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FOREWORD TO DAP'S MALAYSIAN FIRST BUDGET 2008

DAP is proud to present our first budget on 5 September 2007 in
Parliament House with the apt title of Malaysian First Budget 2008.
What can better a more appropriate moment to signal DAP’s policy-
making contribution towards nation-building, than to choose the
occasion of our nation’s 50th Merdeka Anniversary celebration.

Malaysian First 2008 Budget is for all those with abiding love for
our country who were born, grew up and intend to die here.

. Too often have our discourse on economic competency,

Lim Guan Eng management performance, market efficiency and socio-economic

justice been coloured and distracted by political or non-economic

considerations. Such were the prevailing sentiments in the

immediate aftermath of the Cold War between the Western Powers and Communism where
economics was driven by purely political considerations.

However from the late 70s, the pendulum swung in the other direction when politics no longer
drove economic policies but were driven instead by economic considerations. Beginning with
China’s paramount leader Deng Xiao Peng opening up China’s economy, China finally abandoned
communism with the unique definition of socialism with Chinese characteristics or what most
academics would describe as capitalism with socialist characteristics.

By abandoning dogma and its past political and historical burdens, China transformed itself from a
poverty-ridden economic backwater to a global economic powerhouse. By the end of 2007, China
would exceed Germany as the third largest economy in the world. A China transformed via soft
power of economic performance has accreted more world influence than it could ever achieve
through superiority of military strength or ideological purity.

The thundering rise of economic giants like China and India has immediate lessons of the rewards
of abandoning political and historical burdens. Nothing summarises this new mentality amongst
China’s new elite when even industrialists and the government of the city of Nanking seeks
Japanese investors despite the horror of the Nanking Massacre during the Second World War.

Malaysia is looking backwards by taking the opposite approach clinging to our historical burdens
such as requiring non-Malays make up for Malays being oppressed by nearly 500 years of
colonialism when non-Malays suffered under the same oppression from the colonialists. Sadly,
Malaysia’s economy is still rooted in the Hitlerian model of racial dominance where politics takes
precedence over competency and quotas over performance.

Using The Past To Illuminate The Future And Not Blind Us To The Way Forward

The past is supposed to illuminate the future to try to show us the way forward. Unfortunately BN
has used the light from the past not to illuminate but to blind us to the future. Malaysian policy-
makers are still stuck in the dogmas and diktats of ketuanan Melayu and the New Economic Policy
when we should be talking about national unity through Bangsa Malaysia and open competition to
face the challenges of globalization.
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The promulgation of state interventionist economic policies led by the New Economic Policy(NEP)
that promoted racial preferential quotas under the pretext of equitable wealth redistribution and
sanctioned political patronage and self-aggrandisement under the guise of wealth creation. Whilst
the goal of the NEP was also to eradicate poverty regardless of race, the primary focus was the
creation of bumiputera millionaires and an accelerated expansion of a bumi business community
by all means necessary.

Proposed 2008 Malaysian Budget Democratic Action Party

This primary focus gave NEP a bad name as a vehicle for corruption, cronyism and abuse of power
especially when it was extended beyond its 20-year shelf life in 1990. US finance house Morgan
Stanley estimated US$100 billion lost to corruption since the 1980s. The latest government bailout
of the RM 4.6 billion Port Klang Free Trade Zone scandal proves that Malaysia has still not made
any progress at all in establishing integrity, accountability and transparency in governance.

The NEP also alienated and angered many non-bumis who could not understand why they had to
sacrifice for the wealthy bumis. Non-Malays are not angry with the NEP for helping poor Malays.
Neither are Malays incensed with the NEP for helping poor non-Malays. What all Malaysians are
furious with the NEP is that the NEP is used as a tool of crony capitalism and patronage to enrich
the wealthy.

Finally, the insidious erosion of our national psyche by systematically dividing Malaysians by race
and religion — bumis and non-bumis, Muslims and non-Muslims. Whilst we can blame the British
for introducing this divide and rule policy, the insidious fault lines created has sheared our souls
and haunts future generations by creating many nations of different races within a nation-state.
Ethnicity and religious beliefs not universal values of justice will shape outcomes.

Unlike in America where everyone is an American, here in Malaysia we are either Malays, Chinese,
Indians, Kadazans or Ibans. This is probably the greatest injustice of all in refusing to treat every
Malaysian equally. Bangsa, agama dan negara is only directed at one community.

We continue to be divided by the colour of our skin or the beliefs in our hearts or our political
affiliations even though our blood is of the same colour. Instead of one people, one Bangsa
Malaysia in a secular state we have racial dominance and an Islamic state. What is so difficult
about accepting Bangsa Malaysia which was described by Mahathir “as people being able to
identify themselves with the country, speak Bahasa Malaysia and accept the Federal Constitution”.

Until we revert back to Bangsa Malaysia and ketuanan Malaysia, can we reclaim our Merdeka
heritage and the promises made. The damage done from such misguided policies is most obvious in
the economic sphere. The foreign specialists of Malaysian affairs can not fail to be puzzled at the
stubborn refusal of ordinary Malaysians, who are no less educated and intelligent than them, to see
through the self-serving economic policies that are detrimental to the common good of the country.

Perhaps such inertia explains why the European Union Ambassador to Malaysia Dr Thierry
Rommel was moved to severely criticize the NEP as anti-competitive, a lack of a level playing field
and an unacceptable cost of doing business in Malaysia. He added, “Together with an inefficient
public service, corruption and the questionable and unchecked practices of Malay preferential
treatment, it had also dampened the business environment and economy of the country.”

Even the government has conceded the defects of the NEP when it exempted investors in the
Iskandar Development Region in Johor from the NEP. A million Malaysians who voted with their
feet by emigrating overseas for the last 35 years is the strongest indictment of the failure, injustices
and discrimination of the NEP. Money lost can be earned back but human resources and brain
power is irreplaceable.
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Only when there is unity, justice and equal opportunity can we enjoy prosperity. DAP offers our
proposed “2008 Malaysian First Budget: Unity Driven Equity, Growth & Innovation”
that is a holistic approach covering diverse areas from education, social welfare and aid, battling
crime, energy conservation, sustainable development with the environment, affordable and
available access on the internet broadband, fair wage for workers, efficient tax structure, research
and development, improving our competitiveness and establishing value-added industries that face
up to the challenges of globalization.

