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Dear Reader, 

 

We at Castlereagh Associates appreciate how political risk can affect the operations, 

viability and profitability of a business as directly and swiftly as any financial, physical, or 

market risk factors. From our London headquarters, it is my pleasure to place my 

experience in the private sector, media, government and academia at the service of our 

clients. Supported by a team of talented professionals, each with their own unique skillset, 

geographical and topical expertise, we are developing unique risk analysis products, based 

on advanced methodologies, cutting-edge research and a high-level global network.  

 

I am delighted to present you the second report in Castlereagh’s Political Risk Series, 

which examines the domestic and foreign policies of Malaysia, with a particular focus on 

the GCC countries. We believe that assessing Malaysia’s new government policies toward 

Gulf countries, particularly Saudi Arabia and the UAE, is crucial since those countries are 

likely to redefine their relations with Malaysia. For this report, we have also sought to take 

the long view, giving much importance to the track record of current political actors in 

Malaysia, so as to offer our clients an objective risk assessment for the future. For this, we 

are providing our readers with political and economic projections, while delivering key 

insights into the country’s political and economic history so that they are prepared to deal 

with a variety of circumstances. Reflecting the importance given to local expertise and 

quality research at Castlereagh Associates, this report has benefitted from key insights 

written by academic experts on Malaysia and news monitoring spanning several months.  

 

I invite you to closely follow our company and to get in touch with us for tailor-made 

products. 

 

          

H.E. Dr. Adel Al-Toraifi  

Chairman and Managing Director 

01st May, 2019 
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Executive summary 
 

Part I of the Malaysia report focuses on the current 
political situation in Malaysia.   
On the 9th of May 2018 the Malaysian Prime Minister Najib Razak was 

ousted in a surprise election which brought to power his former mentor 

Mahathir Mohamad in an unusual coalition of opposition parties, including 

Anwar Ibrahim’s People’s Justice Party (PKR). The sudden arrest of Razak 

and unexpected comeback of Mahathir, who served as prime minister of 

Malaysia from 1981 to 2003, have raised a lot of questions about the 

country’s political future. For the past decade Najib has carefully steered 

Malaysia away from the influence of political Islam, which played a great role 

during the tenure of Mahathir and his vice-president, Anwar. His policy of 

Wasatiyah (Moderation) led to close cooperation between Malaysia and 

some other countries, including Saudi Arabia, against terrorism and 

extremism, and led to deeper trade ties with Gulf countries. Now that the 

opposition is in power and Najib faces several judicial charges, it is crucial 

that investors and observers of Malaysia understand the country’s new 

dynamics. 

 

The primary purpose of this report is to provide a comprehensive risk 

assessment of Malaysia’s current political landscape. It will examine the 

ways in which the opposition’s rise to power could affect positive change, 

including providing the country with the opportunity to consolidate its 

democracy and effectuate structural reforms to tackle corruption, crony 

capitalism and government inefficiencies. It will also assess the risks 

associated with Mahathir’s current premiership, such as its potential impact 

on the future transition of power and whether it will prevent the 

implementation of crucial reforms to appease important stakeholders in the 

current status-quo.  
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Who are we?  
 

Castlereagh Associates is a research and analysis company, which provides 

clients with key insights to support their decision-making and help them build a 

more competitive and resilient business on national, regional and global levels.  
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List of terms: 
 

1MDB: 1 Malaysia Development Berhad, a sovereign investment vehicle 

whose funds were embezzled between 2009 and 2014. 

Amanah: National Trust Party, also known as PAN, is a splinter party of the 

Islamist PAS led by Mat Sabu, the current defence minister.  

BN: Barisan Nasional, a coalition party comprising UMNO, MCA and MIC, in 

power 1973-2018.  

Bumiputera: Malaysia’s indigenous population, also known as the Malays. 

DAP: Democratic Action Party is a pro-Chinese multiracial and centre-left 

party advocating social democracy, secularism and multiracialism.  

GCC: Gulf Cooperation Council. 

GST: Goods and Services Tax, introduced on 1st April 2015 at 6% but 

repealed on 31st July 2018 and replaced by a Sales and Services Tax  

Lembaga Tabung Haji: A state fund set up to provide financial assistance to 

pilgrims travelling to Mecca 

MCA: Malaysian Chinese Association, aligned with UMNO. 

MIC: Malaysian Indian Congress, aligned with UMNO.  

NACP: National Anti-Corruption Plan 

PAS: Malaysia Islamic Party. 

PKR: People’s Justice Party led by Anwar Ibrahim and his wife Wan Azizah. 

