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GLOSSARY

Active labour
market policies

Aged population

Ageing population

Child poverty

Child-related tax
reliefs

Children

Contributory
scheme

: Policies concerning labour market integration for those looking for jobs,

usually the unemployed, but also the underemployed and the employed who
are looking for better jobs. Typical measures include training, job creation in
the form of public and community work programmes, programmes to
promote enterprise creation and hiring subsidies.

Source: ILO (2003c)

: When the population aged 65 years and over reached 14% of the total

population.
Source: DOS (2021a)

: When the population aged 65 years and over reached 7% of the total

population.
Source: DOS (2021a)

: Child poverty refers to the state of children living in poverty. One indicator of

child poverty is the child poverty rate which is the number of poor children
i.e. children from families/households earning below the poverty line
income, divided by the total number of children.

Source: Adapted from UNICEF (n.d.-a), Redmond et al. (2016)

: Tax reliefs allow a taxpayer to deduct a certain amount, usually money spent,

in that assessment year from the total annual income. Child-related tax reliefs
refer to tax reliefs for child-related expenses including reliefs for unmarried
children aged under 18, unmarried children aged 18 and above who are
studying and disabled children; purchase of breastfeeding equipment for
own use on children aged 2 years and below, childcare fees for children aged
under 7 and net savings in SSPN.

Source: Adapted from LHDN (n.d.-c)

: Internationally, children are persons aged under 18 as defined in the United

Nations Convention on the Rights of the Child. This definition is in line with
Malaysia’s Children and Young Persons (Employment) Act 1966 (Act 350)
although the Act distinguishes children from young adults. Children are
persons aged under 15 and young adults are persons aged 15 to 17.

Source: Adapted from UNICEF (n.d.-b), GOM (1966)

: A scheme in which contributions made by protected persons directly

determine their entitlement to benefits. The most common form usually
covers workers in formal wage employment, where contributions are paid
by both employees and employers. In some countries, contributory schemes
also cover the self-employed and groups unable to contribute (e.g. unpaid
caregivers, the unemployed, or those with too low of an income), being partly
financed by government or other sources to cover the deficit. Other common
types of contributory schemes include national provident funds that usually
pay a lump sum to beneficiaries when particular contingencies occur
(typically old age, invalidity or death).

Source: ILO (2017D)
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GLOSSARY

Economies of scale

Employer liability

Exclusion error

Fiscal space

Formal/informal
employment

Formal/informal
sector

Insurance premium

Life annuity

Means-tested
scheme

: Economies of scale arises when the cost per unit decreases as scale or output

increases. In the context of households, economies of scale occurs when
people live together and make collective provisions for essentials, making the
cost per person lower as household size increases.

Source: Adapted from OECD (2003), Hawati Abdul Hamid, Ho, and Ismail
(2019)

: Legislative provisions that specify the responsibilities of employers to

provide social protection for workers. For example, employers might be
required to provide benefits if workers are injured or suffer occupational
diseases, or provide paid maternity or paternity leave allowance, or provide
severance payments upon the termination of employment.

Source: ILO (2017c)

: Exclusion error refers to the extent to which persons in the targeted group

do not receive assistance/benefits even though they are entitled to them.
Source: World Bank (2020c)

: The resources available as a result of the active exploration and utilization of

all possible revenue sources by a government
Source: ILO (2019b)

: Formal employment refers to persons who are employed and are not in

informal employment. Informal employment is defined as employees or
other employed persons who are not protected by national labour
legislations, including non-affiliation to social security schemes or
employment benefits like paid leave; entrepreneurs of informal production
units; and contributing family workers.

Source: ILO (n.d.-d)

: Formal sector refers to incorporated enterprises. Informal sector refers to

unincorporated enterprises that produce at least partly for the market and
are not registered. Informal sector excludes households that produce
exclusively for own final use, subsistence agriculture, construction of own
dwellings, etc.

Source: ILO (n.d.-c)

: Contribution fee paid or made towards an insurance scheme.

Source: Adapted from OECD (2016)

: An annuity or regular payments that continue until the annuitant’s or

individual's death, providing to the annuitant protection from outliving one’s
financial resources (longevity risk).
Source: OECD (2016)

: A scheme that provides benefits upon proof of need and targets certain

categories of persons or households whose means fall below a certain
threshold.
Source: ILO (2017b)
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GLOSSARY

Non-monetary
deprivations

Non-standard
employment

Passive labour
market policies

Poverty line income
(PLD)

Social assistance

Social insurance

: Poverty is defined in both monetary and non-monetary deprivations. Non-

monetary deprivations reflect the lived reality of people’s experiences which
may not be captured through the poverty line income. Indicators of non-
monetary deprivations often focus on education, health and standard of
living.

Source: OPHI and UNDP (2020)

: An umbrella term for different employment arrangements that deviate from

standard employment. They include temporary employment, part-time and
on-call work, temporary agency work and other multiparty employment
relationships, disguised employment and dependent self-employment. Non-
standard employment features prominently on digital labour platform.
Working from home could also be considered a diverse employment
arrangement.

Source: ILO (n.d.-d)

: Policies providing income replacement for those looking for jobs, usually the

unemployed, but also the underemployed and the employed who are looking
for better jobs. Typical measures include unemployment insurance and
assistance and early retirement.

Source: ILO (2003c)

: The minimum income needed by a household to meet the basic food and non-

food needs for each of its members. The Food PLI is the amount of income
necessary to meet a household’s daily nutritional requirements as
determined by the Ministry of Health. The non-food PLI is the amount of
income necessary to meet the minimum requirements for items such as
clothing, housing, transport and other non-food needs by sex and age of a
person and is based on the expenditure patterns of low-income households.
Source: DOS (2020a)

: The provision of benefits financed from general government revenue rather

than by individual contributions. Schemes are typically means-tested,
targeting low income and vulnerable individuals or households.
Source: ILO (2015a)

: A scheme that guarantees protection through an insurance mechanism,

typically based on: (1) the prior payment of contributions i.e. before the
occurrence of the insured contingency; (2) risk sharing or “pooling”; and (3)
the notion of a guarantee. The contributions paid by (or for) insured persons
are pooled together and the resulting fund is used to cover the expenses
incurred exclusively by those persons affected by the occurrence of the
relevant (clearly defined) contingency.

Source: ILO (2017b)
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GLOSSARY

Social protection

Social protection
floor

Social security

Standard
employment

Super-aged
population

Tax savings

The missing middle

Tripartism or
tripartite
arrangement

: Social protection is defined as the set of policies and programs designed to

reduce poverty and vulnerability by promoting efficient labour markets,
diminishing people’s exposure to risks, and enhancing their capacity to
protect themselves against hazards and interruption/loss of income.
Source: ADB (2001)

: Nationally defined sets of basic social security guarantees which secure

protection aimed at preventing or alleviating poverty, vulnerability and
social exclusion.
Source: ILO (2012)

: Social security is the protection that a society provides to individuals and

households to ensure access to health care and to guarantee income security,
particularly in cases of old age, unemployment, sickness, invalidity, work
injury, maternity or loss of a breadwinner.

Source: ILO (n.d.-b)

: There is no official definition of standard employment, but historical

movements and economic changes roughly alluded to the conditions
expected from standard employment, typically understood as work that is
full time, indefinite, as well as part of a subordinate relationship between an
employee and employer.

Source: Adapted from ILO (2016), Nur Thuraya Sazali and Tan (2019)

: When the population aged 65 years and over reached 20% of the total

population.
Source: DOS (2021a)

: Tax savings (or tax credits) provide support to eligible income-tax-paying

households by reducing the amount of tax owed or by providing a refund for
excess tax paid.
Source: ODI and UNICEF (2020)

: The missing middle refers to households and persons not covered by neither

social assistance nor social insurance. Workers in the informal sector usually
comprise the missing middle due to the following: (1) not poor enough for
social assistance; and (2) not formal nor rich enough to contribute to social
insurance.

Source: ILO (2017b)

: Tripartism is a division into three representative groups. In the context of

industrial relations in Malaysia, a tripartite set-up consists of the employer,
the employees and the government.
Source: Nankervis, Rowley, and Salleh (2016)
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GLOSSARY

Triple burden of
malnutrition

Universal basic
income/Universal
child benefit

Working-age
population

: Malnutrition refers to the lack of proper nutrition due to either one or a

combination of the following: not eating enough, not eating enough of the
right things or being unable to use the food that one does eat. The triple
burden of malnutrition refers to three stands of malnutrition:
undernutrition, hidden hunger due to deficiencies in essential vitamins and
minerals, and overweight and obesity.

Source: UNICEF (2019b)

: Universal basic income is a periodic cash payment unconditionally delivered

to all citizens or legal residents on an individual basis, without a means-test
or behavioural requirement. It is paid to individuals at regular intervals over
time. Universal child benefit is similarly defined but is targeted to children.
Source: ODI and UNICEF (2020)

: Internationally, the working-age population is commonly defined as persons

aged 15 years and older, although the age limits can vary from country to
country. In Malaysia, the working-age group is defined to be between 15 and
64 years old.

Source: Adapted from ILO (n.d.-e), DOS (n.d.)
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EXECUTIVE SUMMARY

The Covid-19 pandemic has exposed pre-existing gaps in Malaysia’s social protection system with
many individuals falling through the cracks. Most social assistance programmes continue to be
associated with the idea of a short-term buffer and lack sustainable financial and legal foundations,
resulting in unpredictable benefits, under-coverage and programme fragmentation.

Social insurance schemes implemented by social security institutions have demonstrated great
agility and speed in providing relief, but their reach continues to be limited to formal sector workers
who are making contributions. It is an opportune time for the current model to be reconfigured in
preparing for a more volatile and challenging future which could contest the sustainability of the
social protection system in the coming decades.

This report advocates an inclusive social protection system in Malaysia with a forward-looking
approach in preventing poverty and addressing vulnerability. It recommends the adoption of the life
cycle approach and emphasises on a universal provision of social protection floor against major
risks at each stage of everyone’s life.

Our policy recommendations are as follows:
1. Investing in Universal Basic Income for Children

For children, we propose establishing a universal child benefit (UCB) scheme that provides
universal basic income for all children and their families to prevent the risk of any child being left
behind during this important stage of cognitive, physical and social development. Social
protection is vital for children as childhood is an inherently vulnerable stage of life, not least
because children are not able to provide for themselves and are dependent on others.

As children’s issues including education, health and nutrition are prevalent across all income
groups, a universal approach for children’s social protection is necessary. The proposed UCB
serves as an important scheme in building an inclusive and comprehensive social protection
system. Registering all children into the scheme would enable other need-specific interventions
to be better designed as well as ensuring inclusion in other social protection schemes when the
children enter the working age and old age.

