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 The 13th General Election (GE) in Malaysia produced a surprise outcome with the opposition Pakatan Harapan (PH) 
alliance ousting the incumbent Barisan Nasional (BN) from power. The victory ended 61 years of government under the 
BN and was the first time that Malaysia saw a change of government since independence from the British. Despite 
diminishing support for the BN, the outcome was unexpected given the vast resources at the disposal of the BN. The 
PH alliance won 122 seats in the 222 seat Parliament, a vast improvement over the 68 seats that it won in the previous 
GE. BN won 79 seats, down substantially from the 133 seats that it won in the last GE. 

  Dr. Mahathir Mohamad was sworn in as Malaysia’s 7th Prime Minister on 10 May 2018. Dr. Mahathir was also the 4th 
Prime Minister from 1981 – 2003 leading a BN government at the time. Disillusioned by the leadership of Najib Tun 
Razak, he came out of retirement and returned to politics as leader of the opposition PH alliance. 

 What are the new government’s plans? In the PH election manifesto, the key economic initiatives are: reducing the cost 
of living, reviewing large infrastructure projects and ensuring sustainable economic growth. 

 Reducing the cost of living: In order to lower the cost of living, the government has announced that the Goods &                    
Services Tax will be abolished from June 1, 2018. GST accounted for 18% of government revenues and its 
abolishment leaves the government budget with a substantial shortfall of approximately 1.8% of GDP in 2018. The 
government is likely to reintroduce a Sales and Service Tax to replace the GST but thus far no details have been 
forthcoming. However, the current high oil price is a windfall for Malaysia. The Budget for the current fiscal year 
assumes a crude oil price of $52/bbl, vs the current spot price of $78/bbl. Another manifesto promise to lower the 
cost of living is the reintroduction of targeted fuel subsidies for lower income households. At present, fuel prices are 
set by the government and are adjusted according to weekly movements in market price. 

 Reviewing large infrastructure projects: Under the Najib administration, the government launched megaprojects 
such as the East Coast Rail Link and Singapore – Kuala Lumpur High Speed Train. The country has US$123b in 
infrastructure projects undergoing construction or in the planning stage. Many of these projects are part of the Belt 
and Road Initiative that is led by the Chinese government. The Aim of the initiative being to improve transportation 
infrastructure and accelerate economic growth across the Asia Pacific, Central and Eastern Europe. The significant 
spending on transportation projects is testament to the Malaysia’s dependence on large infrastructure development 
as a driver of the economy. The PH government plans to review all megaprojects for economic viability, paying 
close attention to construction contracts that have been awarded to foreign contractors. The key concern of such 
contracts is the low level of local participation in terms of the supply of labour, equipment and building materials. 
This would suggest that most of the benefits accrue to foreign parties, an outcome that the Prime Minister has 
spoken out against. The large scale review of projects is likely to entail delays or modifications and may result in 
cancellation of unviable projects. 

 How will economic growth and asset markets be impacted? 

 Under the base case, the public investment component of GDP will slow from 2H18 and only recover gradually in 
2019-2020. Large scale infrastructure projects may be modified or retendered in order to increase local content and 
participation. The cancellation of GST will boost private consumption, particularly amongst low-income households. 
What is unclear is how the government plans to make up the shortfall from the cancellation of GST. Drawing from 
the experience of other countries that have undergone anti-corruption campaigns, it has been observed that during 
such episodes, government spending tends to slow significantly and become a source of weakness in the economy 
due to cautious execution on the part of civil servants and politicians.  

 In aggregate, GDP growth for 2018 is expected to slow from the previous (pre election) forecast of 5.7% to the base 
case of 5.4%. In terms of the equity market, the current P/E multiple of 16x has remained elevated since the election 
due to government support for the financial markets. The coming slowdown in the economy has yet to be factored 
into the market therefore it is reasonable to expect that there is downside to the equity market from current levels as 
support for the equity market is removed and the slowdown in the economy becomes visible. In the longer term, if 
the government succeeds in reducing corruption and wastage, there is potential for the market to rerate higher due 
to improved transparency and governance. The key risk to the positive view is that the governing PH alliance is 
unable to work together effectively and fractures. 
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