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TI ME

I . | NTRODUCTI ON
M. Speaker Sir

1. W are grateful to the Almghty for enabling us to assenble here
today for the tabling of the 2002 Budget. This Budget is crucial for
us as we need to address the greater challenges arising froman
increasingly difficult external environnent.

2. Wrld econom c gromh sl owed down since the beginning of the year
foll owi ng weak econom c perfornance in the United States and Japan
The horrendous attack on the United States further aggravated gl oba
econom ¢ conditions with prospects of an early recovery becomni ng nore
uncertain. The attack was inhuman w th thousands of |ives being |ost.
The whol e worl d was shocked and the effects are indeed far reaching.
It not only weakened econom ¢ performance, but also threatened

gl obal political stability and security. Mal aysi a opposes viol ence.
At the same tinme, we are al so against a war to conbat viol ence.

War is not a solution as many nore lives will be |lost and nore
resources destroyed. It will also cause further sufferings.

It will not eradicate terrorism nor curb terrorist activities.

Those involved are not Afghans and not many are in Afghani stan

These terrorists reside in nmany countries and can |aunch their
attacks fromany | ocation. Ml aysia has fought terrorismfor 42
years. While our military assaults were only confined to

terrorists, we al so undertook psychol ogical warfare to win

the hearts and minds of the people to neutralise their support,

whi |l e eradi cating the root cause of terrorism

3. Mlitary assaults alone will not solve the problem War will
only worsen the already weak world econony. Already we have to
face war risks. Links with our trading partners nay be disrupted.
Costs of insurance on shipping, freight and air transportation
have escal ated. G obal demand for products will continue to
decline while costs of trading will increase.

4. The aftermath of the Septenber 11 incident witnessed a crash in
maj or equity markets, some unprecedented. Equity markets in the
United States were the worst affected with the Dow Jones declining
by double digits, to the lowest level in recent years. A day after
the attack, stock markets throughout the world experienced heavy



selling pressure. The Dax Index fell 8.5 per cent, marking its
bi ggest singl e-day decline. The FTSE | ndex shed 5.7 per cent,
al so reflecting the largest single-day fall since 1987.

The Ni kkei Index which was already at its lowest level in 17
years, declined further by 6.6 per cent to a new | ow.
Simlarly, other stock market indices, |ike the Hang Seng

and the STl also slunped. Stock markets in Taiwan, Thail and
and Kual a Lunpur which reopened on 13 Septenber, experienced
simlar declines.

5. Costs of finance and insurance will surge. Investor sentinent
and consuner confidence deteriorated. There was flight to quality
with investors shifting their funds to other financial centres. The
United States is no longer a 'safe haven'. Anmidst this environnent,
the prospects for an early recovery are increasingly dim Industria
econom es may be faced with the possibility of recession. Wth the
possibility of a prolonged attack on Afghani stan, global economc
prospects will undoubtedly deteriorate further

6. As an imredi ate response to prevent the econony from

deteriorating, the United States Admi nistration injected liquidity into
the financial system and reduced interest rate to 2.5 per cent. This
represented the ninth interest rate cut fromthe level of 6.5 per cent
early this year. The United States Congress approved a 40 billion

dollar fiscal allocation for reconstruction, security and relief efforts.

An additional 75 billion dollar fiscal stinulus package was al so
announced. The United States Administration further approved a
bai | - out package of 15 billion dollars to support their airlines

i ndustry. In this regard, when Ml aysia restructured its conpani es,
i ncluding our national airlines, international financial institutions, in
particular the | M- and Wrld Bank accused us of bailing out

cronies. W were accused of practising nepotismand |acking in
transparency in corporate governance. It is obvious that in critica
situations, other countries also adopt the very neasures that we
undert ook which were criticised. Apart from bailing out, other
neasures taken by Ml aysi a whi ch were once condemed by the

foreign media are also being i npl emented by these countries. The
foreign media did not condemm these actions. The foreign nmedia

t hensel ves i s now not that independent anynmore. The safety of the
majority is nore inportant than total freedom

7. As an open econony with trade accounting for nore than 200
per cent of GDP, the Ml aysi an econony has been affected by the
growing difficulties in the external sector. The econony has just
recovered fromthe financial crisis of 1997-1998. However in the
,Iight of the recent devel opments, GDP growth for 2001 which had
been revised from7 per cent to between 5 to 6 per cent in Mrch
2001, has been further revi sed downwards to between 1 to 2 per
cent. The Government responded i mediately by putting in place
neasures to prevent further deterioration in the econony. As we
cannot be overly dependent on external trade, growth rmust be |ed
by donestic economic activities as well as by exploring new

mar ket s.

8. Inline with the donestic-led growh policy, the Governnent



announced an additional pre-enptive fiscal package of 4.3 billion
ringgit on 25 Septenmber 2001. This is an addition to the earlier pre-
enptive package of 3 billion ringgit which was announced in March
The package is ained at stinulating donestic economc activities

as well as alleviating the negative inpact on the | owincone group
and the disadvantaged. It is also ained at pronoting business
activities, increasing income opportunities for small entrepreneurs
and assisting retail businesses. In this regard, specific small rura
projects have been offered to class F Bum putera and non-

Bum putera contractors. The package will provide skill training for
retrenched workers and unenpl oyed graduat es.

9. The fiscal stinmulus package will not have its intended inpact

of generating higher gromh, if the programmes and projects under

t he package are not inmplenented i nmedi ately. The Gover nment

has, therefore, reviewed the procedures, rules and guidelines on the
i mpl enent ati on of devel opment projects and paynents to

contractors.

10. To expedite the inplenmentation of projects, mnistries and
agenci es have been enpowered with greater del egated authority.

Tender Boards at ninistries have been given the authority to

approve tenders up to 50 nmillion ringgit for works procurenment and

30 million ringgit for supplies and services. Their Tender Boards can
al so approve restricted tenders up to 5 million ringgit without
Treasury approval. As for statutory bodies, the approval limt for
tenders for all supplies, services and works has been raised to 100
mllion ringgit and up to 10 mllion ringgit for restricted tenders. This
del egation should not result in abuses of authority, but should be
accorded greater responsibility.

11. A task force has been established in the Mnistry of Finance to
nmoni tor the progress as well as identify and address inplenmentation
problems to ensure that all neasures under the fiscal stinulus are

i mpl enented i nmedi ately. A Flying Squad has al so been

established to ensure that the inplenmentation of public and
privatised projects is carried out as scheduled. In order to expedite
paynment, all Mnistries and agencies are required to pay 50 per cent
upon submni ssion of clains. Payment of clainms nmust be settled

within 30 days fromthe date of subni ssion. The Admi nistration
including Mnisters will monitor financial managenent without
getting involved in decision making. Aggrieved parties will have
recourse to the Mnisters. On the other hand, M nisters rmnust
exerci se care and caution in their supervisory functions to avoid
accusations of favouritism

12. Monetary policy will continue to be acconmpdative to

conpl ement fiscal stimulus. On 20 Septenber, Bank Negara

Mal aysi a reduced the 3-nonth intervention rate by 50 basis points
to 5 per cent, ained at stinulating business sentinment and

consuner confidence. This reduction represents the first cut in
nore than two years and is in tandemw th actions taken by ot her
.central banks in several major industrialised countries. Follow ng
the reduction, the base |l ending rate of comercial banks and

fi nance conpanies declined to reach historical |ows of 6.4 per cent



and 7.45 per cent, respectively.

1. ECONOM C CHALLENGES
M. Speaker Sir

13. W have proven our ability to successfully nanage our

econony under all circunstances, through boom and bust. CQur

ability and success should provide the confidence and should drive
us to mobilise efforts and respond inmrediately to chall enges ari sing
fromthe instability in the external environnment. In noving forward,
we have to intensify efforts to overcone obstacles that could derai
our goal of achieving devel oped nation status.