2. Expanding Social Security to all Working-age Individuals

For the working-age adults, we propose expanding the mandatory coverage of existing formal
schemes of social insurance against the risks of work injury, invalidity and joblessness as well as
introducing a maternity income security scheme under the purview of the Social Security
Organisation (SOCSO). Currently, such provisions continue to mainly benefit employees in the
formal sector while neglecting a large share of the working-age population, including the self-
employed and informal workers, as well as those outside the labour force such as homemakers.

xvi KHAZANAH RESEARCH INSTITUTE



EXECUTIVE SUMMARY

The tripartite arrangement under the social insurance system is recommended to be
strengthened with greater government involvement as the third contributor in addition to
employers and employees. We call for the government to share the contributory costs for the
protection of residual working-age subgroups who face challenges to contribute such as workers
with informal and non-standard employment and those outside the labour force. Expanding the
coverage of such existing schemes ensures working-age individuals are not discriminated due to
their employment status or sector—a pertinent solution given the increasing informalisation of
jobs.

Establishing Social Insurance Pension for Old Age

For elders, we propose establishing a Social Insurance Pension (SIP) scheme as a basic income
security during old age. Currently, social protection for old-age income security from
contributory schemes remains limited in coverage as well as adequacy. These issues prevail as
the Employees Provident Fund (EPF) contributory scheme is only mandatory for workers with
clear employers, while the persistence of low wages and irregular work minimises the ability of
workers to contribute sufficiently to their retirement savings.

Meanwhile, tax-funded social assistance for the elder such as Bantuan Warga Emas (BWE) is
limited only to those considered poor. Thus, a universal social pension is critically needed to
provide basic old-age income security. We propose this to be delivered via a contributory social
insurance model where contributions are made by not only workers and employers, but also
shared by the government for working-age subgroups such as homemakers, unemployed
individuals and workers with informal and non-standard employment.

Financing and Progressive Realisation Strategy

Assuming all schemes are rolled out simultaneously and expanded in phases, the total initial
investment required would be RM17.5 billion or 1.1% of GDP. However, we propose progressive
implementation strategies with the UCB scheme to cover children aged 0 - 12 during the
inception year and expanded annually to achieve full coverage within the subsequent 5 years.
The expansion of social security schemes for the working-age adults can be realised by anchoring
the benefits at the minimum standards first and incorporating more aspirational targets over a
longer term.

The SIP is recommended to be rolled out later in 2025 or by the time the UCB scheme reaches full
coverage. The scheme could kick start by covering individuals aged 20 - 24 and gradually
expanding every year. Assuming the SIP will only be launched later, we estimate that the
investment for children and working-age population’s protections will be around RM16.4 billion.

However, savings rising from consolidation of several existing programmes would result in an
additional expenditure of only around RM2.4 billion in the first year of implementation. This
progressive realisation strategy recognises the essential arrangement to build institutional
capacity, including the amendment of relevant legislation as well as providing more time for the
government to shore up finances.
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EXECUTIVE SUMMARY

While the government revenue base must be broadened, complementing social insurance model
with tax-based funding has greater potential of ensuring a social protection system that is
sustainable fiscally, economically and socially. Building on principles of risk sharing, collective
funding and solidary, greater government involvement under the social security tripartite
arrangement will be a more effective strategy in extending the protection floor to all. Inclusive
social protection will induce a virtuous cycle of strengthening the social contract, fostering trust
in government and enhancing government revenue.

Building a National Social Security Institution and a Unified Registry

In addition to sustainable funding, Malaysia’s social protection system also requires an
administrative system that is efficient and transparent to ensure good-quality service delivery
and responsiveness to shocks. We propose expanding the role of existing institution as the
National Social Security Institution to implement and administer both extended and new social
security schemes.

Additionally, we propose establishing a National Social Protection Registry to centralise the
information of every member of the population and enable a more efficient channelling of social
security and services. Since multiple databases are already available, digital technology can be
utilised to improve the efficiency of information flow by integrating these databases. The MyKad
number can be used as a single unique identification code to enable integration of data from
various institutions.

Our recommendations are built on, and not devoid of, existing social services, namely public
healthcare, social housing, the education system and other basic amenities. They are proposed to
complement, instead of replacing, the current tax-funded universal provision of social services. While
the report has made the case that these recommendations are necessary to protect individuals from
income insecurity throughout their lives, the schemes would not be sufficient on their own. True to
the social protection floor principle, our proposals seek to instil a solid foundation for income
security against well-documented risks. Cognisant of implementation and fiscal challenges, this
report strives to offer practical, equitable and sustainable policy proposals in the context of Malaysian
social protection.

xviii
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CHAPTER 1
INTRODUCTION

Social protections build sound economies and healthy societies. They can be crucial, life-sustaining tools
to enable access to health care and education, protect the right to housing and food, and shield people
from extreme poverty. There is also increasing evidence that failure to uphold people's economic, social
and cultural rights can be a contributing factor in violence and conflict. By protecting those
fundamental rights, social protections help to ensure public confidence in institutions, and social peace.

Michelle Bachelet (2020)!

1.1  Social Protection: Meeting Present and Future Challenges

Calls for social protection reform have gained prominence in public and policy discussions? as the
Covid-19 pandemic exposed gaps in Malaysia’s existing system. Social protection can generally be
understood3 as a set of public policy measures that intend to achieve three key objectives: (1)
ensuring basic income security for all; (2) ensuring universal access to basic needs; and (3) enhancing
people’s capability to be productive and resilient to vulnerabilities (see Box 1.1).

From a long-term standpoint, Malaysia’s social protection policies appear to have moved in tandem
with the country’s needs as a developing nation. Various policy tools introduced over the years have
served the population relatively well, especially in supporting poverty alleviation objectives.
Although much has been achieved in terms of poverty eradication, gaps in terms of coverage and
adequacy of social protection remain serious problems to a large segment of Malaysia’s population.

One such challenge is that social assistance programmes funded by government revenue are often
short-term in nature and lack sustainable financial and legal foundations. This often results in
unpredictable benefits, under-coverage and programme fragmentation. Meanwhile, benefits under
the social insurance schemes mostly accrue to the relatively “well-off” workers with formal
employment arrangement* who, together with their employers, are making contribution for the
social insurance premiums. Often neglected are the “missing middle”, who are neither “rich” nor
“poor”. Largely in informal employment, they are not in the position to benefit from social insurance
because they are not employed in the formal sector (public institutions or registered private sector
firms) yet may not be living in poverty by national standards, hence do not qualify for targeted social
assistance®. As social insurance is only available to contributing workers employed in the formal
sector and are making contributions for the insurance, those in the informal sector are not in the
position to benefit from these social insurance schemes.

1 OHCHR (2020)

2 For example, see World Bank (2020c), World Bank (2020a), BNM (2021a)

3 Based on concepts adopted by international agencies such as United Nations, ADB, World Bank and ILO. See Table 1.1

4+ Workers are considered to have formal jobs if their employment arrangements, in law or in practice, are subjected to national labour
legislation and tax policies, covered by a formal social protection system or entitled to certain employment benefits such as paid leaves and
medical insurance. Source: Hawati Abdul Hamid and Nur Thuraya Sazali (2020)

5 UNDESA (2018)
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Against this backdrop, there are several long-standing issues and emerging forces that could contest
the sustainability of the nation’s social protection system in the coming decades. First, although
Malaysia is classified as an upper middle-income country, it has been stuck in this middle-income
status for more than two decades since 19946. Lacklustre growth prospect will make this transition
more challenging. Despite, Malaysia’s economy has shifted away from being predominantly
agriculture-based, the incomes of the country’s agricultural workforce are still subject to volatility in
commodity prices and prone to seasonal unemployment owing to unfavourable weather conditions.
While the agriculture sector in recent years make up only around 10% of Malaysia’s total workforce,
it has consistently reported a higher incidence of fatal injuries. The agriculture sector also has a
higher proportion of informal and non-standard workers, likely unprotected by formal social
protection schemes such as employment injury insurance’.

Meanwhile, around 60% of Malaysia’s workforce is employed in the services sector, in which more
than half are involved in sales and services activities. These include wholesale & retail, food &
beverages and accommodation services that typically offer lower pay and more precarious
employment arrangements such as self-employment, temporary and part-time work. While the
manufacturing and other industrial activities are supposed to offer stable paid employment in the
formal sector, the number of medium and large enterprises in Malaysia is small: in 2015, medium
and large enterprises made up only 3.7% of all establishments in the country. The remaining 75.4%
of the establishments are micro enterprises and another 20.9% are classified as smalls.

The trend in recent years has also shown a rise in vulnerable employment as technological
advancement and digitalisation have spurred the gig and platform economy. The phenomenon has
created new types of work relationships that pose a challenge in enforcing present labour market
regulations and protection schemes, which typically require a clear employer-employee
relationship®.

Second, Malaysia is a rapidly ageing society. While Malaysia has had a favourable demographic profile
that provided a large working-age population that has been beneficial for economic growth, the
country was estimated to have reached the tail end of the demographic dividend period in 2020.
Malaysia’s population has been ageing at a very high pace. In 2020, Malaysia has already become an
“ageing nation”, whereby more than 7% of the population is aged 65 and above. By 2044, the country
is set to become an “aged nation” when those aged 65 and above exceed 14% of the total population.
As the number of elderlies continues to rise, the old-age dependency ratio (the number of persons
aged 65 and above compared with the working population aged 15 - 64) will also rise from 10.4% in
2020 to 21.7% in 204010, Rapid ageing poses a challenge to Malaysia’s socio-economic policies
including those related to the labour market, income security post-working age, as well as health and
old-age care.

6 KRI (2018), Woo (2009)

7 Nur Thuraya Sazali and Siti Aiysyah Tumin (2020)
8DOS (2016a)

9 Hawati Abdul Hamid and Nur Thuraya Sazali (2020)
10 World Bank (2020a)
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Third, Malaysians are now living longer, yet not necessarily healthier. On average, a baby born in
2019 can expect to live up to 75 years old given prevailing conditions i.e. over a decade longer
compared to newborns in 1970. However, 9.5 years of those years would be spent in poor health.
Since 1990, Malaysia has recorded marginal improvements in healthy life expectancy, increasing
from 62.8 years in 1990 to 65.5 years in 2019, but not large enough to reduce the number of years in
poor health. High prevalence of non-communicable diseases such as heart disease, cancer and mental
health problems are major contributors to this phenomenon1.

Health problems are not limited to adults and elderlies. In 2019, one in five children 5 years and
under are too short for their age (i.e. stunted). Meanwhile, one in three children under the age of 18
is overweight or obese, thus placing Malaysian children among the most obese in Southeast Asial2.
Beyond that, the Covid-19 pandemic is reversing decades of accomplishments in health. These
problems coupled with ageing population mean that the demand for health services will continue to
rise, putting pressure on the nation’s health sector.

