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BASIC STATISTICS OF MALAYSIA, 2018* 
(Numbers in parentheses refer to the OECD average)** 

LAND, PEOPLE AND ELECTORAL CYCLE 

Population (million, OECD: 2017) 32.4   Population density per km² (OECD: 2017) 98.0 (37.7) 

Under 15 (%, 2017) 23.8 (17.9) Life expectancy (years, 2016) 75.3 (80.3) 

Over 65 (%, 2017) 6.5 (16.8) Men (2016) 73.2 (77.7) 

International migration stock (%, 2015) 8.3 (10.0) Women (2016) 77.7 (83.0) 

Latest 5-year average growth (%) 1.4 (0.6) Latest general election May 2018 

                                                                                                      ECONOMY 

Gross domestic product (GDP)     Value added shares (%, OECD: 2017)     

In current prices (billion USD) 358.7   Primary sector 7.8 (2.5) 

In current prices (billion MYR) 1447   Industry including construction 36.8 (27.1) 

Latest 5-year average real growth (%) 5.2 (2.3) Services 55.3 (70.4) 

Per capita (000 USD PPP, OECD: 2017) 31.4 (44.7)       

GENERAL GOVERNMENT 
Per cent of GDP 

Expenditure (OECD: 2017) 19.8 (41.0) Gross financial debt (OECD: 2017) 51.2 (112.4) 

Revenue (OECD: 2017) 16.1 (38.8)     

EXTERNAL ACCOUNTS 

Exchange rate (MYR per USD) 4.03   Main exports (% of total merchandise exports)      

PPP exchange rate (USA = 1) 1.42   Machinery and transport equipment 44.0  

In per cent of GDP     Mineral fuels, lubricants and related materials 15.6   

Exports of goods and services 69.7 (56.1) Miscellaneous manufactured articles 11.2  
Imports of goods and services  62.6 (52.0) Main imports (% of total merchandise imports)      

Current account balance  2.3 (0.3) Machinery and transport equipment 43.3  
Net international investment position -5.4   Mineral fuels, lubricants and related materials 14.4   

    Manufactured goods 11.7   

LABOUR MARKET, SKILLS AND INNOVATION 

Employment rate (aged 15 and over, %, OECD: 2017) 65.4 (68.4) Unemployment rate, Labour Force Survey (aged 15 and over, %) 3.3 (5.8) 

Men (OECD: 2017) 77.0 (76.0) Youth (aged 15-24, %) 10.9 (11.9) 

Women (OECD: 2017) 52.9 (60.9) Long-term unemployed (1 year and over, %, 2016, OECD: 2017) 0.2 (1.7) 

Participation rate for 15-64 year-olds (%, OECD: 2017) 68.3 (72.1) Tertiary educational attainment (aged 25-64, %, 2016, OECD: 2017)*** 18.8 (36.9) 

Average hours worked per week (OECD: 2017)  45.0 (38.0) Gross domestic expenditure on R&D (% of GDP, 2015, OECD: 2016) 1.3 (2.5) 

                                                                                                   ENVIRONMENT 
Total primary energy supply per capita (toe, 2016, 
OECD: 2017) 2.9 (4.1) CO2 emissions from fuel combustion per capita (tonnes, 2016) 6.9 (9.0) 

Renewables (%, 2016, OECD: 2017) 4.2 (10.2) 
Exposure to air pollution (more than 10 μg/m³ of PM 2.5, % of 
population, 2017) 90.7 (58.7) 

                                                                                                       SOCIETY 

Income inequality (Gini coefficient, 2015) 0.410 (0.313) Education outcomes (PISA score, 2012)      

Public and private spending (% of GDP)    Reading 398 (496) 

Health care (2016) 3.8 (12.6) Mathematics 421 (494) 

   Education (public, 2017) 4.6 (4.5) Science 420 (501) 

      Share of women in parliament (%)  13.9 (29.7) 

* The year is indicated in parenthesis if it deviates from the year in the main title of this table. 
** Where the OECD aggregate is not provided in the source database, a simple OECD average of latest available data is calculated where data exist for at least 80% of 
member countries. 
*** Data refers to those aged 25 and over for 
Malaysia.      
Source: Calculations based on data extracted from databases of the following organisations: OECD, International Energy Agency, International Labour Organisation, 
International Monetary Fund, World Bank. 
 

file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1
file:///C:/Users/Henry_S/AppData/Local/Microsoft/Windows/INetCache/Content.MSO/DE450603.xlsx%23RANGE!A1


EXECUTIVE SUMMARY │ 7 
 

 OECD ECONOMIC SURVEYS:  MALAYSIA 2019 © OECD 2019 
  

Executive summary 

 

 

 

 

 

 

 

 

 

 



8 │ EXECUTIVE SUMMARY 
 

 OECD ECONOMIC SURVEYS:  MALAYSIA 2019 © OECD 2019 
  

Improving the quality of growth 

Malaysia’s economy is doing well, but social 

and governance challenges must be addressed. 

The government prioritises inclusive growth and 

improving trust in public institutions. Further 

progress toward the planned target of high-income 

country status by 2024 will also require focusing 

on productivity growth with structural reforms to 

move up the value chain and improve skills. As 

well, ensuring environmental protection will 

improve the quality of growth. These issues are in 

line with the government’s priorities.  

To strengthen anti-corruption measures, the 

government launched the National Anti-

Corruption Plan 2019-2023 in January 2019 that 

encompasses measures promoting transparency 

and accountability at all levels, strengthening 

effectiveness of public service delivery, and 

integrity in business.  

Growth is projected to be resilient, though with 

downside risks. Private consumption will remain 

the main driver of growth, thanks to stable 

employment conditions and government measures 

to help low-income families. Risks to the 

projection are largely on the downside. Rising 

trade tensions, geopolitical uncertainties, and 

weaker growth in advanced economies are 

significant risks for highly open economies like 

Malaysia. 

Figure A. Growth is projected to be resilient, 

though with downside risks 

 2017 2018 2019 2020 

Real GDP 5.7 4.7 4.7 4.8 

  Private consumption 6.9 8.0 6.3 6.5 

  Exports of goods and 
services 

8.7 2.2 0.8 1.6 

  Imports of goods and 
services 

10.2 1.3 1.6 1.9 

Consumer price index 3.7 1.0 1.7 2.1 

Federal government fiscal 
balance 

-2.9 -3.7 -3.4 -3.0 

Current account balance  2.9 2.3 2.2 1.9 

Source: OECD calculations. 

The rising cost of living has been a key source 

of concern for large segments of the population. 

Although headline inflation has been benign in 

recent years, food prices have increased fast. This 

has increased the burden of families, especially the 

low-income groups that consume more on food 

items. While the government has introduced many 

initiatives and programmes to address the issues of 

rising cost of living, such as direct cash transfers 

and price controls, progress could also be made by 

providing a more targeted support, boosting 

entrepreneurship, improving productivity and 

employability among the low-income households. 

Fiscal policy needs reform 

Fiscal sustainability needs to be ensured. 

Revenue collection is low. The revenue mix relies 

strongly on direct taxes, and revenues are volatile 

due to oil-related receipts. This is further 

reinforced by the recent abolishment of Goods and 

Services Tax. Nonetheless, expenditure will rise 

substantially, driven in particular by pension, 

healthcare and education outlays in light of the 

government’s promotion of inclusive growth, in 

particular strengthening targeted support to low-

income households.  

Figure B. The fiscal deficit has increased 

 

Note: Data for 2019 are government's projections. 

Source: Ministry of Finance (2018), Fiscal Outlook and 

Federal Revenue Estimates 2019. 

StatLink2https://doi.org/10.1787/888933967777 

The government is rightly prioritising building up 

fiscal space and medium-term sustainability, 

highlighting risks associated with the large stock 

of government debt and contingent liabilities. This 

will require increasing the low level of tax 

revenue, preferably by removing some of the many 

tax exemptions. 

Improving budget process transparency and 

strengthening public debt management are key 

to fiscal accountability. Alignment of public 

procurement and governance of state-owned 

enterprises with international best practices is a 

basis for maximising expenditure efficiency and 
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transparency, and reducing the perceived high 

level of corruption. 

Improving green growth policy framework  

More public participation in environmental 

protection and promoting vertical coordination 

across municipalities would make growth greener. 

Energy subsidies need to be eliminated and 

replaced with targeted support to low-income 

groups. 

Human capital development is key 

The contribution of labour quality to economic 

growth remains much lower compared to the 

OECD average. 

Figure C. Low contribution of labour quality to  

economic growth 
Annual average, per cent, 2001-18 

 

Source: The Conference Board (2019), Total Economy 

Database, April. 

StatLink2http://dx.doi.org/10.1787/888933967796 

Malaysia faces substantial labour market 

imbalances. Changes in the sectoral 

composition of employment in the period 2010-

2016 were larger in Malaysia than in most OECD 

countries, implying that the type of skills needed 

in the labour market might have changed 

considerably. Further changes can be expected in 

the future, under the impulse of automation and 

population ageing.  

Shortages are found across the skills spectrum, 

with several medium and high-skilled 

occupations experiencing labour shortages, but 

also many low-skilled occupations. At the same 

time, one-third of workers are employed in 

occupations that do not match their qualification 

level. These labour market imbalances hinder 

productivity and make it more difficult to climb 

up the value chain. Investment in education and 

training, but also recognition of prior learning, 

would help under-qualified workers. Policies to 

stimulate the demand for high-level skills would 

help those who are over-qualified. 

Figure D. Qualification mismatch 

Percentage of mismatched workers, 2017 

or latest available year 

 

Source: OECD, Skills for Jobs database. 

StatLink2https://doi.org/10.1787/888933967815 

Despite significant improvements, a number of 

educational challenges remain.  Malaysia’s 

children enter primary school at age six and only 

the first six years of primary education are 

compulsory. Compulsory education should be 

expanded at both ends. The performance gap in 

international assessments between Malaysia’s 

education system and other countries has widened, 

reflecting the fact that a number of neighbouring 

countries have improved the quality of their 

education system more rapidly.  

As in some other countries, student performance 

is driven by the family’s socio-economic status. A 

significant portion of the gap between top 

performing and low-achieving students can be 

explained by parental education and family 

income. Regional disparities are still high, 

reflecting the difficulty to attract qualified 

teachers to disadvantaged schools. A better use of 

the teacher workforce could be achieved by 

reducing teacher administrative workload. Some 

skills imbalances can be further reduced by 

improving the responsiveness of the education 

system and by strengthening the connection 

between education institutions and businesses.  
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Figure E. Educational attainment is on the rise 
Gross enrolment rates 

 

Source: World Bank, World Development Indicators 

database. 

StatLink2https://doi.org/10.1787/888933967834 

Adults need better access to upskilling and re-

skilling opportunities to ensure that their skills 

remain relevant for the labour market. These 

opportunities are limited in Malaysia, especially 

for certain groups, such as low-skilled adults, 

older adults, inactive women and workers in small 

and medium-sized enterprises. Promoting the 

benefits of adult learning, providing high-quality 

information and individualised advice and 

guidance services are some of the ways policy can 

encourage higher and more inclusive 

participation. In addition, existing training 

programmes or financial incentives for training 

are often not aligned with the needs of the labour 

market. To better align skills demand and supply, 

information from skill needs assessment exercises 

can be used to design training programmes and 

incentives. This information can also be used to 

identify individuals with skills that do not 

correspond to the ones in demand in the labour 

market, and policies can be developed to 

specifically focus efforts on these vulnerable 

individuals. 

Malaysian women have high levels of 

educational attainment, but their labour 

market participation remains low. To activate 

this pool of unused skills, barriers to labour market 

participation for women must be reduced. To 

ensure that both fathers and mothers can earn an 

income, the reconciliation between work and 

family life could be made easier by legal 

implementation of longer maternity leave 

entitlements, which should be co-financed by the 

government, and the adoption of flexible work 

arrangements by employers. 

 
Figure F. Gender gaps in labour market 

participation increase with age 

2018 data by age 

 
Source: Department of Statistics Malaysia. 

StatLink2https://doi.org/10.1787/888933967853 

Helping both parents in paid work also requires 

investing more in affordable and good-quality 

early childhood care and education. This would 

not only be beneficial for parents, but also has 

positive effects on children’s cognitive and social 

development. 