Reduci ng Dependence on El ectronics Exports

14. Malaysia is the world's 17th |largest trading nation. Electronics
is the nation's mmin export, contributing nearly half the export earnings
of the manufacturing sector and 41 per cent of the nation's

export earnings. However, nore than 70 per cent of electronics
conponents conprise inported internedi ate goods. As such, the

nati on has not been able to nmaxi m se benefits from hi gher val ue-
added activities of exports. Gross exports is expected to decline by
10.6 per cent, followi ng the significant contraction in global denand
for electronics products this year. W nmust, therefore, diversify the
sources of exports as well as explore new markets. W cannot be
overly dependent on a particular export item especially one with a
hi gh i mport content. However, we shoul d not reduce the exports of

el ectronics. Instead, we should endeavour to increase the export of
other itens in order to reduce our dependence on exports of

el ectronics.

Realising the Full Potential of the Services Sector

15. The services sector is one of the main contributors to growth,
accounting for 55 per cent of GDP in 2001. Nevertheless, there is
scope for further inprovement. The nation has nodern ports and
airports with the potential for beconing the hubs for cargo

noverrent as well as attracting domestic and international integrated
express operators. Johor ports must seize the

opportunities fromtheir strategic |location and proximty to Singapore
to provide world-class port services. Meanwhile, the Senai airport
shoul d becone the air cargo hub in the region. Gven the potentia

of Johor ports and Senai airport, a nore efficient and effective
integrated transportation system nmust be inmedi ately devel oped to
link air, land and nmarine transportati on network in the south of the
Peni nsul ar .

16. The performance of the tourism sector has been excellent.

Currently, foreign tourist arrivals have recorded the highest |evel at
nore than 1 million a nmonth. Neverthel ess, concerns on the safety

of air travel, particularly in the west in the wake of the Septenber 11
attack, will affect tourist arrivals fromthese countries. Thus, efforts
must be intensified to attract tourists fromAsia, in particular from
countries in the Persian Gulf and West Asia as well as India, China

and ASEAN, in addition to further pronoting donestic tourism The



transport, tourismand hotel industries should collaborate and
participate in the Government's tourism pronotional efforts.Enhancing
the Performance of the Agriculture Sector

17. The nation is endowed with fertile | and which can be utilised
for the cultivation of crops and rearing of |ivestock. However, the
growm h of the agriculture sector has been concentrated only on a
few commodi ties, such as rubber and oil palm These commodities

are subject to price fluctuations, thus affecting incones, in
particular, of the smallholders. W are also overly reliant on food
i nports, which exceeded 11 billion ringgit last year. It is, therefore,
vital to diversify the agriculture sector to produce higher val ue-
added products. Enphasis has not been given to fresh and salt

water fish farm ng as well as rearing of cattle, goats and ot her
livestock, such as ostrich, deer and ducks. M xed farmi ng has as
yet not been pronoted. These efforts have not been undertaken on

a large scale although our strength lies in managing |arge
agricultural estates. Smallhol ders have not yet nerged thensel ves

t hrough cooperatives or conpanies for this purpose.

I ncreasing the Dynam sm of the Private Sector

18. The private sector has been adversely affected by the gl oba
econom ¢ sl owdown. Its contribution to GDP has declined significantly
to 12.8 per cent conpared to 32 per cent prior to the

financial crisis. Since 1997, econonic growth has been driven

mai nly by public sector investrment. However, in the long term
econom ¢ growth cannot continue to rely solely on public sector

i nvestment through fiscal stimulus. Neither can we depend on the
inflows of foreign direct investnment, due to its volatility and greater
conpetition fromother countries, such as China and Latin Anerica.
The private sector has not identified its conparative advantage in
areas where it can increase production.

| mprovi ng Conpetitiveness

19. In the era of globalisation and liberalisation, the nation faces
greater conpetition from producers in international markets,
particularly with the energence of devel oping countries, such as

Chi na. Several reports have indicated that the nation's
conpetitiveness has declined in the nmediumterm In other words,

our productivity has not increased in line with the increase in the

cost of production. If this trend is not checked, Malaysia will lose its
share in the international narket. As a result, workers may |ose their
jobs, wages will not increase and there will be no additional new job

opportuniti es.
I1l. BUDGET STRATEGY 2002

20. In the light of the increasingly nore difficult global economc
out | ook and greater challenges encountered as well as the need to
address donestic issues, 2002 Budget will focus on the follow ng
strat egi es:

i. strengthening the nation's economc growth through

i ncreased domestic expenditure, enhancing the role

of the private sector and increasing conpetitiveness;



ii. diversifying sources of growth through trade and
donestic industrial activities w thout reducing the role
of foreign direct investrment as well as ensuring the
conti nued expansion of the nation's exports; and

.iii. ensuring equitable distribution of wealth between
urban and rural areas, between high and | ow i ncone
groups and between the nore devel oped and | ess

devel oped st at es.

First Strategy: Strengthening the Nation's Economc G owh
I ncreasi ng Donestic Expenditure

21 . The nore conventional way to revitalise the econony is

t hrough i ncreasing public expenditure. For 2001, we had used this
approach with a fiscal stimulus of 3 billion ringgit in March. Wth the
wor seni ng of the gl obal and US econom es, follow ng the

Septenmber 11 attacks, an additional expenditure of 4.3 billion ringgit
was approved.

22. Money will only generate wealth if it changes hands. Suppliers

of goods and services will earn profits fromeach transaction, while
consunmers will through the value of goods, realise the value of their
noney. The hi gher the frequency w th which noney changes hands,

the greater is its contribution to the nation's growth and wealth
creation.

23. Expenditure is essential in stimulating and increasing
econom c activities. The additional expenditure by the Governnent
in March and after the Septenber 11 incident will enhance the

vel ocity of transactions of goods and services. H gher Governnment

expenditure will enable the inplenentation of nore projects,

i ncrease the sales of building materials while contractors and sub-
contractors will receive paynents and workers, wages. These
paynments will spur consunption of goods and services. It is clear
that the stimulus package will benefit all, in terns of additiona

i ncome. The Governnent will then benefit in terns of higher

coll ection of tax revenue from greater business activities.

24, The CGovernnment will adopt this strategy of fiscal expansion in
2002 Budget, through higher Operating Expenditure and

Devel opnent Expenditure. The fiscal stimulus will be inplenmented
as follows:

Continuing the Fiscal Stinulus

25. | propose an amount of 100.52 billion ringgit to be allocated
for the 2002 Budget, an increase of 10.4 per cent conpared to the
original 2001 allocation. O this, an ampunt of 66.98 billion ringgit is

for Operating Expenditure and 33.54 billion ringgit is for

Devel opnent Expenditure. Taking into account the revenue

estimates of 73.4 billion ringgit, the overall Federal Governnent
account is estimated to record a deficit of 5 per cent of GDP

amounting to 18.6 billion ringgit in 2002. The deficit is |lower than the
22.4 billion ringgit or 6.5 per cent in 2001



26. An amount of 33.33 billion ringgit fromthe Operating
Expenditure is allocated for Grants and Fi xed Paynent obligations.
Thi s includes debt-service charges, paynment of pensions and
gratuities and contributions to statutory funds. An anount of 17.58

billion ringgit is for Enolunents, 12.07 billion ringgit for Services
and Supplies, 1.53 billion ringgit for purchase of office equi prment
and facilities and 2.47 billion ringgit for other expenditure, including

tax refunds.