Box 1.1: Framework for Social Protection

The definition of social protection varies across different schools of thought, organisations and
countries as interpretations have evolved over time. Based on definitions adopted by
international agencies (Table 1.1), it can be surmised that the objectives of social protection are
toward addressing and mitigating risks, emphasising protection from falling into poverty and
deprivations.

Towards achieving these ends, social protection policies generally strive to ensure basic income
security for all, universal access to basic needs and enhancing people’s capability to be productive
and resilient to vulnerabilities. More recently, an emerging new dimension in social protection
involves transformative solutions that intend to provide incentives for the society to develop
altogether, not only to alleviate poverty, but also to provide a decent and sustainable living for
all.

Social protection tools include a combination of social insurance (i.e. contributory forms of social
provisioning), social assistance (i.e. distribution of transfers by the state often funded by public
resources) as well provision of social services and basic amenities such as health, education and
water (Figure 1.1)

1 KRI (2020a)
12 Jarud Romadan Khalidi and Tan Zhai Gen (2020)
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Table 1.1: Key definitions of social protection

Agencies Definitions

United Nations Social protection is a set of public and private policies and programmes undertaken by

Economic and societies in response to various contingencies to offset the absence or substantial reduction

Social Council of income from work, to provide assistance for families with children as well as provide people
with healthcare and housing.

International Social protection is the set of public measures that a society provides for its members to
Labour protect them against economic and social distress caused by the absence or a substantial
Organization reduction of income from work as a result of various contingencies (sickness, maternity,

employment injury, unemployment, invalidity, old age or death of the breadwinner), the
provision of health care and the provision of benefits for families with children.”

World Bank Social protection consists of a collection of public measures intended to assist individuals,
households and communities in managing risks in order to reduce vulnerability, improve
consumption smoothing, and enhance equity while contributing to economic development in
a participatory manner.

Asian Social protection is defined as the set of policies and programs designed to reduce poverty
Development and vulnerability by promoting efficient labour markets, diminishing people’s exposure to
Bank risks, and enhancing their capacity to protect themselves against hazards and

interruption/loss of income.

Source: UN (2000), ILO (2003a), World Bank (1999), ADB (2001)

Figure 1.1: Social protection components

Social Protection

[ |
Social Security | | Social Services
I

Social Assistance

(Tax-funded) Health, shelter, education etc.

Social Insurance
(Contributory)

Source: Adapted from Development Pathways (2020)
Nine branches of minimum standard in social protection

The ILO has developed a series of international standards that set out a framework for social
protection to guide the development of policies for nations across the world. As an overarching
framework, the Social Security (Minimum Standards) Convention, 1952 (No. 102)13 outlines
minimum standards to guide the development of benefit schemes and social security systems,
based on good practices from all regions of the world. It outlines nine core risk areas that
potentially can reduce one’s welfare, either due to a loss of income or an increase in demand for
income (Figure 1.2). The nine risks areas include (1) sickness, (2) maternity, (3) employment
injury, (4) unemployment, (5) invalidity, (6) survivorship i.e. death of breadwinner, (7) old age,
(8) healthcare and (9) family and children. Under each of these nine risk areas, the ILO has
formulated further detailed conventions.

1310 (1952)
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Figure 1.2: Nine key branches of social protection as guided by ILO Convention No. 102

Sickness Disability/Invalidity

(C128)

Maternity
(C183)

Employment Injury
(C121)

Unemployment

(C168) 9 Branches of

Social

Protection
Families/Children

(C183)

Death of the
breadwinner
(C128)

Medical care
(C130)

Source: KRI illustration

The ILO’s Social Protection Floors Recommendation, 2012 (No. 202)4 complements existing
social protection standards by further guiding nations in guaranteeing at least a basic level of
social protection for all. This entails the establishment of a nationally defined “social protection
floor”, above which every individual’s basic needs to live at a minimum acceptable standard are
met. The floor should comprise at least the following: (1) access to essential health care, including
maternity care; (2) basic income security for children, providing access to nutrition, education,
care and any other necessary goods and services; (3) basic income security for persons in active
age who are unable to earn sufficient income, in particular in cases of sickness, unemployment,
maternity and disability; (4) basic income security for older persons.

Three elements of social protection

Social protection intervention measures typically entail three elements namely protective,
preventive and promotive (3Ps). These can also represent the evolution of social protection as
society progresses!?s.

Protective measures are intended to provide relief for individuals who have fallen below what is
considered a socially-acceptable minimum standard of living (i.e. the social protection floor).
Reliefs are often provided through welfare assistance in the form of income and consumption
transfers as well as free access to basic amenities and social services. Protective measures are
particularly important for countries at an early stage of development when poverty rates are high
as the fundamental aim is to ensure people live at a least above the minimum living standard.

14]L0 (2012)
15 Devereux and Sabates-Wheeler (2004)

6
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Preventive measures represent the forward-looking approach that serves to avert the risk of
falling below the floor due contingencies and livelihood shocks. Preventive measures, often
provided in the form of insurance, is grounded by the solidarity value in which society as a whole
standing together and pool resources in coping with contingencies. As countries develop, social
protection typically evolves from primarily serving a protective function aimed at ensuring a
minimum living standard to a more “proactive” function aimed at mitigating the risks of falling
into poverty and squalor.

Promotive measures focus on investment for individual’s human development. The measures are
designed to enhance productivity and build resilience of the population to safeguard against
potential vulnerabilities i.e. “enhancing their capacity to protect themselves against hazards and
interruption or loss of income”16 and “empower(s) them to adjust to changes in the economy and
in the labour market”!’. Promotive measures include initiatives aimed at breaking the cycle of
poverty and promoting upward social mobility by enhancing capabilities through a range of
empowerment programmes such as skills development and early childhood education.
Fundamentally, the goals of the 3P measures are to promote poverty reduction and sustainable
development.

1.2  Obijective and Scope of the Report

The aim of this report is to examine key trends in the context of social protection in Malaysia and to
recommend a set of strategic policies in addressing the challenges and mitigating the emerging risks.
For a cohesive social protection system, this report advocates for a life cycle approach that strives to
ensure that the entire population could overcome social and economic risks throughout their
lifetime. The recommendations hinge upon a socially acceptable standard of living to ensure a “social
protection floor” for everyone and subsequently to continuously deliver the protective, preventive
and promotive strategies sustainably.

This report encompasses seven chapters. This chapter has briefly outlined the theoretical framework
and approaches to social protection as the foundation to the discussions in ensuing chapters. Chapter
2 presents an overview of social protection in Malaysia, covering schemes designed as social
assistance, social insurance and labour market interventions, and the responsible institutions. This
is followed by a general discussion of the overarching issues and challenges faced, in terms of
coverage and adequacy of social protection. These discussions set the foundational basis of
establishing a social protection system that is more coherent and inclusive.

16 JLO (2003b)
17 ADB (2001)
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The succeeding three chapters are organised based on the proposed life cycle approach by classifying
the population into three broad phases of life: childhood, working age and old age. Chapter 3 focuses
on the population before entering the working age namely protection for children and the associated
family related risks. Childhood is considered as an inherently vulnerable stage in life as children are
not able to provide for themselves and highly dependent on others to meet their basic needs. Chapter
4 discusses the challenges and gaps in the labour market and highlights measures to build resilience
and mitigate contingency risks of the working-age population, including those entering, residing and
outside the labour market. Chapter 5 examines the social protection needs of the post-working age
population taking into account the gaps in terms of coverage and adequacy during old age amid
Malaysia rapid ageing scenario.

Chapter 6 ties all the recommendations presented in the preceding chapters and proposes some
institutional arrangements in delivering the services effectively. Chapter 7 concludes the report,
highlighting the potential of expanding social protection schemes beyond the minimum standards.

Overall, it is important to highlight that this report focuses on ensuring an inclusive provision of basic
social security for everyone (as illustrated in the left-hand side of Figure 1.1 in Box 1.1). We
acknowledge that social protection also encompasses the provision of social services and basic
amenities such as shelter, health, education, water and sanitation (right-hand side of Figure 1.1). The
provision of social services is undeniably a critical component of social protection. This is addressed
separately from this report as they are extensive and cross-cutting issues in the context of social
protection from cradle to grave. Discussions on housing are already extensively covered in KRI's
work and remain a key area of research!8. The provision of health services in the context of social
protection will be explored in a forthcoming publication. Likewise, education and other social
services in the context of social protection remains KRI’s future research agenda.

18 For example, see KRI (2015), Suraya Ismail et al. (2019)
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CHAPTER 2
OVERVIEW OF SOCIAL PROTECTION IN MALAYSIA

Our Development Plan is national in character, national inintent and in scope. We carry out
development in accordance with priorities because it is our intention first and foremost to give all our
people of all races wherever they live the basic amenities of life and to raise their standard of living so
that they can live as decent, civilized human beings.

Tun Abdul Razak Hussein (1964)1°

2.1 Social Protection Schemes in Malaysia

Social protection in Malaysia consists of various initiatives that can broadly be categorised as either
social assistance, social insurance, employer-liability or active labour market programmes (Figure
2.1).

Figure 2.1: Social protection in Malaysia, by category

Social assistance programmes

Social insurance programmes &
employer-liability schemes

Active labour market programmes

Non-contributory (publicly
funded); to provide basic needs
& poverty relief

BR1M/BSH/BPR unconditional
cash transfers by MOF

Welfare benefits & services by
JKM & various other ministries

Education assistance by MOE &
MOHE

Fuel & other subsidies by MOF &
others

Input incentives for agriculture by
MAFI

Zakat by Islamic state institutions

Contributory insurance schemes
(except civil servants); to

prevent and provide resilience
against shocks

Private sector retirement savings
by EPF

Civil servant pensions by JPA,
KWAP & LTAT

Disability, survivorship &
unemployment insurance by
CSO

Paid leave for sickness &
maternity via employer liability

Voluntary retirement savings by
PRS providers

Contributory & non-contributory
interventions; to promote
economic participation

Publicly financed skills-building
programmes by MOHE & other
various ministries

Levy-financed skills-building
programmes by HRDF

Employment services by
JobsMalaysia

Wage incentives by MOHR

| Temporary hiring by public sector

(contract)

Self-employment support &
training by various ministries

Note: List of programmes is not exhaustive
Source: Adapted from World Bank (2020c)

19 Cited in Abdul Rahman Abdul Aziz (2014)
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Social assistance refers to non-contributory programmes that require no direct contribution from
beneficiaries (or their employers), as they are instead publicly funded through taxes or other
government revenues20. Meanwhile, social insurance mainly encompasses contributory schemes that
work through an insurance mechanism, entailing contributions by beneficiaries and the notion of a
guarantee, where benefits are paid exclusively to those persons affected by the occurrence of clearly-
defined contingencies. Alongside social insurance schemes are employer-liability schemes that are
likewise backed by legislation or contract law, where the costs of provisions are borne by employers.
Lastly, there are also active labour market programmes, which are designed to promote economic
participation and have been key given the emerging developmental aspects of social protection.

