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WLL there be a change in the Budget strategy and direction for 20027

The Prime M nister chaired three Pre-Budget Di al ogue sessions |ast nonth
and heard the proposals directly fromthe representatives of all the major
sectors of the economy. It is therefore hoped that there will be a change
in Budget strategy and direction.

From now on the Treasury officials will be heavily involved in preparing
the Budget that is set to be tabled in Parliament in | ate Cctober.

Once the Budget's broad strategic direction is accepted by the Mnister
of Finance, Treasury officials will go full swing into the detail ed
pl anni ng and fornul ati on of the Budget.

It will therefore not nmake much di fference whether there is a fulltine
finance mnister.

However, with the Prinme Mnister also holding the finance portfolio, the
Budget deci sions are expected to be bol der and nore w de rangi ng, instead
of being too focused on the corporate sector.

In fact the public expectati ons would be for Budget 2002 to be rmuch nore
rakyat-oriented, as the Prime Mnister is nore likely to | ook upon the
Budget as a powerful instrunent to alleviate sone of the major social
probl ens facing the nation

In preparing the Budget, the revenue and expenditure and t he debt
financi ng proposals, as well as the whol e macroecononic framework, will be
prof essional ly exam ned by Treasury officials together with the rel evant
gover nnent agencies, with not nmuch political input.

O course, the various Budget proposals subnmitted by the private sector
and the NGOs will be carefully studied and taken into account, especially
in framng the Budget's tax and expenditure proposals.

But in the end it is the Governnent which has the best overal
perspective and anal ysis of the economy that will decide on the size and
shape of the Budget.

W will find that not all the private sector proposals can be taken into
account because the Governnment will have to try hard to reduce the Budget
deficit and ensure that its domestic and foreign debt is kept under
control

Budget 2002 will be particularly interesting as it will be the first
Budget after the 8th Malaysia Plan and the Qutline Perspective Plan 2001-
2010 were tabled in Parlianment early this year. It will have to refl ect
t hese Pl ans as an annual rolling plan.

Qur Budgets have traditionally been mainly fiscal in nature in that they
are primarily concerned with taxes, operating budget and devel opnent
expendi tures and of course the domestic and foreign borrowing that is
necessary to finance the overall budget deficits.

The Budget does not usually outline new nonetary proposals which are
cl osely guarded by Bank Negara. However, it will indicate the broad
nmonet ary stance of the Governnent.

Mal aysi an Budgets have al so generally been increnmental in nature, that
is they have rarely been radically different fromyear to year or very
i nnovati ve.

It is thus nornmal to expect nore of the sane. However, the strategic
di rection can change.

Hence, with Dr Mahathir at the hel mof the Treasury, would he encourage
the officials to be nore innovative and for the Budget to be structurally



different? For instance, the strategy could be designed to have a nore
donestic orientation.

Growt h and i nconme generation could be based nore on | ocal consunption
and donestic investnent. This could be a | ogical choice for several
reasons.

Firstly, foreign investnent is slowi ng down not only in Ml aysia but al so
in the whole Third World because the so called industrial First Wrld is
in serious econom c dol druns.

How can the giant multinationals increase investnent abroad when they
are experiencing poor profits and weak investnent grow h?

Bet ween January and May this year foreign investnent applications in
Mal aysi a' s manufacturing sector anmounted to RVMb. 72 billion conpared to
RMB. 91 billion for the same period | ast year. Even then, how nuch of it
will actually be invested on the ground?

We have to exam ne carefully the reasons for this severe decline. To
what extent is it due to donestic and foreign factors?

How can we reduce the disincentives caused by any unattractive | oca
condi ti ons?

Secondl y, since consunption constitutes about 55 per cent of the Gross
Donesti ¢ Product, any increase in consunmer spending on | ocal goods and
services will have a major favourable i npact on business activity and
econom ¢ growt h.