27. O the proposed total Devel opnent Expenditure, an anount of

13.11 billion ringgit or 39.1 per cent is allocated to the economc

sector, including rural devel opment, agriculture, infrastructure,

i ndustrial, rural electricity and water supply projects. An anount

of 12.21 billion ringgit or 36.4 per cent is allocated to the social sector
that is, for education and training, health, welfare and conmunity

devel opnent as well as projects for youth and sports. In addition

3.31 billion ringgit or 9.9 per cent is allocated for the security sector
and 2.91 billion ringgit or 8.7 per cent allocated for the genera
adm ni stration sector. The balance of 2 billion ringgit or 5.9 per cent

is for Contingencies Reserve.
Encour agi ng Consunpti on
28. The nation's incone has been affected follow ng the gl oba

econom ¢ sl owdown and the negative wealth effect fromthe decline
in share prices, thus affecting the purchasi ng power of the rakyat.

To increase the disposable income of the rakyat, | propose that the
i ndi vidual incone tax rate be reduced between 1 and 2 percentage
points for all inconme bands. The maxi mum i ndivi dual incone tax

rate which is currently at 29 per cent is now reduced to 28 per cent,
thus harmonising with the corporate tax rate. In addition, with a view
to rewarding work efforts, the chargeable income subject to the

maxi mumtax rate be increased fromnore than 150 thousand

ringgit to nore than 250 thousand ringgit. Inline with this reduction
the inconme tax rate for cooperatives be reduced by 1 percentage

poi nt across the board while the income tax rate for non-residents

be reduced from 29 per cent to 28 per cent. These measures will

result in a revenue |loss to the Governnment, anmounting to 873

mllion ringgit. However, this amount will be available for

consuners to spend, thereby stimulating economc activities and
contributing to GDP grow h.

Further Stimulating the Role of the Private Sector

29. The private sector has to resune its role as the main catal yst

of economic growh. In this regard, the Governnent will continue to

of fer special incentive packages as announced in the 2000 Budget

to attract quality investnments. To date, the Government has

approved 20 projects with investrments totalling 33 billion ringgit

under the pre-package incentives, nainly for petrochenicals and
electronics. In addition to attracting new investors, existing investors
nmust al so be encouraged to continue to reinvest in expansion

projects, nodernisation, automation and diversification. Therefore,
propose that the period for Reinvestnent Allowance be extended



from5 to 15 years.

30. Efforts to attract investnments are increasingly becom ng
challenging. In this respect, the Government has received many
proposal s to reduce corporate tax. However, the Governnent does
not intend to reduce the corporate tax, since the rate is stil
conpetitive conpared to many ASEAN, Asian and ot her devel oped
countries. Ml aysia does not inpose tax on dividends, unlike
several other countries, including Thailand, Taiwan and Japan.
Furthernore, we have already provided various tax incentives to
foreign and donestic investors. If all these are taken into
consi deration, our effective tax rate is |ower.

31. Small and medi um conpani es, which are resilient and
conpetitive, are the backbone for supporting growth of |arger

i ndustries. In order to conpete in the international narket, snal
and nedi um conpani es nmust participate in the G obal Supply Chain
Management Network for on-line and real-tine procurenent,
producti on and | ogi stics managenent. To use this network, small

and nedi um conpani es need to utilise internet-based common

order code such as RosettaNet, to communicate directly with gl oba
suppliers. Agrant of 5 mllion ringgit is provided for the devel opnent
of RosettaNet. In addition, | propose that the expenditure incurred
.by multinational conpanies in pioneering this programre for the
benefit of the small and medi um scal e conpani es be given

deduction for purposes of incone tax.

32. To increase the participation of Bum putera comunity in

i ndustrial and comercial activities, particularly in the retail sector
t he Governnent had | aunched the projek Usahawan Bum putera

Dal am Bi dang Peruncitan or PROSPER. This schenme is ainmed at

assisting small Bumi putera entreprenuers who |lack capital, face
difficulties in securing suitable prem ses or |ocations and experience
managenent problenms. Up to 8 October 2001, PROSPER has

successfully trained 2,997 Bum putera entrepreneurs in the retai
sector. A total of 82 business proposals has been approved, of

which 12 are from ex-arny personnel. For 2002, an additional 250

Bum putera entrepreneurs are expected to be trained. PROSPER

is not a get-rich scheme but a serious schenme for |long-term

busi ness undertakings that will grow if nmanaged properly.

I ncreasi ng Conpetitiveness

33. In the light of greater challenges of a borderless world and
with our conmitrment towards the inplenentation of AFTA, the

nati on needs to increase its conpetitiveness and productivity to
become a gl obal player in the international narketplace. As a
nmeasure to reduce the cost of doing business and increase
conpetitiveness, | propose that Industrial Building Allowance
granted to approved buil dings including hotels be reviewed as
fol | ows:

i. the annual all owance be increased from2 per cent to 3

per cent. As a result, conpanies can clai mdepreciation

within a shorter tinme frame, that is, from45 years to 30

years;



ii. initial allowance of 10 per cent currently granted for
capital expenditure incurred in the construction of
bui | di ngs be extended to capital expenditure incurred in

t he acquisition of buildings; and

iii. Industrial Building Allowance be given to all hotels.

34. As a further neasure to reduce cost and increase
conpetitiveness, | propose that inport duties on 55 products which
have been | ong protected be reduced from between 20 per cent and

1 05 per cent to between 10 per cent and 50 per cent. Anobng the
products involved are aerated beverages, woven fabric, |ace and

bl ankets. | further propose that inport duties on 171 products

i nclusive of internediate goods such as multimedia projectors,

t el ephone answering machi nes, furniture conponents and
phot ogr aphi ¢ papers be reduced from between 5 per cent and 35

per cent to between 0 per cent and 25 per cent. In addition, as a
neasure to reduce the cost of doing business for shipping
conpani es in Malaysia, | propose that income received by non-
residents fromrenting containers to shipping conmpanies in Ml aysia
be exenpted fromincone tax.

35. | further propose that the annual deduction on expenses
incurred in acquiring proprietary rights such as patents, industria
designs and trade marks be increased from 10 per cent to 20 per cent
for a period of 5 years. It is hoped that this neasure will

accel erate the acquisition of the state-of-the-art technol ogy.

36. To enhance productivity and conpetitiveness, enployers

must undertake to train and upgrade the skills of their workers. In
this regard, the Governnent has set up the Human Resource

Devel opnent Fund as well as provided tax incentives for training in
techni cal and vocational fields. In addition, practical training
schenes need to be encouraged as one of the avenues to increase

the supply of skilled and trai ned manpower. Therefore, | propose
that expenditure incurred by any person in providing practica
training to individuals who are not their enployees be given
deduction for purposes of incone tax.

37. The payment of bonus is an incentive to workers to increase
productivity. Currently, tax deduction on bonus payments is limted
to two nonths salary. | propose that the restriction on bonus be
abolished. It is hoped that this neasure will provide an opportunity
to enployers to offer renuneration which is comrensurate with the
their workers' productivity.

38. The CGovernnent hopes that trade associations will continue

to play an inportant role, taking pro-active neasures to further
devel op their menbers' activities. To assist these associations to
strengthen their financial position, | propose that statutory incone
from subscription fee be exenpted fromincone tax.

Devel opnent of ICT and Venture Capita

39. The national ICT agenda ains to create a know edgeabl e,
infornmed and I CT -sawy society. The Governnent has all ocated an



amount of 112.7 mllion ringgit to inplenent the Electronic

CGovernment Fl agship Project, 72.3 million ringgit for Smart School s,
20 million ringgit for Telenmedicine, 86.3 million ringgit for Smart
Card and 9.5 nmillion ringgit for Integrated Application. Apart from
this, an anmount of 487.67 mllion ringgit is allocated to increase the
conputerisation programre in mnistries and departnments and

205.5 million ringgit for conputerisation of schools.

40. To enhance the usage of multi-purpose smart cards, financia
institutions need to provide the appropriate infrastructure including
rel ated equi pnent, such as | oading devices and card readers. As its

i mpl enentati on would require large capital outlays, | propose that
smart cards and its related equi prent be given sal es tax exenption.

