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Electricity tariff hike: Economic
impact vs sustainability goals

Supporters say the
hike ensures stable
power and supports
RE transition. Critics
fear it will strain
small biz with higher
costs and inflation

by AKMAR ANNUAR

THE decision to raise electri-
city tariffs by 14.2% starting
July 2025 continues to fuel
intense debate among econo-
mists, business leaders and

public policy experts.

Multiple stakeholders
have raised concerns that this
development could have
far-reaching effects on Malay-
sia’s economic landscape,
including foreign direct
investment (FDI) inflows,
manufacturing supply chains,
small-scale enterprises and
even the country’s compli-
ance with various international
trade agreements.

Several economists and
industry observers empha-
sise that the government’s
key objectives include greater
transparency in tariff-setting,
incentives for Tenaga Nasional

Bhd (TNB) to modernise the
national electricity grid and
a gradual transition towards
renewable energy (RE).

Yet, experts also warn that

these laudable goals must be
balanced against short-term
economic headwinds and
longer-term implications for
Malaysia’s competitiveness.

Main Drivers
Behind Hike
One of the principal argu-
ments supporting the elec-
tricity tariff hike is the need to
maintain a stable and reliable
power supply.
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* FROM PAGE 1
Bank Moamalat Malaysia Bhd
chief economist Dr Mohd Afza-
nizam Abdul H.nhki slili I.hctlriff
is
a transparent rrlmcmrk that
urges TNE to Inwest in hrﬁh eapi-

tional expenditure (opex).

“i think we need to understand
the hig pleture of such & move. The.
main idea is to ensure that tariff
setting is transparent and incenti-
vises TNB w incur capex and opes.
that would make the electricity

‘supply uninterrupted, possibly
with zero or extremely minimal
downtime.

“Not to mention that the tran-
sition towards RE would require
sizeable capex by TNB,” he told The
Mulaysion Reserve. 3

Mohd Afzanizam further
po&nl:d nn: IMI mdur the Incen-

e (TR i

wnrl.ﬁ'&ull'ﬁndndu regulatory
rate of return of 7.3%,

This mechanism is crucial for
making critical cleciricity infra-

structure investments viable,
The IBK guides the regulatory

rate of return of 7.3%, ensuring

that investment by TNB in rela-
tion to electricity infrastructure
remains feasible, All this should
translate into efficiency and reli-
ability in the electricity supply,
which would attract both forcign
and domestic investment.

While acknowledging the
logie behind the tariff hike, Mohd
Afzanizam underlined the impar-
tance of providing more detailed
explanations to businesses and
houscholds.

He belicved that thorough

[ T w—r—y

Implications for
Trade Agreements

align Malaysia‘s energy policy
with global sustainability goals
while also reducing dependence
on fossil fucls.

Although many houscholds
may not immediately feel the
pinch — particularly if they
qualify for subsidised electricity
rates — secondary effects from
production cost increases can seill
irickle down.

Manufacturers and retailers,
dealing with higher overheads,
might inevitably raise the prices
of goods and services, further
fuelling inflationary concerns.

Williams said given that there
may be inflationary effects from
subsidy rationalisation of RONSS
later in the year, this will not be
welcomed.

This Interconnectedness of
energy prices, consumer goods and
inflation underscores why houge:
holds remain alert to chunges in
electricity tariffs, even if their own
monthly bills do not skyrocket.

Tariff hl.h_:'oﬁm ignite public
debate about the government's
broader commitment to stabili-

sing living costs.
]llillh emphasised that part
of the justification behind the

On one hand, a gradual red)

in electricity subsidies is consis-
tent with several trade agreements
that promote transparent market-
based pricing.

On the other, if the subsidy
reductinns appear to be reallocated
im ways that distort costs across
different user segments, concermns
could arise among Malaysia's tra-
ding partners.

However, Malaysia's pivor
rowards RE aligns with global sus-
tainability initiatives, which can

rate hike is extending the grid o
rural areas and modernising over-
all systems to improve nation:
wide reliabiliry.

