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Figure 4-31: Irregular economy (direct tax non compliance) - in absolute value 


Source: Data gathered from Inland Revenue Board of Malaysia 


Figure 4-32: Irregular economy (direct tax non compliance) - growth per annum 


Over  the  period  of  1987-2009,  direct  tax  gap  mix  between  tax  evasion  and 
 unpaid tax changes. The percentage ratio of unpaid tax to both tax collection 
 and tax evasion exhibited a downward trend, with a reduction of about 10% to 
 3%  respectively  (Figures  4.33  and  4.34).  The  declining  proportion  of  unpaid 
 tax implies either an improvement of tax collection system or more people are 
 not reporting their income to tax authority. The trend of direct tax gap mix is 
 yet to be examined and discussed in Chapter 5 and Chapter 6. 
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Figure 4-33: Percentage ratio of unpaid tax to tax collection 


Source: Data gathered from Inland Revenue Board of Malaysia 


Figure 4-34: Ratio of unpaid tax to tax evasion   


4.6.1.2   Indirect tax non compliance (Indirect tax gap) 


The  component  of  indirect  tax  gap  is  mainly  tax  evasion,  with  a  smaller 
 proportion  of  unpaid  tax.  The  main  activities  of  indirect  tax  evasion  are 
 smuggling,  forgery  on  import  permit,  false  good  declaration  such  as;  low 
 prices,  incorrect  exemption,  age  of  vehicle,  lower  quantity  of  import  goods. 


Smuggling  activities  are  non  compliance  with  rules  and  law  on  importation 
 and  exportation  that  are  not  routed  through  customs  port.  Trade  mispricing 
 include goods that are not subject to declaration and payment of excise duties 
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and sales taxes; under invoicing to reduce the import duty; miss declaration of 
 quantity and product description of imports and locally manufactured products 
 to  reduce  duty  and  taxes  on  commodities;  smuggling  of  drugs  between 
 countries.  The  smuggled  goods  worth,  indirect  tax  evaded  and  tax  debt,  all 
 peaked  in  1997-99,  during  the  crises  period.  However  the  percentage 
 proportions  of  commodities  value  and  tax  evaded  are  disproportionate  as  the 
 various goods smuggled were subject to different tax rates ranging from 10% 


to more than 300% (Figures 4.35 and 4.36 and Table 4.5 of the Appendix of 
 Chapter Four). 


Source: Data gathered from Royal Malaysian Customs  


Figure 4-35: Value of total goods smuggled (MYR) 


Source: Data gathered from Royal Malaysian Customs 


Figure 4-36: Evasion of indirect tax on smuggled goods 
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The  intermittent  up  and  down  slope  of  indirect  tax  gap  over  the  years  could 
 have been due to retaliation between enforcement and smugglers to overcome 
 each  other,  depending  on  non  compliant  rate,  detection  rate  and  enforcement 
 success rate (Figure 4.37). 


Source: Data gathered from Royal Malaysian Customs 


Figure 4-37:  Growth of indirect tax non compliance  


In terms of commodity value, as in Figure 4.38, electrical goods and vehicles 
 used to be the popular smuggled goods in the 2000-04 period but no longer in 
 2005-09  period.  In  contrast  smuggled  goods  such  as  cigarettes  and  liquor 
 beverages  continuously  exhibited  an  upward  trend  from  MYR  14  million 
 (2000) to MYR54 million (2009).  Indirect tax loss from cigarettes and liquor 
 beverages,  as  well as  motor vehicles showed more distinguishable increasing 
 plots compared to discs, electrical and textile goods, Figure 4.39. The common 
 characteristics  of  cigarettes,  liquor  beverages  and  motor  vehicles  are  goods 
 with  high  tax  rates  as  summarized  in  Table  4.11.  It  appeared  that  increasing 
 the price of goods to discourage consumptions is a failure strategy as suppliers 
 and consumers opt out of the official economy to meet their necessities.  
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Figure 4.38: Value of various smuggled goods (MYR) 


Source: Data gathered from Royal Malaysian Customs 


Figure 4.39: Indirect tax evasion across various smuggled goods (MYR) 


4.6.2   Illegal economy 


The  components  of  illegal  economy  comprise  of  commercial  illicit  activities 
 mainly relating to income of drug trafficking, frauds and briberies.  
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“Recent news reports claimed that Malaysia had lost MYR150 billion in illicit 
 cash  outflows  in  2009,  the  fourth  highest  amongst  developing  countries,  has 
 raised alarm bells,  (Malaysian  Business,  March 2012).  Figure 4.43 illustrates 
 the  composition  of  illegal  economy  comprising  activities  of  bribery,  drug 
 trafficking,  and  other  commercial  crime.  The  number  of  commercial  crime 
 exhibited  an  upward  trend  as  in  Figure  4.40  but  the  illegal  income  captured 
 were  inconsistent,  fluctuates  (Figure  4.4)  and  reached  its  peak  in  1997-98 
 crises (Figure 4.42). 


