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Key recommendations        
 

Macroeconomic policy, fiscal sustainability and inclusive growth

• 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.

• 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.  

• Strengthen targeted cash transfers to low-income people and access to public services. 

• Ensure full compliance with the proposed Government Procurement Act.

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

• The regulatory framework of public-private partnership needs to be aligned with international best practices throughout the project 
cycle.

• Accelerate the enactment of a Fiscal Responsibility Act.

• Monitor and evaluate rigorously the implementation of the National Anti-Corruption Plan (2019-2023).

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

Green growth

• Eliminate energy subsidies and, instead, provide targeted cash transfer. 

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

• Consider to implement a carbon tax.

Skills development and its use 

• Lower the school starting age to at least 5 and make secondary schooling compulsory. 

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

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

• Adopt a more student-centred teaching approach and put more emphasis on developing communicational skills.

• Develop specific programmes and provide incentives to facilitate access to training for older adults, workers in  
micro-enterprises, workers in the informal sector and women. 

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

• Increase the minimum maternity leave entitlement to at least 14 weeks, in line with international standards. 

• Develop a co-financing arrangement for maternity leave, with the majority of the cost carried by the government.

• Invest in public childcare facilities and provide subsidies to private and workplace facilities.

• 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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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. 

Figure A. Growth is projected to be resilient, though 
with downside risks

Source: OECD calculations.

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

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.

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. 
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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 
transparency, and reducing the perceived high level of 
corruption.

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.

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.
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Human capital development is key
The contribution of labour quality to economic growth remains much lower compared to the OECD 
average.

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 C. Low contribution of labour quality to 
economic growth

Annual average, per cent, 2001-18

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. 

Source: OECD, Skills for Jobs database.

Figure D. Qualification mismatch

Percentage of mismatched workers, 2017 or latest 
available year

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.

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

Source: World Bank, World Development Indicators database.

Figure E. Educational attainment is on the rise

Gross enrolment rates

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.
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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.

Source: Department of Statistics Malaysia.

Figure F. Gender gaps in labour market participation 
increase with age

2018 data by age
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MALAYSIA
Malaysia’s economy is doing well, but social and governance challenges must be addressed. The new
government prioritises inclusive growth and improving trust in public institutions. Further progress towards 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. Ensuring environmental protection will improve 
the quality of growth.
Growth is set to moderate in the near term, mainly due to slowing global trade. The rising cost of living has
been a source of concern for large segments of the population. Progress could be made by providing a more
targeted support, boosting entrepreneurship, improving productivity and employability among the low-income
households.
Fiscal policy needs reform. Building up fiscal space and ensuring medium-term sustainability will require
increasing the low level of tax revenue. Improving budget process transparency and strengthening public debt
management are key to fiscal accountability.
Human capital development is needed to boost productivity and promote inclusive growth. Labour market
imbalances hinder productivity and make it more difficult to climb up the value chain. Investment in education
and training would help under-qualified workers. Policies to stimulate the demand for high-level skills would
support those who are over-qualified.

SPECIAL FEATURE: REDUCING SKILLS IMBALANCES TO FOSTER PRODUCTIVITY GROWTH

http://www.oecd.org/economy/malaysia-economic-snapshot/




