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Executive Summary

+ Malaysia’s private higher education sector has expanded significantly since the 1990s.
However, it faces systemic challenges, including a market-reliant regulatory authority, an
oversupply of institutions, and financial sustainability issues.

« The large number of private higher education institutions (PHEI) has led to inefficient
resource allocation, with excessive market competition straining financial resources,
making it difficult for them to improve or even maintain the quality of education.

«  Over-education and skill mismatches have left graduates struggling to secure employment,
highlighting the need for better alignment between academic programmes and industry
demands.

+  The Ministry of Higher Education should lead a structured merger and acquisition (M&A)
strategy to strengthen PHEI, improve resource efficiency, and enhance academic reputation.

«  The government should allocate sufficient funding to the Malaysian Qualifications Agency
(MQA) to ensure independent and high-standard academic quality regulation.

PENANG INSTITUTE CARRIES OUT RESEARCH ON PENANG. MALAYSIA AND THE REGION, FACILITATES INTELLECTUAL EXCHANGES, MAINTAINS A RESEARCH DATABANK AND
DISSEMINATES RESEARCH FINDINGS TO ENRICH PUBLIC DISCOURSES. IT WAS FOUNDED IN 1997 AS SERI (SOCIO-ECONOMIC AND ENVIRONMENTAL RESEARCH INSTITUTE).



Strengthening Malaysia’s Private Higher Education
Sector through a Structural Revamp

By Dr. Tan Lee Ooi (Director of Research)

Introduction

Discussions on the quality of higher education in Malaysia should not ignore Private Higher
Education Institutions (PHEI). Major criticisms of higher education surround the obsession with
world rankings and how this affects scientific publications by local public universities to the point of
research output being manipulated through ‘creative plagiarism’ (S. Munirah Alatas 2023 & 2024).
For the private sector, financial distress is a key concern (Williams 2024). A common issue for both
public and private institutions is skill-related underemployment, where graduates are overqualified
and end up in jobs that expect lower qualifications (Hawati Abdul Hamid et al. 2024).

Scholars and observers have highlighted many dimensions and layers in the higher education crisis.
This paper focuses on issues affecting the academic quality of PHEI and argue that the sector requires
a more structural revamp. Firstly, it will recap a brief history of the development of private higher
education since the 1970s. Then, three major systemic issues are highlighted. Subsequently, we
propose recommendations for policy consideration as a way to consolidate private higher education
and serve as a preemptive measure for potential crises.

Brief History of Private Higher Education in Malaysia

The development of private higher education has been directly related to the implementation of the
quota system in public universities under the New Economic Policy. In the 1970s, the demand for
pre-university courses was met by private institutions for students intending to study overseas.
However, the opportunity to study in Western countries was not available to the majority of
non-Bumiputera students. In the 1980s, private educational institutions began offering diploma
courses and degree-level programmes through twinning arrangements. The total number of students
in PHEI tripled from 1980 to 1990 (see Table 1). However, this accounted for only about 8.9% of the
total number in the higher education sector (Ahmad Tajudeen & Sundara Raja, 2019: 139).

The private higher education sector gained significant momentum after the liberalization of education
policy in the 1990s, which was aimed at making Malaysia a hub for higher education. PHEI were
allowed to offer various academic courses, from degree to doctorate level. Economic growth from
1993 to 1995 further strengthened the sector through the corporatization of higher education and the
involvement of the private sector (Ahmad Tajudeen & Sundara Raja, 2019: 140). The National
Council on Higher Education Act 1996 was established to regulate higher education. In 1984, there



were only 13 such institutions, but the number grew to 140 in 1991, 227 in 1995, and 616 in 1999
(ibid. 139; see Table 1).

Table 1 Enrolment of Students and Number of Institution of Private Higher
Education Sector, 1980-1999

Year Institution number Student number
1980 NA 5,968

1984 13 NA

1985 NA 10,023

1990 NA 21,369

1991 140 55,111

1995 227 127,59

1999 616 215,850

Source: Ahmad Tajudeen & Sundara Raja (2019), pp.139 & 142.

