Malaysia Nears Its 40% Renewable Energy
Target by 2035

Malaysia has solid renewable energy market fundamentals, low investment risks
for project investors, and an abundance of untapped clean resources.
Capitalising on them requires introduction of favourable policies to attract green
capital and ease project developers.

17 July 2024 — by Viktor Tachev. Comments (0)

While still in its clean energy transition’s early stages, Malaysia is progressing towards
its 40% renewable energy target by 2035. To make the most out of its decarbonisation
journey, the country should capitalise on its untapped potential, expanding its clean
energy mix beyond solar, biopower, and small hydropower. Whether and how fast
Malaysia manages to do that depends on scaling up clean energy investments and
reducing its dependence on fossil fuels. Effective policy support will be crucial for both.

GlobalData: Malaysia is Getting Closer to Achieving Its
Renewable Energy Target

In 2021, Malaysia’s Ministry of Energy and Natural Resources announced a goal of 31%
renewable capacity by 2025. By 2035, it should increase to 40%. Upon releasing the
National Energy Policy, the government pledged to build up 18.4 GW of renewable
capacity by 2040.

GlobalData’s latest report, “Malaysia Power Market Size, Trends, Regulations,
Competitive Landscape and Forecast, 2024-2035,” reveals that Malaysia is advancing
toward its goal and there is a real chance that renewables will account for 40% of the
country’s energy capacity by 2035.

Today, renewables make up 13.3% of the total. The current trajectory reveals that
Malaysia is on course to achieve 18.2% renewable energy capacity by 2025. By 2035,
their share should raise to 36.4%.
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Renewable Capacity (GW) and Share of Renewables (%), Malaysia,
2023-2035
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Malaysia’s Renewable Energy Progress and Untapped
Potential

While Malaysia steadily advances toward its targets, its clean energy mix comprises
only three renewable sources. These include solar, biopower, and small hydropower.

According to data by IRENA, Malaysia has 9 GW in installed clean energy capacity, up
from 7.5 GW in 2018. Solar accounts for 1.9 GW — the third-biggest in ASEAN after
Vietnam and Thailand. The share of bioenergy sits at 0.9 GW. With 6.2 GW,
hydropower accounts for the biggest share in Malaysia’s clean energy mix — 69.9%.

The country has significant untapped renewable energy potential. Due to its location
near the equator, the country sees at least 12 hours of sunlight and high solar irradiation
at a direct 90° angle during most of the year. This enables the production of more solar
energy per square metre. According to IRENA, Malaysia has the potential to install 153
GW of solar power by 2050. In addition, it can add 782 GWh of storage.



https://www.globaldata.com/store/report/malaysia-power-market-analysis/?utm_source=cision&utm_medium=press-release&utm_campaign=gd_pr_power_malaysia_re%20_09_07-24
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https://mc-cd8320d4-36a1-40ac-83cc-3389-cdn-endpoint.azureedge.net/-/media/Files/IRENA/Agency/Publication/2023/Mar/IRENA_Malaysia_energy_transition_outlook_2023.pdf?rev=b95f3ef90d3847bfb552f02bdde21529
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Malaysia’s Renewable Energy Resource Potential, Source: IRENA

However, there are arguments that Malaysia’s conditions are unfavourable to wind
power development. The reason is the low wind speeds of around 2 m/s. Although they
can get up to 11 m/s in high-altitude regions, the country-wide average annual wind
speed is less than the recommended for small wind (4 m/s) and utility-scale turbines
(5.8 m/s) to become viable. In total, studies estimate the maximum wind power potential
in the country at between 500 MW and 2 GW.

So far, Malaysia’s efforts to expand its clean power mix beyond solar, biomass, and
hydropower have fallen short. GlobalData’s analysis notes that while the country made
efforts to explore geothermal power in 2015 with a 30 MW project, the plans were
scrapped. The government also hasn’t prioritised onshore wind due to unfavourable
wind speeds during off-seasons. For example, on the country’s east coast, which has
the strongest winds, wind speed declines by 50% between seasons. This variability
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makes it difficult to depend on wind energy. It also explains why Malaysia has just one
small 0.2 MW onshore wind plant in operation.

Favourable Renewable Energy Policies Crucial For
Aligning with 1.5°C

Malaysia’s clean energy market is still in its infancy and remains underdeveloped. As a
result, it would need massive investments to get up and running.

IRENA warns that Malaysia would need more ambitious targets to align with a
1.5°C-compatible scenario. By 2030, solar PV alone, would have to scale up to 17.1
GW in capacity. This would require around USD 10.8 billion in investments. In total,
aligning with a 1.5°C scenario would require the energy transition investments to top
USD 415 billion by 2050.
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Selected Technology Scale-Up and Investment Needs to 2030 Under 1.5-S, Source: IRENA

Raising the needed investments would require enhancing the policy support for clean
energy and overcoming existing barriers, including project bankability.

