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G owmh strategy tweaked: Dr M (HL)

Ham sah Hamid

THE Governnent is adjusting its strategy to stinulate the econony in
response to changi ng conditions, says Prine Mnister Datuk Seri Dr
Mahat hi r Mohanad.

"W have to change our strategy... we are studying various suggestions
on how to make sone kind of paradigmshift on policies and taxation and
all ocation of funds," he said after officiating at the Second National Tax
Conf erence 2002 in Kual a Lunpur yesterday.

On the 2003 National Budget to be tabled on Septenber 20, Dr Mhathir,
who is also Finance Mnister, said there will be "no surprises"”.

It will be Malaysia's fifth deficit budget since 1998 and funds will be
all ocated for a two-year period through to 2005.

Dr Mahathir had earlier said he would unveil new strategies in the
Budget to attract foreign direct investnent (FDI) and identify new growth
areas which can contribute to the econom c expansi on

Tax consultants expect the Government to introduce a new tax structure
that is skewed towards consunption tax, neaning sales and val ue-added
taxes or a goods and services tax (GST).

But they said a GST would likely be introduced at the earliest only in
2005 when the country has to conply fully with the free trade regi me under
the Asean Free Trade Area (Afta).

They believe the GST or a broad-based consunption tax would be needed to
offset a fall in governnment revenue due to cuts in inport duties.

The 2002 Budget is an expansionary one, designed to boost economc
activities and consunmer confidence am d uncertain external conditions.

A year earlier, it was ainmed at bol stering the econony through pre-
enptive nmeasures agai nst external shocks |ike a possible slowdown in the
US econony. That Budget also identified i nformati on comuni cation
technol ogy as the new growth sector

The Prime M nister has nmeanwhil e al so asked the |Inland Revenue Board
(IRB) to pay greater attention to global issues like transfer pricing and
el ectroni c comerce

He noted that under transfer pricing, conpanies can declare | ower
profits in Mal aysia and pay | ess taxes.

"Qur (corporate) tax is 28 per cent but there are places where it is 16

per cent."
On whether the Governnent will increase taxes on tobacco and al cohol, he
said the matter is still being studied.

"W have to be very careful whether we should increase taxes on such
items because they can lead to a |l ot of snuggling,” he said.

Unl ess the CGovernment can inprove anti-smuggling neasures, raising taxes
on tobacco will not lead to an increase in governnent revenue, he added.

"There is plenty of tine, even at the last mnute, we can decide."

Economi st Tan Sri Ranon Navaratnamis meanwhil e hopeful that the
corporate tax will be reduced in line with the Governnent's efforts to
make Mal aysi a nore conpetitive.

Speaki ng to Business Tinmes at the sidelines of the conference, he said
the private sector is anticipating a cut, although there is so far no
i ndication to the effect fromthe Covernnent.

"There will be disappointnent if there is no corporate tax cut," he
sai d.

The private sector, represented by trade associati ons and chanbers of



commer ce, have urged the Government to reduce the corporate tax in the
upcom ng Budget .

They reasoned that a | ower tax would be an incentive for the I oca
private sector while also serving to attract foreign investnent.

Si ngapore had earlier this year cut its corporate tax to 22 per cent
from24.5 per cent, and has plans to gradually reduce it to 20 per cent by
2005.

Corporate tax in Hong Kong is 16 per cent, South Korea 28 per cent and
Chi na 30 per cent.
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