Proposed 2008 Malaysian Budget Democratic Action Party

The government must not forget its primary duty of crime prevention by establishing the four basic
rights of security to allow everyone the right to live, work, study and play in a safe and secure
environment.

The main thrust of DAP’s Malaysian First 2008 Budget would be to establish the conditions of
good governance that permits hardworking and talented Malaysians to get on with the business of
creating wealth and succeed in life. More importantly the government must learn to get out of their
way and not intrude on their activities unnecessarily. The real win-win solution is where every
Malaysian learns together, grows together and reaps the rewards together.

One final word of appreciation is to the immeasurable contributions of my Economic Advisor Tony
Pua, without which this Budget would not be possible and also the team of translators comprising
Lee Kee Hiong, Thing Siew Shuen, Lau Weng San, Liew Chin Tong and Ng Wei Aik.

LIM GUAN ENG
Secretary-General
Democratic Action Party Malaysia
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KEY BUDGET HIGHLIGHTS

The proposed DAP 2008 Malaysian Budget focuses on the twin challenges of globalisation and our
high dependence on oil and gas resources. With increasing competition from other developing
countries and the rapidly evolving technology markets, it is critical that Malaysia puts in place a
system which will be able to exploit the opportunities provided by, and at the same time mitigate
the negative impact resulting from globalisation. At the same time, a 40% dependence on
government revenue from the oil and gas sector is of serious concern, especially in the light of oil
reserves which will last for only another 2 decades and Malaysia becoming a net oil importer by
2011.

This Budget will also serve as a distinct departure from the current administration's New Economic
Policy (NEP) which is driven by race. The underlying rationale and approach to our Budget is the
“Malaysia Economic & National Unity Strategy” (MENUS) which will be based on performance,
competence and needs of all Malaysians.

Therefore it is imperative for the Government to build new capacities for the future to ensure that
our productivity increase is more than sufficient to replace declining contribution from the oil and
gas sector. At the same time, we will strengthen our social security system to ensure that the poor,
less fortunate and under-privileged are not left behind in our pursuit for excellence. The wealth of
natural resources on our shores must be shared equitably to make sure that everyone gets to
benefit and taste the fruits of our land. We must also shake off our habit of designing world-class
blueprints, only to fail miserably in their implementation. The DAP will put in place a robust
system to improve productivity and competitiveness of the government's delivery system.

Finally, we will utilise responsibly all fiscal measures and tax instruments to ensure that the
country does not bury itself in debt and to avoid expenditure on mega-projects which are unlikely
to bring significant benefits to the population. Our policies are designed to make ourselves
competitive relative to our neighbours as well as to nurture dynamic innovative and
entrepreneurial Malaysians.

The key policy measures proposed in the Budget include:

e Legislating the use of oil and gas revenue to ensure that a substantial portion of the revenue is
spent on education as well as research and development to build the necessary economic
capacity for Malaysia, to ensure that the increases in productivity and innovation will more
than compensate for the expected decline in oil revenues. It is proposed that 50% of oil and gas
revenues be invested in human capital and research and development, while another 25% be
used to strengthen the social security for Malaysians who are in need. Legislating the
utilisation of funds will also prevent the mis-allocation of resources to bailout failed projects or
other non-productive sectors.

e Hence, RM43.3 billion is allocated for education and training, accounting for 26.3% of the
overall 2008 Budget. The focus of the expenditure will be to enhance the qualitative elements
of education instead of the quantitative elements. Of 250 new schools to be built, 60 and 15 will
be Chinese and Tamil schools respectively to resolve the often severe overcrowding faced by
these schools. RM3.2 billion has also been allocated for Research & Development.

e RM13.6 billion is allocated to improve the quality of the nations transportation infrastructure,
particularly the public transport system. The bulk of the increase goes to development
expenditure for transportation, which will increase from RM7.3 billion to RM9.5 billion. Key
attention is given to the 3 highly congested urban centres — the Klang Valley, Penang Island
and Johor Bahru. A blueprint for the “Valley Circle” rail network will also be developed to
improve inter-suburban connectivity, by-passing the congested Kuala Lumpur city centre.
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e Barisan Nasional's policies of guaranteeing highway toll concessionaires as well as independent
power producers (IPPs) extraordinary profits with grossly unequal contracts with little or no
risks to the latter are the clearest cases of the Government failing to protect public interest. The
impact of these policies are increasingly felt today with rapidly rising toll rates and energy
prices. It is hence imperative that the Government renegotiate these contracts to protect the
interest of the public within a 6 month period. In the event whereby no significant headway is
made in the negotiations, it is proposed that the Government move to acquire the assets of
these entities. The resultant savings will then be passed on to consumers or be diverted to
other public interest projects, such as the public transport system.

e When the Government launched the Multimedia Super Corridor (MSC) project 10 years ago, it
promised to make every effort to grow and support local MSC status companies. However,
despite the rhetoric, the Government being the largest consumer of information technology
services in Malaysia has not given preference to these companies. It is therefore important
that in this proposed budget, Malaysian MSC status companies be given specific preference in
tendering for the Government IT-related contracts to help nurture these companies into
successful regional players.

e As part of our philosophy, no person or community in need, irrespective of race or religion will
be denied the necessary government assistance. In line with this, the DAP will implement
“FairWage”, a policy which serves to improve the livelihood of low wage earners above the age
of 35, which will at the same time incentivise employers to provide increased employment
opportunities. A “Malaysia Bonus” of up to RM1,200 will be granted to Malaysians with
income not more than RM3,000 per month. In order to assist the elderly above the age of 60,
many who are having problems making ends meet, those qualified will enjoy an the “Senior
Malaysian Bonus” of up to RM1,000. These bonuses are channelled into their respective EPF
accounts.