Generous loans for all eligible students provided by the National Higher Education Fund Corporation
(PTPTN) have played an important role in financing post-secondary studies as well as contributing to
the proliferation of PHEI. By 2023, 558,692 students were enrolled in PHEI, accounting for 44.8% of
the total enrolment in higher education institutions (see Table 2). This sector is as equally important
as public higher education institutions.

Table 2 Number of Students Enrolment by Category of HEls for Year 2023

HEIs Category Enrolment Percentage (%)
Public universities 593,101 47.5
Private HEIs 558,692 44.8
Polytechnics 79,504 6.4
Community Colleges 16,611 1.3
Total 1,247,908 100

Source: Kementerian Pendidikan Tinggi Malaysia (2023), p.3.




The Systemic Weakness of the Private Higher Education Sector in Malaysia

Private higher education plays a crucial role in Malaysia’s education landscape, complementing
public institutions in expanding access to education opportunities. Over the years, this sector has
evolved in response to changing economic demands, social advancements, and parent’s expectations.
However, three main challenges are systemic in nature and have a long-term impact on the country’s

academic and professional talent development ecosystem.

i) Entrenched Financial Relationship between the Regulatory Authority and Educational
Institutions

The Malaysian Qualifications Agency (MQA), established in 2007, is a statutory body responsible for
facilitating the accreditation of academic programmes for post-secondary and higher education. In
2009, the programme application and accreditation fees collected amounted to RM24.19 million
(MQA 2009: 7). The agency has consistently generated more than RM10 million annually through
various accreditation services (see Table 3). As an authority body, it partially relies on the expansion
of the higher education sector. While government funding supports the MQA, its self-generated
income has become an important financial inflow to sustain the agency. An increase in programme

applications and approvals boosts its income and ensures its survival.

An authority body operating within such a framework leaves it heavily influenced by market
dynamics, primarily due to its reliance on fee for funding and operations. The reliance on fees may
lead to a conflict of interest, where the authority must balance regulatory responsibilities with the need
to maintain revenue stream, ultimately limiting its ability to act independently and effectively in the
public interest. The authority may find itself caught in a cycle where market pressures dictate its
actions, potentially compromising its regulatory effectiveness and diminishing its role as a neutral

overseer.

There is no available data on the approval rate of programme applications from 2009 to 2022. Data on
programme applications and accreditation released during this period focused on the completion of
the process within a specific timeframe. The approval rate was only published in 2023. In that year,
there were 276 accreditation applications, with 84 new programmes applying for provisional
accreditation and 192 programmes applying for full accreditation. A total of 70 programmes received
provisional accreditation (83.3% approval rate), while 171 programs (89.1% approval rate) obtained
full accreditation (MQA 2023: 99).



Table 3 Accreditation Services Income of MQA, 2009 - 2023

Year Amount (RM, million)
2009 24.20
2010 15.06
2011 10.58
2012 10.70
2013 13.16
2014 12.82
2015 14.87
2016 10.70
2017 15.45
2018 12.41
2019 13.18
2020 11.10
2021 14.68
2022 16.27
2023 13.54

Sources: MQA, Annual Reports, 2009 — 2023.

ii) Oversupply of institutions and Unsustainable Competition

There is an issue of oversupply of institutions in Malaysia. The current ratio of 13 private higher
education institutions per million population is high compared to other countries in the Asia-Pacific
region, such as Singapore and Taiwan, which have a ratio of 5 per million population (Tan & Cheong
2020: 2). Malaysia’s ambition to become a global hub for private higher education has seen slow
progress (see Table 4). In 2023, there were only 104,315 international students, with 43,952 enrolled
in public universities and 60,363 in private universities (Malay Mail 2024). This number is
statistically insignificant compared to the high number of PHEI, as most institutions struggle to attract
international students due to their low reputation and academic quality. The long-standing goal of
reaching 250,000 international students has never been achieved. Given the competitive nature of
global university rankings, attracting more international students is more feasible if the main driver is
public universities with strong rankings, compared to the private higher education sector, where only
a handful of institutions have begun participating and are listed in major global university rankings.
However, this can only be achieved if more resources are allocated to public universities.