More efforts are needed in creating the 

conditions that promote the development of a 

more innovative and dynamic economy that 

demands higher levels of skills. Technological 

adoption is critical to boost productivity and 

transition to a high-income economy.  Hence, 

efforts should continue to attract foreign direct 

investment and promote entrepreneurship. In 

addition, the share of manual jobs has increased 

steadily in Malaysia, whereas the share of high-

skilled jobs remained relatively stable in recent 

years. The demand for low-skilled workers is 

largely filled by immigrant labour. The economy’s 

reliance on low-skilled immigrants can lower the 

rate of adoption of new technologies and 

compromise Malaysia’s aspiration to become a 

technology-driven economy and move up the 

value-added chain. 
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MAIN FINDINGS                                                                        KEY RECOMMENDATIONS 

Macroeconomic policy, fiscal sustainability and inclusive growth 

Growth is projected to be resilient, though with downside risks on the 
external front, mainly due to slowing global trade. Inflation is low. 

Prepare for unexpected shocks by building fiscal space. The fiscal 
medium-term trajectory should aim at cutting the budget deficit further 
than the target of 2% of GDP to create a buffer in case of unexpected 
shocks.  

Monetary policy should remain vigilant to downside risks. 

 

Low tax revenue collection hinders the promotion of inclusive growth.  Raise tax revenue ratio to GDP by further improving efficiency of tax 
administration, broadening tax bases, and increasing indirect tax revenue, 
in particular consumption-related taxes to reduce reliance on oil-related 
revenues.   

The benefits of strong growth have been unevenly distributed. Strengthen targeted cash transfers to low-income people and access to 
public services.  

Lack of transparency and weak competition in public procurements 
generate inefficiency. 

Ensure full compliance with the proposed Government Procurement Act. 

Governance of state-owned enterprises needs more transparency and 
accountability. 

Align the framework of state-owned enterprise governance with the OECD 
guidelines.  

The regulatory framework of public-private partnership needs more 
transparency. 

The regulatory framework needs to be aligned with international best 
practices throughout the project cycle. 

Budget formulation process needs to be transparent and rule-based.  Accelerate the enactment of a Fiscal Responsibility Act. 

Anti-corruption measures need to be strengthened. Monitor and evaluate rigorously the implementation of the National Anti-
Corruption Plan (2019-2023)  

A large pool of inactive female labour force represents a pool of unutilised 
skills that weighs on labour productivity growth. 

Improve the policy framework of facilitating female labour participation 
such as maternity leave, childcare and flexible working practices. 

Green growth 

Energy subsidies have been reintroduced for most consumers.  Eliminate energy subsidies and, instead, provide targeted cash transfer.  

Lack of central and local government co-ordination weighs on urban green 
growth. 

Promote vertical and across-municipality co-ordination on green growth. 

The ratio of environment-related taxes is low.   Consider to implement a carbon tax. 

Skills development and its use 

Only the first six years of primary education are compulsory.  Lower the school starting age to at least 5 and make secondary schooling 
compulsory.  

Malaysia struggles to attract qualified teachers to disadvantaged schools. Provide incentives and implement rotation schemes to attract more 
qualified and experienced teachers to disadvantaged schools. 

Teachers in Malaysia spend a significant portion of their time in non-
teaching activities. 

Continue efforts to reduce teacher administrative workload so that 
teachers can spend more time preparing lessons or participating in 
mentoring or professional development activities. 

English proficiency among students has deteriorated over time. Adopt a more student-centred teaching approach and put more emphasis 
on developing communicational skills. 

Older adults, workers in micro-enterprises, workers in the informal sector 
and women have limited access to training opportunities. 

Develop specific programmes and provide incentives to facilitate access 
to training for these groups of adults 

There is limited guidance to help individuals and employers make skills 
development investments that correspond to the needs of the labour 
market 

Tie guidance services closely to labour market information, and make 
training incentives more generous for programmes that develop in-
demand skills. 

The minimum duration of maternity leave is low by international standards Increase the minimum maternity leave entitlement to at least 14 weeks, in 
line with international standards.  

Employers carry the full burden of maternity leave costs. Develop a co-financing arrangement for maternity leave, with the majority 
of the cost carried by the government. 

There are too few quality childcare facilities. Invest in public childcare facilities and provide subsidies to private and 
workplace facilities. 

Migration inflows do not correspond with labour market needs Consider adopting a more selective approach to the inflow of low-skilled 
foreign workers, while maintaining open policy for high skilled foreign 
workers 
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Key Policy Insights 

Malaysia’s economic performance has been very successful, but social and 

governance challenges remain  

Malaysia has performed very successfully in recent years compared to other emerging 

market countries, with a rapid catching-up towards living standards prevailing in OECD 

countries. Malaysia’s 2017 per capita GDP (about USD 27 000 in 2011 PPP prices) was 

close to two-thirds of the OECD average (Figure 1) and exceeded levels in Mexico, 

Turkey and Chile (Box 1). Thanks to diversification of export products and improved 

macroeconomic prudence, Malaysia’s resilience to external shocks has strengthened. The 

country’s Eleventh Five-year Plan (2016-20) set a target of achieving high-income 

country status by 2020 while ensuring inclusive and sustainable growth. The Mid-Term 

Review of the Eleventh Plan, announced in October 2018, postponed the target year to 

2024 due to recent macroeconomic developments. To achieve the planned target would 

require to maintain the pace of growth and to focus on productivity gains. High-quality 

growth requires further efforts towards social inclusiveness and environmental protection.  

Figure 1. Per capita GDP has converged but its pace needs to be accelerated 

Per capita GDP, relative to the OECD average, computed at 2011 USD PPP 

 

Source: World Bank, World Development Indicators database. 

StatLink 2 https://doi.org/10.1787/888933967872 

 

 

 

0

10

20

30

40

50

60

70

80

90

100

0

10

20

30

40

50

60

70

80

90

100

1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016

OECD = 100OECD = 100

Korea

Malaysia

Thailand

China

Indonesia

Philippines

Viet Nam

https://doi.org/10.1787/888933967872


14 │ KEY POLICY INSIGHTS 
 

 OECD ECONOMIC SURVEYS:  MALAYSIA 2019 © OECD 2019 
  

Box 1. Malaysia’s socio-economic development  

Since 1970, Malaysia has recorded a remarkable economic growth. Real GDP grew at an 

average rate of 6.1% per year over 1970 to 2018 period, higher than the average growth 

of the advanced countries. Thanks to pragmatic policies and strategies, Malaysia has 

transformed from an agricultural-based to an industrial- and services-based economy. 

Integration into global supply chain have expanded export activities from commodities to 

manufactures, in particular electrical and electronics products. Malaysia is now one of the 

most open economies in the world with total trade accounted for about 130% of GDP. 

The major trading partners are China, Singapore, the United States, Japan and Thailand, 

which collectively contributed more than 50% of Malaysia’s total merchandise trade since 

2010.  

With strong growth, Malaysia has maintained full employment since the 1990s. Inflation 

has been kept low, averaging 3.7% since 1970, supported by effective monetary policy. 

Nonetheless, rising cost of living is a key concern for low-income families.  

Malaysia has promoted access to education and social services, notably healthcare, 

helping to achieve a significant decline in poverty. Reducing inequality between ethnic 

groups (Chinese, Indian, Malay and indigenous people) continues to be a priority on the 

policy agenda to ensure social cohesion. Affirmative policies to empower Bumiputera 

(Malay and indigenous people) were implemented, including direct intervention to ensure 

more Bumiputera effective participation in the labour market and accelerated education. 

These policies have contributed to significant narrowing of inter-ethnicity inequalities 

(World Bank, 2014).  

Renewed priorities of structural reform 

Since the general election of May 2018, the new government has prioritised raising the 

income and purchasing power of the low-income groups. Among others, the new 

government abolished the goods and services tax (GST) in June 2018. To offset the impact 

on the fiscal balance, it has reviewed some major infrastructure development programmes. 

For instance, the East Coast Rail Link project has been renegotiated with China to improve 

its cost effectiveness with the savings of MYR 21.5 billion or 32.8% from its original cost, 

as well as greater risk-sharing and higher local content. In addition, the government has 

reinstated the Automatic Fuel Pricing Mechanism in January 2019 to set fuel prices on a 

weekly basis and plans to introduce a new subsidy mechanism targeted to households in 

the bottom 40% income group by the second half of 2019. The priorities for structural 

reforms were presented in the Mid-Term Review of the Eleventh Malaysia Plan (Box 2). 

The government has also called for extensive governance reforms to enhance 

accountability and transparency in such areas as governance of state-owned enterprises 

and integrity of public procurements, while combatting corruption (Box 3).   
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Box 2. The government’s structural reform priorities  

The government’s Mid-Term Review of the Eleventh Malaysia Plan (MTR): New 

Priorities and Emphases was launched in October 2018. Premised on the principles of 

good governance, strong institutions and greater integrity, it focuses on strategies to 

address issues such as regional disparity, low income of the B40 (people belonging to the 

bottom 40% income group) households and long-standing structural problems. These 

strategies are developed along six pillars. Each pillar sets quantitative targets that include 

international benchmarking to measure progress (Table 1). 

Pillar 1: Reforming governance towards greater transparency and enhancing efficiency 

of public service  

This pillar outlines strategies to improve governance as well as uphold accountability and 

transparency in the public administration. Four priority areas are identified: improving 

governance at all levels, elevating integrity and accountability, enforcing prudent public 

finance management, and enhancing public service delivery.  

Pillar 2: Enhancing inclusive development and well-being  

Underpinned by the emphasis on growth with equity, this pillar focuses on providing 

equitable opportunities for the people to participate in the country’s economic 

development to ensure greater prosperity and well-being for all Malaysians.  

Pillar 3: Pursuing balanced regional development 

This pillar focuses on efforts to address imbalances in regional development. Attention is 

paid to enhancing economic activities in less developed areas and reducing development 

gaps between urban and rural areas.   

Pillar 4: Empowering human capital 

This pillar focuses on creating skilful, knowledgeable and innovative human capital to 

meet the demands of industry. Priority areas comprise of reforming the labour market, 

improving labour productivity, enhancing access to quality education and training, as well 

as fostering stronger industry-academia linkages.   

Pillar 5: Ensuring environmental sustainability through green growth 

This pillar focuses on ensuring sustainability of natural resources and increasing 

resilience to climate change and disasters while pursuing higher economic growth. 

Particular attention is paid to strengthening governance on environmental sustainability.   

Pillar 6: Strengthening economic growth  

This pillar focuses on efforts to strengthen economic growth by enhancing productivity, 

increasing competitiveness of industries and developing high value-added activities with 

knowledge-intensive sectors. To this end, priority is given to strengthening structural 

reform, accelerating innovation and technology adoption, and providing quality 

infrastructure.  

Source: Ministry of Economic Affairs (2018), Mid-Term Review of the Eleventh Malaysia 

Plan: New Priorities and Emphases. 
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Table 1. Selected target indicators 

Pillar 1: Reforming governance towards greater transparency and enhancing efficiency of public service  

Indicators 2017 2020 target 

  Ranking in Corruption Perception Index by Transparency International 62 Top 30 

Ranking in Government Efficiency sub-index of the World Competitiveness Yearbook 25 Top 10 

Ranking in Online Service sub-index of the United Nations’ e-Government 
Development Index 

401 Top 15 

 

Pillar 2: Enhancing inclusive development and well-being 

Indicators 2017 2020 target 

Gini co-efficient  0.3991 0.385 

Incidence of Multidimensional poverty (%) 0.861 0.67 

Female labour participation rate (%) 54.7 56.5 

Hospital beds per 1 000 population  1.9 2.0 

 

Pillar 3: Pursuing balanced regional development 

Indicators 2017 2020 target 

Urban-rural income disparity ratio  1 : 0.60 1 : 0.67 

Coverage of electricity supply (%)   96.1 99 

 

Pillar 4: Empowering human capital 

Indicators 2017 2020 target 

Compensation of employees to GDP (%) 35.2 38 

Student enrolment rate for preschool (%)  90.9 95 

Technical and vocational education and training graduates employed within six month 
after graduation (%) 

-- 85.0 

 

Pillar 5: Ensuring environmental sustainability through green growth 

Indicators 2017 2020 target 

Reduction in GHG emissions intensity to GDP relative to the 2005 level  33.02 45.03 

Recycling rate of household waste (%) 24.6 30.0 

Coastal and marine areas gazetted as protected areas (%) 3.4 At least 10 

 

Pillar 6: Strengthening economic growth 

Indicators 2017 2020 target 

Real GDP growth (%)  5.14 4.5-5.55 

Contribution of small and medium-sized enterprises to GDP (%) 37.1 41.0 

Gross expenditure on R&D to GDP (%) 1.41 2.0 

Populated areas covered by broadband infrastructure (%) 92.1 95 

1. Data for 2016. 

2. Taking into consideration forest sink. 

3. Target at 2030. 

4. Average over 2016-17. 

5. Average over 2018-20. 

Source: Ministry of Economic Affairs (2018), Mid-Term Review of the Eleventh Plan: New Priorities and 

Emphases. 
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Box 3. Malaysia’s drive to promote greater governance, integrity and anti-corruption 

In the general election of May 2018, Malaysia experienced the first-ever transition of 

ruling parties since the country’s independence in 1957. This change occurred against the 

background of alleged governance problems involving the previous government, in 

particular the possible embezzlement of funds raised by 1Malaysia Development Berhad 

(1MDB). 1MDB is a state-owned investment company established in 2009 by the 

previous administration to drive strategic infrastructure development projects. 