=This involves modemising
rural areas, If the public sees genu-
ine improvements in the refiability
of supply and service quality, they
might be more willing to accept
the tariff increase,” she sald.

Reconsideration nnd
Policy Clarity

unect- 5 =~ ..tI be synergistic with the terms of  Several industry players, inclu-:

taintics regarding how the new  |gR, TNS is afforded i ther they are b certain i s din‘ ‘Willinms, :dmul a more
tariff will affect energy costs and  rate of retumn of 7.3% i ruhhmhlmny.u- Mahd Afzani: pl d  cautious app b They atgue that
what benefits it might yield in the how RE-related ld the e recovery remiins
!umm. ding higher base tariffs. prim (MSMEs) are the bedrock Empm Mnlnph"s credibility on fragile and that a sharp tarifl
these le, © hike could undermine growth

nu—d o ln- explained in greater
detail, and it must be emphasised
how they would benetht businesses
and conyumers,” e said.

l«(h view reflects o

Inter-
Jalilah Baba highlighted that
TNH has limited options if it

inl:nd.“n fund the rising costs of
by Hon and upgrade
in rural areas,

amo
who generally agree that trans-
parent public discourse is vital
for securing stakeholder buy-in,
especially when policy ehanges
may affect the cost of living.

Impact on FDI

A central guestion concerns
whether ar not the higher elec-
tricity tariffs could deter new
FOU, especially in seetots that rely
heavily on stable and afforda-
ble energy sources, such as steel

“In my opinion, TNB I:.nu no
choice but to maise the tarifl
rate, given the increasing costs of
electricizy g ion across the

ing a Inrg: swath of its Industrial
base.

Many opﬂairon ullm mnr‘lm.

-nc transition lmtard- RE
would require sizeable capex by
TNB, and the 18R ensures that

Just as businesses are regaining
momentum,

wii‘!inlm urged policymakers
o the seale of the

‘making them SUSCep-
tible to cost apim Williams

relating to
Lulrasmmun Is feasible. All these
can also

singled oun MSMES,
and the gig cconomy as parti-
cularly vulnerabie.

He nored lllu; ‘many in the

country.
“There are alnu tllﬂl areas
that require

inf |and gig ies rely
heavily on keeping overheads to
a minimum. The slightest hike in

ity bills can th be

supply. This involves modernising
those arcas,” she told TAR.
Jalilah, who is also PKT Logis-
tics Group chalrman, stressed that
while these endeavours are eriti-
cal l‘ur llu:lullu development, they

Boid ad Pt ay

‘I"an opex,
btating  tadifl

Hnanclally destabilising, particu-
larly since small operators often
lack the capacity to raise their own
prices in tandem.

strengthen Malq-aia ‘s credibility
as a rmde partner that is commir-
ted to sustainability,” be said.

I framed effectively, the tariff
ke could be prescnted s part of

prgposed increase or consider
phasing it in over » more extended
period. 3

“in line with industry and
CONsuMer representative groups,
the proposal should be reconsi-
dcltd.'hcm

reform strategy, potentially miti-
gating concerns frum trading part-
ners who

, Argue
:lm Mnluyn:u can no Mng-ef delay
structural r!Inrun. I‘Iu-} clisisn tht

and sustainable encrgy practices.

heavily has
contributed to inefficiencics and
hindered the adoption of green

“itwill p hit MSMEs,
freelancers and home workers,
and those in the informal and giy

e said.

‘These industr) Afiion alt

seck locations offering cost effi-

Another major area of focus is

On the other hand, Putra
Business School Soclety Engage-

Energy Reforms
Much of the public discourse
revolves around the government's

1da belicved thar a market-
oriented approach to energy pric:
Ing can prompt Innevation and
boast p

ongoing subsidy rati
plan.