Table 4 International Student Number, 2001 - 2023

Year PHEI Public Universities
2001 13,472 4,770

2006 36,449 7,941

2010 62,705 24,214

2015 88,665 33,396

2020 62,249 33,705

2023 60,363 43,952

Sources: Kementerian Pendidikan Tinggi Malaysia (2011:8), Kementerian Pendidikan Tinggi Malaysia
(2016:18), Kementerian Pengajian Tinggi (2020:6) & Malay Mail 2024.

The issue of oversupply of institutions leads to market competition that does not result in efficiency
but instead creates a financial sustainability crisis for weaker institutions. The total market value of
the private higher education sector in 2024 was estimated at RM17 billion (Tan & Cheong 2020: 2).
However, excessive marketing costs have affected the quality of academic services. To compete and
build brand recognition in a competitive market, PHEI have allocated significant resources to
marketing activities. The financial and human resources deployed for marketing are considered
equally as important as those dedicated to academic operations. There are no clear data on the ratio of
PHEI investment in academic development relative to marketing expenditure. However, it is common
for education institutions to spend up to 10% to 20% or even higher of their revenue on marketing
activities. The intense competition among PHEI in Malaysia has resulted in resource wastage rather

than market efficiency with improved academic quality.

After the pandemic, news of the financial crisis in PHEI has gained media attention (Malaysiakini
2024). With Malaysia facing a low birth rate and an aging demographic in the coming years, coupled
with an academic reputation that is below par for attracting international students, sustainability
distress among PHEI is looming, similar to the situation currently unfolding in Taiwan. Private
universities in Taiwan have been closing down since 2014 due to the low birth rate, and it is estimated
that 40 out of 103 private higher education institutions may close by 2028, with the number rising to
50 by 2038 (Lee 2024).

iii) Sustainability Challenge of PTPTN Loan

By the end of 2024, PTPTN had approved 3,951,404 loans totaling RM71 billion, but over 2.7 million
loans remained unpaid, with 420,000 borrowers not making a single payment (Nadeswaran 2024).
Besides a culture of entitlement and an execution inefficiency in the bureaucracy, the issue of
non-payment is also linked to over-education, where graduates do not receive adequate compensation
for their qualifications. Over-education in this context has two dimensions. Firstly, current PHEI




predominantly offer only conventional academic streams that are not suitable for learners with
different abilities. Parents’ academic expectations have led to students enrolling in standard academic
training, often barely meeting the minimum passing requirements. As a result, these graduates face
poor employment prospects or low workplace performance. The second dimension is the skills
mismatch, where graduates accept jobs that do not align with their qualifications and fields of study,
or resort to non-standard work (Hawati Abdul Hamid et al. 2024).

Many PHEI rely on PTPTN to recruit students. To reduce the financial burden on students, PHEI
employ several strategies for tuition fee payments. The fee structure for each semester is often
designed to align with the reimbursement of PTPTN loans. Some colleges also set their fees within
the total amount of PTPTN loans that students are eligible for. The sustainability of PTPTN not only
affects students but also impacts the survival of private institutions.

Recommendations

1. Rationalization of institution supply through mergers and acquisitions

The private higher education sector has prospered since the 1990s under the liberalization of higher
education policy. There are more academic programs offered by PHEI compared to public
institutions. In 2022, PHEI offered approximately 9,241 programmes, while public institutions
offered 6,048 programmes (see Table 5). The total number of institutions once peaked at 616 in 1999.
However, authorities have taken stricter actions to gradually close down a significant number of
institutions that failed to meet basic requirements. As a result, the number of institutions has
decreased from 452 in 2018 to 384 in 2024 (see Table 6). The issue now is whether these institutions
are the suitable number for the age of Al, with its revolutionary nature of knowledge transmission,
amid an aging population and an increasingly competitive global higher education market. Is the

future failure of these institutions inevitable?



