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STORIES BY YEN NE FOO
AND ESTHER LEE

ome April 1,the implementation of
the Goods and Services Tax (GST)
in Malaysia will reach its one-year
mark.The anniversary represents a
milestone of sorts,but not everyone
will be in a celebratory mood.Some
— as many have on the May Days of 2014 and
2015 — will take to the streets of Kuala Lum-
pur on April 2 with their homemade banners
that will read “Batal GST” for a rally organised
by the country’s opposition leaders to express
their disapproval of the consumption tax.

GST is deeply unpopular among consumers
and businesses because of the widely held be-
lief that the consumption tax is responsible
for pushing the prices of goods and services
upwards.

Malaysia’s headline inflation,as measured
by the Consumer Price Index (CPI), growth
registered a decline to 2.1% in 2015, from 3.2%
a year ago. Much of this was down to lower
transport costs.The transport category within
the CPI saw negative inflation of 4.5% in 2015,
versus 2014’s inflation of 4.9%, as consumers
paid less for petrol and diesel after the crash
in global crude oil prices.

Although inflation rose slower in 2015,
consumers cry that they have hardly felt the
difference. It is not hard to see why.

CPI growth was volatile in 2015.It declined
sharply at the beginning of the year to a low
of 0.1% in February, but climbing up post-GST
to peak in July at 3.3% to give consumers a
jolt in prices.

There was also a pervasiveness of price
hikes across the CPI basket of goods. Bank
Negara Malaysia noted in its 2015 annual re-
port that prior to the implementation of GST,
the share of items within the CPI basket with
inflation of more than 4% stood at 11%. That
share grew to 32% in the second quarter of the
year.In the second half of 2015,41% of the CPI
goods basket saw inflation exceeding 4% as
firms that had initially absorbed GST started
to pass the tax on to customers.

Experts say that consumers are not likely to
feel the tapering off in prices towards the end
of 2015 as prices tend to be “sticky”. Once up,
they hardly come down.And this was proven
with the release last week of the February 2016
CPI, which surged 4.2% year on year.

Meanwhile, data from the Malaysian In-
stitute of Economic Research indicates that
consumers are fearful of higher prices and
increasingly reluctant to spend.Its Consumer
Sentiment Index dipped to a record low of 63.8
points, falling even below what was seen after
the global financial crisis in 2009.

Such weak consumer sentiment was even-
tually reflected in some of the country’s eco-
nomic indicators.In 2015, Malaysia’s domestic
demand growth slowed to 5.1% from 5.9% in
2014, with private consumption growth mod-
erating to 6%, from 7% a year ago.

Numbers like these help to support the
opposition-led calls for abolishing GST and
the cost burdens associated with it.

But, it is important not to get carried away.
GST was not the only cause of inflation last year.

According to Bank Negara, GST contributed
only 0.7 of a percentage point to headline in-
flation in 2015, lower than originally expected.
Government measures, such as the enforce-
ment of the Anti-Profiteering Act 2011 and
zero-rating or exempting essential consumer
and public goods from GST have helped ensure
that price increases are not excessive.In any
event,other factors — the government’s sub-
sidy rationalisation plan, the depreciation in
the ringgit and the invisible hand of the free
market — were not blameless for rising prices.

Moreover,judging GST solely by its impact
on prices paints an incomplete picture of its
role in today’s economic environment. Many
economists and tax consultants consider GST
as the “most efficient” way of widening Ma-
laysia’s tax base.
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R S Raja Kumaran, executive director of PrEViOUSIy, the
PricewaterhouseCoopers Taxation Services
Sdn Bhd says, “In my mind, GST is a good tax. government
It has brought those who do not pay taxes into ha rv little
the net and has helped the Inland Revenue - d ve y g
Board bring people into the net. Now, people information

will have no choice (but to pay taxes).”

In that sense, GST raises government rev-
enue at a scale and speed that existing direct
tax mechanisms would not be able to achieve.

Statistics show only 1.7 million out of the
12.4 million strong workforce pays individ-
ual income tax and in 2015 they would have
contributed RM28.7 billion or 12.7% of gov-
ernment revenue.

