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here seems to be more excite-
ment than usual about the
coming Budget 2004, and it's
not difficult to figure out why.
Already, the two buzzwords in
the run-up to this Friday, when the budget will
he amounced, ae “farewdl” and “dection’.

Budget 2004 is to be the last budget that
Prime Miniser and Finance Miniger Datuk
Seri Dr Mahathir Mohamad will table in
Parliament as he is retiring from govern-
ment after Malaysia hosts the Organisation
of 1slamic Conference summit next month.
On top of that, with the generd dection due
by November next year — and there is
speculation it could be as soon as in the next
nine months — there is a strong likelihood
that the coming budget will favour the
general public or electorate.

“(The maket] is taking about a historic
gand last supper paty with Dr  Mahathir,”
observed Wong Chee Seng, economist & the
Development Bank of Singapore (DBS), in a
report last Wednesday. At the same time,
there has dso been tak that there will be no
big surprises from Budget 2004. This is
because the government has dready provided
a hot of concessions, incentives and bonuses
in the past few years to boost economic
growth, and the latest stimulus package
amounting to RM7.3 hillion was announced
less than four months ago on May 21

But whether or not there will be big
surprises, most analysts concur that the
coming budget will be expansionary and
favourable to most businesses and indivi-
duds. Many think Mahathir, who has been
haled a the faher of moden Mdaysa and
Maaysa Inc, will want to exit the dtage with
a budget that will be well remembered by
busnesses and sociely a  large

In addition, past trends suggest that
budgets  preceding or  immediaely  following
general elections tend to favour consumers
and corporate  citizens through teax cuts, and
appeal to the moral concerns of certain
sectors in the electorate by raising the
traditional “sin” taxes on tobacco, alcohol
and gaming industries.

“History suggests that prior to general
elections, budgets are generally people-
oiented and  busnessfriendly, with ether a
ot in busdness cods or greder goodies for
consumers, or hboth. The dance is generdly
expansonay and has played a criticd role in
keeping growth momentum  humming,”  sad
Wong.

Lee Heng Guie, head of economics at
CIMB Securities, observed in a report on
Aug 6 that the budgetary stance in those
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years prior to general elections was
generally “people-oriented” and “business-
friendly”. In Budget 2000, which was tabled
in Parliament on Oct 29, 1999, a month
before the nation went to the polls, the
personal income tax rate was reduced by
1.0 per cent, he sad.

In Budget 1995, which was tabled on Oct
28, 1994, about six months before the
generd  dection in April the following year,
theee was a reduction in hoth the corporate
tax rate (to 30 per cent from 32 per cent)
and personal income tax rate (by two to
three percentage points), he added.

So, will the combination of Mahathir's
farewell budget and the impending general
decion produce a grand afar on Friday?

“QOur view: yes and no,” said Wong of
DBS. “Yes, history will repeat itself and
Budget 2004 will retain an expansionary
focus. No, contrary to the suggestions of
some market observers, we don’t think
Mahathir will splurge on an over-priced
supper that leaves big holes in the next
government's pockets. The new budget will
have enough goodies to keep everyone
happy, with businesses likely to enjoy a
bigger saving than consumers” he said.

For the public
at Iarge

Another round of personal income tax cut
may pehaps be the esdet way to win the
heats of most people, but few andysts think
the government can dford to teke this route

“We don't expect a reduction in persond
tax rae for two ressons s fa, the ongoing
policy measures are deemed appropriate to
enhance domestic consumption.

“These include the lowering of EPF
[Employees Provident Fund] rates for a year
from June 1, 2003, to May 30, 2004, lower
BLRs [base lending raes and a hdf-month
bonus payment to civil servants” sad Lee
of CIMB. Another resson is tha the govern
ment is expected to face its seventh draight
year of deficit spending in 2004, and a tax
cut would work against its revenue con-
sideration, he explained.

Wong of DBS, too, doesn't expect a cut
in the persond income tax rate for the same
reason. “Our view is that the government
dished out enough goodies to consumers in
the last two dimulus packages, but they will
not be totally ignored in this budget,” he
said. He reckons there will be another one-
month bonus for civil servants. “Thisfeel-
good factor done is drong enough to jack
up private consumption growth by 0.8 to
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1.2 percentage points in 2004,” he said.

However, there are other ways to appease
the tax-paying public. “[It] is timely to further
streamline the existing personal income tax
band. Through raising the threshold taxable
income level subjected to higher marginal tax
rates from the current RM250,000 to, say,
RM350,000, it would make the taxation
system more conducive towards rewarding
greater work efforts and enhancing produc-
tivity,” said Lee of CIMB. “In addition, the
government could consider providing higher
personal tax relief as well as relief for spouse
and children.”

