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IN A few days the country will go through the annual ritual of the tabling
in Parliament of the national budget for the year ahead.

Unlike in nost countries, the occasion gets an exceptional anount of
attention in Mal aysia. Perhaps the novelty of follow ng a Dewan Rakyat
sitting "live" has sonething to do with it.

Mal aysi ans al so tend to treat each budget presentation |like the
proverbial Christmas norning. What does Santa have in store this year? Are
t here any goodi es? Cheaper conputers? Less expensive cars? WIll we be
payi ng nore for Bel gi an chocol ates? WII| the boozers and snokers find
reason enough this year to scale back their sins?

Qovi ously the budget is much nore than that. It encapsul ates the
country's plan for the year; in fact, for the first tinme this year, for
two years.

The budget will bal ance Federal Government income and expenditure,
detail the fiscal and nonetary policies ainmed at attaining social
econom ¢ and political objectives.

Every year brings new chal |l enges. For Budget 2002, the nuch anti ci pated
end- 2001 gl obal econom c recovery did not materialise and after Septenber
11 expectations of a rebound were put on hold, first till the first half
of this year, and then the second half.

Now economi sts say it would not happen before the second hal f of 2003.

A obal capital markets have turned beari sh and consunption sl owed. There
is also the wild card of the US canpai gn against Iraq that prom ses to
throw all forecasts out of whack.

Al these will likely be contained in Datuk Seri Dr Mhathir Mahamad' s
speech on Fri day.

The Prime Mnister and Finance Mnister is tabling the budget is a bit
early this year, pronpting the conspiracy theorists anmong us to ask why.

The budget had normally been tabled on the | ast Friday of Cctober

Perhaps, it has been decided that an earlier tabling would allow for
i npl enent ati on of new schenes, projects and incentives before the cal endar
year-end. But who knows?

For businesses, their main interest would be a corporate tax cut. There
has not been one for quite a while, the last being in 1998 when the rate
was cut to 28 per cent from 30 per cent.

Many have suggested that a cut is necessary to ensure that the country
remai n conpetitive in respect of foreign direct investnents (FDs). A very
unscientific poll of tax consultants and capital market analysts point to
just that in Budget 2003.

Dr Mahathir has said that the Governnent will step up efforts to attract
and keep FDI's. However, he did not indicate whether that neans a | owering
of corporate incone taxes, or nerely a fine-tuning of investnent
i ncentives.

Nei ghbouri ng Si ngapore, reeling fromone of its worse recessions and
feeling the heat of regional conpetition, has already decided to bring
down the corporate tax. It will be 22 per cent next year, and 20 per cent
by 2005.

The question that one would ask is will |owering taxes now have the
desired inpact? |Is there an alternative strategy?

Many of the earlier arguments about the tax rate-conpetitiveness
rel ati onshi p have been thrown out the wi ndow foll ow ng one of the nost



significant devel opnents in international trade |ast year - China's entry
into the Wrld Trade O ganisation (WO .

The M ddl e Ki ngdom has awaken, and it does not seemlike it will be
taki ng any prisoners. The country is a direct conpetitor to everyone, the
regi onal econom es especially.

It is not only physically |arge, popul ous and devel opi ng, suggesting
endl ess possibilities for the astute businessmen, but it also welds
consi derabl e econoni c influence.

Its cheap workforce, large market and |low entry requirenents when
conpared to the nei ghbours have drawn nultinationals in droves to set up
base there.

Even for some |ocal corporations, it nmakes economc sense to relocate to
Chi na.

The only thing not going its way is the nmaze-like bureacratic
peculiarities. Even those are slowy disappearing, and its WO nenbership
will only serve to expedite the processs.

Agai nst China, a |lower corporate tax alone may not really work for
Mal aysi a.

Better incentives, ever nore skilled workers, efficient infrastructure
and continued stability will be needed.

Having said that, there is always a case for a lower incone tax regine.
It rewards efficiency, and encourages conpani es and individuals to be nore
truthful in their incone declarations.

However, a tax cut has to be acconpani ed by a wi dening of the tax base,
| est the country's coffers get depl eted.

Too many busi nesses, especially the snaller ones, mght not be pulling
their owmn weight in ternms of contributing to the econony's devel opnent,
and have in fact been subsidised by taxpayers.

This year, the Inland Revenue Board expects to collect close to RVO
billion in taxes, 80 per cent of which will be from busi nesses.
Concievably a lot nmore could be raked in if the grey areas are audited and
acted upon.
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