However, many concerns were raised on the operations of 1MDB, particularly the use of 

public funds, the conduct of money transfers, public procurement procedures, the 

valuation of land, and the awarding of mega-infrastructure projects. All this involved 

1MDB generating net debt of MYR 38 billion (some 2.8% of 2017 GDP) (MOF, 2018). 

A substantial part of this debt is guaranteed by the government.  

To restore public trust, the new government has called for extensive governance reforms 

to enhance accountability and transparency in such areas as governance of state-owned 

enterprises and integrity of public procurements. The government has established the 

National Centre for Governance, Integrity and Anti-Corruption (GIACC), which reports 

directly to the Prime Minister, as well as a Cabinet Special Committee on Anti-Corruption 

(JKKMAR) chaired by the Prime Minister himself. 

 The GIACC has been given mandate to coordinate and monitor all initiatives related to 

governance, integrity and combating corruption. The National Anti-Corruption Plan 2019 

-2023 (NACP) was launched in January 2019. It envisions making Malaysia a corruption-

free country through three specific goals: accountability and credibility of judiciary, 

prosecution and law enforcement agencies; efficiency and responsiveness in public 

service delivery; and integrity in business. It outlines measures to address corruption in 

all government's administration and business sector. These include measures to strengthen 

effectiveness of public service delivery, increasing the efficiency and transparency in 

public procurement and good governance of corporate entities.  

Since its launch on 1 June 2018, GIACC has implemented more than 80 initiatives. Some 

of the key accomplishments include restoring integrity in Parliament thanks to the 

establishment of six Parliament Select Committees whose members comprise 

parliamentarians of ruling and opposition parties in August 2018. In addition, a new 

policy requires the declaration of assets owned by Cabinet members and Parliamentarians. 

This Asset Declaration information has been published in the Malaysian Anti-Corruption 

Commission (MACC) Portal. The government has also issued a directive stating there 

will no longer be political appointments for Malaysian Head of Mission posts. The 

mechanism of appointment and management of Head of Mission abroad has been 

improved via the Malaysian Government Administrative Systems Abroad based on the 

circular which took effect in November 2018. 

Apart from the above initiatives there are several other initiatives related to strengthening 

the governance, integrity and eradicating corruption, which are in progress. Importantly, 

the initiative to limit the Prime Minister’s term to two terms is underway. This requires 

amendments to the Federal Constitution. The reform of MACC is also underway. The 

recommendation for appointment of the MACC Chief Commissioner will be done via a 

Parliament Select Committee. This has been approved by the JKKMAR.  MACC has to 

amend Section 5 of MACC Act. 3 to have this implemented.  
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On governance issues related to Government-Linked Companies (GLCs) and agencies 

such as the case of the Federal Land Development Authority and the like – MACC is to 

form a regulatory body to monitor governance in investment agencies. The other reform 

that is underway is the separation of the responsibilities of Attorney General and the 

Public Prosecutor. This requires also changes to the Federal Constitution, which will have 

to be approved by two thirds of Parliamentarians. The amendments to the specific 

Constitutions are currently underway. 

The robustness of the electoral system in Malaysia has come under scrutiny in the last 

few general elections. To ensure transparency and robustness of Malaysia’s election 

system, the Election Commission is reviewing the entire electoral process and has 

presented several recommendations to the JKKMAR in May 2019. One of the key areas 

that is being studied is the funding of political parties.  This reform is in its final stages of 

drafting. 

Establishment of the Independent Police Complaints and Misconduct Commission 

(IPCMC) is another important reforms. The Royal Malaysian Police has come under 

tremendous scrutiny for a long time. The draft of IPCMC Bill has now been prepared and 

is in its final discussions in the Attorney General Chambers. 

Empowering the public service by limiting the political interference in the appointment 

of Secretaries General and Directors General, which typically comes under the purview 

of the Chief Secretary with recommendations from the Ministry and the Public Service 

Department, is also an important move to upholding the separation of powers and to 

ensure government officials remain neutral when delivering their services.  

The Malaysian Ombudsman Act is being reformed and will replace the Public Complaints 

Bureau. On GLCs, the JKKMAR decided that the Ministry of Finance (MOF) will prepare 

guidelines for the appointment of senior management, chairman and board of directors in 

GLCs and subsidiary companies; this implies that there will be no political appointees in 

GLCs.  

As public procurement is one of the government activities most vulnerable to corruption, 

it is therefore under review by the MOF. The Act that is being drafted aims to ensure that 

all procurement will produce the best value for tax payers’ money. Improving the 

transparency and budget integrity as well as budgeting process are also being done and 

the following recommendations were presented and agreed at the JKKMAR: i) mid-year 

budget reviews should be made, ii) criteria(s) for off-budget allocation should be 

scrutinized, and iii) each expense on public money shall be recorded promptly and will 

be carefully monitored in accordance with the established financial procedures.  

Other areas that are currently in progress include 115 initiatives outlined under the NACP. 

Finally, the JKKMAR has agreed that, as part of the reform agenda on governance, 

integrity and anti-corruption, Malaysia should promote its work in international 

institutions. 

 Malaysia’s current state of well-being 

Well-being is comprised of material well-being (such as income, jobs and housing), but 

also broader quality of people’s lives including healthcare, education, environment and 

social connections. Malaysia generally performs well across the U.N. Sustainable 

Development Goals, notably low unemployment, infrastructure development and 

satisfaction with healthcare, while improvement is needed to improve overall well-being 
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by rising female labour participation rate and creating high-quality jobs as well as 

ensuring integrity of the public sector (Figure 2). 

Figure 2. Life is good in Malaysia, though improvement is still needed in several areas 

2017 or latest available data 

 
Note: The bars represent the observed well-being values for Malaysia and the black circle shows the expected 

values based on Malaysia’s level of GDP per capita. The latter stem from a set of bivariate regressions with 

GDP as the predictor and the various well-being outcomes as dependent variables from a cross-country dataset 

of around 150 countries with a population over a million. All indicators are normalised in terms of standard 

deviations across the panel. The observed values falling inside the black circle indicate areas where Malaysia 

performs poorly in terms of what might be expected from a country with a similar level of GDP per capita. 

As this figure only shows outcomes at the national level, disparities between regions might be masked. 

Source: OECD (2015), PISA Database, www.oecd.org/pisa/data/2015database; Transparency International 

(2016), 2016 Corruption Perceptions Index, www.transparency.org/cpi2016; Gallup (2017), Gallup World 

Poll, www.gallup.com/services/170945/world-poll.aspx; and World Bank (2017), World Development 

Indicators database, https://data.worldbank.org/data-catalog/world-development-indicators. 

StatLink 2 https://doi.org/10.1787/888933967891 

The government produces its own annual index comprising economic and social 

dimensions, enabling an evaluation of the progress of well-being over time (Figure 3). 

Economic well-being has progressed in terms of income and distribution, notably the 

incidence of poverty, real per capita income and the Gini co-efficient, and infrastructure, 

in particular transport and communication. However, slow progress in areas such as 

culture (e.g. participation in cultural activities), health (e.g. life expectancy and medical 
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care quality), environment (e.g. water and air qualities, and forest coverage) and family 

(e.g. juvenile crimes and household debt) weighed on the improvement of well-being.  

Figure 3. Well-being improvements have weakened  

 

Source: Ministry of Economic Affairs, Malaysia Well-being Index, http://www.mea.gov.my/ms/statistik-

ekonomi/petunjuk-sosial. 

StatLink 2 https://doi.org/10.1787/888933967910 

In this context, the key messages of this Economic Survey are: 

 Further progress toward the planned target of high-income country status by 2024 

will require focusing on productivity growth with structural reforms to move up 

the value chain and improve skills. The quality of growth needs to be improved 

by including groups left behind and working on environmental sustainability.  

 Ensuring fiscal sustainability is a prerequisite. It requires presenting a more 

detailed and consolidated plan of mid and long-term fiscal consolidation and 

introducing measures, in particular in terms of tax revenue. 

 Promoting skills development is the foundation upon which Malaysia can build a 

more productive and inclusive society. 
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Ensuring resilience to maintain growth momentum 

After the moderation in 2016 due to sluggish global demand and weaker commodity 

prices, real growth picked up firmly from 4.4% in 2016 to 5.7% in 2017, largely due to 

the recovery in global trade, which strengthened the net external position. Private 

consumption, supported by strong job creation and government measures to support low-

income groups, also spurred growth. Real GDP growth moderated to 4.7% in 2018 owing 

to the deceleration of export markets as well as unexpected supply disruptions in the 

commodity-related sectors (Figure 4, panel A and B).  

Private consumption is expected to continue to be the main driver of growth, thanks to 

robust employment conditions (Table 2, Figure 4, panel C). Stronger purchasing power 

of households supported by various government measures to ease the burden of rising cost 

of living, especially for low-income households with high marginal propensity to 

consume, will sustain consumer spending. These measures could include cost of living 

support (direct cash transfers) to the “B40” (people belonging to the bottom 40% income 

group) and gradual increases over the next five years of the monthly minimum wage to 

MYR 1 500 from the current MYR 1 100. Additionally, the freezing of toll rate hikes for 

21 highways in 2019, as well as reintroduction of fuel subsidies will provide impetus to 

private spending expansion. Public investment will exert downward pressure on activities 

mainly due to the completion of large-scale projects as well as the government’s decision 

to review some major large-infrastructure projects, such as high-speed railways.  

Exports of manufactured goods are expected to moderate due to the slowdown of the 

global trade and the technology cycles. Additionally, the increasing prominence of re-

export activities, which have only a marginal impact on value-added in the economy, is 

also an area of concern. The share of re-export component to total exports increased from 

14.5% in 2016 to 20.0% in 2018 and contributed almost 90% of the overall export growth 

in 2018. The re-exported products are mostly manufactured goods, which accounted for 

93% of total re-exports, destined to China, Singapore and Hong Kong, China. 

Risks to the projection are largely on the downside. Rising trade protectionism among the 

major trading partners and expected moderation of global economic growth could hamper 

the growth of highly open economies like Malaysia, whose ratio of trade to GDP was 

close to 130% in 2018. Risk could be amplified by Malaysia’s active participation in 

global value chains. As Malaysia’s dependence on China for its exports is the highest 

among regional peers, a sharper-than-expected deceleration in China could have a 

particularly negative impact (Figure 5). Based on the Malaysian central bank estimates, 

trade tensions between the United States and China could reduce Malaysia’s GDP growth 

by 1.3-1.5 percentage points in 2019 (Aizuddin, 2018). Negative impact could be 

exacerbated by a vicious cycle of slower global trade growth and further moderation of 

China’s economy. Malaysia’s external position is anticipated to be weaker as the current 

account surplus continues to narrow down during the projection period. 

On the domestic front, lingering concerns over the fiscal position could further erode 

investor confidence (Figure 4, panel D). A lower oil price would pose a risk to the fiscal 

space due to the declining share of non-oil revenue. Household debt, which rose rapidly 

in the early 2010s, constitutes another potential risk that weighs on private consumption 

and financial sector prudence, although a large portion is asset-backed housing loans 

(Figure 4, panel F). Some tail risks that could have large adverse effects on the economy 

are discussed in Table 3. 
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Table 2. Macroeconomic indicators and projections 
Annual percentage changes unless specified1. 