The FairWage policy and Malaysian bonus will cost approximately RM9.3 billion to administer.
It is part of the proposed programme to share the fruits of the nation's wealth, particular from
the oil and gas sector with all Malaysians in need. In the longer term, more assistance
programmes will be carried out in this grant-based mechanisms which are means tested instead
of via subsidies which are distortionary in their impact, and often disproportionately benefiting
the wealthy.

e One of the core pillars of MENUS is that all Government contracts should be tendered in an
open, competitive and transparent manner. All qualified companies shall be provided with
equal opportunities to secure Government supply contracts and projects. To prevent
overwhelming disruptions to the current system, this policy, free from race-based
requirements, shall be implemented on a gradual basis, commencing with projects or supply
contracts sized above RM10 million for 2008. In view of the challenges brought by
globalisation, all tenders shall be made competitive, open and transparent by 2015. Assuming a
conservative 10% savings is achieved via the new tendering system, this will result in absolute
savings in excess of RMp billion per annum in conjunction with quality improvements.

e The transformation of the Malaysian economy into one that is knowledge-based will not
succeed without the critical ingredient of innovation and entrepreneurship. Therefore it is
proposed that the Government set up a new RM250 million seed fund, STARTUP where we will
act as a matching co-investment fund with reputable private investors who will assist in the
mentorship of the start up companies. To encourage private investor participation, losses
incurred by such investments shall be tax deductible from the investors' individual or corporate
income tax. To further boost entrepreneurship, start-ups shall enjoy full tax exemption on
their first RM200,000 chargeable income for each of their first 3 years of assessment.
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Government revenue from small medium enterprises which constitutes more than 99% of all
enterprises in the country has clearly declined with the dependence on oil and gas revenue. To
revitalise the SME sector, and to assist many SMEs whose counterparts in many countries in
the region enjoy significant tax advantages, it is proposed that the tax rate for SMEs on their
first RM500,000 chargeable income be reduced to 18% from the current 20%. In additional a
new partial tax exemption threshold will be set at RM200,000 and taxed at 12%. This means
that a SME with a chargeable income of RM900,000 will be taxed at an effective rate of 18%, in
line, particularly with its competitors across the causeway in Singapore. This measure will help
make Malaysian SMEs to be more competitive and at the same time attract more SMEs to set
up business in Malaysia, creating more employment opportunities.

DAP is proposing a 1% reduction of the top tax bracket to 27%. More importantly however,
there will be a revision and a simplification of the progressive tax brackets which will result in
significant reduction in taxes by all. Most importantly, to assist Malaysians to cope with the
rise in living expenses, particularly in urban areas, the first RM15,000 chargeable income will
become tax exempt, with the subsequent RM15,000 taxed at 7%. Currently, only the first
RM2,500 is tax exempt while the next RM2,500 is taxed at 1%. Based on the new tax structure,
a married worker with RM 3,000 pay per month, a full-time housewife who looks after 2 young
children will pay no taxes, whereas under the previous tax structure, he will be expected to pay
between RM55 to RM445 depending on his insurance premiums and medical expenses for his
family, including parents.

The rate of global climate changes is accelerating and it has become absolutely necessary for
Malaysia to play its part in protecting the environment. Hence, a “Green Tax” is to be
implemented in 2010 whereby a “carbon tax” is charged at RM25 per tonne of CO2 equivalent,
with the exception of methane emissions from the agricultural sector as well as special
exemptions for carbon intensive businesses which adopts global best practices on emissions. In
addition, a 5% severance tax shall be imposed on the extraction of metals and forestry products
in the country. However, companies which secure certification from The Forest Stewardship
Council (FSC) accredited certification bodies will be granted the severance tax exemption for
promoting responsible management of the forest.

As a part of our new source of revenue as well as to negate the rent-seeking culture, the
approved permits (APs) current issued for free by the Ministry of International Trade &
Industry to a select pool of “businessman” shall be auctioned to the highest bidders instead.
Based on an estimated 70,000 APs issued per annum and a conservative RM25,000 market
price, the auction will provide an additional RM1.75 billion to the government coffers.

Women will also benefit significantly with the proposed extension of paid maternity leave from
60 to 90 days if they have worked for at least 180 days prior to delivery with the employer.
Their pay will be shared equally by both the employer as well as the government. This together
with other measures proposed in the Budget will play their role in strengthening the bond
between the mother and child, promoting strong family values, while at the same time,
encourage more women to join the workforce. As at 2004, Malaysian women participation in
the work force stands at 47.3%, significantly below that of our neighbours, Singapore and
Thailand at 53.9% and 64.2% respectively.

Finally, this budget represents a budget which seeks active involvement from the civil society.
Instead of attempting to tackle all issues on its own, which the government will not be able to
competently and effectively, sizeable grants will be made available to specialist non-
governmental organisations (NGOs) to promote, educate and run various social causes and
programmes. RM240 million has been set aside as partial or full grants for NGOs to pursue
environmental causes, eliminating poverty, promote healthy living, managing women issues or
assisting the disabled, to be disbursed over the next 5 years.
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INTRODUCTION

GLOBAL STATE OF AFFAIRS

After solid and broad-based growth for three consecutive years, the world's economic growth
is moderating in 2007, in line with the early projection of World Economic Situation and
Prospects 2007. The growth of the world gross product (WGP) is expected to slow to a pace of
3.4 per cent for 2007 as a whole, down from 4.0 per cent, as recorded in 2006. The slowdown
is expected to stabilize in 2008 with a projected growth of WGP at 3.6 per cent.

The United States (US) economy grew by a solid 3.3% in 2006, reflecting an upturn in
business investment and robust private consumption. However, quarterly GDP figures
demonstrated a visible slowdown in the second half of 2006 and the year ended on a less
positive note. GDP in the United States, among developed economies, is expected to grow at a
sluggish pace of 2.1 per cent in 2007, a significant deceleration from 2006. The weak spot was
mainly associated with the housing sector retrenchment. Residential investment contracted
for five consecutive quarters from the last quarter of 2005, and both new and existing home
sales fell significantly in the latter half of 2006. As reflected in the recent turmoil in the US
subprime credit markets, it is yet premature to conclude that turmoil in the housing markets
will not spread to the rest of the economy, which will at the end of the day affect the global
economy.