“From an veonomist’s prerspee

ciemcles in energy as part of their  how heightened electricity tariffs  ment, Alumni and Endowment Williams indicated that the  tive, we should not provide oo

investment decisions, will affect 1 ing supply Assoc Prof Dr Ida Md  government saved some BEM4  many subsidics. The government
Williams Business Consultancy production costs Yasin ob d that smallet-scale  billion, leaving around 85% of  has tended to subsidise clectri-

Sdn b fi Prof warned that any rise priscs typically less  users but the percep-  city for households more than

Geolfrey Willk dupts s meas-  in aperational costs for y in absolute terms. tion that TNB might | beurki.ng businesses.

ured stance on this issue. turers is likely to be ferred Iy, the i to recoup these lost idies has i i reduc
He warned that a tariff hike  throughout the supply chain. The  increase for them may be luwer fuelied scepticism. ing these subsidies can foree busi-

coubd hnp-n overall I.Mngnsu. mmmld be upward p than for “It looks as though TNB was  nesses o innovate and could

wet he al e that Malaysi lesal. -nd rn-ll prk:c- mlwmnmmmn trying to claw back this lost sub-  enhance ty,” she said.

may still retain dge rel o ing p vy could still b widy by passing on the cost to As electricity tariffs rise, busi-

regional competitors. Jendencies. their overall cost base. households and businesses, and  nesses in Malaysin will f-u
“It is not advisable to raise It will all'em domestie busi- yone will be imp hi id dumage its rey ;o to optimi

base tariffs under current condi-  nesses, in ‘hether they arc busi or Another central g and

tions. Any increase would have  ring, mklug i oSty users, Hy when Bjective is the ud of by producing more ulrput with

an impact on the cost of living  more expensive, ~which would be  the busi is ll-scale, the  RE, Malaysia all dnearly RM2  minimal additional inpu

directly, through household bills,  passed on through the supply  electricity usage miy not be that  billion for electricity subsidies in Tdda added that at :In.-em!oﬂhn

and indirectly, as businesses pass  chain,” he said. high, so the impact in absolute 2024 alone, and reining in tlu:s: dqy. Inudnm is about who can be

on higher costs Lo consumers,
H. it would

m knock-on effect could be

for exp 100, as

larly affect FIN been
prices in Malaysia are still gene-
rally lower than those of other
competitors,” he told TME.

A Mohd

higher production costs might
erode the competitive advantage
Malaysian goods currently hold
inInternational markets.

with more

1 § \hat i

Investors look not only at energy
eosts but also at the

Larger i
robust cuplul structures, might
be able to absorb these additional

sread sabilty s resili
An uninterrupted, quality

- power supply could therefore
Mitigate SOme concerns regar-

costs P ily, but smaller
fiems with narrower profit mar-
gins could face more immediate
challenges.

Micro, small and medium entes

terms is also small compared
1o, far instance, a business or a
factory that uses a large amount
of energy — like iron and steel,

50, the increase in cost will be
much larger in percentage terms
for bigger users,” she told TMR.

Although the percentage-based
disparity may suggest smaller
operators fare better, those work:
ing an thght budgets may find that
even @ minor absolute increase
ean disrupt their already delicate
financial equilibrium.

subsidies may free up addit
eapital for RE infrastructure and
other green lnllintlm

Ida ob d that

ing producing
mare nulpurwilh the same-input.
This muy prompt ﬂm:l o

low electricity prices Imrnum:d
the uptake of clean energy.
“If electricity is too cheap,
will move towards RE,
However, if the price otelmrimv
is not Iy low, b

livest [ y il
adopt more efficient processes,

Including RE solutions,
Historically cheap electricity
has hindered widespread adop-
tion of RE, but higher tariffs coukd
ferate that shift. Such a move

might kook at solar or other renew:
ablex as a viable option,” she said.

Over the long term, enhanced
adoption of RE sources could

with the government’s
dimulc mitments and reduce

exposure to global energy price
Tuctuations.
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