Table 5 Programmes by Type of Institution under Malaysian Qualifications
Register by December 2022

Institutions Programmes
Public
University 3,279
Polytechnic 839
College/ Others 1,930
Subtotal 6,048
Private
University 3,868
College University 1,661
College/ Others 3,712
Subtotal 9,241
Provisional Approval
Public University 2,037
Private University 343
Subtotal 2,380
Total 17,669

Source: MOA. (2022), p. 82.

Table 6 Number of Private Higher Education Institutions by Status, 2018-2024

Status of Private Year

HEIs 2018 | 2019 | 2020 | 2021 2022 2023 2024
Private HEIs with 53 44 51 53 55 63 64
University Status
Private HEIs with 10 10 10 10 10 10 11
University Status
(Branch Campus
of Foreign
University)
Private HEIs with 38 37 37 37 35 32 36
University
College Status
Private HEIs with 351 342 338 335 316 283 273
College Status

452 443 436 435 416 388 384

Sources: Various years of Kementerian Pendidikan Tinggi, 2018 to 2023.



There is a need to further rationalize the total number of institutions to consolidate the private higher
education sector through mergers and acquisitions (M&A). Ideally, there should be a limited number
of strong institutions with a good reputation at the national or even regional level. The M&A approach
should encourage strong institutions to acquire weaker entities and streamline academic programmes
for better market efficiency. Currently, there is a significant overlap in academic offerings across
PHEI. Many institutions continue to run classes despite low student enrollment, leading to a waste of

resources and a less-than-ideal learning experience for students.

The Ministry of Higher Education should plan and guide a far-reaching M&A process to uplift current
PHEI and prevent a future survival crisis. This pre-emptive measure aims to strengthen the private
higher education sector. Naturally occurring, market-driven mergers may not be able to address the
need for transformation in a timely manner, as current industry players are more focused on surviving
market competition than being forward-looking; they often lack financial resources as well. A
mid-range country with a high density of higher education institutions is a ticking time bomb for the
sector, especially at this critical juncture of technological change and knowledge production, which
will reshape the way and philosophy of higher education learning.

2. Protect MQA from market forces through full funding

As the academic quality gatekeeper, MQA should receive full financial support from public funds to
carry out its duties as the authority body without concerns over operational costs. According to annual
reports, the additional funding required yearly is around RM20 million or less, for MQA to be fully
funded without relying on income generation through various programme accreditation and approval
fees. This additional public funding of RM20 million is reasonable, or even relatively low,
considering MQA’s crucial role in ensuring the academic quality of the higher education sector.

Conclusion

The open policy of the private higher education sector since the 1990s has been progressive,
contributing to the nation’s human capital development and the self-fulfillment of younger
generations across different socioeconomic groups and ethnicities. However, the market-driven
competition in the private higher education sector has always created tension between quality of
education and profit. In recent years, the sector has faced intensified price competition amid a

declining birth rate in Malaysia and sluggish international student enrollment.

Mergers and acquisitions should be encouraged through an authority-driven policy to ensure fair
competition while maintaining the vibrancy of the sector. Ideally, larger education groups should take
the lead in reducing the total number of PHEI to a reasonable figure, providing equally high-quality
education specialized in distinctive disciplines. This rationalization process will enable better

resource sharing in terms of teaching staff and state-of-the-art facilities. It should achieve market



efficiency and prevent unhealthy competition that could undermine academic quality and students'

interests.

The private higher education sector in Malaysia has a decades-long history of support from leading
industry leaders across various backgrounds. Both financial and expertise support from the industry
are crucial in cultivating great institutions of learning. With the rapid changes brought by
technological advancements, higher education must adapt to meet the market demand for labour
training. Achieving the first phase of mergers and acquisitions will allow the sector to thrive by
reducing unnecessary competition. It will also ensure the sector’s survival in the face of aging society,
global competition, and the ongoing Al transformation in knowledge production, distribution, and

training.
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