnment, which may be in
t he budget and per haps even of f budget allocation, will not achi eve the
desired results if they are not disbursed and remain unutilised. O the
RM3 billion that was announced i n August only sone RM200 ni |l lion has been
di sbur sed

It is essential that various government departnents and agenci es speed
up the di sbursenment, cut red tape and bureaucratic procedures. The focus
oninfrastructure projects inthe rural areas, including education and
nmedi cal facilities, is essential.

Sakaki bara says Mal aysia's efforts to develop i nfrastructure around t he
country will help in generating econonic activities donestically.

"I'n Mal aysi a's case public investnent coul d be an effective tool to
cushi on external sl owdown".

He adds that infrastructure i nvestnment hel ps generate donestic denmand
and with this Malaysia should try to substitute sone of the decline in the
external demand with donestic demand. "There is a genuine i nfrastructure
demand i n your country. In rural Japan we do not any nore roads, you need
them"

Budget 2002 i s expected to outline the incentives for infrastructure
projects, welfare, training and retraining of the unenpl oyed and tourism
pronoti on.

These measures, in addition to the policy announcenents, will aimto
strengt hen t he donesti c econony, generate busi ness and i ncone
opportunities, assist the poor, cushion the inpact of external economc
sl ondown and facilitate private sector grow h by reduci ng red t ape and
bur eaucr acy.
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