PPBM: Malaysian United Indigenous Party, created in 2016 by Mahathir 

Mohamad. 

PR/PH: Pakatan Rakyat/Pakatan Harapan is the current ruling coalition. 

UMNO: United Malays National Organisation, in power 1957-2018. 

Wasatiyah: Moderation policy from PM Najib Razak.
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M A H A T H IR  M O H A M A D  O N  T H E  1 6 T H  A P R IL  2 0 1 8 ,  C E L E B R A T IN G  H IS  E L E C T O R A L  V IC T O R Y .  

 

I. MALAYSIA’S POLITICAL 

FUTURE  
Given Mahathir Mohamad’s autocratic style of 

governance, it is likely he will remain as prime minister 

beyond the stated two-year limit, but not the full 

length of his term. His designated successor, Anwar 

Ibrahim, is expected to increase pressure on Mahathir 

to step down but, for the time being, it is clear he 

intends to avoid public disputes over leadership.  
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A Political Puzzle:  
 

The elections of 2018 were effectively a political earthquake for Malaysia, not 

only because of the removal from power of the Barisan Nasional (BN) party 

and the return to power of ex-leader Mahathir Mohamad, but also because the 

new alliances defy the traditional understanding of Malaysian politics. On the 

9th of May 2018 Malaysians went to the polls and gave the Pakatan Harapan 

(PH) coalition a majority of 121 seats against 79 for BN. The election results, 

which saw the United Malays National Organisation (UMNO) out of 

government for the first time in nearly six decades, reflected a growing sense 

of distrust in Prime Minister Najib Razak’s leadership and some of his 

administration’s policies, particularly the alleged corruption cases surrounding 

the sovereign wealth fund 1 Malaysia Development Berhad (1MDB), developed 

by Najib at the beginning of his premiership in 2009, and the unpopular Goods 

and Services Tax (GST). 

 

One of the most interesting developments of the 2018 elections was the 

unlikely alliance of Mahathir and his former political rival Anwar Ibrahim. 

Anwar, who served as deputy prime minister for a portion of Mahathir’s first 

term in office in the 1990s, spent two decades fighting a series of criminal 

convictions and – as leader of the centre-left People’s Justice Party (PKR) – 

perceived corruption and repression within the Mahathir and Najib 

governments. However, in 2016 Anwar joined forces with Mahathir and his 

newly formed socially conservative Malaysian United Indigenous Party 

(PPBM) in order to defeat incumbent Najib, Mahathir’s former party UMNO, 

and the ruling coalition BN, in power since 2008. After helping to secure an 

electoral victory for the PH coalition and return Mahathir to government, 

Anwar’s conviction was overturned, and Mahathir named him as his 

successor.  

 

 The victory of PH has also resulted in closer ties between two other 
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longstanding rivals, UMNO – one of three major parties in the BN coalition – 

and the Malaysia Islamic Party (PAS). While both parties are historically pro-

Malay and, at times, Islamist, they have long history of political feuds, and it 

was only the election of PH that forced the two sides to agree to formal 

cooperation and brought PAS into BN. 

 

The events of May 2018 represent a pivotal moment for Malaysian politics 

and the country at large. It seems likely that the nation will see profound 

changes in the future. Most parties, with a few major exceptions, are 

gradually adopting anti-corruption and pro-unity rhetoric, and wish to draw a 

line under Malaysia’s history of communal conflict. However, it is not yet 

clear whether the new balance of power will increase the likelihood of change 

or merely signify the transfer of power from one political faction to another, 

without tackling the fundamental issues that brought Malaysians to the polls.  

 
Leadership Transition: 

 

Prior to the May 2018 election, Mahathir reached an agreement with the PH 

coalition’s leadership that he would serve as an interim prime minister and 

afterward be succeeded by Anwar. This agreement, however, was not a 

formal one, and there is no mechanism for its enforcement. Despite two 

years of cooperation between PH and PPBM, there is a deep mistrust of 

Mahathir within PH, which dates back to his previous tenure as prime 

minister. Questions have already been raised over whether the prime 

minister will indeed step down within the established timeline. He previously 

claimed that he would only remain as prime minister until Anwar became 

legally fit for office, which he now is. 

 

Given Mahathir’s autocratic style of governance, it is likely that he will remain 

as prime minister beyond the set two-year limit, but not the full length of his 

term. Anwar is expected to gradually increase pressure on the premier to 
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step down, although at this stage he seems intent upon avoiding public 

disputes over the issue. There is, therefore, little chance that tensions over 

a future transition will lead to a collapse of the coalition in the short term.  