In contrast, the nine-month collection of
GST in 2015 is expected to rake in RM27 bil-
lion with just over 400,000 companies regis-
tered for GST.

on margins.
Sometimes, we
ended up barking up
the wrong tree. The
GST data will provide
more insights into
margins. We also
capture it by code,

The target for 2016 is RM39 billion and few -
doubt that this will not be achieved.The sum VthCh a"ows us to
represents 3.1% of Malaysia’s gross domestic dlssect by prOduct_
bt = — Subromaniam

“First, a small portion of the population
pays income tax.Secondly, corporate taxes can
be susceptible to external factors. For exam-
ple, with the collapse in oil prices, oil and gas
firms will report lower earnings, if not losses.

CONTINUES ON PAGE 66
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& With GST

industry profit margins

Despite the government
declaring the Goods and Services
Tax a success and how it has
helped shore up its coffersin the
light of the slump in oil revenue,
critics continue to condemn the
unpopular consumption tax.
Businesses are also grumbling
about its execution.

However, the deputy director-
general of Customsin charge
of GST implementation Datuk
Subromaniam Tholasy says

espite some teething problems,

The Edge: GST is often blamed for the price
increases that we have seen over the last year.
Do you think that is the case?

Datuk Subromaniam Tholasy: If you really
dissect it, prices went up just before GST was
implemented. People tried to advance their
purchases, so it became a supply and demand
issue. Unfortunately, we were moving from
the old tax system, the Sales and Services Tax
(SST), which is insensitive to price elasticity
demand. This means that once prices go up,
they stay there.

The other factor is the 18-month
moratorium on profit margins under the Anti-
Profiteering Act 2011, which took effect on Jan
1,2014. When businesses knew that their profit
margins were going to be fixed for the next 18
months, what did they do? Increased prices
before the moratorium took effect, didn't they?

There were also factors beyond the
government's control, like the ringgit's
depreciation. You can't blame GST for that.
When the ringgit weakens, imports become
expensive, which pushes up prices.

So, how much of the price increase can be
attributable to GST?
It's very minimal. Our studies show that prices
went up a bit after GST, but it is a one-off
increase. It is not something that only
happens to us. All the other countries
implementing GST have seen similar
increases.

Sometimes, people fail to
understand the benefit that
GST brings in the long term. It
provides more transparency.

, government now Knows

And the cost savings [enjoyed] by businesses
will flow through. More importantly, we now
know the profit margins being made by every
industry and every business and very soon,
you will see some initiatives. Consumers
should welcome this. Previously, nobody knew
who was making how much and at which level.

Does this mean that the government

is considering taking steps to regulate
businesses?

It gives us an opportunity to look at it. Moving
forward, we would know how to tackle issues,
whether at the production level, the middle-
man level or the retail level.

But that wouldn't be a free market anymore,
will it?

It will still be. Previously, the government had
very little information on margins. Sometimes,
we ended up barking up the wrong tree.

The GST data will provide more insights into
margins. We also capture it by code, which
allows us to dissect by product.

I'm not saying that we're going to regulate
businesses or anything like that. What I'm
saying is that the government will have a
better understanding of business margins. So,
when there is a need to intervene, we can do so.

Are we on track to reach the RM39 hillion in
GST collection as projected in Budget 20167
I don't want to answer questions on revenue.
[ will leave that to the prime minister to
announce when the time comes.

CONTINUES ON PAGE 66
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GST had come ‘at the right time'

FROM PAGE 64

Losses can be carried into the future
and a loss-making company could be
paying lower taxes for years,” says a
private sector economist.

“With GST,almost everyone and
everything is taxed. As more busi-
nesses are registered for GST, collec-
tions will improve,” he adds.

More than the amount it can
raise, GST is the government’s most
reliable and stable source of income.
This is particularly important for Malay-
sia at this juncture. Credit rating agen-
cies already critical of the Malaysian
government’s financial position saw
the implementation of GST as the gov-
ernment’s commitment to fiscal reform.

For the moment, at least, this keeps
a possible sovereign credit rating down-
grade at bay.