41. To further encourage the use of ICT in trade as well as
establish Malaysia as an attractive business location for

international trade, | propose that the tax on income derived from
of fshore tradi ng through websites in Ml aysia be reduced from 28
per cent to 10 per cent for a period of 5 years. | further propose that

the cost incurred in the devel opnent of websites for business be
granted an annual deduction of 20 per cent for a period of 5 years.

42. Foll owi ng the announcerent of the establishnment of the 500
mllion ringgit Venture Capital Fund, a Government-owned

conpany, Mal aysia Venture Capital Managenment Berhad

(MA VCAP) was set up. An anount of 100 million ringgit fromthe
Fund wi |l be outsourced to four |ocal venture capital conpanies,
whil e the balance of 400 million ringgit will be direct investments in
venture capital conpanies. To date, MAVCAP has received 104

busi ness proposals from 10 countries, including the United States,
Korea, Hong Kong SAR and China, with financing requirenents of

1 billion ringgit. To further augnent the venture capital fund, the
| Governnent of Japan has agreed in principle to provide a loan to
MA VCAP, anounting to 1.9 billion ringgit, especially for the
financi ng of debt ventures.

43. Anot her Government-owned conmpany was established,

nanel y Kumpul an Modal Perdana Sdn. Bhd. to manage the Venture

Capital Fund for Technol ogy Acquisition, amunting to 190 million
ringgit. O this, 114 mllion ringgit will be invested in the Anerican
Pacific Venture Capital Fund in the Silicon Valley and Venture

Capital Joint Venture Investnent in Malaysia, with the bal ance of 76
mllion ringgit for the inmplenentation of the Advanced M crochip
Desi gn and Training Centre.

Capi tal Market

44. The Kual a Lunmpur Stock Exchange (KLSE) has experienced

significant fluctuations arising fromdevel opnents in the gl obal stock
markets. As part of the efforts to ensure stability in the stock
market, as highlighted in the Capital Murket Masterplan, the
Government has agreed to inplenent the circuit breaker

mechani smin the stock exchange, as practised in the devel oped
countries. This mechani smhas the capacity to halt trading activities
tenporarily when [ arge declines are experienced during a trading



day. These halts are based on pre-determ ned trigger levels. The
mechani smwi || provide investors breathing space before resumn ng
stock market trading activities. It is also ainmed at naintaining
i nvestor and market confidence, especially in an uncertain

envi ronnent .

45. To facilitate corporate restructuring, the Securities

Conmi ssion has rel axed the conditions for restructuring distressed
public listed compani es. These neasures include enlarging the

pool of assets by allowing quality investnent properties with stable
income to be injected into these conmpanies. In addition, the
establ i shnent of Real Estate Investnent Trusts will facilitate
restructuring efforts. To inprove the financial position of distressed
conpani es, the requirenent of share buy-back is further rel axed.
Meanvt/hile, |isted conpanies with unsatisfactory financial position or
with issued capital below the mninumthreshold, are given an
extension up to Decenber 2002 to conply with the listing

requi renments of the KLSE

Second Strategy: Diversifying Sources of G owh

46. To further strengthen the nation's economn c fundanental s,
efforts have been taken to diversify sources of growth, especially
resource-based activities. Gven that technol ogy, skills and

i nnovation are the nmain catalysts for future growmth, we need to
accel erate the shift towards a K-based econony.

Manuf act uri ng Sect or

47. For the manufacturing sector, we have to further devel op
donestic-resource based industries, mainly furniture, palmoil-

based ol eocheni cal s and rubber products as well as househol d

el ectrical appliances which have hi gh demand potential, especially
fromWest Asia and Africa. Meanwhile, the steel and al um num
fabrication industry as well as production of machinery have to be
further accelerated, particularly in neeting the demands of the |oca

i ndustry, and exports such as cranes, oil refinery plants, boilers and
other fractionation towers for chemnical and petrochenical plants.

48. Internedi ate and capital goods conprise the |argest

conponent in the nation's inports. Such dependence nust be reduced.
To accel erate inmport substitution progranmme, | propose

that the income tax exenption available to conpanies involved in

t he production of machine tools, plastic injection machines, nateria
handl i ng equi pnent, robotic and factory autonati on equi prent as
wel | as parts and components be increased, that is, in respect of

Pi oneer Status from 70 per cent to 100 per cent and Investnment Tax
Al l owance from 60 per cent to 100 per cent. For conpani es which
manuf act ure machi nery and ot her equi pment such as fabricated
cranes, the val ue-added criteria for the purpose of granting the 70
per cent Pioneer Status or 60 per cent Investnent Tax Al l owance

be reduced from 30 per cent to 20 per cent.

49. Currently, donestic advertising costs for the pronotion of
Mal aysi an brands registered in the country are given doubl e



deduction for purposes of incone tax. As a continuous effort to

i ntroduce and pronmote |local brands in international nmarkets,
propose that the advertising cost for Ml aysian brand names

regi stered overseas and professional fees paid to Ml aysi an brand
managenent conpani es be gi ven doubl e deduction for purposes of

i ncome tax.

Agricul ture Sector

50. The growth of the agriculture sector is largely dependent on

t he output of comuodities. There are many new areas that could be
devel oped, especially food and resource-based products such as
rubber and tinber. In the food sub-sector, including the production
of meat, such as ostrich and deer, vegetables and fruits,

aquacul ture, fresh and salt water fish, prawns and oysters as wel
as ornanental fish and planting of flowers could be encouraged.
Simlarly, traditional herbal products have high denand potenti al
Efforts to expand the use of rubber-based products, including

vul cani sed | atex and timber products should also be increased.

Food products will also provide the stinulus to the food processing
i ndustry. W& have the expertise and credibility to devel op halal food
whi ch has the potential to penetrate international markets.

51. Various tax incentives have been provided to pronote the
agriculture sector. In 2001 Budget, tax deduction equivalent to tota
i nvestment or group-relief is given to conpanies that invest in
subsidiaries involved in food production. In addition, comnpanies
undert aki ng food production activities are also given 100 per cent

i ncome tax exenption on statutory inconme for a period of 10 years.
However, this incentive is only provided for new conmpanies. To
strengthen the agriculture sector's contribution to growh, | propose
that reinvestment undertaken by existing conpani es be granted 100
per cent incone tax exenption against the statutory income for a
period of 5 years.

52. The CGovernnment has provided tax incentives in the form of

100 per cent allowance on capital expenditure to encourage food
production on a |large scale for export and inport substitution
purposes. This incentive is provided for prawn farming, floriculture
and the planting of approved fruits. | propose that this incentive be
extended to other agricultural projects such as vegetable and herb
farm ng, breeding of fish including ornanental fish, cockles and
oysters.

53. The poultry industry will continue to be the nain conponent of
the livestock sub-sector. While the nation has reached self-
sufficiency in the supply of poultry, there is scope for further
expansion in the east coast states as well as Sabah and Sarawak.

To ensure self-sufficiency in poultry, | propose that the rearing of
, chicken and ducks in the Eastern Corridor of Peninsular Mlaysia,
Sabah and Sarawak be granted Pioneer Status with incone tax
exenption of 85 per cent or Investnment Tax Allowance of 80 per

cent for a period of 5 years.

54, The nation is a najor producer of rubber, tinber and oil palm



We nust further exploit downstream resource-based activities such

as vul cani sed rubber and furniture which have the potential to
contribute towards econom c growth. Downstream activities based

on rubber, rubber wood and oil pal mwaste can bring tremendous
benefits if fully exploited. To further pronote rubber, oil pal mand
ti mber-based industries as well as encourage greater investnent in

t hese areas, | propose that conpani es which reinvest in the
producti on of such resource-based products be granted income tax
exenption of 70 per cent or Investnment Tax Allowance of 60 per

cent for a period of 5 years.