Anwar has repeatedly indicated that he is willing for Mahathir to remain as 

prime minister until 2020. However, any effort to select a successor other 

than Anwar could result in the collapse of the coalition and possibly a vote 

of no confidence by coalition members.   

 

Also working in PH’s favour is the growing weakness of BN. A large number 

of the coalition’s members of parliament (MPs) and State Assembly 

representatives have defected since the elections. With the opposition in 

disarray, there is no immediate pressure for PH to debate Mahathir’s 

departure. Yet, the prime minister’s ongoing relations with UMNO remain a 

cause of concern, as the prime minister has called upon his former party to 

either join the ruling coalition or dissolve itself. Mahathir has also repeatedly 

indicated his lack of enthusiasm for a number of PH’s policies, especially 

those in their manifesto. 

 

Despite the friction, there are some areas on which Mahathir and his coalition 

agree. Notable among these is corruption. In late January of 2019 Mahathir 

launched the National Anti-Corruption Plan (NACP), whose stated aim is to 

make Malaysia corruption free by 2041. In 2018 the country climbed one 

place in Transparency International’s Corruption Perceptions Index to rank 

61st out of 180 countries.  

 

Under the NACP, the government will review how appointments to key 

government posts are made, introduce new laws on political funding and 

require that high-ranking civil servants and politicians declare their assets. 

This is not the first time Malaysia has adopted such policies. In 2004 

Abdullah Badawi’s administration launched the five-year National Integrity 

Plan (NIP) and gave more powers to the Malaysian Anti-Corruption 

Commission. The plan continued to be implemented under Najib’s 
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government, but this did not prevent a number of high-level corruption 

scandals unfolding under his tenure.  

 

It remains to be seen whether the NACP will be more effective than the NIP 

in fighting corruption. In today’s political climate, there is mounting pressure 

on politicians to tackle the issue as a result of the 1MDB case. In early 

February Mahathir said that the NIP had failed to reduce the “culture of 

corruption” and that he was cognisant that corruption also occurred during 

his tenure1. The launch of the NACP in Putrajaya, Malaysia’s administrative 

capital, was also attended by opposition members of PAS and UMNO, which 

indicates that the plan has widespread cross-party support.  

 
Back to Mahathirism?  

 

The likelihood of Mahathir reneging on his pledge to leave office in 2020 is 

high. Indeed, there is a possibility that Mahathir calculated his exit from 

UMNO in 2016 and launched the electoral campaign of 2018 in order to oust 

Najib and help his former party back into power. As its name indicates, PPBM 

is a clone of UMNO in that it more or less exclusively caters to the indigenous 

Malay population and is not afraid of leveraging Malay nationalism and Islam 

to gain support. 

 

A number of former UMNO members have rapidly risen in PPBM’s ranks 

since the party’s creation, especially those who have fallen out of favour with 

Najib. Some notable members are Mahathir’s son, Mukhriz, and Muhyiddin 

Yassin, who served as Mahathir’s deputy prime minister during his first 

premiership. There also signs within the current government that Mahathir is 

prioritising his own interests over those of the coalition. Despite winning just 

10% of parliamentary seats, PPBM gained six cabinet positions – twice as 

many as it was entitled to – whereas the Anwar-led PKR, which won 41% of 

parliamentary seats, only has seven of its members in the Cabinet instead of 
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the 11 it is entitled to.2 While this caused some anger within PKR, particularly 

from its vice president, Rafizi Ramli, it is not likely to cause significant 

problems for PH, as members of both parties do not wish to endanger the 

coalition’s power. 

 

Cabinet positions are far from being the sole point of contention between 

Mahathir and the other parties within PH. His actions have been at times 

opposed to PH’s political manifesto, which he deems to be a set of 

“unachievable goals” made by parties not willing to govern. For instance, in 

addition to failing to provide equal financial allocations to MPs and appointing 

himself or his allies to big board positions, Mahathir refused to repeal the 

controversial National Security Council Act and decided not to go forth with 

local council elections for the sake of “racial harmony,” although PH believes 

that such elections would have led to better representation and, therefore, a 

stronger democracy. 

 

It is clear that some of Mahathir’s current policies are designed to rally 

support from the Bumiputera (sons of the soil), a group that includes ethnic 

Malays and the indigenous peoples of Sarawak and Sabah. In late 2018 

Mahathir offered to provide the Lembaga Tabung Haji, a state fund set up to 

provide financial assistance to pilgrims travelling to Mecca, with $4.8bn to 

rescue it from bankruptcy. While the move is likely to please Malay Muslims, 

it is also expected to deepen the state’s budget deficit3.  