  2016 2017 2018 2019 2020 

Output and demand 2      

Real GDP 4.4 5.7 4.7 4.7 4.8 

Consumption 4.9 6.6 7.1 5.2 5.5 

   Private 5.9 6.9 8.0 6.3 6.5 

    Public 1.1 5.5 3.3 0.3 0.9 

Gross fixed investment 2.6 6.1 1.4 2.1 3.6 

    Private 4.5 9.0 4.3 4.5 6.2 

    Public -1.0 0.3 -5.0 -3.3 -3.0 

Stockbuilding 3 0.5 0.0 -1.2 … … 

Exports of goods and services 1.3 8.7 2.2 0.8 1.6 

Imports of goods and services 1.4 10.2 1.3 1.6 1.9 

  Net exports 3 0.0 -0.2 0.8 -0.5 -0.1 

Inflation and capacity utilisation      

Consumer price inflation 2.1 3.7 1.0 1.7 2.1 

Unemployment (% of labour force) 3.5 3.4 3.3 3.5 3.5 

Output gap (% of potential GDP) -1.1 -0.8 -0.1 0.0 0.0 

Public finances (% of GDP)4      

Federal government fiscal balance -3.1 -2.9 -3.7 -3.4 -3.0 

Expenditures 20.2 19.1 19.8 20.5 19.4 

Revenues 17.0 16.1 16.1 17.1 16.4 

  Oil-related revenues5 2.5 2.5 3.5 5.3 3.4 

Federal government debt 52.7 50.1 51.2 51.6 51.1 

External sector and memorandum items      

Oil price (spot market, Brent, USD per barrel)6 43.7 54.2 71.0 68.4 70.0 

World trade growth (volume)6 2.4 5.5 3.9 2.1 3.1 

Trade balance (% of GDP) 8.2 8.5 8.4 7.9 7.4 

Current account balance (% of GDP)4 2.4 2.9 2.3 2.2 1.9 

Gross official reserves (end-year, USD billion) 94.5 102.4 101.4 … … 

Total external debt (% of GDP)4 72.2 64.5 63.9 … … 

Three-month money market rate, average, in % 3.5 3.4 3.7 … … 

Ten-year Malaysian government securities, average yield, in % 4.2 3.9 4.1 … … 

Household debt (% of GDP)4 86.5 82.7 82.17 … … 

Nominal GDP (USD billion, at the market exchange rate) 301 319 358 371 386 

1. Through 2018, published data from the Ministry of Finance, Bank Negara Malaysia and the Department of 

Statistics, Malaysia. 

2. At constant 2015 prices. 

3. Contribution to GDP growth (percentage points). 

4. Based on revised GDP with 2015 as base year.  

5. The projection assumes that PETRONAS dividends of MYR54 billion in 2019 as announced in Budget 

2019 and MYR26 billion in 2020, similar to the level in 2018. 

6. Based on OECD Economic Outlook 105 database.   

Source: OECD, Economic Outlook 105 database: Department of Statistics, Malaysia: Bank Negara Malaysia; 

IMF World Economic Outlook database.  
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Figure 4. Recent macroeconomic developments 

 
1. SEA6 refers to weighted average growth of South East Asian countries comprised of Indonesia, Malaysia, 

Philippines, Singapore, Thailand and Viet Nam. 

Source: Refinitiv; Department of Statistics, Malaysia; IMF (2019), World Economic Outlook, April; OECD, 

OECD Economic Outlook database. 

StatLink 2 https://doi.org/10.1787/888933967929 
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Figure 5. Malaysia’s growth is highly reliant on trade 

 

Source: OECD-WTO, Trade in Value Added database; Ministry of International Trade and Industry. 

StatLink 2 https://doi.org/10.1787/888933967948 
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policy actions while taking into account important risks such as asset price bubbles and 

the destabilising unwinding of these assets (BNM, 2018b).  

Nonetheless, stable and low inflation is one of the key policy goals of Malaysia’s 

monetary policy. BNM hiked its policy rate in January 2018 by 25 bps to 3.25% for the 

first time since July 2014. In May 2019, BNM cut its policy rate to 3.00% to address 

heightened downside risks, especially from the external front (Figure 6, panel A). 

Headline inflation in 2018 was moderate due to the dissipating impact of the global oil 

price increase and stable fresh food supplies arising from favourable weather conditions. 

Policy measures of the new government aimed to reduce cost of living also helped 

(Figure 6, panel B). Inflation is likely to remain benign during the projection period partly 

due to low commodity prices. The prospect of world commodity prices remaining low, 

following expected slower global economic growth, coupled with administrative 

measures to address the rising cost of living, will further ease domestic price pressures. 

The labour market is projected to remain robust with steady job creation keeping the 

economy at full employment.  

The authorities consider that the financial sector remains robust and stable thanks to a 

prudent domestic banking sector and resilient external position (BNM, 2019). Capital 

adequacy in the banking sector has exceeded the Basel III requirements and the ratio of 

non-performing loans is low (Figure 6, panel E). Macroprudential measures adopted by 

BNM have helped to contain the growth of household debt and house prices, although its 

household debt-to-GDP ratio remains high compared to other emerging countries in the 

East Asian region and warrants vigilance (Figure 4, panel F).  

On the external front, external debt was 63.9% of GDP at end-December 2018, of which 

federal government debt was 19.3% and 31% was denominated in Malaysian Ringgit 

(MYR). While the current account surplus (2.3% of GDP in 2018) could work as a buffer 

to unexpected external shocks in global financial market, it warrants vigilance due to 

declining surplus in recent years (Figure 4, panel E). Reflecting non-resident portfolio 

outflows induced by the monetary policy normalisation of advanced countries and 

investors’ risk-averse sentiment, MYR’s exchange rate vis-à-vis USD has depreciated 

since the beginning of 2018 and the government bond yields have increased. The foreign 

reserve’s monthly import coverage has declined in recent years, though it was still at 6.8 

months in Q2 2019 (Figure 6, panel C, D and F). Volatility in global emerging markets as 

observed in 2018 had only a limited and temporary impact on Malaysia.  
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Figure 6. Monetary and financial developments have been stable overall 

 
Source: Refinitiv; Bank Negara Malaysia; World Bank, World Development Indicators database. 

StatLink 2 https://doi.org/10.1787/888933967967 
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Low-income households are relatively vulnerable to rising cost of living 

The rising cost of living has been a key source of concern for large segments of Malaysia’s 

society. Although headline inflation has been moderate in recent years, food prices have 

been rising much faster. This has increased the burden of the families, especially the low-

income groups that consume more on food items. (Figure 7 panel A). Low-income 

households earning below MYR 2 000 per month spent 95% of their income on goods 

and services to maintain their living and therefore have little room to cope with higher 

prices (Khazanah Research Institute, 2018). This category of households accounted for 

about 10% of total households. However, the situation is even worse if taking other 

financial needs into consideration, such as for income tax payment, loan repayments and 

investment: 35.1% of households have a monthly income-expenditure deficit, and 66.3% 

of households have a surplus of less than 5% of monthly income in 2016.   

Figure 7. Inflation has a different impact according to income groups  

  

Source: Department of Statistics Malaysia and OECD calculations. 

StatLink 2 https://doi.org/10.1787/888933967986 
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B). Meanwhile, half of working Malaysians earned less than MYR 2 160 per month or 

about USD 500 in 2017, indicating that the creation of high-paying jobs is still lacking 

(MEA, 2018). In addition, income inequality between households, although it has 

narrowed, remains much higher than the OECD countries average (Figure 9).  

Figure 8. Decreasing contribution of paid employment and self-employment to household 

income 

Current prices 

 

1. 2016 data for the Euro area, Japan, Korea, Thailand and the United States. 

2. Income earned by self-employed, unincorporated businesses and others. 

Source: Ministry of Economic Affairs Malaysia; Department of Statistics Malaysia; Department of Statistics 

Singapore; Bank of Thailand; OECD, National Accounts database and OECD calculations. 

StatLink 2 https://doi.org/10.1787/888933968005 

Figure 9. Malaysia’s inequality has declined but its tax-and-transfer system has little effect 

on income distribution 

 
Source: OECD (2018), Income Distribution database; F. Solt (2016), "The Standardized World Income 

Inequality Database", Social Science Quarterly, Vol. 97/5, pp. 1267-1281. 

StatLink 2 https://doi.org/10.1787/888933968024 
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The government has taken measures to address the issues of rising cost of living, 

especially towards the lower-income group households, and narrow the income disparity. 

These measures include, among others, direct cash transfers to households with monthly 

income of MYR 4 000 and below; affordable housing programme for the low-income 

households; as well as the provision of subsidies and price control for selected essential 

goods. These measures were, however, not sufficient to compensate for the relatively low 

income of the B40 households and higher prices of basic goods (BNM, 2018a). Moreover, 

these subsidies are not targeted and therefore, have a costly impact on the government’s 

fiscal position. This may not be sustainable over the long run. Therefore, successful 

implementation of measures to uplift household income, notably by promoting 

entrepreneurship, investment in skills, boosting productivity and improving employability 

among the low-income households as outlined in the Mid-Term Review of the Eleventh 

Malaysia Plan is crucial in increasing the purchasing power of the people in a more 

sustainable manner and ensuring economic growth is more inclusive.  

Ensuring fiscal sustainability is prioritised 

Reforms of policy settings are needed to ensure medium-term fiscal sustainability 

(OECD, 2016a). Revenue collection is low and volatile, while expenditure is expected to 

rise substantially, driven in particular by pension, healthcare and education outlays in light 

of the government’s promotion of inclusive growth. Although Malaysia is committed to 

fiscal consolidation, challenges remain. Fiscal consolidation efforts need to be reoriented.  

Malaysia has a self-imposed ceiling on the federal government debt of 55% of GDP. At 

end-2018, the federal government debt was 51.2% of GDP. Debt management practices 

can be improved, and supplementary budgets should be used only if necessary. Reporting 

standards need to be strengthened to ensure that large off-balance-sheet assets and other 

contingent liabilities associated with state-owned enterprises (SOEs) and public-private 

partnerships (PPP) are appropriately accounted for.  

Fiscal policy reform was accelerated with the start of its Fiscal Transformation 

Programme in 2010. The programme prioritised increasing revenue and improving 

spending efficiency, while ensuring that fiscal policy is growth-friendly. The programme 

sets a target of achieving a near-balanced budget in 2020. It also introduced the Goods 

and Services Tax (GST, or the value-added tax), which replaced the Sales and Services 

Tax (SST) that was charged on designated goods and services in April 2015. Subsidies 

were reduced, notably by a substantial removal of energy and food subsidies between 

2010 and 2014. To enhance the accountability and transparency of fiscal policy 

management, the Medium-term Fiscal Framework, which includes key macroeconomic 

and fiscal projections, has been published since 2015. 

In line with the election manifesto of the new government that came into office in May 

2018 to reduce the burden of the rising cost of living in recent years, a reduction of the 

GST from 6% to 0% effective 1st June 2018 was announced and the tax was subsequently 

removed in September 2018. Implementation issues undermined public support for the 

GST, notably delays in paying tax refund to enterprises, amounting to MYR 19 billion of 

outstanding refunds (some 1.4% of 2017 GDP). To offset the decline of fiscal revenue, 

the SST was reinstated in September, but on a substantially smaller tax base. As a result 

of these measures and including programmes that were counted as off-budget 

expenditures in the previous government, the federal government deficit in 2018 rose to 

3.7% of GDP, up from 2.8% in the projection at the beginning of the year. The deficit of 

non-financial public corporations is expected to widen due to increases in current 



30 │ KEY POLICY INSIGHTS 
 

 OECD ECONOMIC SURVEYS:  MALAYSIA 2019 © OECD 2019 
  

expenditure following the high number of oil refineries repair and maintenance activities 

as well as higher input cost in the utility sector (Figure 10). 

Figure 10. The fiscal deficit has increased  

 

Note: The public sector overall balance is the sum of the general government revenue and the current balance 

of non-financial public corporations (NFPCs), minus the total of general government operating and 

development expenditure and NFPCs development expenditure. Data for 2019 are government's projections. 

Source: Ministry of Finance (2018), Fiscal Outlook and Federal Revenue Estimates 2019, 

http://www.treasury.gov.my/fo_2019.html. 

StatLink 2 https://doi.org/10.1787/888933968043 
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Table 4. Past OECD recommendations on fiscal policy 

Key recommendations  Measures taken since November 2016  

Continue fiscal consolidation to provide a buffer should 
conditions deteriorate.  

The government revised its fiscal deficit target to 3.0% by 2020 
in October 2018. 

Undertake an independent review of expenditure and 
revenue needs.  