The Japanese economy continues a moderate but steady recovery, registering 2.2% growth in
2006. Strong exports and export-induced business investment are underpinning the recovery,
since private consumption is trudging along only slowly. In the outlook, the economy is
expected to expand by 2.1 per cent in 2007. Solid corporate profits underpin investment in the
replacement and expansion of production capacities, while improved conditions in the labour
market are expected to buttress consumer confidence and household consumption.

In the Euro area, GDP grew by 2.7 per cent in 2006, marking the strongest growth
performance since 2000. Exports and investment were the key driving force, but consumption
expenditure, which had been a major drag to growth in the past, also contributed significantly.
Business and consumer sentiment has improved. Strong corporate profits and cheap credit
bolstered capital spending. This upward trend in turn exerted a positive influence on
consumer spending, forming the bedrock of sound and balanced growth. Unemployment rates
have trended down, and are now firmly under 8%.

Growth in East Asia accelerated to above 8 per cent in 2006, but some moderation is expected
for 2007. Its largest economy of the region, China, posted GDP growth of 10.7 per cent in
2006. Exports remained the main driver of regional growth, while domestic demand also
recovered in most economies. Not only was there strong global demand for the region’s
exports, but the buoyant Chinese economy continued to gain in importance as an export
destination for the other East Asian economies. This growth pattern in East Asia is expected to
continue during the current year, although tightening measures in China as well as the
expected global deceleration in growth will lead to a slight slowdown in the region.

Global equity markets have advanced strongly over the past two years, reflecting solid
economic growth, rising corporate profit shares, and continued low long-term interest rates.
Meanwhile, both interest rate spreads for traditional high-risk borrowers and measures of
asset price volatility have narrowed to an unprecedented degree. The recent bout of global
asset market turbulence initiated by a sudden sell off in the Chinese stock market serves as a
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useful reminder that these favourable asset market developments may not endure forever. If
the improvement in fundamentals driving the advance in equity values and the contraction of
risk spreads were to reverse or even stagnate, global asset markets could sell off with adverse
implications for consumption and investment.

World trade expanded rapidly in 2006, in volume terms accelerating to 9.7% from 7.7% in
2005 (according to World Bank estimates). Improved demand conditions in major industrial
countries, along with firming consumer spending in Japan and the euro zone, buttressed
strong industrial production both for major industrial countries and for developing Asia.
Robust export performance from developing Asia also shored up world trade growth.

With a less buoyant economic performance projected for 2007, world trade growth is
projected to moderate to 7.5% in export volume terms.

The strength of the global economy in 2006 boosted global sales of consumer electronics.
Worldwide semiconductor sales set another record ($247.7 billion) in 2006, an increase of
8.9% from the previous year, while sales in the Asia-Pacific region registered a 13% expansion,
driven by strong China demand.

Demand for consumer electronics is partly supported by relentless global competition and
falling prices. Dynamic random access memory (DRAM) prices, a proxy for global high-tech
prices, have been slipping on fierce global competition and improved production capacity.
Falling prices of popular consumer electronics have started to weigh on profit margins of the
world's largest producers. Given the buoyancy of global demand, producers have maintained
profits by expanding the volume of sales. But as the US economy, which is the largest market
for end products, is expected to slow, further erosion of profits seems inevitable and could
precipitate a downturn in the industry cycle.

PROSPECTS & RISKS FOR THE GLOBAL ECONOMY IN 2008

11.

12.

13.

14.

The outlook for the global economy encompasses a number of uncertainties and risks. The
downside risks to the outlook include a much more severe downturn than what the baseline is
projecting in the ongoing correction of the housing sector in a number of economies,
particularly the United States; a disorderly adjustment of the global imbalances; higher oil
prices; the possible outbreak of avian influenza; and unpredictable geopolitical shocks.

The downturn in the housing sector of the United States has accelerated since the second half
of 2006. The meltdown in the sub-prime mortgage market at the beginning of 2007 has
further heightened the risks for a longer and deeper slump in the housing sector and for a
possible spread of the weakness to the overall economy. The sub-prime mortgage market
serves clients with poor credit histories or with insufficient financial resources. In early 2007,
data indicating that delinquency rates in the sub-prime market had risen to more than 13% in
the fourth quarter of 2006 set off a crisis among sub-prime lenders. While some of the lenders
filed for bankruptcy, others sought buyers or closed operations.

According to the World Economic Prospects 2007 published by the United Nations, in the
baseline outlook, the correction in the housing sector of the United States is expected to
continue during 2007. However, risks for a much more severe adjustment in housing prices
are not negligible: since 1997, there has been an appreciation in housing prices in the United
States of about 80 per cent in real terms (adjusted by inflation rates), compared with a real
appreciation of just 10-20 per cent in previous booms, implying more room on the downside.

After a further widening during 2006, current-account imbalances across countries are
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expected to narrow slightly in 2007. The deficit of the United States had risen to about $860
billion by the end of 2006, or 6.5 per cent of its GDP, and is expected to fall to $800 billion in
2007. Most developing regions are running surpluses. The surplus in developing Asia
exceeded $200 billion, with China being the main contributor, and will remain on a similar
scale in 2007.

Despite the small projected narrowing of the current-account deficit in the United States, the
risks for a disorderly adjustment remain, as the indebtedness of the United States will
continue to deepen. As a result of the chronic current-account deficits over the past decade,
the net international investment position of the United States is estimated to have exceeded
$3 trillion by the end of 2006. Another deficit of $800 billion in its current account will
further add to the net debt position of the United States, making it less and less tenable.

The IMF has also expressed concerns about the oil market and capital flows, saying while the
global economy had easily shrugged off the high oil prices driven by increased demand, "a
supply shock could be much more damaging to global growth." Inflows of capital to emerging
economies could complicate macro-economic management and expose the countries that
receive them to an abrupt reversal of flows when sudden shocks occur.

The market for oil is exceptionally tight. So far, the global economy has shrugged off high oil
prices in part because the high prices are themselves largely the product of economic growth
which has led to rising demand for oil. But there are also considerable vulnerabilities on the
supply side, with respect to both production and refining, and a supply shock could be much
more damaging to global growth.