Servi ces Sect or

55. In the services sector, the tourism and education sub-sectors
have the potential to be further devel oped not only to generate
donestic economic activities but also increase foreign exchange
ear ni ngs.

56. The Mnistry of Culture, Arts and Tourismis allocated with a
sum of 613.9 mllion ringgit, including 200 mllion ringgit for tourism
pronotion. To attract nore tourists, additional facilities for

recreational activities as well as tourism products will be provided.
To encourage yachting tourism 20 potential |ocations have been
identified for marina devel opnment. For 2002, 5.4 million ringgit is

allocated for the construction of marinas in five locations, in the west
and east coasts of the Peninsular. In this context, to encourage

rental services of |uxury yachts and notorboats, | propose that

rental income received by the conmpany be exenpted fromtax for a

period of 5 years. In addition, to encourage recreational activities of

| uxury notorcycles, | also propose that inport duty on |uxury
not orcycl es be reduced from 120 per cent to 60 per cent. In |ine
with this reduction, | further propose that the inmport duty on other

not orcycl es be reduced from between 80 per cent and 100 per cent

to 60 per cent. 57. The Governnent has al ready granted i ncome tax exenption
for foreign and | ocal tourism business activities up to assessnent

year 2001. As a continuous effort to activate the tourismindustry, |
propose that this exenption be extended for another 5 years. In

addition, to reduce the cost of car rentals to tourists, | propose that

the car rental operators be granted excise duty exenption on the

purchase of national cars.

58. Apart from Government efforts, the private sector nust take
the lead in prompting the tourismindustry nore aggressively. In
this respect, the Governnent will increase the Tourism Fund from
200 mllion ringgit to 400 million ringgit.

59. To further pronmpote Mal aysia as a centre of excellence in

education, the Government has provi ded several incentives to

devel op private institutions of higher |earning. Therefore, in order to
reduce the cost of providing education facilities, | propose that:

i. all private institutions of higher learning and private

| anguage institutions be granted exenptions on

i mport, duty, excise duty and sal es tax on educational equipnent,

i ncluding | aboratory fittings, workshops

studi os and | anguage | abs; and



ii. royalty paynents received by non-residents from
private institutions of higher l|earning for franchised
educational schemes be exenpted fromincone tax.

60. To encourage industries to invest in higher val ue-added
manuf acturing activities such as |ogistics services, integrated
mar ket support services and also utility services centres, | propose
the follow ng tax incentives:

i. inconme tax exenption of 70 per cent against statutory

i ncome for a period of 5 years;

ii. income tax exenption of 85 per cent against statutory

i ncome for a period of 5 years for projects located in

the Eastern Corridor of Peninsular Ml aysia, Sabah

and Sarawak; and

iii. inmport duty and sal es tax exenptions on equi pnent.

Enhanci ng Exports

61. To ensure that exports continue to expand, | propose that the
tax incentives for exports be further enhanced as foll ows:
i. Malaysian trading conpani es that are approved as

i nternational trading companies be granted incone tax
exenption equivalent to 10 per cent of the increased
export value and the qualifying criteria such as val ue of
annual sal es turnover be |iberalised;

ii. income tax exenption for conpanies engaged in the
export of services be increased from 10 per cent to 50

per cent of the increase in export val ue;

iii. income tax exenption be given to organi sers of

i nternational trade exhibitions which attract at |east 500
foreign visitors per year;

i v. double deduction for purposes of inconme tax be

ext ended to other expenses incurred in pronoting

exports of goods and services, such as participation in
virtual trade shows and expenses incurred on feasibility
studies for participation in overseas tenders; and

v. single deduction for purposes of income tax be all owed
on expenses incurred in registering patent overseas and
on hotel accommodation provided for potential inporters

of Mal aysi an goods.

Third Strategy: Ensuring the Equitable Distribution of |ncone
bet ween Urban and Rural Areas, between Hi gh

and Low | ncone Earners as well as between

the More Devel oped and Less Devel oped

St at es

62. Currently, there exists a wi de income gap between the very

rich and the very poor. W do not deny the contribution of the rich
towar ds national devel opnent through their expenditure and

i nvestment. They create job opportunities and their consunption
generates conmercial activities, thereby providing income to

wor kers and profits to businesses.

63. For the lower incone group, if their purchasing power is



i ncreased, they too can equally contribute to growh. Wile their
income is low, their consunption is big, given the significant nunber
of those in the low income group. As such, if their incone is

i ncreased, their higher consunption will contribute to the nation's
GDP. Thus, efforts nust be taken to increase their incone.

64. Towards this end, the Government will provide funds for
training workers in nmodern agricultural skills. Wth higher
conpet ence, they can conmand hi gher wages. The Gover nment

will provide an anmount of 10 million ringgit for such training
programmes in rel evant training centres.

65. The incone of class F contractors will be increased through
the inplenentation of nore small projects in rural areas. Project
managenent training will be provided for those who need training,

to increase their efficiency and enable themto be upgraded to
hi gher class contractors. Paynment systemand | oan facilities for

those with good track record will be established.

66. Retail business opportunities will be identified in villages and
new y devel oped townshi ps. Training and viable franchi se

busi nesses will be provided for those interested and who have sone
capital, such as fromtheir retirement benefits or EPF. For

those who are already in business, assistance will be provided to

further expand their businesses. However, it nust be enphasised

that commitnent and diligence are inportant val ues. Those who

only want to get rich quickly nust not exploit these opportunities to
satisfy their greed.

67. Mxed farm ng estates will be pronpoted. These estates nust

be managed by professionals in the appropriate fields. Trained

estate workers will be enpl oyed and pai d wages conmensurate

with their productivity and their efficiency in the use of sophisticated
agricultural technol ogy. Mdern agricultural devel opment will be
encouraged in states with abundant |and and with per capita incone

| ower than the national average.

Rur al Devel opnent

68. The 2002 Budget provides the biggest ever allocation of 5.34
billion ringgit to further increase the facilities and anenities in the
rural areas. Anong others, this includes 1.58 billion ringgit for
agriculture, 378 million ringgit for land and regi onal devel opnent

as well as 392 nmillion ringgit for village and conmunity devel opnent.
The al l ocation also includes the inplenentation of rural and village
road projects as well as the provision of water and el ectricity supply.

69. By the end of the Eighth Mal aysia Plan, the Governnent will
i ncrease the coverage of potable water supply to 99 per cent in
Peni nsul ar, 75 per cent in Sabah and Sarawak while achieving ful
coverage for electricity supply. For this purpose, a total of 185

mllion ringgit is allocated for rural water supply, particularly for
interior areas in Sabah and Sarawak. A sumof 211 million ringgit
will be provided for rural electricity, including installation of street

lights along village roads in 16,207 villages.



70. Family health programmes in rural areas will continue to be
provi ded through the nmd-wife, village and health clinics. The
services provided, such as the teleprimary care programre, wll
encour age the devel opnent of healthy famlies, including wonen in

t he reproductive age group, child devel opnent as well as health
programes for youths, the elderly and the disadvantaged. In
addition, an allocation of 202 million ringgit will be provided for a
total of 383 health clinics while 8 million ringgit will be provided
for 13 Water Supply and Environnental Sanitation Programe

(BAKAS). BAKAS will include the construction of a water supply and
sanitati on systemas well as waste and sewerage nanagenent.

71 . Rural education is also given enphasis. An allocation totalling
900 mllion ringgit is provided for primary and secondary school s
while 100 million ringgit is allocated for 6 new matricul ati on col |l eges.

A sum of 205.5 million ringgit is allocated for the construction of
conputer |aboratories and facilities in rural schools. In addition, a
total of 7,800 houses will be built with an allocation of 215 mllion

ringgit to ensure confortable living conditions for teachers in rura
areas, which is part of the targetted 40,000 houses for teachers.