Malaysia has launched three key policies to accelerate renewable power deployment:
the Renewable Energy Act, the National Renewable Energy Policy and Action Plan, and
the Sustainable Energy Development Authority Act. Other efforts that the Malaysian
government has undertaken include extending the Green Investment Tax Allowance
and Green Income Tax Exemption until 2023. For solar leasing companies, the latter
measure was extended to December 2026.
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“In addition, the government has Feed-in Tariffs for up to 1 MW capacity and Net
Metering policies in place to encourage the adoption of renewables,” notes Sudeshna
Sarmah, Power Analyst at GlobalData.

According to Sarmah, encouraging foreign investments towards setting up large-scale
renewable projects is among the measures that can further push the country towards
achieving its renewable energy goals.

IRENA notes that the Malaysian government can also work to shorten project approval
times and improve the financing landscape through new and existing mechanisms like
power purchasing agreements and tariff rates to ease and stimulate clean energy
project developers. Accelerating grid infrastructure capacity buildup and ensuring its
stability and flexibility are also crucial measures for adopting renewables at scale and
connecting with neighbouring countries.

Phasing Fossil Fuels Out Integral to the Malaysia’s Energy Transition

While scaling up financing might be a major barrier to Malaysia’s energy transition, it
isn’t the only one as the country’s economy remains heavily dependent on fossil fuels. It
is Southeast Asia’s second-largest oil and natural gas producer and the fifth-leading
LNG exporter globally.
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Share of energy consumption by source, Malaysia

Measured as a percentage of primary energy’, using the substitution method®.
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1. Primary energy: Primary energy is the energy available as resources - such as the fuels burnt in power plants - before it has been transformed.
This relates to the coal before it has been burned, the uranium, or the barrels of oil. Primary energy includes energy that the end user needs, in the
form of electricity, transport and heating, plus inefficiencies and energy that is lost when raw resources are transformed into a usable form. You can
read more on the different ways of measuring energy in our article.

2, Substitution method: The 'substitution method' is used by researchers to correct primary energy consumption for efficiency losses experienced

by fossil fuels. It tries to adjust non-fossil energy sources to the inputs that would be needed if it was generated from fossil fuels. It assumes that
wind and solar electricity is as inefficient as coal or gas. To do this, energy generation from non-fossil sources are divided by a standard ‘thermal
efficiency factor' - typically around 0.4 Nuclear power is also adjusted despite it also experiencing thermal losses in a power plant. Since it’s

reported in terms of electricity output, we need to do this adjustment to calculate its equivalent input value. You can read more about this adjustment
in our article.

Source: OurWorldinData

However, according to estimations, the country’s petroleum reserves will last only for
another 15 years. While production has become challenging, the country continues to
maintain robust natural gas activity with recent FIDs and planned exploration efforts,
according to an analysis by Rystad Energy.

Furthermore, the Central Bank of Malaysia estimates that the country spends around
12% of its GDP on fossil fuel subsidies. This is significantly higher than the global
average of 8.1% and way above most regional peers.

For Malaysia to achieve its long-term energy transition targets and align with a 1.5°C
pathway, the accelerated clean energy deployment should be accompanied by
ambitious efforts to reduce its fossil fuel dependence.



https://ourworldindata.org/energy/country/malaysia
https://www.nst.com.my/news/nation/2023/03/894080/msia-has-15yrs-petroleum-reserves-left-can-last-40-right-tech-investment
https://www.nst.com.my/news/nation/2023/03/894080/msia-has-15yrs-petroleum-reserves-left-can-last-40-right-tech-investment
https://www.rystadenergy.com/news/offshore-gas-boom-in-southeast-asia
https://www.rystadenergy.com/news/offshore-gas-boom-in-southeast-asia
https://www.bnm.gov.my/documents/20124/10150285/emr2022_en_box3.pdf#:~:text=Malaysia%20spends%20around%2012%25%20share,Pass%2DThrough%20(ICPT).
https://www.bnm.gov.my/documents/20124/10150285/emr2022_en_box3.pdf#:~:text=Malaysia%20spends%20around%2012%25%20share,Pass%2DThrough%20(ICPT).
https://energytracker.asia/renewable-energy-in-malaysia/

The government has made some progress, including planning to reduce coal reliance
by 50% by 2035 and completely retire its plants by 2045. Building upon those efforts
would unlock massive economic benefits.

IRENA estimates up to USD 13 billion in annual savings from avoided cumulative
energy, climate, and health costs, and fossil fuel subsidies phaseout. The agency notes
that while pursuing a 1.5°C-compatible scenario might initially require substantial
investments, when taking into account externalities and fuel, operations, maintenance,
financing costs, the bottom line would be lower overall energy system and external
costs.

Looking Ahead

Considering its potential, Malaysia is lagging in its renewable energy transition.
However, the government’s targets promise that this process will accelerate in the near
future. By 2050, Malaysia aims for renewables to have a 70% share in its electricity mix.
Furthermore, the country plans to take advantage of its rich raw resources, establishing
itself as a leader in solar power module manufacturing and advancing in other green
industries, such as EV battery development. It will also set up an exchange hub for
cross-border renewable energy trading.

Considering that Malaysia has solid renewable energy market fundamentals and,
according to the |IEA, hosts low investment risks for project investors, the country is well
positioned to raise the needed capital for aligning with a 1.5°C scenario. However,
policy intervention would be crucial.
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