The government asked the World Bank to undertake a public 
expenditure review for agriculture. The study was completed in 
February 2019. 

Over the medium term, consider: i) gradually reducing 
exemptions and then raising the rate of the goods and 
services tax, and ii) increasing the progressivity of income 
tax.  

The GST was abolished and the SST was reintroduced in 
September. 

Building a larger and consistent revenue base to foster inclusiveness  

While income inequality has narrowed in the last three decades, Malaysia’s tax and 

transfer system has played a limited role in income redistribution in the same period. For 

promoting inclusive growth across the country, increasing tax revenue is needed to 

strengthen social protection. However, overall tax collection is low compared to the 

OECD average (Figure 11). The ratio of fiscal revenue to GDP has declined in recent 

years due to falling oil price (Figure 12, panel B).  Reforms will be needed to increase tax 

revenue and finance expenditures to make growth work for all, notably a different tax mix 

between direct and indirect taxes and widening the tax base, taking into account of the 

trade-off between efficiency and equity. 

Figure 11. Malaysia’s tax revenue collection is low  

As a percentage of GDP, average 2012-16 

 

Source: IMF (2018), Global Revenue Statistics and World Economic Outlook databases; IMF (2018), Viet 

Nam - IMF Country Report, No. 18/215; OECD, Global Revenue Statistics database.   

StatLink 2 https://doi.org/10.1787/888933968062 
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followed by consumption taxes (and other property taxes), personal income taxes and 

corporate income taxes (Johansson, Å. et.al., 2008). While consumption taxes may impact 

lower-income more adversely than high-income households, a compensation mechanism 

could be introduced such as an income-tested tax credit or benefit payment targeted to 

low income household. (Brys, B, et.al., 2016).  

To offset the decline of tax revenue by the abolishment of GST, SST that was reintroduced 

in September 2018 is levied on manufacturers for domestically produced goods, providers 

of selected services such as restaurants, telecommunication and electricity, and importers, 

which contrasts with GST that was levied at all stages of the value chain. The SST rates 

are set at either 5%, 10%  or a specific rate depending on the category of goods, and 6% 

for services, and the tax base was narrowed substantially compared to the GST, with the 

number of registered tax persons and establishments reduced to 100 405 compared to 

476 023 under GST (Lee, 2018). Likewise, the list of exempted items was expanded ten 

times from the GST (Lim, 2018]). The share of the SST in total tax revenue is expected to 

be 12.5% in 2019, down from GST’s 25.9% in 2017. Therefore, the government may 

consider widening the consumption tax base to increase the contribution of SST, where 

increasing the coverage of SST from 38% to 50% of private consumption basket could 

potentially increase the tax collection to the government equivalent to 0.9% of GDP 

(Table 7). Moreover, tax rates could be streamlined. Recent research on OECD countries 

indicates that simple and broad-based consumption taxes reduce compliance costs and 

distortions to consumption decisions arising from differential rate systems, while also 

being proportional or slightly progressive when measured as the percentage of household 

expenditure (OECD/KIPF, 2014).          

Reforms are needed to expand direct income tax base, as less than 20% of the workforce 

pay income tax (MOF, 2018). Only 14% of firms paid corporate income tax in 2017 

(Fernando Fong, 2017[10]). Towards this end, further strengthening the implementation 

of strategies to improve the effectiveness of tax collection set by the new government 

would be crucial. These strategies include, conducting tax enforcement activities more 

professionally, specifically involving audit and investigation, conducting tax education 

programmes and improving process of travel restrictions on taxpayers with tax arrears. In 

addition, there is scope to introduce taxes on capital gains and inheritance, which could 

contribute to inclusive growth.  

High reliance on non-tax revenue (mostly oil, but also proceeds/dividends from SOEs) 

remains a source of vulnerability given volatile oil prices. Hence, it is a concern if the 

government continues to rely on such revenue to finance new social measures (Figure 12, 

panel A). Instead, Malaysia could strengthen the role of the National Trust Fund (KWAN), 

which can save such revenue in off-balance-sheet funds and use them overtime to finance 

long-term investment plans (IDEAS, 2015). Efforts should also be taken to conserve use 

of energy whenever applicable through behavioural change and demand side 

management. This would mitigate the impact of volatile energy prices on public spending 

and could be used to promote a counter-cyclical fiscal policy.   
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Figure 12. The share of non-tax revenue is projected to widen, and the ratio of total revenue 

to GDP has been falling 

 

Note: PITA refers to the petroleum income tax. Government projections for 2019. 

Source: Ministry of Finance (2018), Fiscal Outlook and Federal Government Revenue Estimates 2019, 

Figures 2.1 & 2.2, http://www.treasury.gov.my/pdf/budget/budget_info/2019/revenue/section2.pdf. 

StatLink 2 https://doi.org/10.1787/888933968081 
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Figure 13. Malaysia’s tax mix relies on direct taxes  

As a percentage of GDP, 2016 

 

Source: OECD, Global Revenue Statistics database. 

StatLink 2 https://doi.org/10.1787/888933968100 

Consolidating expenditure for strengthening social protection 

Like in OECD countries and some other emerging market economies, pension and 

healthcare costs are rising in Malaysia, in part due to demographic changes (Figure 14). 

In addition, social expenditure is highly fragmented, being provided through a multitude 

of small scale, specific-purpose programmes by a diverse range of ministries, though 

coverage is incomplete. In 2017, only 38% of the working-age population (aged from 16 

to 60 years) was covered by the public (first-pillar) pension scheme (EPF, 2018). The 

government has therefore introduced a new pension programme to extend the employee 

provident fund coverage to include housewives, widows and single mothers enlisted in 

the eKasih, the national database on poverty. The coverage needs to be further improved 

to ensure income security to be in line with longer life expectancy after retirement 

(Figure 15).  
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Figure 14. Public social spending has much room to increase  

 

Source: OECD (2018), Social Expenditure database; ILO (2017), The World Social Protection Report 

2017-19, Table B.16, http://www.social-protection.org/gimi/gess/ShowWiki.action?id=594#tabs-3. 

StatLink 2 https://doi.org/10.1787/888933968119 

Figure 15. Malaysians can expect a lengthy retirement 

 

1. The age at which a man/woman can retire and receive full benefits. The retirement age for Chinese women 

refers to those in blue-collar jobs whilst the retirement age for the white-collar jobs is 55. 

2. Gap between the retirement age and life expectancy at age 60 (UN estimation for the period 2015-20). 

Source: World Bank (2018), Women, Business and the Law Data, http://wbl.worldbank.org/en/resources; 

United Nations (2017), World Population Prospects: The 2017 Revision, Special Aggregates: Ecological 

groups, https://esa.un.org/unpd/wpp/Download/SpecialAggregates/Ecological/ 

StatLink 2 https://doi.org/10.1787/888933968138 
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region reflecting rising living standards, technological progress and the acceleration of 

ageing (OECD/WHO, 2018). Malaysia’s healthcare system is a dual system comprised of 

public healthcare facilities that are heavily subsidised and require minimal out-of-pocket 

payments, and private healthcare services that is supported by out-of-pocket payment by 

patients as well as private personal health insurance schemes, employer funding 

(employer-sponsored insurance) and direct employer contracting with panel doctors 

especially for primary care. In total, the share of out-of-pocket payment to the total health 

care expenditure in 2015 was higher than in the average of the OECD and other upper 

middle-income countries in the region such as Thailand and China.  

Figure 16. Healthcare expenditure is rising fast  

 

Source: OECD (2018), Health at a Glance: Asia/Pacific 2018. 

StatLink 2 https://doi.org/10.1787/888933968157 
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facilities serve the better off.  However, for chronic and serious illness, various levels of 

the population including the rich still utilize the public healthcare sector.  

Improving healthcare is a key priority in the 2019 budget, with spending increasing by 
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protection schemes in 2019, mySalam. It is a MYR 2 billion health insurance scheme to 

provide coverage to individuals aged between 18-55 years old belonging to B40 

households. This programme provides benefits for 36 critical illness and also daily income 

replacement of MYR 50 per day for a maximum of MYR 700 per annum (14 days) at any 

government or qualified hospitals.  

Another scheme, Peduli Kesihatan for the B40 group or PeKa B40 is a paradigm shift 

through an innovative approach toward enhancing preventive care targeted to those aged 

50 years and above by providing free health screening through private primary care clinics 

based upon public-private-partnerships. The PeKa B40 also provides three other benefits, 

which are health aids, incentives to complete cancer treatment and transportation 

incentives. While these measures could contribute to the efficiency and effectiveness of 

the healthcare system, major reforms of the financing structure such as a publicly managed 

non-profit health insurance that ensures sustainability, equity and universal access to 

quality healthcare still remains an issue to be addressed (OECD, 2016a).  

Strengthening investment on education and skills development, in particular targeted to 

people belonging to low income group could improve income distribution. This could 

reduce reliance on social protection, and thereby contributes to fiscal sustainability.    

Table 5. Past OECD recommendations on promoting inclusive growth 

Key recommendations Measures taken since November 2016 

Promote flexible work arrangements and invest more in 
early childhood care, lifelong learning and reskilling. 

The number of employees eligible for training under Human 
Resources Development Fund expanded to include more sub-
sectors and SMEs over 2015-18. 

Develop a comprehensive social protection system, 
including by implementing an employment insurance 
scheme. 

The Employment Insurance System Act 2017 was implemented 
in January 2018 that provides retrenched workers with 
temporary financial support and re-training.  

Self-employment Social Security Act 2017 was implemented in 
June 2017 that provides social security for self-employed 
persons in the informal sector.  

Increase pension access ages in line with improvements 
in healthy life expectancy and reduce exemptions for 
early withdrawal.   

Continuous study is ongoing on increasing the compulsory 
retirement age in accordance to life expectancy and productivity 
of civil servants. 

Enrol future public employees in the defined contribution 
scheme covering private sector employees 

The government is to conduct the study on a more sustainable 
pension scheme in the future. The study is scheduled to be 
completed in 2020. 

Improve social services, transport and broadband 
connectivity in remote rural areas.  

Initiatives will be undertaken in 2018-20 to improve road 
network, access to water, electricity supply and digital 
infrastructure in rural areas. 

Improving public procurement as a basis for maximising expenditure efficiency 

Public procurement carried out by the government and SOEs accounts for 15-20% of 

Malaysia’s GDP (MEA, 2018). To maximise expenditure efficiency, it is necessary to 

streamline procurement procedures: a variety of fragmented instruments governing public 

procurement creates inconsistency and lack of accountability (Xavier and Xavier, 2017). 

For example, competition in bidding is hampered by measures such as local content 

requirements in services and a specific threshold above which foreign firms can 

participate (Gourdon, 2018).  

To address these shortcomings, the government is to implement a set of comprehensive 

reform measures to ensure transparency and accountability of public procurement, which 

also covers PPP projects. The proposed measures include a comprehensive and effective 
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legal framework, enforcement of open tenders, promoting transparency by enlarging the 

scope of disclosure via websites, capacity building, the breaking of the monopoly of SOEs 

in selected procurement procedures (such as imported rice and medicines), and the 

alignment of procurement procedure with international best practices such as the OECD 

Recommendation on Public Procurement, and the Open Contracting Partnership (OECD, 

2015b).  

Going forward, enhancing competition in public procurement is expected by the 

implementation of the Comprehensive and Progressive Agreement for Trans-Pacific 

Partnership (CPTPP) that stipulates liberalisation of public procurement. The CPTPP 

includes Malaysia’s gradual liberalisation of the public procurement market to firms of 

the CPTPP member countries, though its scope is limited to procurement by the federal 

government.  

Improving budget process transparency 

Increasing transparency in the use of public funds is crucial to the budget process. In 

comparison with the OECD and regional peers, Malaysia still has room to improve 

transparency and accountability, notably with a pre-budget report and an independent 

review and analyses of macroeconomic and fiscal assumptions. The government 

announces the Medium-Term Fiscal Framework that includes fiscal projection for the next 

three years. Long-term perspectives on total revenue and expenditure could contribute to 

investors’ confidence (Table 6).  

Table 6. More could be done to improve budgetary transparency 

Budgetary information made publicly available, 2018 

● Publicly available; ○ Not publicly available; and x: Not applicable 

 

Note: OECD total is based on responses by 33 OECD countries due to missing data for the United Kingdom 

and the United States.       

Source: OECD/ADB (2019), Government at a Glance: Southeast Asia 2019.  