72. Education facilities in the rural areas of Sabah and Sarawak
will continue to be inproved. For this purpose, a sumof 180 nillion
ringgit is allocated for the construction and upgradi ng of teachers
houses as well as the provision of potable water and electricity
supply in schools.

73. Efforts will be focussed on reducing the poverty |evel of

Orang As/i. This includes efforts to reduce school dropouts through
the M nd Devel opnent Progranme and strengthening the Pre-

School Educati on Programre through TASKA and TADI KA

Towards this end, a sumof 114.1 million ringgit is allocated for the
devel opnent of Orang As!;, involving 412 vill ages.

Caring Society

74. A sumof 136.5 million ringgit under the Operating
Expenditure and 57.3 million ringgit under the Devel opnent
Expenditure is provided for comunity wel fare progranmes to
benefit 52 welfare institutions. This includes renovation and
upgradi ng works in order to inprove their living conditions.

75. The CGovernnment will continue to focus on the needs of the

poor. Program Kesej aht eraan Rakyat that was fornerly known as

t he Program Penbangunan Rakyat Termsk;n will give priority to

states with the highest number of poor, including Kelantan and
Terengganu. For this purpose, a sumof 204.5 mllion ringgit is

al l ocated under the Mnistry of Rural Devel opment. These i ncl ude
programmes to notivate poor famlies, augnent their inconeg,

provi de suppl enentary food for the hard-core poor, eradicate

urban poverty, inprove agriculture and econonic activities as well as for
renovati on of houses and comunity devel opnent.

76. FELDA will also provide price support assistance for pal moi



and rubber settlers faced with declining commodity prices. Pal m oi
settlers will be given a sumof 12 ringgit per metric tonne if pal m oi
prices are below 900 ringgit. Rubber settlers on the other hand, wl]l
be given a sum of 15 sen per kilogramre if rubber prices are bel ow

2 ringgit and 50 sen

77. RISDA has allocated a sumof 3 mllion ringgit annually to

i mprove the income | evels of hard-core poor, provide better living
conditions as well as progranmes ainmed at inproving their work
attitude and ethics to enable themto augnent their incone. In
addi ti on, a nmaxi mum assi stance of 250 ringgit a nonth has been

provi ded for each famly based on the number of dependents. A

total of 667 families has benefitted fromthis assistance, amunting
to 2.5 mllion ringgit for the period July 1999 to December 2000.

78. The CGovernnent will provide assistance for students with

hearing disabilities in institutions of higher |earning by providing
free education, food and | odging as well as a monthly all owance of 300
ringgit beginning 1 January 2002. For this purpose, a sum of

403,000 ringgit has been allocated for 112 students in 2002. This
assistance will reduce their financial burden as well as of their
famlies.

79. The CGovernnment is aware of the inpact of the reduction of
interest rates by banking and financial institutions on those who are
dependent on returns from savi ngs, especially pensioners. To

provi de alternative sources of income, Bank Negara Mal aysia wll

i ssue the Third Series of Bon Sinmpanan Ml aysia, especially for
citizens above 55 years and wel fare organisations registered with

the Registrar of Societies. An anpbunt of 1 billion ringgit will be
issued with a rate of return of 5 per cent, of which half would be

i ssued based on Islamc principles.

80. Shelter is a basic need. Therefore, efforts will continue to be
nmade to increase the nunber of houses, particularly |ow cost
housing. A sumof 943 million ringgit has been allocated for severa

| ow cost housing projects, including 143 mllion ringgit loans to State
Governments to inplenent 124 Public Low Cost Housi ng projects.
An allocation of 793 million ringgit is also provided for the

i npl enentati on of the Integrated Rakyat Housing Programme in
W | ayah Persekutuan Kual a Lumpur and in other urban areas.

These houses will be rented out to the |l ower income group. As a
caring Government, we will ensure that the construction of public
| ow cost houses will also provide facilities, especially for the
di sabl ed.

81. The CGovernnment is al so concerned about the housing

probl ems faced by civil servants, particularly those in the Arnmed and
Police Forces. An allocation of 1 .08 billion ringgit is provided for the
construction of quarters, which includes 710 million ringgit for the
Armed Forces, 197 million ringgit for the Police Force and the

bal ance of 173 mllion ringgit for civil servants.

82. In line with the objective of a healthy society and a prosperous
nati on, the Governnent will continue to inprove health service



facilities. A sumof 6.3 billion ringgit is allocated to the Mnistry of
Health to continue, anpbng others, the inplementation of hospitals

as well as health and rural clinic projects. Anong the health and

nmedi cal facilities, focus will be given to inproving wonen and
children's health, disease control, nutrition as well as providing
nodern equi pnent and facilities.

Wonen

83. In recognition of women's role in econom ¢ devel opnent, the
Government has set up the Mnistry of Whnen and Family

Devel opnment. Wth the establishnent of the Mnistry, issues and
problems relating specifically to wonen, including children and
famlies will be given a nore focussed attention. In this regard,
Article 8(2) of the Federal Constitution has been anended to

i nclude the word 'gender' to ensure that |aws and policies do not
di scri m nate agai nst wonen. The Mnistry has also | aunched the
Worren Agai nst Vi ol ence Canpai gn on 23 July 2001

84. The Governnent is aware that the fenmal e | abour force
participation rate at 44.5 per cent is lower than the 60 per cent |eve
i n devel oped countries. Wnen in Ml aysia are fortunate that the
CGover nrent encourages and provi des equal opportunities in al

fields of enploynent, unlike in certain states, which do not
encourage wonen to work. In fact, Saidatina Khadijah, w fe of

the Prophet, was a proninent and weal thy entrepreneur during her

time. Another of His wife, Saidatina 'Aisyah |led troops in the Battle
of Jamal. Many wonen provided nedical services to Miuslim

soldiers injured during the battle. W nust renmenber that Mislinms
make up only 60 percent of the popul ation, of which half is wonen.

If wonen are not allowed to contribute to the devel opnment of the

Musl i m comunity, the Miuslimworkforce will be reduced by 30 per
cent. They are already weak and will becone even weaker.
85. Greater focus will be given to specific programmes ai ned at

improving the quality of wonen's lives, particularly in rural areas,
devel opi ng femal e entrepreneurs as well as eradicating the gender
bias in all respects. The inplenentation of these neasures reflects
the Government's conmitment in ensuring that equal opportunities
are provided for womren. A sumof 59 mllion ringgit has been

al l ocated to finance programes, specifically for wonen.

86. Currently, widows receiving their |ate husband' s pensions will

| ose the benefit if they re-marry. | propose that they continue to
receive the pension even if they re-marry. It is hoped that there wll
not be many who will marry a second wife and |l eave their first wife

because of this provision.
Yout h and Sports

87. Youths are the nation's greatest asset and have the potentia

to contribute towards devel opnent. In this respect, the Rakan Mida
Programme will be continued with renewed features and form part

of the national agenda for the devel opnent of youths. A total of 3.5
mllion youths will participate in nore than 35,250 activities at the



national, state and district |evels under this progranme.
Participation in the National Social Service Programe for youths
which ains to cultivate self-reliance and incul cate good val ues wl|l
be extended to 20,000 youths. The programmes will be for students
awai ting their SPM exam nation results. The pronotion and publicity
for the Rakan Muda Programre will be organi sed on an on-going

basis to attract youths to participate in activities that suit their
interests. A sumof 81.8 million ringgit has been allocated for these
pr ogr amres.

88. The CGovernnment wi shes to congratulate and record its
appreciation to the national SEA Ganmes contingent for their
overwhel mi ng success in attaining the nation's best ever SEA

Ganes performance, with 111 gold nedals. Training efforts for our
national athletes will be intensified to enable themto excel in the
Asi an and O ynpic Ganres.