THE CHALLENGES AHEAD FOR MALAYSIA

Globalisation

18.

19.

20.

21.

Globalisation brings both new threats and opportunities for the Malaysian economy. Should
we rest on our laurels and continue to believe that we can be sheltered by the proverbial
coconut shell, it will only result in irreparable damage to the economy. However, if we were to
instil in our economy the spirit of resilience as well as the ethics of competition, hard work
and innovation, Malaysia will be able to achieve its full potential via the vast opportunities
provided by globalisation.

Today, capital, enterprise and talent are flowing to countries where government can be
trusted, where the workforce is well-educated and skilled, and where the quality of life is high.
These are key pillars of our economy and our country which we must build in order to reap the
full benefits of globalisation.

Malaysia used to attract some of the biggest technological giants such as Intel, Motorola and
Dell to develop and manufacture their latest technologies in the country. However, in the past
decade, we have clearly fallen behind in terms of advancement in manufacturing technology.
For example, Malaysia's current leading semi-conductor wafer-fabricator, SilTerra Malaysia
Sdn Bhd offers major foundry compatible CMOS logic, high-voltage and mixed-signal/RF
technologies down to 130 nanometer feature size. SilTerra’s wafer fab has a design capacity of
40,000 eight-inch wafers per month.

However, semi-conductor technology has advanced significantly with state-of-the-art 9o-nm
technology on 300-mm wafers, and 65-nm production. In fact, 45-nm process technology is
now under aggressive development. Our neighbours, Singapore, for example, is attracting
more of the ‘“first-of-its-kind’ investments such as the chip used in the latest PlayStation3 and
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Xbox. A French semiconductor company, Soitec, is investing $700 million to set up in
Singapore its first offshore facility to make the wafer for this chip. It is high precision, high
technology. The wafers have alternating layers of silicon and insulator, unlike conventional
wafers which use silicon throughout. Singapore became the only country in Asia that it trusts
well enough to set up its first manufacturing campus outside of France. Hence, it is key for
Malaysia, in the age of globalisation, to bring back global investments in leading age
technologies.

At the same time, with increased exposure to globalisation, we are clearly facing a worsening
of our income distribution. In particular, there has been slow or no growth in wages at the
lower end. The income share of the bottom 40 per cent of households decreased from 14.0%
in 1999 to 13.5% in 2004 while that of the top 20% of households increased from 50.5% to
51.2%. Consequently, the Gini coefficient worsened from 0.452 in 1999 to 0.462 in 2004. All
ethnic groups recorded an increase in the Gini coefficient during the period. The inequality
among Bumiputera was the highest compared with the Chinese and Indians. Income
inequality in Malaysia has been ranked the worst in Southeast Asia.

Globalisation, corresponding with a drastic increase in competition for skilled labour and
global talents, has resulted in widening income gaps between the skilled and the low-skilled,
between the young and old, between those who are nimble enough to adapt quickly to the
market and those who aren't.

Therefore our approach to globalisation is twin-pronged. Firstly, we must embrace
globalisation, particularly in terms of open economic competition so that Malaysia, as a whole
can grow to its full potential. However, we must at the same time carefully manage the
negative impact of globalisation, particularly on the less educated and lower income group in
the country.

To face up to the opportunities provided by globalisation, it is critical that we build capacity
and capabilities, with the greatest emphasis on education and human capital development for
the future. At the same time, we must attract new investments, grow new businesses, and
create new and better paying jobs to replace old ones.

To bring the economy forward, it is hence critical that we develop a “Malaysian Economy &
National Unity Strategy” (MENUS) to fully exploit the strengths and talents of all Malaysians
to contribute towards the growth of the country. MENUS will replace the outdated New
Economic Plan (NEP) with a distinct shift in focus from a race-based economic agenda to one
which serves to promote efficiency, competitiveness and equality of opportunity for all
Malaysians.

MENUS will promote a productivity driven and private sector-led economy that requires
comprehensive reforms to education, as well as the private and public sectors. The reforms
should increase the incentives of people to acquire and make the full use of human capital and
for companies to invest and innovate to be stay ahead of competition. Earlier policies within
the NEP which is incompatible with private incentives that causes the outflow of talented
people and businesses to other countries that offer a better deal for their endeavours must be
reversed.

An integral element of MENUS is to ensure that business contracts tendered in the private
sector, including Government-linked companies (GLCs) shall be based on the quality and
price of the proposal, and not based on racial composition requirements. At the same time, to
ensure a smooth transition from the NEP system to MENUS, Government contracts shall be
migrated to a open, transparent and competitive tender system based on quality and price
over a 5 year period. The tender process for all government projects above the value of RM10
million shall immediately be migrated to the new system, and all such projects must be
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tendered openly and competitively.

MENUS will ensure that there will be minimal wastage of economic resources we have
observed in recent years due to government bailouts of large projects. The poor delivery
system has resulted in catastrophes, such as the Middle Ring Road II increase in cost from
RM120 million to RM190 million and the MATRADE Building from RM167 million to RM287
million . It will also eliminate poor workmanship seen recently, such as the renovation works
for the Parliament, the construction of the mega Jalan Duta Court Complex as well as the
government buildings in Putrajaya.

However, as we grow the economy, we must ensure that no one is left behind, irrespective of
race, religion or creed. All Malaysians have the opportunity to succeed. Under MENUS, we
will ensure that all social subsidy programmes target the deserving groups, particularly those
from rural areas as well as lower-income families. Subsidies and grants shall be focused
strictly on lower-income groups, instead of being abused and wasted on the wealthy. As part
of MENUS, the DAP will propose to allocate RM9.3 billion in 2008 as grants and income
supplements for the lower income groups. The key objectives of these grants and income
supplements will serve the dual function of easing the financial burden of the needy as well as
incentivising and improving their abilities to secure better opportunities. This programme is a
major cornerstone for the Government to share the country's wealth derived from the oil and
gas sector with the rakyat.

Reliance on Oil & Gas

31.

32.