The government’s priority to improve the transparency of the budgetary process is 

reflected in its plan to table a Fiscal Responsibility Act by 2021. The act aims to prevent 

arbitrary spending that could cause higher-than-expected public debts.  

Risk management of contingent liabilities needs to be strengthened 

The government has prioritised the management of contingent liabilities in a context of 

achieving long-run fiscal consolidation. Malaysia’s contingent liabilities comprise loan 

guarantees to SOEs, at 18.1% of GDP at the end of June 2018, and commitments to pay 

Budget proposal Budget approved

Methodology and 

economic 

assumptions for 

establishing fiscal 

projections 

Sensitivity analyses 

of fiscal and/or 

macroeconomic 

models

Budget circular

Independent 

reviews/analyses of 

macroeconomic and/or 

fiscal assumptions

Pre-budget report

 Long term 

perspective on 

total revenue and 

expenditure 

Indonesia       x  

Malaysia       x  x 

Philippines       x  

Singapore        x 

Thailand       x  

Viet Nam     x   x   x

OECD Total

 Publicly available 33 33 28 24 20 28 23 24

 Not publicly available 0 0 5 6 12 1 5 1

 x Not applicable 0 0 0 3 1 4 5 8
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lease payments for PPP projects, at 12.9%. Contingent liabilities totalling 31% of GDP is 

high considering that the federal government’s debt was 51.2% at end-2018 (Figure 17). 

Figure 17. Government’s debt guarantee has risen 

 

Source: Bank Negara Malaysia. 

StatLink 2 https://doi.org/10.1787/888933968176 

Contingent liabilities, which could finance infrastructure investment without immediate 

impact on the federal government fiscal balance, are significant sources of fiscal risks due 

to the uncertain financial commitments that they involve. Increased uncertainty regarding 

the fiscal consolidation path could undermine investor confidence, resulting in a higher 

cost of financing the fiscal deficit. Anticipation of a bailout could produce moral hazard 

that further exacerbates the risk of failures. While it is hard to gauge the likelihood with 

which these contingent liabilities will turn into the real fiscal burden, the government 

revealed that some SOEs could not service their debt – their outstanding loan guarantees 

amounted to around 11% of GDP (MOF, 2018).  

Underdeveloped institutional settings such as the lack of transparent approval process and 

reporting requirements as well as insufficient risk sharing could amplify the risk of 

contingent liabilities materialising. An OECD report on best practice in the area of 

contingent liability management recommends centralisation of risk management of the 

government debt portfolio, including contingent liabilities (OECD, 2006). The 

government has a plan to establish a single oversight authority to consolidate information 

on assets and liabilities of SOEs as well as publish a comprehensive financial report 

(MEA, 2018). More transparent SOE governance could help to reduce this risk. 

The presence of SOEs in Malaysia is quite significant particularly in natural resources, 

agriculture and public utility services such as telecommunications and public transport. 

Enterprises partially owned by the government account for about half of the Kuala 

Lumpur Composite Index and include seven of the ten largest public listed companies 

(Menon, 2017). In addition to providing public utility services, SOEs also play a role in 

social development in line with the government policy framework – providing affordable 

housing, regional development and promotion of small- and medium-sized enterprises. In 

2017, development expenditure, which includes infrastructure development and social 

development by SOEs, accounted for 7% of GDP, while the government’s expenditure 
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for these purposes was at 4.2% (MOF, 2017). The government provides loan guarantees 

to selected SOEs’ infrastructure development projects and loans for social development 

purposes.     

Reliance on off-balance-sheet spending via SOEs, while useful for much-needed 

infrastructure spending, risks spilling over into uneconomic projects and presents a 

longer-term risk to debt servicing, sovereign ratings and accountability. Greater 

transparency is called for to mitigate the aforementioned related risks. Both quantitative 

and qualitative information on credit guarantees should be disclosed based on their 

expected cost and in such a way as to give a complete picture of the government’s total 

financial position, both as part of debt management reporting and budgetary 

documentation (Ülgentürk, 2017). 

A simultaneous review of SOE management structures and practices is also needed to 

improve outcomes and minimise contingent liability risks. A government-promoted 

reform of SOEs was launched via a Transformation Programme for Government-linked 

Companies in 2005-15. The programme was targeted to public listed SOEs that introduced 

key performance indicators as well as performance-based contracts and compensation, 

along with a change in the composition of SOE boards and senior management. 

Management was given a clear mandate and sophisticated indicators to improve SOE 

performance within a set time frame. These reform measures contributed to enhancing 

SOEs management through better utilisation of capital and other resources (Kim & 

Zulfiqar Ali, 2017).  

However, the government is still involved in the appointment of management board 

members and senior management; where this arrangement may involve the risk of 

cronyism and patronage to vested interests if not properly managed. Ensuring 

transparency and accountability of the management of SOEs is required, as recommended 

in the OECD Guidelines on Corporate Governance of State-Owned Enterprises (OECD, 

2015a). These guidelines include best practices for SOE corporate governance: e.g., SOE 

boards should be equipped with the necessary autonomy and independence to achieve 

clearly defined performance objectives, absent political interference, and any state 

representatives nominated to serve on SOE boards should have equivalent legal 

responsibility as other board members. For an example of recent reform, guided by the 

OECD Guidelines, Colombia has achieved SOE governance reform including 

strengthening ownership co-ordination and the professionalism and independence of SOE 

boards, coupled with more structured nomination processes; and the issuance of aggregate 

annual reports on the performance of all of Colombia's enterprises where the government 

is the majority owner (OECD, 2017a). More broadly, the government has started to review 

and streamline SOEs’ activities. This could reduce the scope of government debt 

guarantees that are potentially distortive to the market. 

Policy framework of public-private partnership needs to be more transparent 

Malaysia is a pioneer of PPP for its infrastructure and social development, which started 

in the early 1980s. The PPP projects cover projects such as hospitals, education and skills 

training centres. Malaysia’s capital stock of PPP projects is quite high compared with 

regional peers and the OECD average (Figure 18).  

The government has prioritised strengthening the transparency of PPP contracts by 

reviewing the current PPP regulatory framework and introducing guidelines to further 

facilitate the implementation of PPP models. This was initiated because a large portion of 

PPP projects in recent years were directly negotiated with private sector partners without 
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an open tender process, and the government provided land instead of paying commissions. 

The new PPP guideline makes open tender obligatory and introduces price auctions of 

government land to avoid undervaluation.     

Figure 18. Malaysia’s capital stock of PPP projects is high 

2015 data or latest available year 

 

Source: IMF (2017), Investment and Capital Stock database, January. 

StatLink 2 http://dx.doi.org/10.1787/888933968195 

In addition to the need to improve transparency, Malaysia’s regulatory framework of PPP 

projects still has much room for improvement to meet the international best practice 

(Figure 19). The regulatory framework need to be strengthened to ensure transparency 

and risk sharing to address unexpected changes of circumstances. The required framework 

includes a standardised PPP model contract (Preparation of PPPs); notification of the 

results of PPP procurement process, negotiation with the selected bidder before contract 

signing and publication of contract (Procurement of PPPs); and modification of the PPP 

contract and circumstances that may occur during its lifetime, and a dispute resolution 

mechanism (PPP Contract Management).  Improvements on these issues could help to 

reduce the risk of contingent liabilities materialising (see above) and ensure better public 

service delivery.  
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Figure 19. Malaysia can improve the preparation, procurement and management of PPPs 

Benchmark score, 2018 

 

Note: The higher the score, the more the framework is aligned with international best practice. 

Source: World Bank Group/PPIAF (2018), Benchmarking Public-Private Partnerships Procurement 2018. 

StatLink 2 https://doi.org/10.1787/888933968214 

Strengthening public debt management as key to fiscal sustainability 

The federal government debt was equivalent to 51.2% to GDP at end- 2018, below the 

self-imposed government ceiling (Figure 20, panel A). 97% of outstanding federal 

government debt was domestically issued and denominated in MYR, which mitigates the 

exposure to unexpected external shocks. Foreign ownership of the federal government 

debt has declined in recent years, partly reflecting capital outflows triggered by the 

monetary policy normalisation in advanced countries (Figure 20, panel B). 

The federal government debt could be on a sustainable path if the government’s 

commitment to fiscal consolidation to reduce the fiscal deficit to some 2% of GDP in the 

medium -term, down from 3.7% in 2018, is materialised and similar efforts are continued 

(Figure 21). However, the materialisation of contingent liabilities could weigh on the 

fiscal consolidation path. This projection does not include other fiscal risks, notably a 

lower-than-expected oil price and further materialisation of contingent liabilities. 

To strengthen public sector debt management, the government established the Debt 

Management Office (DMO) in May 2019. The DMO will ensure bond issuance and 

overall borrowings by the government, statutory bodies and government-owned 

companies is conducted in an orderly manner as well as restructuring the relevant bonds 

and borrowings where possible as cost cutting measures. This office will also formulate 

strategies to reduce the government’s debt and liability burden and ensure government 

debt and liabilities are kept in check.. Additionally, a system of public accounting on an 

accrual basis will be introduced by 2021. This will contribute to improving disclosure of 

debt, liabilities and assets across government ministries and agencies (Lim, 2018).   

0

10

20

30

40

50

60

70

80

90

100

0

10

20

30

40

50

60

70

80

90

100

Malaysia Thailand Indonesia China Singapore Viet Nam Korea Philippines

PPP preparation

PPP procurement

PPP contract management

Average

https://doi.org/10.1787/888933968214


KEY POLICY INSIGHTS │ 43 
 

 OECD ECONOMIC SURVEYS:  MALAYSIA 2019 © OECD 2019 
  

Figure 20. Federal government debt remains below the ceiling  

 
Source: Ministry of Finance (2018), Fiscal Outlook and Federal Revenue Estimates 2019, 

http://www.treasury.gov.my/fo_2019.html. 

StatLink 2 https://doi.org/10.1787/888933968233 

Figure 21. Federal government debt scenarios 

 
Note: The government consolidation scenario (scenario 1) assumes that the primary deficit reaches 0.1% by 

2022 and continues afterwards. No consolidation scenario (scenario 2) assumes that the primary deficit will 

remain at 1.5% from 2019 onwards. Contingent liabilities materialisation scenario (scenario 3) assumes that 

contingent liabilities of SOEs that are unable to service their debt at 11% of GDP at the end of June 2018 are 

to be materialised by 1.4% of GDP over the period 2020-27. Assumption of the primary deficit is taken from 

scenario 2. These three scenarios assume nominal GDP growth rate at 7.2% and interest rate at 3.9% based 

on the 2011-18 average. Scenario 4 assumes that by 2030 real growth rate slows to the average real growth 

rate of OECD emerging market economies comprised of Chile, Hungary, Mexico, Poland and Turkey over 

2025-30, whose real growth rate is 3% and nominal growth rate is 5%. Other assumptions are taken from 

scenario 3. 

Source: Refinitiv; Ministry of Finance (2018), Fiscal Outlook and Federal Revenue Estimates 2019; OECD 

(2014), "Long-term baseline projections, No. 95 (Edition 2014)", OECD Economic Outlook: Statistics and 

Projections (database), https://doi.org/10.1787/data-00690-en.  

StatLink 2 https://doi.org/10.1787/888933968252 
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Ensuring integrity is key to efficient fiscal system 

The new government has rightly prioritised to ensuring public sector integrity. Efforts to 

combat corruption have stepped up as a basis for efficient public expenditure and 

compliance with revenue collection. However, Malaysia’s integrity measures still have 

considerable room to improve compared with the OECD average (Figure 22), not least in 

the wake of a series of alleged cases of public fund embezzlement that hampered the 

accountability of the public sector. To avoid misconduct stemming from lack of 

transparency, the OECD Recommendation on Public Integrity stresses the importance of 

the roles of external oversight and control over the measures ensuring integrity, and of 

stakeholders’ engagement with policy development and implementation (OECD, 2017c).   

Figure 22. Malaysia needs to fully implement anti-corruption plans 

 

Note: In panel A, index ranges from 0 (highly corrupt) to 100 (very clean). In panel B, data is percentile 

ranking of 214 countries and territories. 

Source: Transparency International (2018), Corruption Perceptions Index 2018; World Bank, The Worldwide 

Governance Indicators, 2018 Update. 