89. Sports and recreational activities will be enhanced. As sports
is for people of all ages, additional activities in the form of
conpetitions for ordinary people will be organised. In addition, new

sports activities such as extrene sports and notor sports wll

continue to be introduced through conpetitions and denonstrations.

In 2002, Malaysia will host an extreme sports event at the Asian

level . This new sport is ainmed at attracting the interests of youths as
well as to spend their tinme constructively and productively.

Conbating Social Ills

90. W& have witnessed the increase in social ills in our society.
Recently, the nation has been jolted by unprecedented acts of violence.
The Kanpung Medan incident has marred the unity that

we have so painstakingly built up. Mral decadence anpbng yout hs

is a serious concern. The nunber of drug addicts and H V- Al DS

pati ents has increased. Criminals have becorme nore violent.

91 . The bitter experience of 1969 underscores the inportance of
fostering and preserving national unity. Programmes to create
conmunity awareness as well as build a sense of responsibility in
addressing social issues will continue to be inplemented. In this
regard, a sumof 6.8 mllion ringgit has been all ocated under the
M nistry of National Unity and Community Devel opnent to carry out
programes under the Social Action Masterplan (PINT AS). This

Pl an incorporates neasures to enhance cooperation and
participation at all levels to ensure that every nenber of society
| eads a healthy and good quality life, free fromsocial ills. An
allocation of 7.7 mllion ringgit is provided for the National Socia
Service Programe under the Mnistry of Youth and Sports to

conbat social ills anbng youths, particularly secondary schoo

| eavers.

92. A sumof 312.4 million ringgit is allocated to eradicate drug
and crine-related problems. O this, an anpunt of 140.4 million
ringgit is for crine prevention, mainly to conmbat drug smuggling and
abuse, besides inproving treatnent for drug addicts. An allocation
of 282,500 ringgit is provided for voluntary organi sations, such as



PEMADAM and PENGASIH. A sumof 172 million ringgit is provided
to accelerate crine investigation through the use of nodern
techni ques, such as DNA profiling to trace crim nals.

93. To assist voluntary non-governnental organisations to step up
activities in AIDS prevention and drug abuse as well as the HOSPI S
programe for treating serious cancer patients, the Government wll
provide a matching ringgit for ringgit grant for sums raised by these
organi sations, up to a maximumof 1 million ringgit. A specia
allocation will be provided for drug addicts affected by H V-AlIDS

94. Public awareness on the hazards of smoking is still |ow
among the rakyat. A matter of serious concern is the spread of
snoki ng habit among school children. Recognising this, | propose

that inport duty on cigarettes be increased from 180 ringgit per

kil ogramme to 216 ringgit per kil ogranmme while excise duty be
increased from40 ringgit per kilogramre to 48 ringgit per

kil ogram me. The CGovernnent is aware that this neasure may

i ncrease snuggling activities. In this respect, a nobre aggressive
and effective approach will be taken to ensure that snuggling
activities are curbed by increasing adm nistrative efficiency of the
Custonms Department and ot her enforcenent authorities.

95. The CGovernnment acknow edges and appreciates the spirit of
vol unteeri sm and conmitment shown by various vol untary
organi sations. In this regard, an allocation for an operating grant of

22.9 mllion ringgit and a devel opment grant of 6 million ringgit are
provided to 375 voluntary wel fare organi sati ons. Anmpong the new
facilities, four day-care centres for the elderly managed by NGOs

are expected to conmence operation by 2002. A new institution,

Konpl eks Penyayang BAKTI Sungai Bul oh has been established to

provide care and protection for children, the elderly and single
nmothers. In addition, about 10 million ringgit is allocated for

vol untary organi sations to provi de haenodi al ysis servi ces.

Publ i c Service Sector

96. The CGovernnment appreciates the contribution of the civi

service in spearheadi ng devel opnent efforts. The Government is

al so aware that with the support and commitnent of civil servants,
policies and programres for the benefit of the rakyat have been

i mpl enented effectively. | believe the excellence and

prof essionalismof the civil service will continue to be enhanced,
particularly in the light of greater difficulties in both the external and
i nternal environment. This should not danpen our spirit, instead it

shoul d serve as a challenge for the civil service to strive harder

t owar ds achi evi ng excel l ence. The nation needs the dedication of al

civil servants. There is no need to resort to armed struggle. Qur

struggle is nore of attaining econom c achi evenents and uphol di ng

the nation's sovereignty. W shoul d strengthen our resolve,

redoubl e our efforts, inculcate trust and sincerity as well as pronpote

an excellent work culture. 97. As a record of appreciation for the comitnent
and

dedi cation of the civil service, the Government will award a bonus



of half nonth salary or at least 1,000 ringgit for 2001. Half of the
bonus will be paid in Cctober and the other, in Novenber. | hope

the bonus will be able to nmeet expenses for the com ng festivals as
wel |l as for those with school -going children, when schools reopen.
The Government is concerned about the income of its officers and
staff. As such, if its financial position permts, the Governnent can
consider a salary increase for the civil service. The last salary
revision was inplenented in 1995. The CGovernnent further

i ncreased the basic salary by 10 percent in 2000. Now, only two

years after the last revision, the Government has deci ded to once
again increase salaries in 2002, by another 10 per cent,

representing an increase in income of 1.2 nonths a year. This

i ncrease is possible given the hi gher Governnent revenue as a

result of econom c growmh and the Governnment's prudent financia
managenent. W hope this bonus paynent and the salary

i ncrease together with the abolition of the limt on bonus paynent by
the private sector will contribute to increasing the purchasi ng power
of the majority of the rakyat. | also hope that this will encourage us
to doubl e our efforts towards increasing productivity and thereby,
contributing to growth of the econony.

98. To inprove the schene of service of Medical Oficers in the
public sector, the rate of Overtine Allowances will be increased
from25 to 50 per cent, effective 1 Cctober 2001. This increase is
expected to further enhance the notivation of Medical Oficers
burdened with additional work as well as mnimse wage differentials
bet ween Governnment Medical Officers and those in the private

sector.

99. In appreciation of the contribution of volunteers in the security
forces, particularly the Ml aysi an Arned Forces, Royal Ml aysian
Police and Civil Defence, the Annual Gratuity Rate for officers and
personnel will be increased from400 ringgit to 520 ringgit,
representing an increase of 30 per cent, effective 1 October 2001

100. For volunteers in the Mal aysian Arned Forces, the speciali st
grant for officers, which has not been revised since 1958, will be
i ncreased by 100 per cent from 150 ringgit to 300 ringgit annually.
For those in other ranks, the increase is from 100 ringgit and 75
ringgit to 200 ringgit, effective 1 Cctober 2001

Devel opnent of |slam

101. The CGovernnent continues to uphold the understandi ng and
know edge of true Islamand the devel opnent of the Mislim
conmunity in this country. In this connection, the Government wil|
continue to provide adequate all ocation under Jabatan Kemaj uan

I sl am Mal aysia (JAKIM to inplenent various devel oprment

programes for the benefit of the Muslimcomunity. A total of
294.3 million ringgit is allocated for the inplenentation of
programmes for the devel opnent of famly institutions and the
provi sion of social services, greater understanding and assinilation
of Islam education programres in religious schools and Al-Quran
and Fardhu Ain classes. In addition, the Government will also
continue to inplenent several devel opnent programmes under



JAKIM These include the building and renovati on of npbsques and
I slami c training conplexes, the building of religious schools as well
as the devel opnment of an information system

102. Inline with the desire of the Governnment to neet the required
nunmber of Muslins who are able to recite and nenorise the Al-

Quran, the capacity of Maahad Tahfiz Darul Quran in Kuala Kubu
Bharu, Selangor will be increased when the second phase of the
construction of the Maahad Tahfiz is conpl eted.