33-

34.

35-

Malaysia is a country blessed with abundant natural resources. In particular, we are thankful
that the country is rich in oil and gas, which created Malaysia's sole representative in the
Fortune 500, Petroliam Nasional Berhad (Petronas). In the most recent financial year ending
March 2007, Petronas achieved record profits before tax of RM76.3 billion thanks to record
high crude oil prices which increased from under US$25 per barrel to above US$70 all within
4 years.

Of greatest importance, was the fact that Petronas contributed RM53.7 billion to our national
coffers in taxes, royalties, dividends and export duties last year. Contribution from Petronas
and other oil and gas companies operating in Malaysia was budgeted to make up some 46.8%
of the government revenue for 2007. This represents a steep increase from approximately
30% in 2006 and 25% in 2004. These statistics marks Malaysia's heavy reliance on oil and
gas industry today.

Malaysia's abundance of oil & gas resources is akin to striking lottery. It is a once-off affair,
and at some point of time, our reserves will run dry. According to Oil & Gas Journal, Malaysia
held proven oil reserves of 3.0 billion barrels as of January 2007, down from a peak of 4.6
billion barrels in 1996. These reserves will last us for only another 20 years or so.

In addition, Malaysia is expected to become a net oil importer by 2010 assuming a
conservative growth of 4% in petroleum products consumption. Our trade current account
surplus has also been boosted significantly by oil and gas related products which constitutes
more than 11% of our exports. The frightful acceleration of dependence on our limited oil and
gas resources places the country's economy at great risks.

Malaysia must not fall into the trap of what economists call the “resource curse”, that is
countries devoid of natural resources fare better than countries better endowed. Countries
such as Hong Kong, Singapore and Switzerland contrasted against the oil-rich but poorly
developed Middle East countries immediately come to mind. This appears to be closely
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related to the phenomenon known as the Dutch disease. The Netherlands in the 1960s, after
its discovery and depletion of oil and gas in the North Sea, was plagued with unemployment
and an unproductive manufacturing sector due to the negative side effects of such a discovery.

What is perhaps most worrying for Malaysia, with the reliance on natural resource
overshadowing the other productive sectors of the economy, is the resulting “rent-seeking
economy” where influential parties within the government together with external parties focus
their efforts in securing a larger share of the economic pie, instead of creating a bigger pie.

Therefore the DAP proposes in this Budget that the Government legislate that 50% of our
windfall from oil and gas is kept under lock and key, with the sole purpose for investment in
human capital as well as research & development, over and beyond our typical expenditure on
education and training. In addition, 25% shall be legislated for use in our social security
system while the balance may be used for development expenditure of the national budget.
This way, the funds will be prevented from being expensed to an unproductive and wasteful
rent-driven economy. All unutilised allocation from revenue derived from the oil and gas
sector shall be maintained in a stabilisation fund for future investments in the legislated
segments. To quote Economics Nobel Prize winner, Joseph Stiglitz, “abundant natural
resources can and should be a blessing, not a curse. We know what must be done. What is
missing is the political will to make it so.”

BUDGET OBJECTIVES

38.

39-

This Budget is significant in that is seeks to shift Malaysia's stagnating underlying economy to
a more dynamic performance-oriented economy which can compete with the best in the
world, which will also reduce our increasing dependence on oil & gas revenue. The DAP seeks
to achieve the above objectives by harnessing the synergistic energy and benefit from a united
Malaysian population in achieving these common goals. At the same time, DAP proposes to
redress persistent socio-economic inequalities between the wealthy and the poor, regardless of
race, religion or creed. Hence the core thrust of the DAP Budget for Malaysia in 2008 are:

1. To Build New Capacities & Capabilities for the Future;

2. To Strengthen our Social Security System;

3. To Improve Productivity & Competitiveness of Existing Delivery System

The proposed 2008 Budget for Malaysia is therefore themed “Malaysian First: Unity

Driven Equity, Growth & Innovation”, a budget to unite Malaysians to meet the
challenges of the future, dedicated to Malaysia's 50™ anniversary of independence.

Page 15 Of 54



Proposed 2008 Malaysian Budget Democratic Action Party

b

BUDGET ALLOCATION

40. For 2008, DAP anticipates an increase in Government revenue by 8.5% to RM146.3 billion

41.

42.

43.

44.

45.

46.

compared to RM134.8 billion in the previous year. The Government revenue is boosted to a
large extent by persistently high oil and commodity prices as well as a performing financial
sector boosted by global liquidity. It will however be moderated with a relative decline in
income tax revenue with a scheduled fall in income tax rates from 27% in 2007 to 26% in
2008, as proposed in the Budget for 2007. Based on the proposed expenditure of RM166.7
billion in the Budget, we will incur a reduced budget deficit of RM20.46 billion, or healthy
3.23% of the Gross Domestic Product (GDP) instead of at least RM24.2 billion in 2007. Please
refer to Annex A and B for details on the estimated federal government financial position and
revenue.

In an effort to increase operating efficiency at Governmental institutions, the Operating
Expenditure is increased marginally by 4.1% from RM113.0 billion in 2007 to RM117.6 billion
in 2008. The increase is largely to cope with the increase in civil service wages which has
resulted in an increase of RM8 billion of operating expenditures a year. However, cost savings
expected from the implementation of MENUS which results in more competitive pricing as
well as better quality products and services is expected to moderate the impact of the
substantial wage increment. Please refer to Annex C for details on the proposed federal
government operating expenditure by object.

Funds however, will be channelled aggressively into the Government's Development
Expenditure to ensure maximum productive returns from the Government's investments. It
has increased by RM7.3 billion or 16.4% to RM51.8 billion. Please refer to Annex D for details
on the proposed federal government development expenditure by sector.

In line with our objective to ensure that revenue from the oil & gas sector is utilised most
productively, the Education and Training will be the biggest beneficiaries of the 2008
proposed Budget with an allocation of RM43.3 billion, or 26.3% of Government expenditure.
It is also an increase of RM9.9 billion or 29.6% over the previous years' allocation.