In Malaysia, social assistance schemes include a wide range of programmes administered and funded
by various federal government agencies, state governments and non-governmental organisations
(NGOs). For federal programmes, the largest social assistance scheme in more recent years is
Bantuan Rakyat 1 Malaysia (BR1M), an unconditional cash transfer programme for households in the
bottom 40% of the income distribution (B40) introduced in 2012. BR1M has since been revised and
rebranded as Bantuan Sara Hidup (BSH) in 2018 and later as Bantuan Prihatin Rakyat (BPR) for 2021.
In addition, there are also various welfare benefits and services provided by the Department of Social
Welfare (Jabatan Kebajikan Masyarakat, JKM), primarily for specific vulnerable groups such as poor
families, poor elders and the disabled. There are also numerous education-related programmes
offered by the Ministry of Education (MOE) and various others to provide support, either in cash or
in-kind, to students in school. Subsidies have also been a key component of Malaysia's social
assistance, including consumption subsidies such as for fuel and food items. Fuel subsidies in
particular were the largest component of social assistance spending in Malaysia prior to its
rationalisation in the early 2010s and subsequent introduction of BR1M/BSH. Other types of
subsidies also exist as incentives for various actors across the production value chain, such as
agricultural input subsidies for fertiliser and seeds by the Ministry of Agriculture and Food Industries
(MAFI) and replanting incentives by Ministry of Rural Development (Kementerian Pembangunan
Luar Bandar, KPLB).

In terms of social insurance in Malaysia, these include various statutory schemes provided by several
government agencies?!. For old-age income security, there is the Employees Provident Fund (EPF)
retirement savings scheme, which is a contributory scheme that is compulsory for private sector and
non-pensionable public sector employees?2. EPF enrolment is also available for the self-employed,
workers in the informal sector, foreign workers and unpaid homemakers, but at a voluntary basis.
For the public sector, employees who opt for the government pension scheme are entitled to the non-
contributory pension upon retirement. Essentially, this scheme is a ‘pay as you go’ system that is
financed annually from government revenue. Given the issues of its sustainability, the Public Service
Pension Fund (Kumpulan Wang Persaraan, KWAP) was established to work towards financing the
pension liability. Lastly, there is also the Armed Forces Board Fund (Lembaga Tabung Angkatan
Tentera, LTAT) for the Malaysian Armed Forces, which is a compulsory contributory scheme.

20 [n Malaysia, fiscal guidelines require that operating expenditure (which includes subsidies and social assistance) be financed by revenue,
whilst borrowings are only for development expenditure. Source: MOF (2018)

21 For greater detail on the existing social insurance and legislated provisions for the working age and older adults, including their
limitations, refer to Chapter 4 and Chapter 5, respectively.

22 EPF (2016b), EPF (2018)
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For working-age related risks, the Social Security Organisation (SOCSO) provides protection in the
form of cash benefits against unemployment, work injury, invalidity/disability, survivorship,
sickness and medical care?3. Registration with SOCSO is compulsory for employees as classified under
the Employees Social Security Act 1969, and voluntary for the self-employed under the Self-
employment Social Security Act 2017 (except for the passenger transport sector where workers need
to be registered with SOCSO to apply for an e-hailing license). Employer-liability schemes, whilst not
considered as social insurance, are placed under the same pillar as they are similarly back by
legislation and operate under the notion of a guarantee given the occurrence of a risk. They are
provided for formal and public sector employees, and include paid leave for sickness and maternity,
entitling them to their full salaries paid by their employers.

In the third category of social protection initiatives in Malaysia, active labour market programmes
encompass various training and entrepreneurial programmes, provided by agencies such the Human
Resource Development Fund (HRDF) and other ministries such as the Ministry of Youth and Sports
(Kementerian Belia dan Sukan, KBS), the Ministry of Human Resource (MOHR) and the Ministry of
Higher Education (MOHE). Other measures also exist, some of which can be categorised as social
assistance (particularly in Malaysia’s fiscal item classification), with schemes such as MAFI’s input
subsidies and incentives for farmers.

2.2 Overarching Issues and Challenges

2.2.1. Social insurance and legislated provisions

Given the multiplicity of social protection initiatives in Malaysia, it is important to recognise that
legislative frameworks are essential in anchoring social protection systems in human rights2+. In
Malaysia, these legislations are primarily limited to contributory social insurance schemes and other
employer-liability provisions afforded by labour and contract laws.

However, among these statutory provisions, coverage is limited in terms of the scope of risks covered,
the extent of the population protected and the adequacy of benefits provided. The existing legislated
provisions in Malaysia for each of the major branches of social protection risks areas, as prescribed
by ILO Convention No. 102, are outlined in Table 2.1.

Incomplete protection against core risks

The first notable limitation of statutory social protection in Malaysia is the lack of any provision of
benefits for child and family risks. This results in families and children having to seek social
assistance measures without any legal foundation, namely from government bodies or NGOs, but
these available schemes are only means-tested and intended for the low-income population. The lack
of any legal or universal social protection provision for children in Malaysia implies a limited
upholding of children’s entitlements, as the United Nations Convention on the Rights of the Child
(UNCRC) has recognised children’s rights to social security. Further issues related to social protection
for children are discussed in Chapter 3.

2350CS0 (n.d.-g)
24110 (2017d)
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Table 2.1: Statutory social protection schemes in Malaysia, by risk

Risk Statutory provisions

1. Child & family Not available
2. Maternity Employment Act 1955
3.  Unemployment Employment Act 1955, Employment Insurance System Act 2017

Employee’s Social Security Act (ESSA) 1969, Self-employment Social Security Act

4. Employment injury (SESSA) 2017, Workmen Compensation Act 1952

Disability/invalidity ESSA 1969, SESSA 2017
6. Survival/death ESSA 1969, SESSA 2017
7. Old age EPF Act 1'99'1, KWAE’ Act 2007, Tabung Apgkatan Tentera Act 1973, Article 147 of
the Constitution, Capital Markets and Services Act 2007
8. Sickness ESSA 1969, SESSA 2017, Employment Act 1955
9. Medical care Fees Act 1951

Note: While civil servants are not covered by the Employment Act 1955, they have similar protection for work-related injury under the Ex-
Gratia Bencana Kerja scheme. The Fees Act 1951 outlines that public healthcare fees for Malaysian citizens are subsidised
Source: KRI compilation

Limited population coverage and inadequacy

There also population coverage gaps within other risk areas faced by the working-age and old-age
population, despite the existence of some legal provisions. These are discussed in length in
subsequent chapters (see Chapter 4 and Chapter 5) but generally this is because the schemes are
limited to labour law provisions, catering primarily to those in standard employment arrangements.
The limited legal scope thus has large implications on the effective coverage of social protection, as
many are then left legally excluded and unprotected. This includes those who do not participate in
the labour force such as homemakers, as well as many workers who are self-employed and in the
informal sector. While new schemes have been established for self-employed workers, they remain
undersubscribed?5 due to issues such as limited awareness, lack of financial capability to contribute,
and perhaps because it is only compulsory for those in the passenger transportation sector, while
protection against certain risks such as unemployment are not provided.

There are also further ramifications for workers depending on whether they are employed in the
private or public sector, or even with the Malaysian Armed Forces, as each sector entails unique old-
age retirement provisions. Overall, these characteristics have implications on the portability and
cohesiveness of social protection, as workers can transition between different sectors—especially in
the current everchanging nature of work of increasing informality?2¢. This also limits the adequacy of
social protection, most notably with old-age retirement savings?’—and this is further reinforced by
lacking to non-existing supplementary contribution from government revenue to ensure greater
adequacy?s.

25 The Star (2021a), The Star (2020b), TMR (2020b)

26 KRI (2020b)

27 EPF (2020), World Bank (2020c), KRI (2016)

28 Top-up contributions from government are available for EPF retirement savings under the i-Suri and i-Saraan scheme, offering up to
RM480 per year for housewives under i-Suri and RM250 per year for self-employed workers under i-Saraan. For employment injury risks
to date, SOCSO has recently introduced subsidised contributions for one year for delivery riders under SESSA 2017.
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2.2.2. Social assistance and subsidies

The number of schemes have proliferated but value of assistance is increasingly spread thin

While social insurance and legislated provisions in Malaysia remain limited, various social assistance
programmes and subsidies exist primarily for the needs of the poor and low-income population. In
this respect, it can be argued that there has been an overreliance on social assistance mechanisms.
However, the landscape of social assistance is not without its challenges, as it remains fragmented
and limited in its coverage and adequacy of benefits.

By 2020, the number of federal social assistance and subsidy programmes increased to 137 from 95
in 2012 (Figure 2.2)29. This is before even accounting for the various new ad-hoc schemes introduced
in 2020 and 2021 to combat the socio-economic effects of Covid-19. Despite this proliferation, the
total spending had not increased and instead dropped after a peakin 2012 (Figure 2.3).

Figure 2.2: Number of social assistance Figure 2.3: Fiscal spending on social assistance, 2012
programmes, 2012 — 2020 —2020
140 RM50b
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120
137 40
TOTAL
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80 30
exc. fuel
subsid
60 20 Yy
40 exc. fuel subsidy
& BR1M/BSH
10
20
0 T 0

2012 2013 2014 2015 2016 2017 2018 2019 2020 2012 2013 2014 2015 2016 2017 2018 2019 2020

Note: The above refers to federal government programmes and excludes programmes under the Covid-19 stimulus packages
Source: MOF (2021a), KRI calculations

Given that fuel subsidies made up a large portion of overall spending, the decrease in total spending
was due to the rationalisation of fuel subsidies on the back of high oil prices in 2012. While BR1M
was introduced in 2014 to counteract the rationalisation of fuel subsidies and its effects on cost of
living, total spending had not returned to 2012 to 2014 levels, remaining at low levels relative to most
upper-middle income countries and even the average for low-income countries3?. In fact, spending
for programmes other than fuel subsidies and BR1M/BSH remained largely the same as far as 2008
despite the increasing number of programmes.