StatLink 2 https://doi.org/10.1787/888933968271 
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Box 4. Quantifying the fiscal impact of the selected key recommendations in the Survey 

The key recommendations in this Survey impact both the expenditure and revenue sides 

of the federal government budget. While recommendations on lowering school starting 

age, hiring administrative staff, improving quality of pre-primary education and increase 

the minimum maternity leave entitlement incur cost to the government, improving tax 

administration efficiency, broadening tax bases and introducing carbon tax would 

strengthen the government’s fiscal position thanks to higher tax revenue collection.   

Table 7 provides a summary of the impact of key recommendations on the federal 

government’s fiscal balance. The estimates are the direct impact of the respective key 

recommendations and are based on publicly available information.  

Table 7. Estimated fiscal impact of selected key recommendations 

Key recommendations Impact on fiscal 
balance, % to GDP 

Deficit decreasing recommendations 3.9 

Improve efficiency of tax administration1 2.0 

Broaden tax bases, and increasing indirect tax revenue, in particular consumption-related 
taxes2   

0.9 

Introduce carbon tax3 1.0 

Deficit increasing recommendations 1.2 

Lower the school starting age to at least 54 0.6 

Invest in public childcare facilities and provide subsidies to private and workplace facilities5 0.2 

Reduce teacher administrative workload so that teachers can spend more time preparing 
lessons or participating in mentoring or professional development activities 

0.3 

Increase the minimum maternity leave entitlement to 98 days, in line with international 
standards6 

0.1 

Net impact on fiscal balance +2.7 

Note: 1 Assuming the share of individual taxpayers increase from 25% to 30% of total employment and 

corporate taxpayers increase from 14% to 20% of total registered companies.  

          2 Broaden the sales and services tax base by increasing its coverage from 38% to 50% of private 

consumption basket.  

          3 Assuming carbon tax at EUR7.7 or MYR35.6 per tonne of CO2 emissions (based on the average 

carbon tax rate of 14 OECD countries in 2015). The net contribution to revenue collection may be 

lower if the carbon tax is implemented together with programmes to ease the impact of potential 

rising cost of living.     

          4 The number of teachers and classes is estimated to increase by 19% in order to support an additional 

one schooling year. In addition, the one-off capital expenditure to build required schools is estimated 

at 2% of GDP.  

         5 Assuming increase the share of public expenditure on pre-primary education to the average of OECD 

countries.  

         6 Assuming maternity leave increases from 60 days to 98 days and the government share half of the 

cost. 

Source: UNESCO Institute for Statistics, OECD, Department of Statistics Malaysia, and OECD calculations 
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Fostering growth and productivity 

Since the mid-1990s, Malaysia has embarked on a programme to promote innovation and 

productivity, so as to transform the Malaysian economy from an input-driven to a 

knowledge-based one (EPU, 2015b). Despite the intensity of public investment and 

initiatives aiming to boost productivity, Malaysia’s productivity levels remain weak and 

the economy is still highly dependent on, and driven by factor inputs, especially non-ICT 

capital accumulation, mainly on residential and non-residential buildings (Figure 23 panel 

A).  

Figure 23. Contribution of labour quality to economic growth is low 

 

Note: Measures of labour quality are based on the skill composition of workers, proxied by their educational 

attainment. 

Source: The Conference Board (2019), Total Economy Database, April. 

StatLink 2 https://doi.org/10.1787/888933968290 

Malaysia’s labour productivity increased rapidly during the first half of the 1990s, with 

the seventh fastest growth among 50 economies at 5.4% per year over 1991-97. However, 

the performance has deteriorated after the Asian Financial Crisis. Nonetheless, Malaysia’s 

productivity level continues to lag behind most advanced countries. For instance, based 

on purchasing power parity terms, Malaysia’s productivity level in 2019 was about half 

that of the United States and Singapore (Figure 24). On the other hand, Malaysia’s 

productivity level is ahead of its regional peers like Thailand, China, Indonesia, India and 

Viet Nam. However, these countries experience higher productvity growth than Malaysia, 

implying a rapid catching up of these countries.   
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Figure 24. Labour productivity level still lags behind advanced countries 

 

Source: The Conference Board (2019), Total Economy Database, April. 

StatLink 2 https://doi.org/10.1787/888933968309 

Human capital development is one of the critical challenges in boosting Malaysia’s labour 

productivity. The importance of human capital development has been highlighted  in most 

the development plans or industry-specific masterplans in Malaysia. In the recent 

examples, empowering human capital has been identified as one of the pillars in the Mid-

Term Review of the Eleventh Malaysia Plan. The National Industry 4.0 Policy Framework 

outlined upskilling existing and producing future talents as one of the five strategic 

enablers and the Malaysia Productivity Blueprint identified building workforce of the 

future as the first thrust at the national level.  

Currently, Malaysia’s industries are excessively dependent on semi- and low-skilled 

workers and foreign labour (MEA, 2018). Although the growth of skilled workers (at 

3.9% per year over 2016-18), outpaces that of semi- and low-skilled workers combined at 

0.9%, the share of skilled workers to total employment is still low at 27.2% as compared 

to the target of 35% by 2020 set by the government (EPU, 2015a). As a result, the 

contribution of labour quality to economic growth remains low. On average, labour 

quality contributed about 8% to real GDP growth over 2001-18, much lower than the 

OECD average (Figure 24 panel B).  

Human capital has a strong association with the determinants of economic growth, such 

as innovation, and political and economic institutions. Skilled workers are crucial to 

facilitate innovation and technology adoption as well as promote upgrading of activities 

to unlock the potential of economic growth. Improving basic skills among the population 

of Malaysia, with all youth reaching basic skill level by 2030, would contribute to a 0.71 

percentage points increase in long-run economic growth (Hanushek and Woessmann, 

2015).  

Raising female labour participation is expected to contribute to productivity gains. A large 

group of inactive women represents a pool of unused skills that could be activated to 

contribute to the country’s productivity and reduce skills imbalances. Policies that help 

women get access to job opportunities that corresponds to the skills they have will ensure 

that skills are used as efficient as possible (see the thematic chapter). 

0

20

40

60

80

100

120

140

160

180

V
N

M

IN
D

P
H

L

ID
N

C
H

N

T
H

A

M
Y

S

K
O

R

JP
N

G
B

R

D
E

U

H
K

G

U
S

A

S
G

P

Thousand 
USD PPP

A. Productivity level per employee, 2018

Developing economies Advanced economies

0

1

2

3

4

5

6

7

8

JP
N

G
B

R

D
E

U

U
S

A

K
O

R

H
K

G

S
G

P

M
Y

S

T
H

A

ID
N

P
H

L

V
N

M

IN
D

C
H

N

% p.a. B. Average productivity growth, 2001-18

Advanced economies Developing economies

https://doi.org/10.1787/888933968309


48 │ KEY POLICY INSIGHTS 
 

 OECD ECONOMIC SURVEYS:  MALAYSIA 2019 © OECD 2019 
  

Efforts need to be intensified in producing high-quality talent pool to support the 

Malaysian government’s aspiration of becoming an advanced and inclusive country (see 

the thematic chapter).  

Accelerating liberalisation facilitates productivity gains 

Malaysia has benefitted from inflows of foreign direct investments (FDI) in creating a 

competitive industrial base, in particular the manufacturing sector. However, since the 

1990s, Malaysia saw its share of inward FDI stock in ASEAN decline rapidly, partly as a 

result of increased competition for FDI by other countries in the region. While Malaysia 

has unilaterally liberalised its regulatory framework of FDIs, the restrictions on FDIs 

remain relatively high compared with the OECD average, notably services sector (OECD, 

2018a).  

In spite of the success that Malaysia has achieved, the country still faces challenges to 

attract FDI and stimulate its demand for high skill jobs. In the OECD FDI Regulatory 

Restrictiveness Index, Malaysia currently scores 0.25 (0=open, 1=closed) (OECD, 

2018a). This score is higher than the averages of OECD members, non-OECD members 

as well as ASEAN members. As for investment protection, Malaysia’s several investment 

laws still have room of improvement such as lack of provisions on non-discrimination, 

environmental impact and sustainable development (see the thematic chapter). According 

to some of its main trading partners and key business sector groups, despite some 

improvements in recent years, Malaysia still has scope to further strengthen its intellectual 

property rights protections, especially in the area of patent protection (European 

Commission, 2018[33]; U.S. Chamber of Commerce, 2019). 

Liberalisation would be further accelerated by the ratification of the Comprehensive and 

Progressive Trans Pacific Partnership Agreement (CPTPP).  The CPTPP’s objective is to 

create a comprehensive trade and investment regulatory framework which facilitates 

market access among partner countries. It aims to go beyond traditional Free Trade 

Agreements’ provisions by addressing outstanding issues including the development of 

digital economy and the role of both SOEs and SMEs in the global economy. The CPTPP 

includes 30 chapters covering, inter alia, trade in goods and services, electronic 

commerce, government procurement, intellectual property rights protection, labour, 

environment as well as dispute settlement (OECD, 2018a). The government is expected 

to finalise in the second half of 2019 a study on the possible benefits and drawbacks of 

ratifying the CPTPP.  

Promoting services liberalisation contributes to overall productivity 

Malaysia’s services sectors employ over 60% of its workforce and account for over half 

of its GDP, making services a major contributor to the country’s economic growth, 

productivity, and earnings. Open and well-regulated services markets also facilitate access 

to information, skills, technology, funding, and enable the movement of skilled labour 

across borders.  

The OECD Services Trade Restrictiveness Index (STRI) shows that there is room to 

liberalise the regulatory framework affecting services trade in Malaysia (Figure 25). 

Restrictions to the temporary movement of skilled people, including intra-corporate 

transferees, contractual and independent suppliers, are also prominent in key intermediate 

services that support global value chains such as professional services or computer 

services.   
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Some requirements apply economy-wide, affecting all services sectors in Malaysia. 

Labour market tests, for instance, are applied to foreign natural persons seeking to provide 

services on a temporary basis as intra-corporate transferees. There are, however, no 

similar requirements for contractual and independents services suppliers. The duration of 

stay for intra-corporate transferees is 24 months while the other two categories of services 

suppliers can only stay up to 12 months on their initial permit through a Professional Visit 

Pass.  

Figure 25. There is room to further liberalise services regulations in Malaysia  

Services Trade Restrictiveness Index by sector ranging from 0 (open) to 1 (closed), 2018 

 

Note: The STRI indices take values between zero and one, one being the most restrictive. They are calculated 

on the basis of the STRI regulatory database which contains information on regulation for the 36 OECD 

members, Brazil, China, Colombia, Costa Rica, India, Indonesia, Malaysia, Russia and South Africa. The 

STRI database records measures on a Most Favoured Nations basis. Preferential trade agreements are not 

taken into account. Air transport and road freight cover only commercial establishment (with accompanying 

movement of people). 

Source: OECD, Services Trade Restrictiveness Index database, http://www.oecd.org/tad/services-

trade/services-trade-restrictiveness-index.htm. 

StatLink 2 https://doi.org/10.1787/888933968328 

In skilled labour intensive services, notably professional services, licensing conditions are 

key to gaining access to the market (Figure 26). In legal services, for instance, foreigners 

willing to practice domestic law in Malaysia need to obtain their qualifications in certain 

specific universities and must be residents in Malaysia. The practice of international law, 

on the other hand, is subject only to having a local residency. In other regulated 

professions, such as accounting and auditing, some foreign qualifications can be more 

easily recognised. Nonetheless, those with non-recognised qualifications must pass a 

qualifying examination at The Malaysian Institute of Accountants.  
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Figure 26. Restrictions to movement of people in STRI, by professional services 

Index from 0 (open) to 1 (closed), 2018 

 

Source: OECD, Services Trade Restrictiveness Index database, http://www.oecd.org/tad/services-

trade/services-trade-restrictiveness-index.htm. 

StatLink 2 https://doi.org/10.1787/888933968347 

Malaysia has progressively eased restrictions to the movement of people by the 

liberalisation of trade in services provided for in Economic Partnership Agreements and 

Free Trade Agreements that go beyond the market access commitments made on the 

movement of natural persons under the World Trade Organisation’s General Agreement 

on Trade in Services. Malaysia has also facilitated to mutual recognition of qualifications, 

an issue which is closely related to the movement of skilled labour. For instance, in 2014, 

ASEAN members agreed to the Mutual Recognition Arrangement in intra-ASEAN trade 

in services that consists of eight sectors including engineering services, architectural 

services and accounting services. 