Spendi ng nore on donestic goods and services al so reduces the strain on
t he bal ance of paynents. The current account surpluses are declining and
it is unhealthy to | ose nore forei gn exchange reserves through higher
inmports. In June, the trade surplus declined by 31 per cent to RVB. 3
billion over June | ast year

I f the bal ance of paynents continues to undergo further strain, consuner
associ ations coul d organi se Buy Ml aysi an First canpai gns.

We have also to be selective in our inports especially from outside
Asean as our national wellbeing cones first.

The Budget coul d al so boost consunption and keep the cost of living | ow
by drastically cutting all inport duties down to five per cent well ahead
of the Afta deadline of 2003.

Thirdly, the foreign exchange reserves need to be built up to a higher
|l evel to defend the ringgit peg.

If the external surpluses do not grow stronger, it may be helpful to
raise interest rates to di scourage capital outflows, encourage savings as
well as nmaintain the high | evel of savings that we enjoy.

Fourthly, governnment investnent is still slow despite the RVMB billion
provi ded as suppl ementary devel opnent expenditure for this year.
There is obviously still the persistent problemof a tinme |ag between

all ocation of funds to the mnistries and the inplenentation of
devel opnent proj ects.

Is the Governnent's inplenentation capacity still weak due to poor
staffing or weak systens and procedures or for other reasons?

M nistries that underspend should be pulled up and asked to explain
publicly. After all, tax payers need to know why their hard earned taxes
are not spent expeditiously for the public good.

Where public officials are found to be inefficient or obstructive, they
shoul d be required to pay the price for their failures.

Priority in operating and devel opment expenditure should be given to the
al l eviation of poverty both in the rural areas and especially nowin the
depressed urban areas.

Fromthe recent unfortunate experiences in the Add Kl ang Road area, it
woul d be clear that the relative neglect of the pockets of urban poverty
can cause greater volatility and instability than the poverty in rura



areas, where at |east food can be cultivated

Fifthly, the corporate tax could be reduced to provide some relief and
i ncentive to businessnmen and also be inline with the recent falling trend
in corporate taxes.

Simlarly, the incone tax for individuals can be adjusted downward at
|l east marginally to underline the concern for the | ower-income groups, as
| ong as these adjustnments are not too burdensome on t he Budget.

But what will be even nore significant would be to renove the nmany
unnecessary constraints the business community faces.

The whol e range of regulations could be reviewed and revi sed as many are
outdated. They tend to di scourage busi ness expansi on and provi de
opportunities for corruption.

Where the regul ati ons are obstructive and add to inpl enmentation del ays
and corrupt practices - prevalent at the state governnent and | ocal
authority levels - they shoul d be reduced or renoved urgently.

There will be no | oss of revenue and the business environnent will
i nprove substantially with fewer inpedinments and | ess corruption.

But however sound the Budget 2002 will be, the real test of good
governance will be in the way the Governnent handl es the restructuring of
UEM Renong and ot her privatisation projects like the Putra, LRT and Star
light rail systenms. Hopefully there will be greater public acceptance of
the sol utions. There should not be another Ml aysian Airlines controversy.

When the principles of good corporate governance are scrupul ously
applied, market confidence will rise, even if legitinmate social
consi derations have to be taken into account. However, all those
i ndi vi dual s who have been unscrupul ous and who have let us all down should
be brought to book.

Finally, the Budget allocations for environnental enforcenent neasures
will need to be increased to raise the credibility of and confidence in
the Governnent's adninistrative capacity as well as inprove the quality of
the environnent and the living conditions of the poor in our society.

In conclusion, the Pre-Budget 2002 Di al ogue was wel |l managed. It is now
clearer that the scope for mgjor fiscal and nonetary Budget neasures is
limted by the shrinking revenues and forei gn exchange earnings, due the
US and Japanese econoni c decli ne.

However, even within these constraints there can be changes in the
Budget's strategic direction that woul d sustain nati onal econom ¢
resilience and at the sane tinme favour the | ower-inconme groups to a
greater extent than before
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