29 Only federal programmes that have incurred fiscal expenditures for a given year are counted. These programmes are all classified under
subsidies and social assistance by MOF and may not necessarily fit under all definitions of social protection as exemplified in Box 1.1. The
number of programmes should be taken as an estimate given that a few programmes are grouped together and counted as one for certain
years in the dataset. See Choong and Adam Firouz (2020) for the list of subsidy and social programmes from 2006 to 2018 as an illustration
of what types of schemes are available in Malaysia.

30 World Bank (2021a)
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The proliferation of programmes that is not accompanied with greater spending suggests greater
fragmentation, diseconomies of scale and overlaps between programmes. This is compounded by the
fact that these programmes are administered by various ministries and agencies (Figure 2.4). Among
the ministries with the largest allocations are the Ministry of Finance (MOF) with its administration
of BR1IM/BSH and fuel subsidies, the MOE with various education-related assistance and the KPLB.

Figure 2.4: Fiscal spending on social assistance, by programme and ministry, 2020

Total spending = RM25.5b
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Note: The above refers to federal government programmes and excludes programmes under the Covid-19 stimulus packages
Source: MOF (2021a), KRI calculations

Fragmentation of schemes driven by overly narrow targeting approaches...

Furthermore, many programmes incur very little fiscal expenditures as a reflection of their very
specific target groups and objectives, as illustrated further in Figure 2.5. For example, among welfare
assistance alone, different schemes exist for different target groups such as poor families, disabled
persons and the indigenous population. For each of these target groups, there exist further various
separate schemes for very unique types of assistance and mechanisms, such as for food baskets,
school bus transportation, school feeding and so forth.
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Figure 2.5: Fiscal spending on social assistance, by programme and category, 2020

Total spending = RM25.5b
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Few programmes are truly universal as only 5% of all programmes (about 7 programmes) in 2020
did not entail specific targeting mechanisms (Figure 2.6)—these comprise mainly of untargeted
consumption and transport subsidies. The majority of programmes combine multiple forms of
targeting and means-tests, in line with the government’s main approach of providing assistance to
only those they deem to be in need, a dominant approach ever since Malaysia’s independence. Among
the targeting mechanisms, most are intended to benefit specific age or life cycle groups, followed by
specific occupational groups (including students)3!. Fewer programmes entail income thresholds,
but these programmes incurred much higher spending relative to how many they are, attributed
largely to BR1M/BSH. This is in contrast with targeting by life cycle or occupation, which comprise a
high portion of the number of all programmes but relatively less of overall total spending.

31 See Choong and Adam Firouz (2020) for a detailed explanation on how social assistance programmes are classified according to their
targeting mechanisms.
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Figure 2.6: Share of number of programmes and fiscal spending on social assistance from their respective
total, by targeting mechanism, 2020

® Number of programmes ~ ® Spending

100%

80

60

40

20
5.1

16.7

By income By life cycle By occupation By ethnicity By location By other category NA (Universal)

Note: The percentages do not add up to 100% given that programmes combine multiple forms of targeting. The above refers to federal
government programmes and excludes programmes under the Covid-19 stimulus packages
Source: MOF (2021a), KRI calculations

...limiting adequacy of protection and worsening administrative burden

While incorporating targeting mechanisms for social assistance may be justified on the basis of
prioritising groups who need help most in view of limited fiscal space, this practice can place undue
administrative costs and further limit population coverage, missing out even the vulnerable and in
need32, Furthermore, with the proliferation of programmes in Malaysia that are mostly narrowly
targeted and without a commensurate increase in spending, these trends have indirect implications
on the adequacy of benefits provided by existing programmes. For social assistance at the aggregate
level, the average monthly social transfer amounted to only just RM34 per person in the bottom 20%
of households in 201633. Low benefit levels in turn translate to modest impacts on poverty and
inequality reduction3+.

Low spending and adequacy are further seen across the different target groups. Between the life cycle
groups3®, most programmes in 2020 were targeted to children and the working age, but these
programmes comprised a smaller portion of total spending, comparable to spending for programmes
for youth (Figure 2.7). Meanwhile, programmes for elders were far fewer in number and in spending.
Nonetheless, spending levels across all life cycle groups is shown to be low given that spending levels
for each group in 2020 had remained comparable or even less than the years prior (Figure 2.9), even
though the number of programmes grew (Figure 2.8). This further illustrates the extent of increasing
diseconomies of scale and fragmentation.

32 Michael, Ingrid, and Kenneth (2006)

33 World Bank (2021a)

3¢ World Bank (2021a), Choong and Adam Firouz (2020)

35 Classifying programmes by life cycle target is based on a loose demarcation not subject to specific age ranges. This is because most
schemes do not impose specific age limits for eligibility but naturally intend to assist certain age groups through categorical targeting (e.g.
programmes for primary school students imply targeting children). Generally, programmes for children have been defined as schemes for
individuals in secondary schools and below, while youth programmes are for individuals in post-secondary education and those
transitioning to or in their early years of employment. Working-age programmes are for any individuals in employment. Lastly, old-age
programmes are those that address old-age risks and assist those past working life.
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Figure 2.7: Share of number of programmes and fiscal spending on social assistance from their respective
total, by life cycle target, 2020
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Note: The percentages do not add up to 100% given that some programmes target more than one age group. The above refers to federal
government programmes and excludes programmes under the Covid-19 stimulus packages
Source: MOF (2021a), KRI calculations

Figure 2.8: Number of social assistance Figure 2.9: Fiscal spending on social assistance, by
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The coverage and adequacy for such life cycle groups are further limited seeing that many of these
programmes are targeted further narrowly, as they combine additional targeting mechanisms and
eligibility criteria such as income. This is particularly true for programmes intended for children and
elders, as more than half of total spending for these two groups in 2020 were meant for specific
income groups. For the working age, while the majority of programmes for this group have not
entailed specific income requirements, these programmes instead target specific occupational
groups typically deemed as vulnerable, such as agricultural workers who tend to occupy the lower
income brackets in Malaysia. Adding to the complexity and burden of administration is the fact that
many of these programmes in turn have specific objectives, mechanisms and conditions, rather than
being provided as general unconditional cash transfers.
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For children, the bulk of assistance has largely been for education-related purposes (Figure 2.10)—
with some programmes even meant for children in specific educational institutions. The largest
allocation has been attributed to MOE by a considerable margin. However, provisions for children’s
education are also made by KPLB and by others, such as Ministry of Defence (MINDEF) with schemes
that benefit the children of veterans—illustrating some potential overlaps in schemes for children
between the various ministries.

Furthermore, it can be seen that the multitude of schemes have varying transfer mechanisms (be it
via grants, subsidies, direct cash or in-kind transfers) and target specific children groups (e.g.
children in boarding schools, disabled children, poor children, etc.). Despite this proliferation that
likely places undue administrative burden, general child benefits as recommended by the ILO under
Convention No. 102 is lacking while care service provisions are also limited. The existing provisions,
namely those provided by JKM36, cater only to poor households, such Bantuan Kanak-kanak (BKK).
The scheme (with an allocation of just RM192.7 million) benefited only 62,000 families in 2020,
which is less than 1% of total Malaysian households, with an average monthly benefit of RM255 per
household3”. Thus, current provisions are limited and have arguably also not been facilitative in
expanding the care sector—a raising concern given the increasing burden of care needs in dual-
earner households38, along with other pressing issues related to children in Malaysia such as
malnutrition3°.

For the working age, a high number of schemes also exist, many of which intend to benefit specific
workers in certain jobs (Figure 2.11). For example, while MAFI had the largest allocation in 2020 with
their agricultural subsidies and incentives, similar schemes are also provided by Ministry of
Plantation Industries and Commodities (MPIC) and the KPLB, thus exemplifying the fragmentation
and overlaps of Malaysia social assistance for the working age.

For elders, Bantuan Warga Emas (BWE) by JKM is the programme with the highest allocation, at
RM600 million in 2020 (Figure 2.12), but it is intended only for elders under the poverty line. In 2020,
just less than 4% of old-aged individuals (aged 60 years and above) were recipients of the scheme,
receiving a monthly amount of RM35040. It is further concerning that other social assistance schemes
entail additional targeting/eligibility requirements other than income, such as retirees from specific
occupations from the public sector, with many having little to do with ensuring sufficient old-age
income for the general population. This is concerning given that old-age savings remain inadequate
for many in Malaysia%!.

36 JKM is under the Ministry of Women, Family and Community Development (Kementerian Pembangunan Wanita, Keluarga dan
Masyarakat, KPWKM)

37 MOF (2021a). This is based on an assistance value RM100 per child or a maximum of RM450 per family. However, Budget 2021 increased
the value of assistance to RM150 per child aged seven to 18 years and RM200 per child aged six years and below, or a maximum of RM 1,000
per family. The number of expected beneficiaries is also expected to increase considerably, although still limited to families below the
poverty line. These changes follow the revision in the PLI measure. Source: PMO (2020)

38 KRI (2019)

39 Jarud Romadan Khalidi and Tan Zhai Gen (2020)

40 MOF (2021a)

41 See Chapter 5 for further discussion on issues related to old-age social protection.
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Figure 2.10: Fiscal spending on social assistance for children, by programme and ministry, 2020
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Figure 2.11: Fiscal spending on social assistance for working age, by programme and ministry, 2020
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Figure 2.12: Fiscal spending on social assistance for old age, by programme and ministry, 2020
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In terms of how social assistance is distributed between different income groups, schemes can
broadly be categorised as targeting two income groups: those in poverty as defined by the poverty
line income (PLI) and those in the B40. The B40 group is a fairly recent target in Malaysia’s social
assistance landscape, introduced as a much wider target relative to households in poverty. This came
with the introduction of BR1M as an attempt to minimise the increased cost of living pressures
following fuel subsidy rationalisation. The maximum household income threshold for assistance to the
B40 is commonly set at around RM4,00042. Meanwhile, though the PLI was updated in mid-2020
thereby increasing the average value to RM2,208 in 2019 from RM980 in 201643, social assistance
schemes in 2020 continued to use the older PLI for eligibility** The new PLI has only been
operationalised by programmes starting in 2021.

Overall, there are a higher number of programmes targeting those in poverty than those in the B40,
but these programmes incurred a smaller share of total spending in 2020 (Figure 2.13). In
comparison, programmes targeted for the B40 incurred a much higher share of total spending
relative to how many B40 programmes existed in 2020—attributed largely by BR1M/BSH. It was also
higher relative to programmes targeting households in poverty—Ilargely a given considering that the
target group is larger by a multiple of one hundred, from about 0.4% of Malaysian households (the
2016 poverty rate using the previous methodology*s) to 40%.

42 This threshold has been used by programmes such as BR1M (starting in 2015) and BSH (in 2018 to 2020). However, the threshold for
the B40 gross household income in 2019 was RM4,850, based on official statistics (DOS (2020a)). Nonetheless, BPR has increased its
eligibility threshold to RM5,000.