Further, the Ministry of Finance Eco-
nomic Report 2015/2016 states that the
government’s revenue collection is an-
ticipated to fall by 5.4% due to the sharp
decline in oil-related revenue. Bank Ne-
gara reported that oil-related revenue’s
share of total government revenue had
declined to 21.5% in 2015 compared with
30% in 2014.This is expected to drop to
between 13% and 14% in 2016.

Though unintended, economists say
that the implementation of GST had come
“at the right time”, shoring up Malaysia’s
otherwise stretched public finances.

While that is generally true, reluc-
tant taxpayers footing the bill for gov-
ernment spending will find it hard to

Consumer Price Index
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see what they have gained out of paying
billions worth of GST.

Part of the trade-off is the reduc-
tion of income tax post-GST. Corporate
income tax will be reduced by one per-
centage point in 2016 and personal in-
come tax was slashed by one to three
points in 2015.

But under Budget 2016, the govern-
ment took a step backwards by increas-
ing personal income tax for the highest
income earners in the country by one
to three percentage points.And further
increases cannot be ruled out.

The sense of being short-changed is
compounded by the fact that the gov-
ernment has made little effort to keep
to its promise of spending more effi-
ciently,while its debt level hovers near
the self-imposed ceiling of 55% to GDP.

In 2015, the government original-
ly allocated a total of RM273.9 billion,
an increase of RM9.8 billion compared
with 2014’s initial allocation, despite
the plunge in global crude oil prices.
Out of this, over 80% went towards the

government’s own operating expend-
iture (opex).

While it promised to reduce opex
at the start of 2015, the government
had last week requested an addi-
tional RM5.99 billion to fund 2015’s
spending through a supplementary
budget in Parliament.

This year, the government is more
ambitious. It wants to save RM9 bil-
lion from the original sum of RM267.2
billion after recalibrating Budget 2016
to reflect the low oil price environment.

Interestingly, the savings would
barely scratch the surface of govern-
ment opex. Instead, more than two-
thirds of the cuts will impact consum-
ers in some way. RM5 billion worth of
savings will come from “reprioritisation
of development expenditure”, RM200
million from delayed asset purchase
and another RM1 billion from lower
subsidies on liquefied gas and diesel.

What is clear one year on from the
implementation of GST is that the un-
popular tax is here to stay. But, calls for
its abolishment will be loud as house-
holds struggle with shrinking spending
power while the government is seen as
being unable to cut its own spending.

Before GST and the withdrawal of
subsidies on tolls and other basic items,
the government was seen as helping
out the people. Today, the reverse is
true — the public now has to pay more
for everything to help out an admin-
istration whose finances are not in
good shape. a

Working on rate of refund

FROM PAGE 65

What would you say contributed to the successful
implementation of GST over the last year?

Some of the success can be attributed to engagement with
the private sector and the availability of the director-general's
decision so that people understand [better]. We put in these
guidelines one year in advance for businesses to prepare.

If you look at Singapore's guidelines, some of them are
reviewed almost every other year because business is not
static. It's dynamic and it needs new ways of looking at things
and here we are, working closely with the private sector. That
has helped us to understand the businesses, and vice versa.

So in your view, there has been enough engagement with the
private sector?

Yes, we started our engagement on GST many years before
the implementation, way back in 2005 when the government
started seriously considering it.

There was a series of discussions with businesses to refine
the model and [talk about] the issues. We were very open
about it. We realised the importance of liaising with these
businesses because we are not the experts, the businesses
are. They should know how to collect GST, the right amount,
they should understand the dos and don'ts. We are just the
administration. At the end of the day, the onus is on them.

The only issue was that a lot of businesses did not prepare
back then because the government postponed GST a couple of
times. It was only when it was announced in Budget 2014 and
when there was a definite timeline for the implementation that
the businesses started to prepare.

Overall, Malaysia has done quite well in terms of implementation.
What do you think we can improve on going forward?

The rate of refund. As at November 2015, we managed to
refund 70% in terms of the number of cases within the
legislated 14-day period. We can always improve this to 85%

to 90%. But to have 100% is impossible as there will always be
some suspicious claims that we need to verify. a



