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Productivity  growth  is  essential  for  living  standards  to
durably  improve.  Malaysia  has  reached  a  development  stage
where growth needs to be driven more by productivity gains
than the sheer accumulation of capital and labour inputs. The
11th  Malaysia  Plan  (2016-20)  sets  an  ambitious  labour
productivity growth target of 3.7% per year, well above than
the 2% average growth recorded from 2011 to 2015 (Figure 1).
The  first  OECD  Economic  Assessment  of  Malaysia  calls  for
coordinated  structural  reforms  to  achieve  the  productivity
improvements needed for Malaysia to attain high-income-country
status.
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To boost productivity, three priority areas for further reform
stand out.

First,  enhancing  the  quality  of  education  is  critical  to
increase  the  availability  of  skilled  workers  and  improve
Malaysia’s attractiveness for investment in higher value-added
activities. Improvement in teachers’ evaluation, training and
upskilling is necessary to raise basic education outcomes.
Enrolment  in  tertiary  level  education  has  expanded,  but
graduates  often  lack  the  skills  required  by  industry.  To
narrow the skills mismatch in the labour market, more focus
should be put on vocational education and training.

The second priority is improving the regulatory framework.
Malaysia’s  efforts  to  create  a  more  business-friendly
environment through regulatory reform resulted in the country
ranking 18th in the World Bank’s Ease of Doing Business 2016.
But observation of OECD best practice suggests Malaysia could
do even better. Implementation of competition policy could be
strengthened further by enhancing the independence and funding
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of  the  regulator.  Productivity  could  be  boosted  by
facilitating the entry of innovative firms and the exit of
unproductive ones. With this in mind, a key recommendation is
the  reform  of  rigid  bankruptcy  laws  in  line  with  OECD
standards.

Thirdly,  further  investment  liberalisation  will  also  boost
growth in the services sector and enhance competitiveness.
Indeed, a set of indicators measuring restrictions to services
sector trade (the OECD’s Services Trade Restrictiveness Index
‒  STRI)  was  computed  for  the  first  time  for  Malaysia,
revealing that the country has more restrictive regulations
than the average of OECD member countries and major emerging
economies (Figure 2).
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