43 DOS (2020a)

4+ MOF (2021a)

45 DOS (2020a)
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Figure 2.13: Share of number of programmes and fiscal spending on social assistance from their respective
total, by income group target, 2020
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However, the historical trend of spending suggests that there is a need for greater spending to
increase the adequacy of assistance, considering that the number of programmes for both income
groups is overall higher in 2020 than in 2012 (Figure 2.14). For programmes targeting those in
poverty, spending had remained stagnant largely because of the use of the old PLI that long needed
an update in line with Malaysia’s increasing living standards (Figure 2.15).

Figure 2.14: Number of social assistance Figure 2.15: Fiscal spending on social assistance, by
programmes, by income group target, 2006 — 2020 income group target, 2006 — 2020
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that target the B40 may have targeted those in poverty in prior years. Therefore, the number of B40 programmes in the earlier years shown
may be lower. Note: Data shown refers to federal government programmes and excludes programmes under the Covid-19 stimulus
packages.

Source: MOF (2021a), KRI calculations
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Meanwhile, spending for B40 programmes ballooned from RM1.4 billion in 2013 to RM6.2 billion in
2014 following the introduction of BR1M, and continued to increase up to RM8.5 billion in 2017 after
the subsequent BR1M enhancements. However, spending dropped in the following years when BR1M
was revised as BSH. Nonetheless, taken together, total spending for the lower income is indeed higher
in 2020 than in 2012 with the introduction of B40 programmes, and is arguably a step closer towards
greater population coverage as it moved beyond targeting only those in poverty. However, the
adequacy of benefits remains limited as highlighted earlier, as is in part due to the increase in
spending not being entirely proportionate to the increase in population coverage. While the shift
from targeting poverty to the B40 implied an increase in coverage of about one hundred times,
spending in total for income targeted programmes only went from RM2.84 billion in 2012 to RM8.4
billion in 2014 after BR1M was introduced—an increase of under three times.

Other issues also remain. Whilst the two income groups are the main categories of groups targeted
within the income distribution, there is no standardised income targeting mechanism and procedure
in practicet. This includes differences in data registries (i.e. eBantuan by JKM, eKasih by the
Implementation Coordination Unit under the Prime Minister’s Department (ICU PMD) and
BR1M/BSH registry by MOF /Inland Revenue Board (Lembaga Hasil Dalam Negeri, LHDN)). There are
also differences in the unit of targeting (i.e. household or individual), and eligibility verification
methods#’. There is also the lack of further adjustment to account for different household sizes. These
issues reduce the equity and efficiency of Malaysia’s social assistance programmes. Nonetheless,
whatever the practices of income targeting are in Malaysia, there will be inevitable issues with
income targeting, which puts a case for a more universal approach to social protection (see Box 2.1).

Box 2.1: Pitfalls of narrow poverty targeting

Against fiscal constraints, policies in Malaysia have strived to aid only the “deserving” poor.
Despite the usefulness of poverty measures to understand the prevalence of poverty, standards
used to measure poverty can be minimally defined such that they become obsolete over time and
fall behind reasonable standards. Furthermore, they are extremely sensitive to subjective
decisions in formulating the thresholds.

Thus, whatever the PLI is in Malaysia, households above the PLI may still be vulnerable, without
income security nor decent living. In 2019, the official poverty rate was 5.6%, based on the 2019
revised methodology with an average household PLI of RM2,208 per month. However, relative
poverty (defined as half the median income) is considerably higher at 16.9%, even though the
relative poverty line is only RM728 higher at RM2,936. This exemplifies how many households
are living just above the official absolute poverty line, prone to poverty if income shocks are to
occur, such as losing a job or accidents.

46 World Bank (2020c)

47 For eKasih, eligibility is determined based on a questionnaire administered periodically. For BR1M /BSH, self-declaration and cross-
validation against other databases is used. For eBantuan, a separate applicant questionnaire collects detailed information and home visits
and other verification procedures are undertaken when eligibility is uncertain. Source: World Bank (2020c)
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In recent years, the focus of welfare policies has shifted to the B40. However, the choice of the
40% cut-off point that delineates one as eligible to aid is even more arbitrary. A study by KRI on
Malaysian household consumption*8 found that the bottom 20% of households are barely able to
meet their basic needs, while only the top 30% exhibit some aspirational traits of more diverse
‘middle-class’ consumption. Households in the 50% middle income group often face spending
constraints leading to various consumption trade-offs, especially if hit by unexpected
circumstances. The hardship of the bottom 20% of households and the modest consumption of
the middle 50% suggest that government welfare policies matter to at least the bottom 70%
(B70), well beyond just the B40 and those living under the PLI.

2.3 Towards an Inclusive and Cohesive Life Cycle Social Protection System

While social protection is still seen by many as relief for the poor9, poverty targeting alone is not
sufficient to guide social protection policies. Poverty may be temporary, recurrent or persistent over
longer periods. The relative and dynamic nature of poverty means that anyone can move in and out
of poverty over time. This implies high costs of administering effective and equitable welfare
programmes, a complication for a social protection paradigm that is fixated with a narrow targeting
approach. Narrow poverty-targeting is also prone to inclusion and exclusion errors and its limitations
often lead to failure in developing sustainable pre-emptive measures to prevent more from falling
through the cracks now and in the future. At the same time, the current social protection ecosystem
still fails to provide a basic floor for all including those in need.

It is imperative for Malaysia to gradually move from the charity-model (poverty targeting) into a
more inclusive model that is forward looking in preventing poverty and addressing vulnerability.
Instead of targeting poverty explicitly, we should shift our policy to a life cycle approach that is
embedded with poverty mitigating mechanisms. The life cycle approach acknowledges that
individuals are constantly exposed to various types of risks throughout their life span and the risks
may vary from one phase of life to another. The risks can be idiosyncratic—occurring at an individual
or community level (e.g. work injury, death of breadwinner); and/or systematic—affecting many
communities or countries (e.g. pandemic, earthquake, flood). External factors stemming from
economic and social development such as demographic and climate changes, economic crisis and
social conflicts also can result in greater insecurity and vulnerability, potentially pushing people into
poverty at any phase of their lives.

48 Hawati Abdul Hamid, Ho, and Suraya Ismail (2019)
49 Barrientos and Hulme (2008), World Bank (2015)
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Furthermore, individuals’ lives do not always follow a linear path of events: birth - education >
work = marriage - family - retirement - death. Instead, life events can be cyclical in nature with
education, work and family potentially re-occurring a few times throughout one’s life. Some
individuals could return to education after being retrenched; marry, divorce or re-start another
family later in life. Some do not marry and never have children, or marry but never join the workforce.
Longer life expectancies have made elders continue to work beyond mandatory retirement age either
for subsistence or out of own willingness. Vulnerability can be perpetuated throughout the life phases
with the condition in the earlier phases serving as a strong predictor of a person’s standing in
following phases. In the context of family life, there can also be a link between the economic standing
of parents (breadwinners) and children’s life outcomes, with implications on intergenerational social
mobility.

The above instances demonstrate the role of social protection that targets core risk areas such as
disability, sickness, unemployment, childhood and old age, hence ensuring everyone is able to
overcome any catastrophic threats they may face throughout their lifetime. During childhood, social
protection plays a key role as investment to advance every child’s potential by providing the
conditions and capabilities to live a decent life. This investment prepares children to undertake
productive work when they reach working age, rather than trying to address their problems
reactively in later stage. Examples include maternity, nutritional and health protections, child benefit
and care allowance, and education.

During the working age, social protection has multiple functions in promoting decent work for all
workers regardless in the formal or informal economy. According to the ILO’s Decent Work Agendas?,
this entails opportunities for work that is productive and delivers a fair income, security in the
workplace and social protection for families, better prospects for personal development and social
integration, freedom for people to express their concerns, organise and participate in the decisions
that affect their lives and equality of opportunity and treatment for all women and men. Examples
include benefits for training, unemployment, injury and invalidity.

During old age, the critical function of social protection is to allow elders to live in dignity with at
leasta guaranteed basic income and/or access to essential goods and services, including food, shelter,
health and care. At the same time, social protection such as survivor benefits serves to lessen the
consequences of breadwinner death on survivors and dependents.

While Figure 2.16 depicts many life cycle risks and social protection needs at each stage of life,
existing international frameworks discussed in Box 1.1 provide guidance and a valid policy roadmap
to narrow things down. Given the proliferation of programmes of which many are small and narrowly
targeted, there is room for consolidation and greater coordination for social protection system in
Malaysia to be transformative.

50 L0 (2002)
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Figure 2.16: Life cycle risks and social protection needs
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Additional for fetus/infant Additional for women

e Immunisation and healthcare o Maternity leave and care

e Medical care and
nutrition during
pregnancy

Source: Adapted from Kidd et al. (2016)

While not all social assistance programmes necessarily have to be replaced in the short term, holistic
assessments are needed to phase out or improve existing programmes, including on addressing how
they can be better coordinated among implementing agencies but also with social insurance
programmes. In the meantime, core schemes that target major life cycle risks can be introduced as
social protection floors and these are explored in the subsequent chapters.
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CHAPTER 3
ESTABLISHING UNIVERSAL BASIC INCOME FOR CHILDREN

The best investment we can make is in childhood. It’s an investment that yields remarkable results—not
only in the lives of the world’s children, especially those who are most vulnerable, but for the future we
all share.

Save the Children (n.d.)

3.1 Introduction

Childhood is an important stage of one’s life51. It is the period when foundational capabilities—from
cognitive and linguistic gains to progress in emotional, moral and social capacities52—are developed.
Unquestionably, the foundation laid has profound effects on children’s development and their
outcomes in adulthood.

Given the importance of this stage in life, this chapter presents arguments on why social security is
essential in protecting children and promoting children’s development. The chapter begins by
discussing the rights of children to social security, followed by a situational analysis of the state of
Malaysia’s children and a review of child-related assistance in Malaysia. Based on the findings, this
chapter proposes establishing universal basic income for children to create a social protection floor
from the start of life.

3.2 The Rights of Children to Social Security

Children make up a significant portion of the Malaysian population. In 2021, children—defined as
individuals aged under 1853—made up an estimated 28% of the population, or 9.2 million peoples+.
The number of children has increased around 1.4 times in the last five decades but is expected to
decline in the next few yearsss. In fact, the share of children has been declining since 1970—when it
was 51% of total population—and forecasted to shrink to 20% in 205056. Regardless of this expected
decline in size, children will remain a key demographic group within the social protection system
owing to children’s rights.

