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EPF contributions cut set to boost retail sales by up to 3.4pc

Ham sah Ham d

THE retail sector will see a 3.4 per cent increase in sales this year if
wor kers spend all or most of their extra take-hone pay arising fromthe 2
per cent cut in their Enployees Provident Fund (EPF) contributions.

This will give econonmc activity a boost, as intended by the Gover nment
whi ch unveiled a RMB billion fiscal stinulus package | ast week to pre-enpt
the effects of a slowdown in the US econony.

The cut in EPF contributions, starting this nonth, is one of the
nmeasures contai ned i n the package.

The key to maxinmising the nove's inpact is to get consuners to spend,
preferably on consuner goods, and nore so, |ocal ones.

Mal aysi an Retailers Association (MRA) honorary secretary Chow Chee M ng
said an increase in retail sales will have a positive effect on nmany other
sectors.

"When retailers order nore fromthe factories, factory owners will hire
nmor e peopl e to expand production and when they nake nore noney, they will
pay their workers nore

“I'n turn, workers will be able to spend nore, and this will benefit the
country as a whole," he told Business Tines.

The EPF has estimated that it will collect RML25 nillion less in nonthly
contributions, or RML.5 billion over the next one year, which is about 3.4
per cent of last year's total sales of RW4 billion.

MRA has recently revised downwards its sales growh forecast for this
year to 6-8 per cent, from 10-12 per cent before.

Asked whet her the association would nowreviewits sales target to take
into account the rise in disposable incone, Chow said:

"It is still too early to say... we have to study the whol e thing
first," he said, adding that many retailers have yet to fully recover from
the 1997-98 Asi an economnic crisis.

"Busi ness has picked up in the past one and two years, but not all of us
have recovered fully.

"The sal es volunme has not yet returned to its pre-crisis level."

Sal es growt h peaked at 14.9 per cent in 1990, then noderated to 10.1 per
cent and 9.4 per cent in 1995 and 1996, respectively.

In 1998, retail sales contracted by 20 per cent.

They rebounded to grew by 7.4 per cent the follow ng year, and then 10.6
per cent |ast year.

"Based on our cal cul ations, every 1 per cent increase in retail sales
will contribute 0.4 per cent to gross donmestic product (GDP) growth," Chow
sai d.

Consuner spendi ng accounts for about 40 per cent of domestic output, and
while a 2 percentage point reduction in EPF contribution does not anount
to much for nost workers, its effects on consuner sentinments may be
significant, especially with inflation continuing to be contai ned.

Sungei WAy Group corporate adviser Tan Sri Ranbn Navar at nam bel i eves t hat
consumers, particularly the | owinconme earners, mght want to save for the
rainy day, "if they feel that the international econony may affect
Mal aysi a".

Mal aysi an Trades Uni on Congress (MIUC) president Senator Zainal Ranpak
concurs, noting that the majority of EPF contributors are | owincone
earners and do not have strong purchasi ng power to begin wth.

They might also tighten their belts on job security concerns, he added.



The sharper than expected US econoni ¢ sl owdown has | ed sonme Anercian
mul tinationals operating in Ml aysia to announce retrenchnments of about
6, 000 workers for this year

The ongoi ng nerger exercise of banking institutions also see cuts in up
to 10, 000 j obs.

Zainal said the MTUC wi Il submit a letter to Prine Mnister Datuk Seri
Dr Mahat hir Mohamad today on its nenbers' objection to the cut in EPF
contributions.

In fact, the union will propose an increase in contributions, he said,
but woul d want EPF to all ow bigger withdrawal s by nenmbers to buy hones.

Navar at nam sai d workers may al so save their extra incone in other
instrunents such as unit trusts where the returns are potentially higher
than that offered by the EPF.

"We are known for our savings habit," he noted, adding that because of
this the multiplier effect fromthe reduction in EPF contributions nay not
be very significant.

Anot her anal yst di sagreed.

"Even if the 2 percentage point cut is translated into, say, RWM20 in
extra di sposable incone, it would still have an inmpact on the econony as
there are over 9 million EPF contributors."

There will be a multiplier effect even if consuner spends RML nore a
nmont h, he sai d.

"Industries which are likely to benefit include consuner-rel ated sectors

Ii ke food production, garnent nanufacturers... they nmay see sone increase
in sales this year," he said.
Together with the rest of the nmeasures in the stinmulus package, |ike

pronoti on of bank | ending and a push for infrastructure projects, he is
confident that the 6 per cent GDP growth forecast for this year can be
achi eved.
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