The  disproportionate  association  between  number  of  cases  and  amount  of 
 illegal income is likely due to degree of detection ability, enforcement success 
 rates or cases of inconsistent value.  


The  income  of  illegal  activities  is  naturally  not  reported  to  tax  authority  to 
 avoid detection and face criminal laws.  If this is  true, the income arise  could 
 be used to estimate the unreported taxable income of people in the existing tax 
 base and income of people who outside the tax net. 


Source:  Data gathered from Royal Malaysian Police    


Figure 4-40: Number of criminal cases 
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Source: Data gathered from Royal Malaysian Police    


Figure 4-41: Income (MYR) of  illicit  activities (illegal economy)  


Source: Data gathered from Royal Malaysian Police    


Figure 4-42: Growth of illegal economy 


Source: Data gathered from Royal Malaysian Police    


Figure 4-43: Activities of illegal economy 
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4.6.2.1   Drug trafficking 


Drug  traffickers  have  been  reported  as  organized  powerful  syndicates  that 
 respect no borders and laws. Anecdotal evidence indicated that the big shanks 
 generally  managed  to  escape  using  “drug  money”  to  lobby  authorities.  Ever 
 since  the  1980  records  the  number  of  drug  trade  or  drug  traffickers  and  the 
 quantity  of  drugs  seized  by  police  and  customs  forces  have  been  on  the  rise. 


Value  of  drug  seized  is  estimated  by  the  product  of  quantity  of  drug  seized 
 from  drug  traffickers  and  its  market  price  (obtained  from  police  force). 


Despite  increasing  number  of  drug  trafficking,  quantity  and  value  of  drugs 
 seized  fluctuates.  Disproportionate  links  between  number  of  cases  captured 
 and  amount  seized  could  be  due  to  enforcement  success  rates  or/and 
 inconsistent cases, (Figure 4.44).  


About 80% of HIV/Aids were diagnosed as due to drug abuse and the majority 
 of drug addicts are within the primary work force age. The consequence of this 
 drug  menace  is  that  in  addition  to  a  deprived  essential  labor  force,  the 
 government has to incur “unnecessary” expenses to remedy health hazard and 
 combat drug trafficking. Despite of rigid drug law enforcement, drugs menace 
 appears  endless,  drug  is  continuously  smuggled  into  the  country  to  be 
 processed  and  re  packaged  for  local  users  and  smuggled  out  of  the  country. 


The “lucrative gains” from drug trafficking were demonstrated as black wealth 
by police reports (Figure 4.45). 


Source: Data gathered from Royal Malaysian Police    


Figure 4-44:  Value of drugs seized (MYR) 


Source: Data gathered from Royal Malaysian Police    


Figure 4-45:  Value of assets seized - black wealth  (MYR) 


4.6.2.2   Other illicit or commercial criminal activities 


Commercial  crimes  (ccrime)  as  illustrated  in  Figure  4.43,  constitute  at  least 
 80%  of  the  illegal  income.  They  include;  fraud;  criminal  breach  of  trust; 


swindles and cheating; handling of fake credit cards; illegal cash withdrawals 
 from  ATMs;  forgery;  syndicate  involving    counterfeiting  and  distributing; 


gambling;  illegal  betting;  illegal  lotteries;  shark  loans;    piracy;  and  non 
 compliance  of  Film  Censorship  Act  1952  (Figure  4.43).  About  90%  of  these 
 commercial  crimes  constitute  activities  of  fraud  and  breach  of 
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trust/swindles/cheating,  with  the  remaining  10%  comprise  of  shark  loans, 
 forgery, credit-card fraud, cyber, computer and internet fraud. 


People with attitude of lust after wealth often end with debts because they tend 
 to  gamble.  Where  banks  loans  are  subject  to  requirement  of  collateral  and 
 documentation, private money lenders, namely the loan sharks are alternative.  