 

Although on a practical level Mahathir is a supporter of affirmative action for 

the Bumiputera, he has voiced concerns about racial harmony in society on 

several occasions and said he would work to ensure wealth is distributed 

equally among all communities. Speaking at a gathering of his staff in 

January 2019 Mahathir said that following independence the hope was that 

Malaysia would become homogenous country, but that it had since accepted 

that it was a multi-racial nation whose “races have not united as we hoped 

for”4. 
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Despite this rhetoric, Mahathir is widely considered to be the main roadblock 

to non-race-based government policies. The prime minister also repeated on 

several occasions that there were no guarantees Anwar would become his 

successor and that it would ultimately be up to the public to choose, which 

gives some indication that the leadership transition may not be as smooth as 

once thought. 

 
UMNO and PAS: 

 

In addition to concerns that Mahathir will seek to create a new UMNO by 

encouraging party members to join PH, the ruling coalition – which was 

elected in part because of it promised to pursue greater secularism – also 

faces a threat from the recent alliance of the original UMNO and PAS. As 

both parties have undergone rapid defections and electoral losses, it is likely 

they will try to shift public debate towards racial and conservative Islamic 

issues in order to shore up their traditional base of Malay voters.  

 

In the traditional Malay heartlands, there is a sense that PH, which is largely 

made up of progressive and multi-racial groups such as the pro-Chinese Malaysian 

Democratic Action Party (DAP), is eroding the power and influence of the Malays. 

Increasingly, the country risks falling into divisive racial politics. Some 

observers argue that the situation is aggravated by the country’s education system 

which, they say, is ethnically segregated5. A common complaint among non-Muslim 

Malaysians is that public schools are becoming increasingly Islamised, and that 

ethnic Malays often receive better treatment, particularly at the university level. 

Such issues are increasingly worrying for Malaysia’s minorities: Chinese and 

Indian Malaysians – the country’s two largest ethnic minorities – largely 

support PH’s stated goal of increasing secularism and feel alienated by 

parties like UMNO and PPBM.   
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Although in opposing coalitions, UMNO and PPBM arguably have more 

commonalities than differences. In addition to principally catering for the Malay 

majority they have both been led by Mahathir. UMNO, which seems more 

interested in having some part in the government than playing the role of the 

opposition, is likely to see further defections to PPBM. Since the 2018 

elections, the number of MPs in the party has dropped from 54 to 36. Indeed, 

although it still garnered high support in 2018, UMNO is in a leadership and 

political positioning crisis, which is likely to benefit Mahathir.  

 

Contrary to Anwar, who wants UMNO in opposition, Mahathir has already said 

that he would like his former party either to be dissolved or brought into the 

ruling coalition. This remains a threat to Malaysia if the country wants to have 

a truly competitive democracy. There are even claims that Mahathir has tried 

to co-opt PAS’s leader into abandoning its current ally6. By weakening UMNO 

and encouraging MPs to defect, Mahathir could gain a two-thirds majority in 

the Parliament, which would enable him to enact institutional reforms of 

benefit to him or his son. Yet, it remains to be seen whether the other parties 

in PH will allow this to happen. 

 

On a general level, UMNO’s crisis is not new: the party has seen gradually 

weaker electoral results for more than two decades. In 2013 its BN coalition 

lost the popular vote to Anwar’s coalition but held onto power thanks to 

gerrymandering. Following this half-victory, BN adopted laws aimed at 

curbing the “fake-news” media and re-drawing electoral maps. However, the 

moves were not enough for BN to consolidate its grip on power and prevent 

intra-coalition cracks. 

 

 After the 2018 elections, UMNO’s former Youth Chief Khairy Jamaluddin 

declared that the party had become deaf to internal criticism, especially after 

Najib sacked Deputy Prime Minister Muhyiddn Yassin and Vice President 

Shafie Apdal for raising concerns over the 1MDB scandal. In addition to 

UMNO, the two other major parties within BN’s 13-party coalition are the 
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Malaysian Indian Congress (MIC) and Malaysian Chinese Association (MCA), 

which respectively cater to the Indian and Chinese communities. It remains 

to be seen whether these parties will stick to BN or leave the coalition due to 

its increasing pro-Malay rhetoric. 

