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H gher growth forecast for 2003

ECONOM C GROWTH

MALAYSI A'S Gross Donestic Product (GDP) is expected to grow from four per
cent this year to between six and 6.5 per cent in 2003, driven mainly by
donestic economi c activities.

Prinme Mnister and Finance Mnister Datuk Seri Dr Mhathir Mhanad
yest erday announced in the 2003 Budget that the services sector is
expected to be the largest contributor to the increase in GDP, while the
manuf acturing sector is expected to record the highest grow h.

The country's fiscal deficit neanwhile is estimated to further narrow to
3.9 per cent of GDP in 2003, compared with 4.7 per cent this year. The
better performance is attributed to the higher Government revenue, which
is expected to grow by al nost eight per cent conpared with five per cent
this year.

The Prime Mnister said the GCovernnent will continue to maintain its
nmonet ary policy, which sees the fixing of the ringgit at 3.80 to the US
dollar, to further strengthen donmestic economc activities.

In line with the strong econonmic growth, the purchasing power of
Mal aysi ans is al so expected to grow with per capita income increasing by
5.5 per cent to RML4, 100 in 2003, conpared with RML3,400 this year. In
terns of purchasing power parity, Ml aysia' s per capita income will rise
by 5.4 per cent to US$8, 800 (RMB3,400) in 2003, conpared with US$8, 400

this year.
Additionally, the unenploynent rate will continue to decline to 3.4 per
cent in 2003, which is still within the level of full enploynent.

Dr Mahathir also noted that Ml aysia continues to experience deficit in
the services account.

"However, in recent years, we have been able to reduce slightly the
deficit. It can be further reduced if we provide services that are in
demand. W have been successful in accelerating the growmh of our port
servi ces through nore aggressive pronotion to attract foreign vessels,"” he
added.

Potential areas that Mal aysia can devel op include the production of
components, oil refineries, and various types of machines, including
cranes and machine tools as well as construction materials. In addition
fi bre and wood products, high quality furniture and paper can al so
contribute to GDP

Dr Mahathir pointed out that since the 1997 Asian financial crisis, the
public sector has been the catal yst of econonmi c grow h.

The Governnent has inpl enented expansionary fiscal policies for five
consecutive years since 1998. As a result, total public investnent
increased fromnearly RVB2 billion in 1997 to RW9 billion in 2001. In
contrast, private investnment declined sharply fromRWO billion to RM34.5
billion.

In terms of contributions to GDP, public sector expenditure increased
from24 per cent to 31 per cent, while that of the private sector declined
significantly from 83 per cent to 59 per cent during the same period.

"(However,) the CGovernnent cannot continuously inplenment expansionary
fiscal policies. Although revenue is rising, the increase in Governnent
expendi ture has been higher, especially follow ng the inplenentation of
the fiscal stinulus package in 2001," said Dr Mahathir.

"As a result, our financial position continued to be in deficit during



the period. Although borrowi ngs are at a manageable level, and are largely
sourced donestically, the Governnent is concerned that rising fiscal
deficits will further increase borrow ngs beyond prudent |evels.

"We nust avoid borrow ngs continuously from external sources, which if
not contained, can lead to instability and eventually, threaten the
nati on's sovereignty," he warned.

Dr Mahathir said it was nowtinme for the private sector to resune its
role as the main driver of econom c grow h.

"We nust penetrate the markets of West Asia, Central Asia, Eastern
Europe and South Asia, including India, Pakistan and Sri Lanka. China has
a huge market that can provide opportunities for our products,” he added.
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