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RAM Ratings: Malaysia’s fiscal deficit expected at 3.3% of GDP in 
2019 

 
RAM Ratings projects Malaysia’s fiscal deficit to narrow to 3.3% of GDP in 2019 (from 
an estimated 3.6% in 2018) amid still-resilient domestic demand growth, the 
implementation of various fiscal measures and ongoing institutional reforms. 
Significant one-off events next year, including a RM30 billion special dividend from 
Petronas and RM37 billion of tax refunds, are not envisaged to meaningfully affect 
Malaysia’s medium-term fiscal trajectory per se. Meanwhile, the Government’s 
Medium-Term Fiscal Framework, which targets an average budgetary shortfall of 3.1% 
of GDP throughout 2019-2021, is considered achievable and highlights its commitment 
to fiscal consolidation. 
 
Fiscal revenue, excluding the Petronas special dividend, is expected to only edge up 
1.4% to RM236.9 billion (or 15.5% of GDP) in 2019, a pale comparison to the 3.8% 
growth in 2017. This highlights the role of oil and gas (O&G)-related revenue - which 
is expected to account for 30.8% of total revenue (inclusive of dividends) next year - 
as a significant stop-gap revenue source as new fiscal measures are implemented. In 
the long run, Malaysia’s revenue is envisaged to be less reliant on O&G-related 
earnings amid the introduction of new revenue sources and ongoing institutional 
reforms. These will be complemented, the medium term, by a likely increase in returns 
from its investments and by tapping other non-conventional sources of revenue.    
 
Government expenditure, excluding the aforementioned tax refunds, is anticipated to 
increase 1.5% to RM277.6 billion in 2019, i.e. below the 2012-2017 average growth 
of 4.0%. The deceleration in fiscal spending is largely due to the better targeting of 
bonuses for civil servants, the restructuring of subsidies and social assistance 
programmes, as well as better managed spending on supplies and services. While 
these are commendable efforts vis-à-vis curtailing government outlays, we expect 
some loss in efficiency that may reduce the anticipated overall fiscal savings during 
the early implementation phases of these measures. Nonetheless, fiscal expenditure 
is envisioned to slow down following the recent downscaling, postponement and/or 
cancellation of big-scale development projects. 
 
Meanwhile, government debt is projected to remain elevated at 51.4% of GDP in 2019, 
albeit lower than the estimated 51.6% in 2018. This ratio is significant as the country’s 
debt-servicing cost of 14.2% of total revenue (excluding the special dividend from 



 
 
 
 

Petronas) is elevated and trending upwards compared to Malaysia’s regional peers. 
Moreover, these ratios are not fully reflective of the sovereign’s indebtedness as 
various off-balance-sheet debts, which had been taken up to meet development 
objectives in the past, are being serviced by the Government under different 
expenditure items. Based on this definition, RAM estimates total effective debt to come 
up to 65.7% of GDP by end-2018. The cancellation of mega development projects and 
the Government’s intention of limiting the use of debt guarantees as well as improving 
administrative procedures for public-private-partnership projects will gradually ease 
this ratio.   
 
Institutional reforms will be pivotal to the determination of Malaysia’s fiscal trajectory. 
Key measures that have been implemented by the new administration include better 
recognition of fiscal expenditure items, the introduction of zero-based budgeting, 
improved targeting of subsidies and social assistance programmes, and increased use 
of open tenders for project awards (as opposed to limited tenders or direct negotiations 
before). These will be complemented by the operationalisation of the Tax Reform 
Committee in 2018 – which will narrow Malaysia’s tax gap, estimated at 20% in 2017 
by the Inland Revenue Board – and the Debt Management Office (DMO) in 2019, which 
will streamline the use of debt issuance proceeds at various levels of government as 
well as consolidate and optimise the use of available financial resources. Other related 
legislature announced under Budget 2019 include the Government Procurement Act 
(2019) and the Fiscal Responsibility Act (2021), which are aimed at preventing 
unsustainable levels of expenditure. 
  
The main risks to Malaysia’s fiscal performance include the fulfilment of more fiscally 
onerous political commitments and lower-than-expected global energy prices, which 
would adversely affect its O&G-related earnings. 
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The credit rating is not a recommendation to purchase, sell or hold a security, inasmuch as it does not 
comment on the security’s market price or its suitability for a particular investor, nor does it involve any 
audit by RAM Ratings. The credit rating also does not reflect the legality and enforceability of financial 
obligations. 
 
RAM Ratings receives compensation for its rating services, normally paid by the issuers of such securities 
or the rated entity, and sometimes third parties participating in marketing the securities, insurers, 
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guarantors, other obligors, underwriters, etc. The receipt of this compensation has no influence on RAM 
Ratings’ credit opinions or other analytical processes. In all instances, RAM Ratings is committed to 
preserving the objectivity, integrity and independence of its ratings. Rating fees are communicated to clients 
prior to the issuance of rating opinions. While RAM Ratings reserves the right to disseminate the ratings, it 
receives no payment for doing so, except for subscriptions to its publications. 
 
Similarly, the disclaimers above also apply to RAM Ratings’ credit-related analyses and commentaries, where 
relevant. 
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