51 For the purposes of this report, we do not distinguish between the different periods in childhood and their relative importance in child
development. For example, the most crucial period for development is the first 1,000 days i.e. from conception to the second birthday. This
is not to dismiss the importance of later childhood periods as research suggests that these periods present a second window of opportunity
to make up for growth deficits suffered in early childhood. Source: UNICEF (2019b), Samson, Fajth, and Francgois (2016)

52 UNICEF (2019b)

53 This is as defined in the United Nations Convention on the Rights of the Child. This definition is in line with Malaysia’s Children and Young
Persons (Employment) Act 1966 (Act 350) although the Act distinguishes children from young adults, with the former being persons aged
under 15 and the latter being persons aged 15 to 17. Source: UNICEF (n.d.-b), GOM (1966)

54 UN (2019b), KRI calculations

55 UN (2019b), KRI calculations

56 UN (2019b), KRI calculations
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Children have basic universal human rights and child-specific rights that recognise children’s needs
and vulnerabilities. The United Nations Convention on the Rights of the Child (UNCRC), an
international human rights treaty, recognises children’s rights regardless of ability, ethnicity and
religion. It sets out the civil, cultural, economic, political and social rights of children and establishes
children’s right to:

e special assistance and protection;

e essential services such as education and healthcare;

e develop their abilities and talents to their utmost potential;

e grow up in a happy, loving and understanding environment; and
e know children’s rights and empowered to achieve them5.

Of the 54 articles listed in the UNCRCS8, two articles especially relevant in the context of this report
are:

1. Article 26 (1) which recognises children’s right to benefit from social security; and
2. Article 27 (1) which recognises children’s right to an adequate standard of living for physical,
mental, moral, social and spiritual development.

The ILO’s Social Security (Minimum Standards) Convention, 1952 (No. 102) complements the
protection of these rights by setting minimum standards of social security through child benefits i.e.
regular resource transfers either in cash, in-kind or a combination of both. The fundamental objective
of child benefits is to ensure the welfare of children and the economic stability of their families>°.

Recognising children’s rights and implementing measures to protect their welfare are imperative
because children are disproportionately affected by poverty which creates a major barrier to child
development. Despite making up only one-third of the global population, almost half of poor persons
worldwide are children®. While already alarming, monetary measures of poverty alone do not fully
reflect deprivations children face. Based on the 2020 Global Multidimensional Poverty Index (MPI)—
an index that identifies deprivations in education, health and standard of living—children were more
likely to be deprived in these dimensions compared to adultss!.

Not only do poverty and deprivations result in immediate negative consequences such as poor
education and nutrition but also long-term implications in cognitive and social development,
educational attainment, earnings, health and productivity®? If a person’s potential is curtailed during
childhood, productivity in adulthood will likely be weakened and a nation’s talent pool is
compromised, resulting in reduced economic prosperityé3. Thus, protecting children’s well-being is
also in the interest of the community at large.

57 UNICEF (n.d.-b)

58 Refer to UN General Assembly (1989) to read the articles.
591LO (2017d)

60 UNICEF (n.d.-b)

61 OPHI and UNDP (2020)

62 Bastagli et al. (2016).

63 OPHI and UNDP (2020)
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As Malaysia becomes an aged nation (explained in further detail in Chapter 5), ensuring our children
are protected and grow up in a conducive environment have never been more urgent as our children
will soon be the labour force, carers and supporters of society.

3.3 Overview of Child-specific Issues

Malaysia has made considerable progress in improving the lives of its people. The poverty rate has
fallen over the decades, from almost half of the population being poor in 1970 to just a little above
5% in 201964 Additionally, laudable improvements have been recorded in health and education.
Malaysians are now living longer, in line with the decrease in mortality observed in the past decades,
including child mortality®5. In 1957, over half of the population had no formal schooling®s. By 2016,
the percentage of the population with primary education was almost universal and close to 60% had
at least secondary education®’.

Despite this, gaps remain and more needs to be done for our children. Although Malaysia has low
childhood mortality rates at the national level, there have been persistent gaps across states. Negeri
Sembilan and Sabah, for example, registered much higher child mortality rates relative to other
states®8. Certain populations, particularly the poor, the disabled and those living in secluded areas,
still face monetary and physical barriers to basic education®. These macro trends indicate that the
state of our children can be improved. To show this further, the following outlines several challenges
faced by children in Malaysia.

3.3.1. Child poverty

Figure 3.1 shows the percentage of poor households for different household groups in 2019. About
8.7% of households with children live below the PLI70 compared to 5.6% for all households and 2.1%
for households without children?t.

One takeaway is that the poverty rate for households with children is higher than the rate for all
households and households without children, highlighting the higher risks of poverty faced by
children. The higher poverty rate among households with children support past findings that show
positive association between household size and the incidence of poverty’2. As household size
increases, so do the household’s basic needs and consumption and inadvertently, the PLIL. Thus, larger
households such as households with children must earn more to be considered non-poor compared
to smaller households without children.

64 The 1970 poverty rate is based on the 2004 methodology, while the 2019 rate is based on the 2019 methodology. The 2019 methodology
sets a higher PLI to better reflect current living standards. This can be seen when comparing the 2019 poverty rate based on the different
methodologies: the poverty rate based on the 2019 methodology is 5.6%, 28 times larger than the 0.2% rate based on the 2004
methodology. Source: DOS (2020a)

65 KRI (2020a)

66 MOE (2013)

67 Statistics are for persons aged 25 and above. Source: CEIC (n.d.)

68 KRI (2020a)

69 OHCHR (2019), UNICEF (2019a)

70 DOS (2021b), KRI calculations

71 At the time of writing, the 2019 child poverty rate i.e. the number of poor children divided by the total number of children, was not
available. Readers can refer to Redmond et al. (2016) for past statistics on child poverty but the authors used the PLI based on the 2004
methodology. Thus, the statistics in Redmond et al. (2016) are not comparable to Figure 3.1 and Figure 3.2.

72 Redmond et al. (2016)
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Related to this argument is children’s (rightful) prohibition from work and their dependency on
others to fulfil their needs. By law, children in Malaysia are generally prohibited from working until
the age of 1573, must attend at least primary education’4 and thus, have limited capacity to contribute
to their household’s income security and move out of poverty’s. In contrast, most adults and older
persons are at least in principle entitled to work.

The poverty rate is sensitive to the poverty threshold used. As the official PLI has been criticised for
being too low and may not accurately reflect household needs, Figure 3.2 shows the poverty rate
based on different PLI thresholds. For instance, if the PLI is doubled, the poverty rate among
households with children increases 4.6 times from below 9% to almost 40%, indicating the high
vulnerability of households with children. In other words, a significant number of households with
children are prone to fall into poverty despite not being classified as poor by the official poverty
measure.

Figure 3.1: Poverty rate, by household type, 2019 Figure 3.2: Share of households with children that
earn below PLI, by alternative PLI measure, 2019
10% 50%
8 40
6 30
4 20
2 10
0 0

All households Households Households PLI PLI x 1.5 PLI x 2
without children with children

Note: Children refer to persons aged under 18. PLI is based on the Note: Children refer to persons aged under 18. PLI is based on 2019
2019 methodology methodology
Source: DOS (2021b), KRI calculations Source: DOS (2021b), KRI calculations

Note that the figures presented thus far have not considered the effects of the Covid-19 pandemic.
With rising unemployment and underemployment, and other issues amidst the pandemic, poverty
has exacerbated with the national poverty rate increasing from 5.6% in 2019 to 8.4% in 202076. The
same is true for child poverty.

73 Children may be employed in work which poses no threat to the child’s health, mental or physical capacities and allows the child to
attend school. Source: GOM (1966)

74+ MOE (2013)

75 Even without these regulations, the significance of education in social mobility makes schooling a major long-term investment to move
out of poverty over child labour. Source: Muhammed Abdul Khalid et al. (2017)

76 Bernama (2021a)
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Figure 3.3 charts 11 non-monetary indicators reflective of a person’s standard of living, their
education and access to healthcare. In 2014, almost one-third of children lived in homes where more
than two persons share a bedroom, 18% had no garbage collection, 17% had no flush toilet and 6%
had no piped water. 9% of children lived in households where all adults had at most nine years of
schooling (i.e. Form 3), 4% lived in households where all adults had no formal schooling and 2% lived
in households where at least one child aged 6 to 16 was not in school. For access to healthcare, 7% of
children lived in homes that were more than 5km away from the nearest public or private healthcare
centre.

Figure 3.3: Share of children, by non-monetary deprivation, 201477

More than 2 persons share a bedroom _ 30.6
No garbage collection _ 18.3
Adult(s) with less than 10 years of schooling - 9.4
>5km from nearest healthcare centre - 7.1
No access to water - 6.0
Adult(s) with no formal schooling - 43 W Living standard
. M Education
No motor vehicle . 3.7
H Health
Living quarters deteriorating . 3.4
Children not in school . 2.4
No telephone I 1.0
0% 10 20 30 40 50

Note: Children refer to persons aged under 18
Source: Redmond et al. (2016)

Importantly, the rates for 10 of the 11 non-monetary indicators were higher than the national child
poverty rate in 2014 of about 2%, emphasising the shortcoming of focusing solely on income when
understanding the status and extent of poverty.

77 At the time of writing, the 2019 statistics were not available.
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3.3.2. Child malnutrition

Despite significant progress in economic development, malnutrition remains a persistent issue
among children in Malaysia. Many children in Malaysia suffer from (1) undernutrition including
stunting (too short for their age), underweight (too light for their age) and wasting (too light for their
height); (2) micronutrient deficiencies or hidden hunger (a lack of important vitamins and minerals);
and (3) overweight and obesity (body mass index, BMI’8, too high for their age)—a phenomenon
referred to as the triple burden of malnutrition7”®.

Among children aged under 5, in 2019, about one in five were stunted, one in 10 underweight and
one in 10 wasted (Figure 3.4). At the opposite end of the spectrum, about one in 10 of children aged
5 - 17 were obese. Additionally, 15% of children aged 5 - 17 were overweight, meaning one-third of
our kids were either overweight or obese, ranking Malaysia the second highest child obesity rate
among the Association of Southeast Asian Nations (ASEAN) countries, behind Brunei8®. Except for
wasting, all indicators worsened from 2011.

