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By: Sal biah Said

SI NGAPORE, Sept 18 (Bernanm) -- Malaysia has taken the first step in
steering its econonmic ship on a nore prudent course with its 2004 Budget
pl an, says Business Times (BT) in its editorial

After six years of punmp-primng that saw the Budget nove from
near-bal ance to a deficit of 5.4 percent of Goss Donestic Product (GDP)
this year, the Ml aysian governnent has reversed course, it adds

"Last Friday's Budget plan surprised - positively - with its prudence,"”
it says.

The run-up to the Budget announcenent, it says, had been nmarked by
speculation that Prime Mnister and Finance Mnister, Datuk Seri Dr
Mahat hi r Moharmad woul d nark his farewell with a bagful of goodies to reward
his nostly urban political base and shore up corporate |oyalists.

There were expectations that personal incone tax would be slashed by as
much as nine percentage points for the middle class and corporate tax rates
aligned with Singapore to put the country's corporations on a nore
conpetitive footing, but as it turned out, neither materialised, says BT.

The only fiscal benefit on the corporate tax front, says the newspaper,
was reserved for small and nedium enterprises, which saw the threshold for
chargeabl e i ncone subject to the |lower corporate tax rate of 20 percent
announced | ast year raised from RMLO0, 000 to RWMBOO, 000.

This was not surprising considering the about-turn in Kuala Lunpur's
punmp-primng stance, it says, noting that the huge 21 percent cut in
devel opnent expenditure woul d not have nade sense if there were heavy
gi veaways on the revenue side.

"Even with the cutbacks and stoic reserve over corporate and personal
income tax, KL is still projecting a deficit of 3.3 percent of GDP in 2004.
It would otherwi se have been hard put to achieve a bal anced budget anytine
soon, having abandoned its aim of a bal anced budget by 2005," says the
editorial

The newspaper describes the fiscal prudence as a step towards renoving
what had been a growing worry for financial markets over the ever-w dening
revenue shortfalls and how they woul d be financed.

"However, there will need to be a strong pick-up in the private sector
as an engine of growh if Dr Mahathir is to achieve his growth projections,
as well as his revenue targets," it says.

Wth Dr Mahathir al so promi sing an acconmodative nonetary policy and
the banking system flush with liquidity, interest rates are likely to
remai n | ow, boosting consuner spending, it says.

"This suggests that near-termgrowth targets are attai nable. The bi gger
challenge is on the investment front. Dr Mihathir has clearly charted a
steady shift away from a dependence on foreign direct investnment (FDI) as
an engine of gromh,"” the editorial says.

In his Budget speech, Dr Mahathir explains that nuch of FDI has in any
case been funded from donestic sources and there has been little technol ogy
transfer, or backward and forward |inkages.

But the fact remains that donestic investnment would have to pick up
substantially if FDI into Malaysia is to decline sharply, it says

"While there was no hint that this is indeed what Dr Mahathir is
anticipating, the absence of headline-grabbing incentives for foreign
conpanies - read a cut in corporate tax rates - is a cause for concern,” BT
says.



Dr Mahathir, says the newspaper, nmay have been encouraged by data that
shows FDI inflows are inproving, albeit at much lower |evels fromthe boom
years.

I nstead, Dr Mahathir coined a new term- DLI, for donestic-I|ed
investment - to signal his new enphasis on the SME sector, it adds.

"Gven that the FDI picture is unlikely to ever return to the heady
days of the 1990s, because of foreign investors' |ove affair w th China,
this may arguably be defensible.

And with factories operating at high capacity, fresh investnent may
i ndeed be just round the corner,” it adds.

"So, while Ml aysia has taken the first steps in steering its economc
ship on a nore prudent course, the markets will be watching closely to see
how things actually turn out - especially the extent to which Dr Mahathir's
newly favoured DLI is forthcomi ng," says the newspaper. -- BERNAMA
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