In sum, there is room to further liberalise services regulations in Malaysia and ease the 

conditions affecting the temporary movement of skilled people through removing the 

labour market testing for intra-corporate transferees and raising the duration of initial stay 

for contractual and independent services suppliers. There is also room to improve the 

licensing conditions for professional services suppliers. 
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Table 8. Past OECD recommendations on boosting productivity 

Key recommendations Measures taken since November 2016 

Follow through with the revised school curricula based 
on international benchmarking and the improvements 
to teacher evaluation, training and upskilling.  

Benchmarking and collaboration with international organisations 
such as International Bureau of Education and UNESCO are 
continued. 

Increase the collaboration of tertiary institutions with 
industry to deliver job-ready graduates, with a focus 
on technical and vocational education and training.   

TVET institutions collaborated more than 1 000 firms that 
benefitted more than 10 000 students in 2016-17. 

New partnership models are to be implemented that aims to 
improve TVET quality through increased apprenticeship, hands-on 
training and specialised employer training programme. 

Commission an independent review of public sector 
productivity.   

The Public Service Department, in collaboration with the Malaysia 
Productivity Corporation has been conducting measurement of 
public sector productivity since 2015. 

Streamline innovation system governance through 
clear mandates for the National Science Council and 
Research Management Agency. 

A centralised research management agency will be established to 
coordinate public research and development, commercialisation 
and innovation activities, including resource sharing in an 
integrated manner. 

Enhance the independence, staffing and financial 
resources of the regulator.  

Expand merger control powers 

A high-level steering committee has been established to review 
monopoly concessions awarded in the past.  

 

Amend insolvency laws to facilitate the rescue of 
viable firms. 

Introduce out-of-court insolvency procedures. 

The new Bankruptcy Act was implemented in 2017 that aligns the 
bankruptcy framework with the international best practice.   

 

Pursue further investment liberalisation to boost 
services sector growth and competition. 

The Comprehensive and Progressive Agreement for Trans-Pacific 
Partnership was signed in March 2018, while its ratification is 
being discussed.  

Free Trade Agreements are being negotiated with the European 
Union. 

Strengthening the policy framework for environmental sustainability and green 

growth 

Malaysia’s rich biodiversity and heavily forested environment are an irreplaceable asset. 

Their conservation and sustainable use are critical to the future prosperity both of the 

country and of its neighbours. Recent climate change poses challenges to Malaysia’s 

economic growth, as erratic weather conditions damaged agricultural production and 

thereby exports such as palm oil and rubber (agricultural products accounted for 13.5% 

of goods exports in 2016). Climate change has also exacerbated the risk of natural 

disasters such as floods, droughts and storms, especially in coastal cities and towns.  

Under the Paris Climate Agreement, Malaysia has pledged to reduce the greenhouse gas 

(GHG) emission intensity of GDP by 45% by 2030 relative to 2005 in its Intended 

Nationally Determined Contribution. A target of a 35% reduction was set unconditionally 

while a further 10% reduction is contingent upon receiving sufficient climate change 

related financing, technology transfer and capacity building assistance from developed 

countries. To achieve this target, Malaysia’s economic development path needs to become 

less carbon intensive (Figure 27, panel A). The government has made commitments to a 

series of measures for environmentally sustainable development, including increasing the 

share of renewable energy in the electricity capacity mix to 20% by 2025, up from current 

4.7% (Figure 27, panel C). Reliance on coal power plants – one of the major sources of 

CO2 emissions – will be curtailed. Conservation of the forest areas is key to maintaining 

biodiversity and containing GHG. Malaysia has also committed at the 1992 Rio Earth 

Summit to maintain at least 50% forest cover from total land mass and has reiterates its 

commitment at the Rio+20 UN Conference on Sustainable Development in 2012. While 
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forest coverage has improved in recent years, risks still exist by illicit logging (Figure 27, 

panel F). To enforce forest area management against these risks, in Brazil, for example, 

high-resolution satellite imaging is used to monitor forest areas for effective enforcement 

(OECD, 2017b).    

Fragmentation and lack of co-ordination of environmental policy governance generate 

gaps between planning and implementation. To address this problem, the government 

established the Ministry of Energy, Science, Technology, Environment and Climate 

Change (MESTECC) in 2018 by integrating functions across ministries related to energy, 

environment, climate change and green technology. MESTECC is supported by the 

central agency Ministry of Economic Affairs which partakes on broad policy range and 

inclusive development. In addition to strengthening governance at the central government 

level, promoting public participation could help to promote effective implementation. 

However, experience of participation in Environmental Impact Assessment did not meet 

the desired objective due to lack of public awareness (Zain and Omar, 2018).    

Utilising market mechanisms such as phasing out distortive energy subsidies could 

contribute to green growth. Energy subsidies, if not targeted to the poor, often 

disproportionally benefit wealthier segments of society, who consume more of the 

subsidised products. This applies in particular to transport fuels. Fossil-fuel subsidies 

often encourage wasteful use of energy and discourage investment in energy efficiency 

and low-carbon technologies, thereby increasing energy-related carbon dioxide (CO2) 

emissions (IEA, 2017). Consistent with this view, fuel subsidies were eliminated in 

December 2014. However, the government reintroduced fuel subsidies in June 2018 for 

all consumers but will be replaced with a new subsidy mechanism targeted to households 

in the bottom 40% income group by the second half of 2019. This should help reduce 

energy subsidies and provide support for low-income households. Malaysia should also 

strengthen the taxation of fossil fuel combustion, for example with a carbon tax. This 

would help reduce carbon emissions and air pollution, while providing a steady flow of 

substantial tax revenues (Table 7). OECD research on 20 countries (though mostly 

European) suggests that it may be sufficient to use one third of the revenues to protect 

low-income households from affordability risks (Flues and van Dender, 2017). 

Policies for green growth in Malaysia are particularly important in urban areas, given the 

concentration of economic activities and the growing environmental challenges. While 

urbanisation comes with strong development potential, soaring resource consumption 

harms environmental performance. For example, in Iskandar Malaysia population will 

increase by some 50% between 2015 and 2025.The built-up areas have already increased 

by 53.5% between 2000 and 2010 (an annual growth rate of 6.7%), to a large extent driven 

by the booming housing market. As a consequence, agricultural land has declined by half, 

and natural areas by 10% since 2005. Although more than half of Malaysia’s municipal 

solid waste generated is organic or paper, the overall recycling rate remains less than 20%. 

Insufficient sewerage management also endangers the water quality of local river systems 

and residents’ health (OECD, 2016b). An integrated approach by local government, 

producers and local communities is required to improve waste management and recycling. 

Moreover, while accessibility to public transport is already relatively low, at 39%, it is 

forecast to decline further to 14% by 2025 under a business-as-usual scenario, which 

severely affect job opportunities and quality of life for low-income households. 

Sustainable urban transport policies need to be put much higher on the green growth 

agenda, and be better co-ordinated with land-use planning, for example, through transit-

oriented development. 
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Urban green growth strategies can effectively address these urgent challenges in 

Malaysia, as policy complementarities and synergies can be better sought at the city scale 

to maximise policy outcomes and reduce trade-offs. For instance, waste-to-energy 

technology can support waste treatment efforts while easing the pressure on energy supply 

systems. Disaster risk management is also an essential and therefore complementary 

element for urban green growth in Malaysia (OECD, 2018b). The central government 

needs to recognise the role cities can play in each green growth opportunity area and 

promote collaborative action vertically as well as across municipalities. In particular, 

metropolitan areas in Malaysia are characterised by a lack of formal and informal 

collaboration among local governments, despite a critical need for such co-ordination 

(OECD, 2016b). Moreover, capacity building of local government officials underpins 

effective co-ordination and enforcement of environmental policy.   In an urban setting, 

there is need to conjure up greater green mobility too, e.g. anticipating more energy 

efficient vehicles, electric vehicles and ensuring more biofuel component. In addition, 

more public-private interface platform in urban setting should also be established in order 

to reduce gaps between government and entrepreneurs.  

Table 9. Past OECD recommendation on green growth 

Key recommendations Measures taken since November 2016 

Increase the use of market mechanisms and stricter 
environmental standards to strengthen green growth 
strategies. 

The Energy Performance Contracting Fund was launched in 
2017 to accelerate energy efficiency initiatives conducted by 
energy service companies.  

A comprehensive new Energy Efficiency and Conservation Act is 
being drafted in pursuit of achieving national aspirations of GHG 
emissions.  
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Figure 27. Economic development path needs to be less carbon-intensive 

 

Source: OECD (2018), OECD Environment Statistics database (Green Growth Indicators; Patents); OECD 

National Accounts database; IEA (2018), IEA Energy Prices and Taxes database; World Bank, World 

Development Indicators database. 

StatLink 2 https://doi.org/10.1787/888933968366 
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Annex 1.A. Key recommendations in the first OECD Economic Assessment 

of Malaysia (November 2016) 

Key recommendations Measures taken since November 2016 

Maintaining resilient growth 

Continue fiscal consolidation to provide a buffer should conditions 
deteriorate.  

The government revised its fiscal deficit target to 3.0% by 2020 in 
October 2018. 

Undertake an independent review of expenditure and revenue needs.  The government asked the World Bank to undertake a Public 
Expenditure Review for agriculture. The study was completed in 
February 2019.  

Over the medium term, consider: i) gradually reducing exemptions and 
then raising the rate of the goods and services tax, and ii) increasing the 
progressivity of income tax.  

The GST rate was abolished and the SST was reintroduced in 
September. 

Increase the use of market mechanisms and stricter environmental 
standards to strengthen green growth strategies. 

The Energy Performance Contracting Fund was launched in 2017 to 
accelerate energy efficiency initiatives conducted by energy service 
companies.  

A comprehensive new Energy Efficiency and Conservation Act is being 
drafted in pursuit of achieving national aspirations of GHG emissions.  

Boosting productivity 

Follow through with the revised school curricula based on international 
benchmarking and the improvements to teacher evaluation, training and 
upskilling.  

Benchmarking and collaboration with international organisations such 
as International Bureau of Education and UNESCO are continued. 

Increase the collaboration of tertiary institutions with industry to deliver 
job-ready graduates, with a focus on technical and vocational education 
and training.   

TVET institutions collaborated more than 1 000 firms that benefitted 
more than 10 000 students in 2016-17. 

New partnership models are to be implemented that aims to improve 
TVET quality through increased apprenticeship, hands-on training and 
specialised employer training programme. 

Commission an independent review of public sector productivity.   The Public Service Department, in collaboration with the Malaysia 
Productivity Corporation has been conducting measurement of public 
sector productivity since 20156.  

Streamline innovation system governance through clear mandates for the 
National Science Council and Research Management Agency. 

A centralised research management agency will be established to 
coordinate public R&D&C&I activities, including resource sharing in an 
integrated manner.  

Enhance the independence, staffing and financial resources of the 
regulator.  

Expand merger control powers. 

A high-level steering committee has been established to review 
monopoly concessions awarded in the past. 

Amend insolvency laws to facilitate the rescue of viable firms. 

Introduce out-of-court insolvency procedures. 

The new Bankruptcy Act was implemented in 2017 that aligns the 
bankruptcy framework with the international best practice.   

Pursue further investment liberalisation to boost services sector growth 
and competition. 

The Comprehensive and Progressive Agreement for Trans-Pacific 
Partnership was signed in March 2018, while its ratification is being 
discussed.  

Free Trade Agreements are being negotiated with the European Union. 
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Pursue further investment liberalisation to boost services sector growth and competition 

Promote flexible work arrangements and invest more in early childhood 
care, lifelong learning and reskilling. 

The number of employees eligible for training under Human Resources 
Development Fund expanded to include more sub-sectors and SMEs 
over 2015-18.  

Develop a comprehensive social protection system, including by 
implementing an employment insurance scheme. 

The Employment Insurance System Act 2017 was implemented in 
January 2018 that provides retrenched workers with temporary financial 
support and re-training.  

Self-employment Social Security Act 2017 was implemented in June 
2017 that provides social security for self-employed persons in the 
informal sector.  

Increase pension access ages in line with improvements in healthy life 
expectancy and reduce exemptions for early withdrawal.   

Continuous study is ongoing on increasing the compulsory retirement 
age in accordance to life expectancy and productivity of civil servants. 

Enrol future public employees in the defined contribution scheme 
covering private sector employees 

The government is to conduct the study on a more sustainable pension 
scheme in the future. The study is scheduled to be completed in 2020. 

Improve social services, transport and broadband connectivity in remote 
rural areas.  

Initiatives will be undertaken in 2018-20 to improve road network, 
access to water, electricity supply and digital infrastructure in rural 
areas. 
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