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ABSTRACT

This paper is primarily interested to examine the economic effect on Malaysian
budget from the year 1991 to 2020. A specific question that is addressed in this study is
whether the economic effect contribute to the changes Malaysian budget in Malaysia.
Hence, the independent variables that were chosen in this study are gross domestic
product (GDP), exchange rate (ER) tax revenue (TAX) and interest rate (IR) while the
government budget would be the dependent variable. This paper utilized the Ordinary
Least Squares (OLS) regression method in determining the significance of the
independent variables in causing budget deficit. The correlation test, multicollinearity
test, normality test and regression analysis were also employed in order to discover the
properties of data collected from The World Bank and Trading Economic. Overall, the
results indicate that GDP and IR have a significant relationship with Malaysia's
government budget. The study also found insignificant relationship between ER and TAX

with government budget over the study period.
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CHAPTER 1

INTRODUCTION

1.1 INTRODUCTION

In public finance, the budget is the "rule of law” (Muttukrishna Sarvananthan, 2007).
A government budget is a document prepared by the government and/or other political
institutions that outlines the government's tax revenue expectations for the coming fiscal
year, including inheritance tax, income tax, corporate tax, import tax, and proposed
expenditure or expenditure such as health care, education, defence, roads, and state
benefits. Estimates are typically submitted to the legislature for approval in most

parliamentary systems.

The government budget is divided into two parts which are income and expenditures.
Budgeting in the public sector differs from that in the private sector. While the private
sector is concerned with budgeting profits, the public sector is concerned with budgeting
expenditures (Lee & Plummer, 2007). As a result, analyzing government spending
behaviour is critical to ensuring that resources are allocated in a responsive, efficient, and
effective manner. According to Daw Tin Hia and Shaharudin Jakpar (2016), every
country's government budget is a vital instrument for achieving economic and social
development goals. It is significantly more essential than those in the private sector due to

its critical role in ensuring equal wealth distribution to all residents.

In Malaysia, the government releases federal budgets each year to specify expected
government income and spending, predicted economic conditions for the current year,
and fiscal strategies for the next years. The federal budget details the government's
revenue and spending projections, as well as any new policy initiatives. Federal budgets
are typically released in October, soon before the start of the fiscal year. All Malaysian
states publish budgets as well and because state finances rely on federal subsidies, state

budgets are typically given after the federal budget.