Other major beneficiaries of the proposed 2008 Government Budget will be in
Transportation, which will receive the amount of RM13.5 billion, a RM2.4 billion or a 21.3%
increase from the previous year. The health sector will also receive a boost with RM11.3
billion, a RM1.3 billion or 13.3% increase. In addition, albeit small in absolute terms, the
Communications sector will receive an allocation of RM883 million, an increase of RM672
million from 2007.

The DAP is especially concerned about how the lower income group will cope with rising
commodities prices and higher cost of living and RM18 billion will be allocated to subsidies,
grants and income supplements. This represents a 51.2% increase from RM11.9 billion in
2007. What will be significant however, is the major change in the delivery of subsidies to the
rakyat. For example, the current subsidy system for petrol and diesel more often than not
results in a disproportionate amount benefiting the wealthier segments of society. The biggest
beneficiaries of petrol subsidy will be those who own multiple cars, particular the fuel guzzling
SUV varieties, while those who benefit least will be those who own motorcycles or no
motorised vehicles at all.

Most importantly, DAP plans to introduce income supplements for the lower income segment
of the rakyat to enable many of them to achieve reasonable living standards and save for their
future post-retirement. These supplements will be introduced without distorting market
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incentives and efficiency mechanism benefiting not just the lower income employees but also
their employers. RM9.3 billion has been allocated in 2008 for its pilot implementation.

The DAP believes that the Government’s attempts to ensure continued price stability via
intensified enforcement of essential goods prices “to ensure traders act responsibly and do not
increase prices indiscriminately” is doomed to fail due not just to the impracticality of
enforcement, but also the injustice towards the small and petty traders. Such measures will
discourage these traders from upgrading their services and facilities as they will not be able to
justifiably charge a premium to their customers for example, for cleaner toilets or for air-
conditioned premises. On the other hand, the inherent contradiction of such a policy exposes
itself when no action is taken against mid-market to up-market outfits for charging
significantly higher prices for their food, products and services. Such impractical attempts at
controlling prices have also resulted in essential item shortages such as cooking oil and sugar,
inconveniencing both consumers and sellers.

What is more important, without distorting market mechanisms is to raise the minimum
income levels of Malaysians such that they will be able to cope with the expected increase in
price increases, or unexpected ones such as the global increase in commodity and oil prices.

OBJECTIVE 1: BUILDING NEW CAPACITIES & CAPABILITIES
FOR THE FUTURE

OPTIMISING HUMAN CAPITAL

49.

50.

51.

52.

53-

54.

The economic contribution from natural resources, especially in oil and gas is expected to
decline over the next 20 years as our reserves runs dry. As revenue from oil and gas
constitutes more than 40% of the overall Government budget, there is a serious challenge in
sourcing alternative sources of revenue to sustain Government expenditure at current levels.

The direct source of replacement contribution towards greater economic productivity in the
light of the above will be by substantially raising human capital. With the right quality of
human capital, many countries around the world which are not as blessed with natural
resources have recorded significant growth above and beyond what we have achieved.

In light of the above, the DAP will legislate that at least 50% of our windfall revenues from the
oil and gas sector shall be allocated to building human capacity, particularly in Education and
Training, above and beyond their normal allocation. This will ensure that our windfall
revenues will be productively invested in our most important assets, in particular, the young
Malaysians.

We will give every child access to a first-rate education. In every school, the focus will now be
on quality. More teachers will be deployed to ensure that there will be more time to plan for
quality and innovation in teaching. Our schools must encourage creation of new ideas and
creative thinking via different types of classrooms, different styles and different methods, but
all with a strong emphasis in quality.

Hence, to build a real world class learning environment for our young Malaysians and
students, a sum of RM43.3 billion is allocated for operational and development expenditure,
accounting for 26.3% of the overall 2008 Budget.

Of this amount RM29.0 billion is allocated for operating expenditure, compared to RM26.4
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billion in 2007, while development expenditure will increase most significantly with RM14.3
billion over RM7.9 billion. Based on the level of education, RM9.4 billion is allocated for
primary education, RM8.7 billion for secondary education, RM14.1 billion for higher
education and RM11.1 billion for training programmes.

Strengthening the Foundation for Education

55.

56.

57-

58.

59.

60.

61.

The total student enrolment by 2010 is expected to reach 3.2 million for primary and 2.3
million for secondary schools in accordance to the 9™ Malaysia Plan (9MP). To accommodate
this increase, the DAP proposes to build an additional 250 schools in 2008. For this, RM1.8
billion is allocated, based on RM720,000 per school.

The DAP recognises the multi-racial character of the Malaysian population and in full
agreement with the Merdeka social contract where vernacular schools will be granted the
freedom to grow and expand. The current Minister of Education, Datuk Seri Hishammuddin
Hussein has himself admitted that “people should not regard the various types of schools in
the country as a hurdle to be cleared. After all, this is not a zero-sum game because
multiculturalism is an added advantage and a strength for the country.”

The number of Chinese primary schools have declined from 1,346 in 1970 to 1,291 today,
despite the enrolment numbers increased by 44.7% from 439,681 to 636,124. At the same
time, Tamil primary schools has been reduced from 657 in 1970 to 523 in 2006 despite a
26.3% increase in the enrolment in Tamil primary schools during the period from 79,278 in
1970 to 100,142 in 2006. Hence, the DAP proposes to build 60 new Chinese primary schools
and 15 new Tamil schools in 2008 in an initial phase to cope with the severe overcrowding
problems faced in these schools. It is understood that in subsequent years, up to a total of 134
new Chinese primary schools will need to be built to overcome these problems. DAP will
continue to review the need to build Chinese and Tamil primary schools in accordance to the
demands and needs of Malaysians, as defined by the number of students enrolled in these
schools.

As of 2006, 10.1% or 767, as well as 1.4% or 28 of our primary and secondary schools
respectively are without consistent daily supply of electricity. 20.0% or 1,517 as well as 68 or
3.4% of our primary and secondary schools respectively are operating without public supply of
treated water. These schools exist primarily in rural areas and the DAP proposes a special
allocation of RM250 million to ensure that they will enjoy these very basic amenities. In
particular, this allocation will benefit many such schools in the east Malaysian states of Sabah
and Sarawak.

