20 SEP 2002
LEAD Mahat hi r - Budget
PM UNVEI LS FOUR- PRONGED STRATEGY TO BOOST ECONOMY | N 2003 BUDGET

KUALA LUMPUR, Sept 20 (Bernamm) -- Datuk Seri Dr Mahathir Mhamad t oday
unveil ed a four-pronged strategy under the 2003 Budget ai med at enhanci ng
t he dynam c growt h potential of the Mal aysi an econony agai nst the backdrop
of a conpetitive external environnent.

I n a Budget whi ch does not contain proposals for any tax increases, the
Prime Mnister, who is al so Finance M ni ster, instead brought out a host of
i ncentives to enhance the conpetitiveness of the private sector and eggi ng
the civil service towards greater excellence.

Chi ef anong these were proposals to reduce the cost of doi ng business
in the country and providing incentives for various economnic sectors in the
country so that they can realise their full potenti al

"l do not intend to propose any increase in taxes neither introduce new
ones. However, to ensure that the government will have adequate financi al
resources to finance its expenditure, efforts will be intensifiedto
enhance tax conpliance," he sai d when tabling the Budget at the Dewan
Rakyat here.

The Prine M nister, who announced that the Mal aysi an econony woul d gr ow
by an encouraging 6 to 6.5 per cent next year, said that the proposed 2003

Budget of RML09.8 billion represented an i ncrease of 9.2 per cent conpared

with the original allocationin 2002. O this, RW2.84 billionis for

operating expendi ture and RM36. 96 bil lion for devel opnment expenditure.
Wth revenue estinated at RMB9. 79 billion, the federal governnent's

overal |l account is expected to register adeficit of 3.9 per cent of gross
donestic product (GDP), lower than the 4.7 per cent in 2002.

In a speech that | asted nore than two hours, Dr Mahathir al so brought
cheer to the nation's alnost one million civil servants when he announced
that they woul d be receiving a one-nonth bonus or a mini mum of RML, 200 for
their hard work and dedi cation

The 2003 Budget focuses on these four strategies:

First: Increasing donestic investnent in all sectors with growh
potenti al ;

Second: Identifying and venturing into niche areas in the services,
agricul ture and manuf acturi ng sectors;

Third: Strengthening public sector finance and enhanci ng efficiency of
the civil service; and

Fourth: Nurturing a progressive and harnoni ous society wity high nora
val ues and ensuring the well-being of the rakyat, especially in rura
ar eas.

I n describing the 2003 Budget as "rakyat-friendly", Dr Mahathir al so
called for a paradigmshift in the econoni c nanagenent of the country as it
had been overly reliant in external sector devel opnents, foreign direct
i nvest nent and i nternational trade for many decades, and stressed t hat
growt h must be domestic-driven and generated by donestic resources and
i nvest nent .

Ur gi ng Mal aysi ans to emul ate Chi na and South Korea in formul ati ng
i ndustrial sector strategies, he al so urged the | ocal private sector to
resune its role as the main driver of econom c growth because the
government coul d not conti nuously i npl ement expansi onary fiscal policies.

In an effort to boost small and nmedi umscal e i ndustries (SMs), Dr
Mahat hir proposed that the corporate tax rate of SMs with a paid up
capital of RMR.5 million be slashed to 20 per cent on chargeabl e i ncones up



to RMLOO, 000 fromthe present 28 per cent. This nmeasure will result in a
revenmue | oss of about RM70 nmillion to the governnent.

The 2003 Budget al so contai ned several incentives to assist conpanies
i n reducing the cost of doi ng busi ness to enhance the nation's
conpetitiveness and these al so covered forei gn busi nessnmen operatingin
Mal aysi a. For instance, non-residents would no | onger be taxed on income
recei ved for services rendered abroad while various Custons regul ati ons
woul d be sinplified and standardi sed to bring about the speedi er novenent
of goods.

As an i nducenent for Ml aysi an exporters, Dr Mahathir al so announced
speci al rewards for top exporters where they coul d get exenption on incone
tax on 30 per cent of the increased exports while those who penetrated new
mar ket s woul d be gi ven exenption on i ncome tax of 50 per cent.

As for enhancing the governnment's vision of creating a Bunmi putera
comercial and industrial community, he said that the contract val ue of
each cl ass of government contract for Bumi putera contractors woul d be
rai sed to between RV200, 000 and RML5 million each fromthe present
RMLOO, 000 to RM4 mi | lion each.

The government, he said, had not reviewed the rates since the 1970s.

However, he said that the governnent woul d al so be nore cautious in
awar di ng contracts as there were sone who sold their contracts to obtain
qui ck profits. These contractors woul d now be bl ackl i st ed.

As for rural devel opnent and raising the incones of factory workers,
farnmers and fishernen in rural areas, Dr Mahathir said that the governnent
woul d i ntroduce the "One Vill age One I ndustry" concept involving the
devel opnent of small industries which needed between 10 and 100 wor kers
each.

Rural villages would be re-planned to have retail and cof fee shops as
wel |l as smal |l factories which can produce narket abl e products.

Dr Mahathir also said that | and devel opment al ong the |ines of Fel da
was no | onger feasible.

The Prinme M nister al so announced plans to make agriculture the third
engi ne of growth and said that the government woul d conti nue to i ncrease
i nvestnment in |arge-scale and conmercial agricultural activity.

To encourage the consolidation and managenent of smal | hol di ngs, he said
that tax deduction equival ent to the anount of investnent woul d be givento
a conmpany whi ch invested in a subsidiary i nvol ved in the consolidation of
t he management of smal | hol ders or idle I and.

A subsi di ary whi ch undertakes such managenent woul d al so be exenpt ed
fromservice tax

Tax incentives were al so announced for non-rubber plantati on conmpani es
suppl yi ng rubberwood for the furniture industry, food produci ng and
processi ng conpani es, and the rearing of chickens and ducks.

Incentives woul d al so be given to conpani es in the manufacturing sector
whi ch undert ook high-val ue activities and conpani es whi ch noved t owar ds
know edge- based activities.

Speci al funds al so woul d be set up to hel p conpani es expand and
accelerate their activities inthe tourismand i nformati on and
conmmuni cati on t echnol ogy sectors.

Dr Mahat hir al so announced i ncentives for forei gn conpani es setting up
approved regional distribution centres and operati onal headquarters in
Mal aysi a.

As for the Islam c capital market, he said that the government woul d
pronot e the i ssuance of |Islanic private debt securities (PDS) based on the
princi pl es of nudharabah, nusyarakah and ijarah as well as attract
i nvestors, especially fromWst Asia. Under the governnment's proposal
expenses incurred on the i ssuance of Islamc PDS woul d be al | owed as



deduction for i ncone tax purposes for five years conmenci ng fromnext year.

Dr Mahathir also criticised profit-notivated financial institutions
which failedintheir responsibility as | enders.

He warned that their reluctance m ght force the governnment to find
alternatives to ensure adequate financing for investors and it may be
conpel led to raise the statutory reserve ratio for banking institutions.
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