103. The CGovernnent also intends to inplenent nore programres

on the understanding of the correct teachings of Islamfor students
in public and private higher learning institutions, among officers and
personnel in Government as well as in the private sector. Towards
this end, courses will be conducted on strengthening religious

beli efs, spiritual devel opnent, appreciation of |Islamand hunman

devel opnent. The objective of the Government is to establish a
religiously correct Muslimcommunity. This will only be achieved if
there is no deviation by those given responsibility to teach Islam
For those who propagate teachings that are against the true

teachings of Islam such as hatred for other Mislins, rejecting

br ot herhood of Mislins and brandi ng other Muslins as infidels and
spreadi ng sl anders, the allocation will be term nated. The allocation
provided is for purposes of propagating the know edge of |slam and
not ot herw se.

I mplication of Tax Proposals

104. The reduction and abolition of tax proposals will result in a
| oss of Governnent revenue totalling 1.2 billion ringgit. At the sane
time, the Governnent has increased expenditure as a nmeasure to
stimul ate donmestic econom c activities. Thus, the Governnent nust
seek other sources of revenue to strengthen its financial position.
Therefore, | propose that:

i. the threshold for the inposition of service tax for

restaurants, bars, snack bars and cof fee houses, private

cl ubs and advertising conpanies be reduced from an

annual sal es turnover of 500 thousand ringgit to 300

t housand ringgit and above; and

ii. the threshold of 300 thousand ringgit annual sales

turnover for the inposition of service tax on professiona

services be reduced to 150 thousand ringgit.

In this respect, the Governnent will step up enforcenment and
conduct street surveys to curb tax evasion.

105. In addition, the Governnent has provided substantia

subsidies totalling 4.4 billion ringgit, of which nore than half is
petrol eum subsi dy. To reduce the financial burden of the

CGovernment, | propose that this subsidy be reduced by increasing

the retail price of diesel by 10 sen per litre. In addition, the subsidy
for diesel is provided only for diesel supply for the use of |and
transport, Governnent and fishing boats. In line with this increase, |

al so propose the retail price of petrol be increased by 10 sen per

litre. These proposals are effective from 20 October 2001



V. ECONOM C PROSPECTS FOR 2002
M. Speaker Sir

106. d obal economic growh and world trade in 2002 are expected

to remain uncertain. We are unsure whether the United States will

be able to avoid an econom c recessi on. However, we al so expect

that the recovery of the US econonmy will be del ayed. The prospect
for recovery of the Japanese econony is al so not encouraging.

G ven the | ess favourable external environment, the nation's
economc growh will be driven by donestic econom c activities.

Qur economic gromh is expected to increase between 4 to 5 per

cent in 2002 with Goss National Product (GN\NP) renaining high at

370 billion ringgit. Al nmajor econonic sectors will continue to
record growth, mainly led by the manufacturing and services

sectors. The increase in the growh of the manufacturing sector is
expected to be driven by the recovery in global demand for

el ectronics while the services sector will be supported by the
continued pick-up in donmestic econom c activities. Domestic

demand at current prices is expected to increase by 5.5 per cent,
mai nl y on account of the growth in private sector expenditure of 6.6
per cent. The public sector, however, continues to grow, albeit, at a
slower rate of 3.1 per cent.

107. The economic prospects remai n encouragi ng given the

nation's strong econonic fundanmentals. External reserves has
stabilised at a higher level of 113.7 billion ringgit or 29.9 billion
US dollars as at 15 Cctober, sufficient to finance 4.7 nonths of
retained inports. The external trade bal ance recorded a surplus for
46 consecutive nonths since Novenber 1997 through August this

year. Gross National Savings is still at a high Ievel at one-third of
GDP. The banki ng system continues to strengthen with the risk-

wei ghted capital ratio at 12.6 per cent, which is above the

i nternational standard of 8 per cent. The | evel of short-termdebt is
low at 5.2 per cent of GDP, while the debt service ratio renmains
sust ai nabl e.

108. Wth higher GDP growth, per capita incone is expected to
increase by 4.7 per cent to 13,962 ringgit in 2002 conpared to
13,333 ringgit in 2001. Wth inflation at a |ow |l evel, per capita
income in terns of purchasing power parity will increase by 5.1 per
cent to 9,403 US dollars in 2002 from 8,944 dollars in 2001

refl ecting the higher purchasing power of the rakyat.

109. The Governnent will continue to inplenent unconventiona
neasures based on our own approach which have proven to be
successful and effective in managi ng the economy. In this regard,
the ringgit peg will be maintained. However, the Government wll
continue to nonitor donestic and external devel opnents to ensure
that the value of the ringgit is consistent with the nation's
nmacr oeconom ¢ fundanentals. G ven the volatility in foreign
exchange markets, the Governnent will ensure that the ringgit
exchange rate remai ns stable.

110. The growing difficulties in the global econony occurred at a



time when the nation is just into the first year of the Third Qutline
Perspective Plan and the Eighth Mal aysia Plan. To achieve the

| ong-term obj ective of Vision 2020 for Ml aysia to becone a

devel oped nation, both Plans envi saged an average annual growh

rate of 7.5 per cent. Since economc growh for 2001 and 2002 are
expected to be I ower, we have to redouble our efforts to accelerate
grom h for the remaining years of the Pl ans.

111. Wth the nation's econom c fundamental s remai ni ng strong,

we are confident of achieving our growh targets. However, we

nust redoubl e our efforts towards realising this objective. Qur
experi ence during the recent financial crisis has shown that we can
successfully overcone the worst recession, when econom c growh
contracted by 7.4 per cent in 1998. The econony was able to

rebound quickly in the followi ng years, enabling us to achieve the
average grow h target of 7 per cent under the Second Qutline

Per spective Pl an.

CONCLUSI ON

M. Speaker Sir

112. This year's Budget is tabled am dst an extrenely chall enging
time with increasing volatility in the external environnent. \Wile our

econom ¢ fundanmentals remain strong, there exists severa
constraints in the donestic econony that have to be overcone. W

al so face problens of social ills and threats to national unity. Peace
and stability are the cornerstone of economi c progress. Good
pl anni ng and excel | ent devel opment plans will come to nought, if

there is no peace and harnony. Extreni sm has no place in our

society. W have a truly denobcratic process. Every rakyat has the
right to elect the government through the ballot box w thout resorting
to violence or force of arms or creating chaos. Extrem smis against
the principles of all religions, nore so in Islam which pronotes
peace and prosperity, |Islam abhors those who create chaos as in

verse 77 surah Al-Qasas as foll ows:

" and do thou good, as Allah has been good to thee, and

seek not nischief in the land, for Allah | oves not those who do

m schief', It is not nmentioned in the verse that we should do good only to
Muslins. As long as others are not our foes, we should do good

and be fair to them

M. Speaker Sir

113. During the past four decades, the nation has achieved
excel | ent econonmi c progress and has been a nodel to the world.

The progress that we have achi eved has not cone easy. It is also
not solely attributable to our abundant natural resources. CQur
success has been acconplished through our planning, our policies
and strategies, our efficient adm nistration untarnished by

wi despread corruption, our peace and stability as well as our
uphol di ng of religious values. O utnpst inportance is the rakyat's
unwavering support and untiring efforts as well as their sacrifice.
Ker anamu Mal aysi a.



114. Soci al cohesion builds a strong nation. A society which is
self-reliant, upholds noble values and practi ses good ethics,
tolerant, caring and just as well as equipped with know edge will
propel the nation towards greater progress and achi evenents.

115. W pray to the Almghty to bless us with strength, resolve and
perseverance to face all adversities, bestow us with courage and
determ nation to strive for prosperity and uphold our nation's
sovereignty. Wth the Alm ghty's blessings, we will be able to build a
peaceful , progressive, harnonious nation, free fromforeign

pressure and well respected by all

M. Speaker Sir

| beg to propose.
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