 

MCA has already called upon BN to dissolve and reinvent itself to garner 

broader support. MCA is increasingly unpopular among Chinese voters, with 

approximately 95% voting for DAP in the elections. This is largely due to 

MCA’s close ties to UMNO, which have darkened its image. Historically, 

MCA’s presence in the Malayan Alliance, which later became BN, was a way 

for well-connected Chinese businessmen to gain patronage within the 

government and ensure that a “Chinese voice” was heard by high officials. 

However, since 1957 the party has increasingly felt marginalised, and in 2013 

MCA chose not to join Najib’s Cabinet. Now PAS has joined BN, it is possible 

that MCA will join the ruling coalition instead of sticking with exclusively pro-

Malay groups7.  

 

The same thing can be said about MIC, which represents a rather small 

community and is unable to rejuvenate itself. Staying in an increasingly 

ethno-nationalistic coalition should therefore give MIC the necessary 

motivation to leave BN and join PH. On another level, Amanah, which 

splintered from PAS and is now part of PH, called on members of its former 

party to join its ranks. Amanah leaders have accused PAS’s chief Abdul Hadi 

Awang of receiving around $22m in bribes from UMNO in 2016, a move that 

is likely to have pushed him to join UMNO’s coalition two years later8.  
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Anwar Ibrahim’s Political Future:  
 

While Mahathir’s overtures to UMNO could put Anwar’s leadership bid under 

threat, his party’s success in the 2018 elections has strengthened his 

position within the broader coalition. He is MP for Port Dickson, his wife is the 

country’s first female deputy prime minister and his daughter, Nurul Izzah 

Anwar, who is the MP for Permatang Pauh, is also a popular figure. His former 

UMNO party also has a pro-Anwar faction. 

 

Yet, contrary to Mahathir, it is unlikely that Anwar and his daughter will seek 

to install a political dynasty. At the end of 2018 Izzah, the only member of 

her family to openly criticise the new administration, announced her 

resignation from all government and party posts on the grounds that her 

political offices were not in line with PH’s anti-nepotistic political positions.  

 

 In addition to criticising the government for slow progress on key reforms, 

Izzah has also accused it of continuing the patronage politics of previous 

administrations and has condemned former UMNO members for defecting to 

PPBM. While she has been careful not to name Mahathir directly, it can be 

inferred from her statements that Izzah views the prime minister as a threat 

both to her father’s security and competitive democracy in Malaysia.  

 

In an interview in January 2019 former UMNO Youth Chief Khairy argued 

that Anwar had the potential to unite Malaysia if he became prime minister. 

Despite concerns over Anwar’s advanced age and inexperience, having spent 

most of the last 20 years out of politics, Khairy said that the PH president 

had the ability to speak a language of modernity and tradition which would 

appeal to Malay Muslims and minorities, and help curb rising communal 

politics.9 Anwar himself said that Mahathir had chosen him as a running mate 

because he wanted to work together to eliminate corruption, racism and 

gross injustice.  
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Yet, it remains to be seen whether this will happen in practice. In the current 

political climate, it seems unlikely that Malaysia will abandon race-based 

politics. However, it could begin to move towards a more inclusive and open 

socio-political climate, but to do so will require the support of the Malay 

majority10.  

 

The Malay community is increasingly splintered. There are more than five 

prominent Malay-based parties which, despite its progressive ideals, 

includes PKR. It remains to be seen whether this division will lead to more 

fluid relations with minority groups or accelerate the development of radical 

and chauvinistic policies. Minorities are unlikely to continue to support PH if 

they think the coalition is failing to deliver on its secular and multi-racial 

platform, which could eventually lead to an intra-coalition fracture between 

DAP and parties like PKR or Amanah. 
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Conclusion 
 

Malaysian politics have gained fresh momentum following the May 2018 

elections. All political parties are calling for profound change in order to rid 

the country of corruption, ethnic discrimination and injustice. It remains to be 

seen whether Mahathir will unequivocally transfer power to his new ally 

Anwar by 2020 and whether the latter will successfully end the decades-old 

problems of patronage politics and crony capitalism that have damaged the 

country. Anwar has a convoluted legacy, but his political ascent should not 

be seen as an Islamist takeover, considering his continuous support for 

democratic values, moderate Islam and the rights of minorities. Although 

Anwar’s foreign policy positions have at times been critical of some GCC 

countries, it is highly unlikely that Malaysia’s policy of neutrality will be 

overturned as a result. Instead, it is more likely to result in an increasingly 

neutral Malaysia in the coming years, which distances itself from Saudi 

Arabia on the political side but continues economic relations with all the GCC 

countries.  
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