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Taxing for the future

ONLY two things are certaininlife, it has been said - death and taxes.
The noney col | ected fromeach i nconme-earner pays for the patrolling of the
nei ghbour hoods by policenen and of the integrity of the nation by the
sol di ers. The roads, hospitals, schools and wel fare honmes all require
funds torun, and the entire admnnistrative infrastructurewll fall to

pi eces and the nation grind to a halt if not for the revenue derived from
taxes. Even with this recognition, paying taxes is never a pleasant
experience for the individual s and busi ness concerns ali ke, no matter how
smal | the anount invol ved.

For the Governnent, the best that it can strive for is to ensure that
the tax reginme is as fair and equitable as possible for all taxpayers, and
yet have sufficient funds inits coffers to inplenment policies ained at
further inmproving the livelihood of the people. But the tax policy has
al so becone a key tool in the managenent of the econony, not | east because
of its inpact on the conpetitiveness of industry and the country's
attractiveness as a destination for newinvestment. Sonetines it is a
matt er of perception and at other tinmes, fundanentals; but in the face of
gl obal i sation and |iberalisation, both perceptions and fundanentals are in
a constant state of flux, and people with the capital hold sway over the
gl obal flow of funds.

Atax reformappears to be under way in this country. The Prime M nister
and Finance M nister hinted on Tuesday at a tax cut for corporations in
t he new budget. Wth the nunbers provi ded by the Federal Governnent in the
Ei ghth Mal aysia Plan (2001-05) period, Datuk Seri Dr Mahathir Mhanmad's
remarks seemto | end credence to the suspicion that the Governnent intends
to reduce its dependence on direct taxes, and generate nore revenue from
indirect taxes. Andit is certainly not something bei ng pursued because it
i s exigent given the chall enges posed by sl owi ng external demand of the
country's exports. Alot of thought woul d have gone into it, considering
that the Governnent has cone up with sonme very specific revenue
projections. Sales tax revenue i s expected to record an average annual
growth of 24.2 per cent over the plan's five-year period and service tax
17.5 per cent. In contrast, corporate and individual income taxes woul d
only grow by an average of 7.1 and 6.8 per cent, respectively.

Devel oped countries have generally been found to prefer not to depend
too nmuch on direct taxation. For a start, high incone taxes are not
popul ar with the el ectorate. But indirect taxes have al so been found to be
nore efficient in distributing the burden of financing the state's
operations - the nore you spend, the nore you pay. And it is far better at
preventing evasi on, under-declaration and other abuses that a tax system
dependi ng on direct taxes falls prey to; neani ng nore noney can be
coll ected, all el se renuining equal

In the case of Malaysia, the policy framework required to nake t he shift
is already in place. Consuners, especially those in the big towns, are
also fairly fanmiliar with the sal es and service tax by now. And t hey have
lived with the you-use-you-pay principle for sone tinme too - renmenber the
toll roads? But to nake the transition, the cooperation of all quarters is
required. As with the | owering of corporate taxes to give the nation's
conpetitiveness alift, the shift away fromdirect taxation nust be
acconpani ed by neasures that add to t he taxpayer's confidence in the new
system Bureacratic red tape and policy anbiguities can so easily negate



any goodwi Il shown by the people.
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