One of the critical ingredients in improving our education system is to ensure that we have
sufficient teachers of good quality. At the same time provide sufficient incentives to ensure
that teachers who perform will have the necessary opportunities to grow in their career.
Hence, to attract the right calibre of teachers into the profession, the DAP would like to
propose a tiered incentive-based salary revision scheme for teachers ranging from 10% - 25%.
This increment is reflected in the increase in operating expenditure for education and
training.

In addition, a special allocation of RM1 million will be granted to resolve the illiteracy problem
in our Malaysian primary schools whereby some 115,000 or 7.7% of students are not able to
read, write or count.

As part of the programme to eliminate illiteracy by encouraging the reading habit, especially
amongst young Malaysians, RM100 book vouchers will be issued to every student in primary
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and secondary schools with household income below RM1,000 per month. This programme is
expected to cost the Government RM160 million benefiting some 2 million students. This
book voucher programme will replace the current RM1,000 tax relief benefit which serves to
benefit only those who can already afford to pay taxes and not those who are most in need of
assistance to purchase books.

To ensure that all Malaysia regardless of their ethnicity will be literate in their mother tongue,
the DAP will ensure that the much delayed mother tongue programmes in Malaysian primary
schools is kicked off by the end of 2008 at more than 300 national schools.

A study will also be conducted to evaluate the discrepancy of standards, if any, between the
Sijil Tinggi Pelajaran Malaysia (STPM) and the matriculation courses. Any discrepancy needs
to be address not only in terms of equal treatment to all Malaysians but also to address
potential issues of the quality of students gaining entry into the tertiary education
establishments in Malaysia.

Building World Class Tertiary Institutions

64.

65.

66.

67.

68.

The DAP proposes to focus on the quality of the existing tertiary institutions instead of
creating new universities for Malaysia. At this point of time, Malaysia has more than double
the ratio of university to population compared to countries with better quality education
system such as Singapore. As a result, further expansion of tertiary students intake at public
universities, expected to reach 294,000 by 2010 will be absorbed into existing universities. To
cope with this expansion, an allocation of RM1.2 billion will be provided to upgrade and
improve facilities in existing universities.

Universiti Sains Malaysia, Universiti Malaya, Universiti Putra Malaysia and Universiti
Kebangsaan Malaysia have been granted “research university” status. These leading
Malaysian universities will be allocated the amount of RM200 million each to conduct
research activities. In addition, to promote the universities' self-sufficiency and fund-raising
capabilities, the DAP will propose that for every additional ringgit up to RM200 million which
the universities, including all other local public universities are able to raise from the
corporate sector or their alumni for research purposes, the Government will back the fund
with an additional ringgit.

On top of the above, the DAP proposes that university academics and lecturers will have their
pay de-linked from the civil service pay scale and structure. For a start, university academics
shall enjoy an immediate 20% increase in pay. In addition, allowance for academics critical
faculties which competes with the private sector will be raised by 300% from the current levels
between RM200 to RM300.

A further study will be conducted to revise the remuneration packages for them to ensure that
our universities are able to attract the best academics from around the world to teach and
research at our universities. Without these global talents, whether Malaysians or foreigners to
lead our academia, it will be difficult for our universities to excel in the increasingly globalised
and competitive world.

To promote quality and competitiveness between the local public universities, for the 2008
university intake, each university will be able to evaluate their selection of students on the
basis of the students' own preferences. Only if the students are unable to secure a place based
on their preferences, will they be allocated a place by a central clearing agency at the Ministry
of Higher Education. This change in university placement will result in greater university
autonomy in forming the character as well as managing the quality of their own institutions.
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In the longer run, it will result in much higher quality institutions of higher learning.

To promote access to university education, in particular, those from poorer financial
circumstances, we will ensure that student loans are made available to any and all student
who qualifies for tertiary education. However, to ensure efficiency and transparency, as well
as to minimise the risk of default, the education loan fund shall be managed and administered
by all the local commercial banks in Malaysia at preferred interest rates subsidized by the
Government. This move will ensure that all deserving students shall have speedy access to
funds, preventing unnecessary anxiety caused by delays. At the same time, it will reduce the
administrative cost bourne by the Government as well as the high percentage of defaults faced
currently due to poor and weak enforcement by Government agencies.

Creating a Skilled Workforce

70.

71.

Less than 25% of Malaysians will have the opportunity to pursue tertiary education in
universities. However, those who will not qualify for degree education will still have a
tremendous amount of economic contribution to the country. Their potential and abilities can
be harnessed at polytechnics and community colleges which are largely neglected, in part due
to the focus on building new universities. Hence the DAP proposes to allocate RM800 million
for the construction and upgrading of polytechnics and community colleges.

A strong supporting polytechnic and community college system will ensure that its graduates
will be able to secure suitable jobs in the industry and resolves some of the key issues behind
the increasing numbers of unemployed university graduates. Trained machinists, technicians,
mechanics and other skilled workers will contribute immensely to the country's all-important
manufacturing sector. The polytechnics and community colleges will play a larger role in
producing competent skilled workers demanded by the industry relative to the universities.

Supporting Lifelong Learning

792,

73-
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Whether one likes it or otherwise, adult workers today have to keep pace with a constantly
changing economy to meet globalised challenges. Lower-skilled workers are especially
vulnerable to becoming displaced if they do not upgrade and pick up new skills, not just once
but continuously. No matter what useful skills or knowledge we acquire in school and at the
tertiary level, they will become less relevant over time.

The Government will increase its support for lifelong learning to all Malaysians. We have at
this moment the Human Resource Development Fund (HRDF) managed by the Ministry of
Human Resource. The current system which we have is employer-centric i.e., all training
initiatives is led by the employers. In the event an employer does not proactively seek training
opportunities for the employees, the latter will lack the means to pursue training.

Hence, the DAP will propose that individuals will be able to apply for subsidised places at
accredited training institutions directly. As a result, each Malaysian will hence be able to
manage their learning experience in accordance to their own preferences. In addition, the
direct application system will reduce the abuse of the current s