Trends from past election budgets

LECTION DATE RELEVANT BUDGETS MEASURES
04/22/1982 10/23/1981 Reduction in import duties for certain items, tax exemption for interest earmned on savings deposits
0810311986 1012511985 Hike in sin taxes, taxincentives formanufa(turing and agriculture sectors, tax exemption on incomes earned abroad
1012111990 1012711989 Reduction In development tax, incentives for tourism and housing industries and SMEs
12/14/1990 Reduction in personal income tax, pay rise forcivil servants, higher tax relief for EPF contributions and insurance premiums, higher tax
relief for wife and children. extension of reinvestment allowance, reduction in development tax
0412511995 1012811994 Reduction :n corporate tax and personal income tax, tax exemption for income earned abroad for certain industries
1172977 999 1012311998 Hke n sn taxes
10/29/1999 Reduction i personal income tax and import dyties, increase in personal relief, tax incentive for corporate debt restructuring, mergers

of Insurance companies and stockbroking companies and bond market



For businesses

“This budget will probably favour businesses
more than households because the govern-
mel! has alreadv done more than enough for
households in the past few years,” Wong of
DBS tels The Edge. While the government hes
paid atention to the concems of businesses in
the past, he thinks theré's greater pressure now

for it to cut the corporate tax rate — which
has been at 28 per cent for the past five years
— 1o ensure that Malaysia remains attractive
to toreign investors,

Some developed countries in the region.
like Hong Kong, Taiwan, Singgpore and South
Korea, ae already offering lower rates or plan
to pare these turther in the next few years.
Singapore has done so much to maintain its
competitiveness, by lowering the corporate
tax rate to 20 per cent by 2005 and more
recently, reducing emplovers man atory
contribution to their staff’s pension fund,
Wong says. Malaysia will have to consider
measures to face rigng competition from  the
region, he says.

Economists like Wong, Lee of CIMB and
Azrul Azwar of MIDF Sisma Securities
think the government may cut the
corporate tax rate by one to two per-
centage points in the coming budget, and
possibly further in the next three to five
years.

But then again, there remains the same

- _dilemmaof  reconciling
\a tax cut, and thus
h2N s, lower  revenue,
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search fellow at
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the Malaysian Institute pf Economic Research,
and Joseph Tan oi Standard Chartered Bank
in Singapore don't think the government will
announce a ¢yt in the corporate tax rate this

Friday.

“With risng government deficit, a bounce-
hack in foreign investment applications {in
the first five months] and the fact that cor-
porate earnings have surpassed expectations,
a reduction in corporate taxes is unlikdy next
year. " says Chew.

Sustaining
economic  growth

Judging from the theme of the Ministry of
Finance's pre-budget dialogues with trade
organisations this year - “Mitigating des-
tabilising external environment and ensuring
ugtainable  growth” the budget will likely
include tax incentives and other policy mea
sures to boost domestic private invest-
ments.

However, analysts point out, foreign
invesments il play a pivotd role in fuelling
Mdaysas economic growth and the govern-
ment will want to provide incentives to attract
investment in high-end manufacturing and
services industries.

“To revitalise the growth of private
invesment, we expect continued emphasis to
be given to foster investments in the key
sectors of the economy. These include high-
end manufacturing products, ICT [infor-
mation communications technology], biotech
and biochemical as well as downstream
resource-based industries [petrochemicals, oil
and gas]. Policy measures are likely to be
talored for R&D [reseach and  development],
technology and product development, mar-
keting as well a export penetration Strategy,”
sad Lee of CIMB.

“Over the course of this year, the govern-
ment has been making several major policy

announcements that entail the libe-
ralisation, relaxation and rationalisation ot
rues and regulations as well a Incentives,
Thee include the relaxation of the centrd
bark's rules on foreign exchange contrals
and FIC [Foreign Investment Committee]
guidelines gn foreign equity.

“The aim is to enhance the effec-
tiveness of exiding policy messures. This
is in line with the strategy to boost
economic competitiveness and improve
the delivery system, especially to retain
ediging and dtracting fresh  foreign  direct
investment (FDI) by lowering not only the
mongtary cods but aso the non-monetary
costs of doing business in the country. We
see the Budget 2004 as another oppor-
tunity for the govenment to make further
such announcements,” said an economist
at local bank-based brokerage, in his
report last Thursday.

Analysts also expect the budget to
include measures to strengthen the
presence of smdl- and mediumsze enter-
prisss (SMEs) in the economy. “Being the
backbone of the Malaysian economy,
accounting for about 90 per cent of total
manufacturing establishments, we can
expect other measures to support the
development of SMEs to increase their
contribution in terms of output and
exports, currently dominated by multi-
national corporations or large local
companies,” Azrul of MIDF Sisma tells
The Edge.

All in, if past election budgets are
anything to go by, it looks like positive
news for most sectors except those
involved in “sin” industries like big
tobacco and breweries. As the economist
at the local bank-based brokerage put it:
“Since there was no increasein sin taxes
in Budget 2003, we ae expecting one this
time around - plus the supposed po-
pularity of such a move ahead of the
general election.” a
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