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Govt displays fiscal prudence, focuses on reducing deficit

Khoo Chuan Keat; Sharon Arnstrong

CONTRARY to rife pre-Budget speculations that Prime Mnister and Finance
M ni ster Datuk Seri Dr Mahathir Mhamad will dish out a bagful of pre-

el ection goodies before his retirement next nmonth, the Government has
exercised fiscal prudence in fornulating Budget 2004.

Wi | e dangling sonme carrots for businesses and the "rakyat", Budget
2004
is focused on reducing the country's deficit of 5.4 per cent in 2003

Gowmh is expected to emanate from the donmestic sector as well as
riding
the prospects of gradual gl obal econonic recovery.

Conbi ni ng pragmati c macroeconomnm ¢ nmanagenent and the pro-growh
measur es
announced under the Economic Stinmulus Package in May this year, Budget
2004 is ainmed at enhancing Ml aysia's economic resilience against
potential external de-stabilisers and strengthening econonic growh

G ven our vulnerability in the uncertain global econom c |andscape, it
makes sense that the economc strategy should be donmestic-led with the
private sector resunming its role in spearheading the engine of econonic
grom h while seeking new export markets in the quest to be a "truly
tradi ng nation".

Pronoting investnents by small- and medi umenterprises (SMES)

In pursuit of a donestic-led econony, several financial and fisca
neasures have been proposed to strengthen the resilience and inprove the
conpetitiveness of our local industries particularly SMEs.

The proposal to increase the threshold for chargeable incone of SME
which is subject to corporate tax at the concessionary rate of 20 per
cent
will mean a saving of up to RW40, 000 which can be reinvested in
expandi ng
capacity, inproving productivity and efficiency, and upgrading quality
of
our products.

Encour agi ng Rei nvestment Activities

Carrots are also being dangled in the form of Pioneer Status with tax
exenption or Investnment Tax Allowance for donestic conpanies

* to reinvest in the production of heavy machinery;

* to reinvest in the production of machinery and equi pnent, including
speci al i sed machinery and equi prent and machine tools

* to produce or reinvest in producing value added products using oi
pal m bi onass;

* engaged in hotels and tourism projects to invest in expansion
noder ni sati on and renovati on;

* to reinvest in providing cold chain facilities and services for
peri shabl e agricultural produce.

It should be noted that the tax exenption under Pioneer Status is only
given on the increased statutory incone arising from reinvestnment and
I nvest nent Tax Al lowance on additional qualifying capital expenditure
incurred within a period of five years on reinvestnment in the production



of heavy nachi nery, production of machinery and equi pnent, and
production
of val ue added products using oil pal mbiomass.

Increasing foreign direct investnents by pronoting the services sector

The manufacturing sector has been and is still a major contributor to
econoni ¢ growt h. However, recent Budgets have seen a shift in the
Government's focus to the services sector to attract foreign direct
i nvest ment s.

The proposal to exenpt from tax income derived by Operationa
Headquarters (OHQ from the provision of qualifying services to its
rel ated conpanies in Malaysia subject to a cap of 20 per cent will
hopeful |y encourage the establishnment of nmore OHQ in the country as the
taxability of income from the provision of qualifying services to its
rel ated conpanies locally has been a deterrent for foreign nultinationa
conpanies to locate their OHQ in Ml aysia.

In seeking to attract investors from countries practising Syariah
principles to establish offshore conpanies in Labuan, it has been
proposed
that an income tax rebate equivalent to the anpbunt of tithe the paid to
the Labuan religious authority be given subject to a maxi mum of 3 per
cent
of net profit or RMO, 000.

Enhanci ng cost conpetitiveness

In order to retain our position as the 17th largest trading nation in
the world, we need to remain cost conpetitive particularly in the wake
of
gl obal i sation and energing economes with |ower cost structures

Wil e the Government can only encourage and provide incentives to
conpanies to inprove productivity and efficiency, it should not itself
i mpl enent policies that directly or indirectly add to the cost of doing
busi ness.

One of the major issues in contention in the past is the disallowance
of
| egitimate business entertai nnent expenses and the extended definition
of
hospitality adopted by the tax authorities.

By so doing, it fails recognise the realities of business conduct. It
is
therefore heartening that after prolonged |obbies by relevant bodies
t hat
entertai nment expenses incurred on sales pronotions will be fully
deducti bl e and other business entertai nnent expenses be given 50 per
cent
deduction, although this category in itself will no doubt be subject to
wi de interpretation.

Expandi ng the capital market

A strong financial services industry with anple liquidity is required
to
support the private sector in driving the nation's economc growh

Recogni sing this need, the Governnment has proposed specific neasures
to
pronmote the devel opment of private venture capital conpanies, and the
use
of asset-backed securities and Islamic financing instrunents to augment



the capital narkets.

Budget 2004 together with the Economic Stinulus Package have |aid down
the blueprint for the nation's continued econonic recovery in these
chal l engi ng tines.

The success of these strategies now rests squarely on the response by
the private sector to heed this call for action.
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