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MALAYSIA

BACKGROUND: The United Malays National Organization has ruled the constitutional monarchy of Malay-
sia since independence from the U.K. in 1957. In the 2013 election, the UMNO-led coalition retained power 
but for the first time failed to win more than 50 percent of the popular vote. Although Prime Minister Najib 
Razak has been embroiled in a scandal involving the misappropriation of $3.5 billion in state funds since 
2015, UNMO won two special parliamentary elections in 2016. During his 1981–2003 tenure, former Prime 
Minister Mahathir bin Mohamad diversified the economy from dependence on exports of raw materials to 
reliance on manufacturing, services, and tourism. Malaysia became a leading exporter of electronics and 
information-technology products. Najib has continued these pro-business policies.

Malaysia’s economic freedom score is 74.5, making its economy the 
22nd freest in the 2018 Index. Its overall score has increased by 0.7 

point, with higher scores for trade freedom and fiscal health offsetting a 
decline in the business freedom indicator. Malaysia is ranked 6th among 
43 countries in the Asia–Pacific region, and its overall score is above the 
regional and world averages.

Malaysia has become an upper-middle-income country that hopes 
to attract additional investments in value-added production of high 
technology, knowledge-based goods, and services. To enhance compet-
itiveness, the government has liberalized some services subsectors and 
adopted fiscal reforms to achieve a balanced budget by 2020 through 
tax reform and reduced subsidies. The trade regime is relatively open. 
There is no mandated minimum wage, and labor regulations are not rigid. 
The judicial system’s vulnerability to political influence is a significant 
challenge to the rule of law.

NOTABLE SUCCESSES:
Trade Freedom and 
Monetary Stability

CONCERNS:
Financial Freedom, Government 

Integrity, and Judicial Effectiveness

OVERALL SCORE CHANGE 
SINCE 2014:

+4.9

POPULATION: 
31.7 million

GDP (PPP): 
$863.3 billion
4.2% growth in 2016
5-year compound 
annual growth 5.1%
$27,267 per capita

UNEMPLOYMENT: 
3.3%

INFLATION (CPI): 
2.1%

FDI INFLOW: 
$9.9 billion

PUBLIC DEBT: 
56.3% of GDP
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WORLD AVERAGE  |  ONE-YEAR SCORE CHANGE IN PARENTHESES
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50.060.087.485.675.883.9

80.781.385.654.865.283.8

(No change)(No change)(+6.2)(+0.3)(+2.7)(–6.9)

(+4.2)(+2.6)(+0.3)(+3.0)(–2.1)(–1.5)

Real property ownership rights are protected, but 
protection of intellectual property rights is weaker. 
Judicial independence is marred by heavy executive 
influence. Arbitrary or politically motivated verdicts 
are common. A majority of Malaysians think that 
widespread corruption and cronyism within the 
ruling coalition and in government institutions have 
grown worse over the past year.

The top individual income tax rate is 25 percent; 
the top corporate tax rate is also 25 percent. Other 
taxes include a capital gains tax. The overall tax 
burden equals 13.8 percent of total domestic income. 
Over the past three years, government spending 
has amounted to 24.9 percent of total output (GDP), 
and budget deficits have averaged 2.8 percent 
of GDP. Public debt is equivalent to 56.3 percent 
of GDP.

Malaysia has instituted a new form of business 
registration that makes starting a business more 
complicated, but the relatively flexible labor market 
operates at nearly full employment. The government 
has announced plans to continue the move toward a 
uniform national minimum wage. Subsidies for elec-
tricity and cooking oil were sharply reduced in 2017.

Trade is extremely important to Malaysia’s economy; 
the combined value of exports and imports equals 
128 percent of GDP. The average applied tariff rate 
is 1.3 percent. Nontariff barriers impede some trade. 
Government openness to foreign investment is 
above average. The financial sector remains stable. 
Measures to open the banking sector to greater 
competition have been adopted, but progress has 
been slow.
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