20 SEP 2002
Budget - Mahat hir ( PC)
COUNTRY' S GROMH MUST BE DRI VEN FROM DOMESTI C SOURCES, SAYS DR M

KUALA LUMPUR, Sept 20 (Bernama) -- Prime Mnister Datuk Seri Dr
Mahat hi r Mohamad today reiterated that the country's growth nust be
domestic-driven and generated by | ocal resources as well as greater
donestic i nvestment activities.

"We find that we are too dependent upon foreign trade, foreign direct
i nvestnment (FDI) and out si de busi ness whereas i n many countries foreign
trade, although a big elenment, is not a big percentage of the G oss
Domesti c Product,” he said.

He sai d because of that, the governnent needed to i ncrease donestic
contribution towards the GDP and at the sane time not reduce (foreign)
trade.

Dr Mahathir was speaking to reporters after tabling the 2002/ 2003
Budget at the Parliament House today.

When asked on the factors that had been accounted for the relatively
hi gher forecast for next year's GDP, Dr Mahathir said the service sector
and manufacturing sector were expected to be the main contributors to the
i ncrease GDP and hi gher growt h.

"For one thing, the low GDP this year will nmake it nuch easier (for us)
to achi eve hi gher growth. W have studi ed pl ans, orders, order books and
all that.. there are denmands, whi ch hel p our manufacturing i ndustry to
grow, and obviously the trend with regard to service industry is also very
good, " he said.

Earlier in his presentation, Dr Mahat hir announced that the governnent
was confident that the nation would achi eve hi gher econonmic growth in 2003,
based on the strategi es and nmeasures proposed i n this Budget as well as the
stronger recovery of the private sector in generating econonic activities.

GDP is estimated to grow between 6.0 to 6.5 per cent.

When asked to comment on whet her Mal aysia will be pressured for not
i mposi ng | ower corporate tax when conpared wi th ot her econoni es |i ke Japan,
Sout h Korea and Thai |l and, Dr Mahathir said tax rates includi ng corporate
tax in other countries mght be Iow but they still imposed tax on
di vi dends.

In Mal aysia's case, he said the governnment did not inpose tax on
di vi dends unl i ke Tai wan whi ch i nposed tax on di vi dends of 30 per cent,
Japan 30 per cent and Thail and 10 per cent.

"If we add themup, their tax will not be so | ow, based on studies that
have been conducted (by Mal aysia), the tax rates i n those econoni es are not
as good as they appear to be," he said.

Dr Mahathir said many perceived that a | ow corporate tax regi ne woul d
attract foreign FDI to Mal aysia, but it was not necessarily true.

When asked to explain on why there is a drop in (investnent)
applications through MDA, Dr Mahathir said that was not because of tax
rates as Mal aysi a had been successful in attracting FDI even when the
corporate tax regi me were higher, at 40 per cent (in the 1980s).

"When (tax) rate was high at 40 per cent, investments were still com ng
in but nowwhen the rate is 28 per cent, everybody is feeling the pinch
because the anpunt of FDI has shrunk," he said.

At the same tinme, he said nore i nvestnents were now directed to China
even i f the governnent inposed | ower tax rates.

Furt hernore he said, the government wanted to be sel ective in choosing
i nvestment, adding that "we don't want anynore | abour intensive



i ndustries."”

On the pegging of the ringgit, Dr Mahathir said the governnment had
never recei ved any conplaints fromthe business circle.
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