“Ah Long”, the loan-shark operator are underground money lender. They lend 
 money  at  excessive  interest  charges  that  led  borrowers  to  unreasonably  high 
 debt.  They  use  acts  of  intimidation  and  strong-arm  tactics  as  harassment  of 
 loan  shark  for  payment.  The  number  of  unlicensed  moneylenders  is  on  the 
 rise, for instance about 520 and 870 cases were reported to Malaysian Chinese 
 Association  Public  Service  in  2007  and  2009  respectively.  Although  this 
 money  lender  syndicate  provides  informal  jobs  and  assists  the  desperate,  the 
 criminal  harassments  and  unreported  private  interest  are  serious  societal 
 economic impacts. 


Original  copies  of  soft-wares,  VCDs  and  the  related  products  are  often 


“overprice” because they subject to regulatory costs such as royalty, licensing 
 fees,  taxes,  etc.  But  demand  in  an  IT  world  for  these  items  is  on  the  rise. 


Alternative to the original copies is to opt for cheaper versions which are the 


“pirate  copies”  as  they  are  replicated  without  regulatory  costs.  Income  of 
 unregulated activities (replication of pirate soft ware and illegal VCDs) is part 
 of UE and will affect film industries as well as the creative communities and 
 those working in the movie distribution line such as cinema and video stores. 


Besides  affecting the economy of the  related industries  the damage on social 
costs  can  be  debilitating.  Piracy  often  goes  hand  in  hand  with  sale  of 
pornographic  videos.  The  sex  industry  has  been  reported  to  associate  with 


more criminal  acts such as cheating and human trafficking. The gap between 
 income  of the  “pimps” (profit master mind) and “sex workers”  (desperate) is 
 often large, an indication of unfair “wealth” and income disparity.  


4.6.2.3   Bribery    


Reports of rampant corruption and illegal practices in Malaysia are alarming, 
 (Morgan  Stanley;  Transparency  International  Malaysia  (TIM)  and;  National 
 Transparency  Perception  Survey  (NTPS)).  TIM  survey  relating  to  public 
 awareness  of  weaknesses  in  transparency  and  integrity,  indicated  that 
 enforcement  agencies  tend  to  focus  on  petty  corruption  rather  than  centering 
 on  grand  scale  corruption.  According  to  NTPS,  about  59%  of  the  corporate 
 respondents on corruption by participants group indicate that police forces are 
 the  most  corrupt  institution,  followed  by  political  parties  and  customs.  The 
 general  perception  of  corruption  in  Malaysia  is  that  corruption  is  somewhat 
 isolated  within  the  elite  political  and  business  circles.  Several  sources  also 
 noted the inefficiency of governmental efforts against corruption. 


In  terms  of  enforcement,  the  number  of  bribery  cases  reported  to  Anti 
 Corruption  Security,  as  the  agency  to  enforce  law  corruptions,  increased  in 
 about  2.48  folds  over  a  period  of  1970-2009.  The  increased  could  be  either 
 due  public  are  more  concern  about  immoral  conducts  therefore  more  reports 
 made or more people are becoming more immoral.  


However,  the  number  of  reported  cases  taken  for  investigation  was  much 
lower. About half of the reported cases were classified as “general complaints 
of  unsatisfactory  feelings  against  the  authority”,  hence  not  related  to  bribery 
activities.  Categorizing  such  activities  is  very  subjective  as  corruption  is  a 
multi  faceted  crime  where  it  is  defined  differently  according  to  conditions. 


Similar  to  drug  offences,  the  number  of  bribery  cases  and  amount  of  bribery 
 captured  is  disproportionate,  implying  various  type  of  cases  that  involve  a 
 wide  range  of  amount  taken  and  the  enforcement  success  rate,  as  shown  in 
 Figure 4.46 – 4.47. 


In addition to low enforcement success rate, it also exhibited a declining trend 
 (Figure  6.1),  indication  of  deterioration  of  enforcement  efficiency. 


Investigation  reports  also  indicated  that  cases  lack  of  information  regarding 
 evidence  of  guilt  to  proceed  with  prosecution  charges,  resources 
 constraints(officers and courts) and debates on corruption are sometimes have 
 been depoliticized and focus of investigations sometimes shifted to substantive 
 issues or interference of other parties.   Literature stated that corruption could 
 be  either  a  cause  or  consequence  of  UE.  In  the  case  where  corruption  is  a 
 cause of UE, it is important to examine the effect of corruption on UE.   


Source: Data gathered from Malaysian Anti Corruption Commission   


Figure  4-46:  Bribery  cases  -  number  of  reports,  investigated,  arrested  and  accused 
 cases 
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Source: Data gathered from Malaysian Anti Corruption Commission   


Figure 4-47: Amount of bribery captured (MYR) 


4.7   Law at curbing and enforcement to deter underground economy 
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