Figure 3.4: Share of children with stunting, underweight, wasting and obesity, 2011 and 2019
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Note:

1.  Stunting, underweight and wasting rates are for children aged under 5 and obesity rates are for children aged 5 - 17

2. The nutritional status of children aged under 5 is defined using the WHO Growth Standard 2006. A child is considered stunted,
underweight and wasted if their height-for-age, weight-for-age and weight-for-height z-scores are more than two standard deviations
below the median of the reference population, respectively

3. The nutritional status of children aged 5 - 17 is defined using the WHO Growth Reference 2007. A child is considered obese if their
BMI-for-age z-score is more than three standard deviations above the median of the reference population

Source: IPH (2020)

Child malnutrition is not unique to the poor but cuts across income groups. For example, about 22%
and 17% of children in B40 and T20 households, respectively, were stunted (Figure 3.5). For obesity,
the rate for the B40 and T20 do not differ much, at 16% for the former and 18% for the latter. While
not comprehensive, these statistics support the arguments that there is much room for improving
our children’s well-being.

78 A person’s weight divided by the square of their height. It is used to assess a person’s nutritional status, categorising a person as
underweight, overweight or obese. Source: WHO (n.d.-a)

79 UNICEF (2019b)

80 WHO (n.d.-b)
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Figure 3.5: Share of children with stunting, underweight, wasting, overweight and obesity, by income group, 2019
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Note:

1.  Stunting, underweight and wasting rates are for children aged under 5, and overweight and obesity rates are for children aged 5-17

2. The nutritional status of children aged under 5 is defined using the WHO Growth Standard 2006. A child is considered stunted,
underweight and wasted if their height-for-age, weight-for-age and weight-for-height z-scores are more than two standard deviations
below the median of the reference population, respectively

3. The nutritional status of children aged 5 - 17 is defined using the WHO Growth Reference 2007. A child is considered overweight if
their BMI-for-age z-score is more than two but up to three standard deviations above the median of the reference population and
obese if their BMI-for-age z-score is more than three standard deviations above the median of the reference population

4.  Wasting rates for M40 and T20, and stunting rate for T20 have high relative standard error and should be interpreted with caution

Source: IPH (2020)

34 Brief Review of Child-related Assistance

As noted in Chapter 2, unlike employment-related risks and contingencies, Malaysia has no specific
legislation in the provision of social security for risks affecting children and their families. However,
this does not mean there are no programmes targeted at children. According to Choong and Adam
Firouz (2020), the number of social protection programmes were highest for children compared to
other age groups. Likewise, expenditure was highest for children too. The bulk of this expenditure
was allocated for grants and subsidies to public education, while the remaining was for numerous
small-scale programmes for subgroups of children (often children from low-income households)
addressing specific risks. This lack of legislative backing and “microised” or “projectised” approach
often resultin programmes that have weak institutionalisation, achieve narrow coverage and provide
low benefit levelssl.

Figure 2.10 in Chapter 2 shows this fragmentation; many programmes aimed at children are
implemented by multiple ministries and agencies with overlapping objectives and targeting several,
albeit sometimes similar, children subgroups. For example, most child-related programmes are
promotive measures administered by the MOE aimed at school-age children, although provisions are
also made by the KPLB and by other ministries and agencies, to an extent.

81 “Microised” or “projectised” approaches refer to the organisation and implementation of programmes as micro, short-term projects
rather than broad reforms. Programmes following the micro or project approach rely on donors and grants and are decentralised with
heavy involvement of the community and non-governmental organisations. Historically, these programmes have had mixed impacts on
poverty reduction. Source: Choong and Adam Firouz (2020), Tendler (2004)

34 KHAZANAH RESEARCH INSTITUTE



CHAPTER 3
ESTABLISHING UNIVERSAL BASIC INCOME FOR CHILDREN

Protective measures that provide reliefs through cash and in-kind transfers are largely means-tested
by design, targeting the poorest children and are mostly under the purview of KPWKM. An example
of protective social protection programmes for children under KPWKM include BKKS2. In this
poverty-targeted programme, families receive RM200 per child aged under 7 and RM150 per child
aged 7 - 18, with a maximum transfer of RM1,000 per months3.

BPR, the current cash transfer programme for low-income or B40 households (previously known as
BR1M/BSH), also has a child assistance element, although it should be noted that the objective of this
programme is not explicitly for ensuring children’s well-being84. In 2021, under the BPR programme,
households earning less than RM2,500 per month without children or with one child received
RM1,200 per year (or RM100 if translated into monthly basis). An additional amount of RM600 is
given if there are two or more children in the household (or an additional RM50 monthly)g5.

3.4.1. Under-coverage

The BPR programme captures more households through its targeting of B40 households, while
KPWKM means-tested programmes are narrower, focusing on a limited group of beneficiaries, often
poor children and/or families.

As data for BPR coverage are not available at the time of writing, we refer to coverage rates for its
predecessor BR1M as a close but imperfect proxy (Figure 3.6). In spite of BR1M’s generally high level
of coverage among its target group, there is exclusion error. 88.5% of B40 households were covered
by BR1M, meaning more than 10% of B40 households did not receive the aid despite being eligible.

Figure 3.6 shows 9.1% of B40 households were under at least one of the selected 10 programmes
under KPWKM. Even amongst households in the lowest income quintile, the B20, only a little above
10% of households were covereds8s

For BKK, its coverage and spending has been declining since 2013 (Figure 3.8). This may be due to
the decline in the poverty rate but the numbers still do not reflect the situation on the ground given
that the number of children enrolled into the programme, at 70,000 children in 2019, was far below
than the estimated 160,000 children living in poor households8?. Furthermore, it must be noted that
both BPR and KPWKM programmes typically do not take into account household size and
composition, important factors in determining poverty status and vulnerability. For example, if two
households earn a little over RM5,000 per month, they are not eligible for BPR. However, if one
household is a ten-person household, while the other is a two-person household, it is reasonable to
assume that the circumstances differ between the two households, despite having the same
household income. Adjusting for household size and composition, Hawati Abdul Hamid, Ho, and
Suraya Ismail (2019) regrouped households into the B40, M40 and T20 and found that about 20% of
household in the M40 (based on the rudimentary way of grouping households) show similar
vulnerabilities as the B40. This suggests that the exclusion error of these programmes is likely higher
than reported due to the outright exclusion of the non-B40 households.

82 While this programme targets families earning below their PLIs, it is unclear how this is practically implemented as a household’s PLI is
based on household composition and location. If one income threshold—such as the average PLI of RM2,208—is used to determine
eligibility, then it is likely that households which earn relatively high income but are below their respective PLIs are excluded.

8 JKM (n.d.-)

8¢ World Bank (2020b)

85 LHDN (2021a)

86 World Bank (2020b)

87 The number of children living in poor households is based on the 2004 methodology. Source: OHCHR (2019)

KHAZANAH RESEARCH INSTITUTE 35



CHAPTER 3
ESTABLISHING UNIVERSAL BASIC INCOME FOR CHILDREN

Additionally, the use of low-income targeting necessarily means the exclusion of most households
with children in Malaysia. Figure 3.7 shows that children are more likely to live in households from
higher income deciles. For example, around 36% of households in the bottom decile (D1) have
children versus more than 55% in the fifth to tenth deciles (D5 - D10). This conforms to statistics
showing that more than 60% of children in Malaysia live in non-B40 householdsss.

Figure 3.6: Share of B40 households receiving Figure 3.7: Share of households with children, by
BR1M and KPWKM assistance, 2016 income decile, 2019
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Note: 10 core social assistance programmes under KPWKM were Note: Income decile is based on gross household income
considered, including BKK Source: DOS (2021b), KRI calculations

Source: World Bank (2020b)

Figure 3.8: Number of recipients (left) and fiscal spending (right) on Bantuan Kanak-kanak, 2010 — 2019
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Malaysia’s social protection system does not have a core social security scheme which covers all
persons during childhood—an inherently vulnerable stage in life—but only social assistance
programmes for children who meet criteria to be considered poor and vulnerable. Unless their
breadwinners and caregivers are covered by social insurance schemes—which only around 40% of
working age persons are covered in any social insurance scheme as explained in Chapter 4—children
in households who fall into poverty have no social security to help cope with shocks.

88 DOS (2021b), KRI calculations
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Aside from coverage, the transfer amounts from these programmes have been argued for being
irregular and too little to make a difference®®. These programmes fail to establish a social protection
floor as they do not provide regular income streams. Establishing a scheme that provides benefits at
regular and predictable intervals while at the same time at a reasonably adequate level would
provide the security to ride out the life cycle risk during childhood.

3.4.2. The “missing middle”

Hitherto, the discussion has focused on social assistance for underprivileged children. However,
benefits also accrue to children in higher income households through tax reliefs for child-related
expenses. For 2019 and 2020 assessments for instance, parents and caregivers can claim tax refunds
for child dependents, expenses on breastfeeding equipment, childcare fees to registered childcare
centres or kindergartens and net deposit in Skim Simpanan Pendidikan Nasional (SSPN)90.

Summarising these programmes and benefits in Figure 3.9, child-related assistance in the form of
resources transfers tends to concentrate in the lower income groups, while children in higher income
groups benefit from child-related tax relief. Within this system, it is likely that children in middle-
income groups benefit the least or are left out entirely9L.

The PLI and B40 eligibility thresholds for social assistance programmes result in children in the
middle (right above the thresholds) being left out from receiving these benefits despite possibly
being vulnerable. This is a reflection of the downside in using household income-based thresholds
for targeting assistance programmes, especially for children. For example, the use of PLI to determine
the deserving poor can be sensitive to subjective judgements of what constitutes the basket of goods
representing the minimum standard of living. Additionally, the B40 demarcation is arbitrary and
does not consider household composition, economies of scale and economic disparities in different
geographical locations. According to Hawati Abdul Hamid, Ho, and Suraya Ismail (2019), when these
factors are considered, it was found that the living standard of households in non-B40 groups
(particularly the M50) was not significantly different from those in the upper segment of the B4092.

Furthermore, parents or carers in middle-income groups may not earn high enough to claim child-
related tax reliefs embedded in the income tax system, as demonstrated in the scenarios described in
Figure 3.9.

89 In 2016, the average monthly social transfers in Malaysia amounts to RM34 per person or 7.5% of per capita income for the B20. Source:
World Bank (2020b), OHCHR (2019)

9 LHDN (n.d.-c)

91 The minimum taxable annual income is above RM34,000 (after EPF deduction) or close to RM3,000 per month and intersects with BPR
income eligibility which is earning less than RM5,000 per month. However, a measly 16.5% of Malaysia’s workforce file income taxes
suggesting that a large majority of the workforce do not benefit from child-related tax reliefs. Source: LHDN (n.d.-b), MOF (2019)

92 Hawati Abdul Hamid, Ho, and Suraya Ismail (2019)
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Figure 3.9: Population coverage and adequacy of children social assistance and tax-relief in Malaysia
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1. This figure shows a rough presentation of child-related assistance available to families with two young children by income status. The
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2. Child-related tax relief includes relief for unmarried children aged under 18, unmarried children aged 18 and above who are studying
disabled children, purchase of breastfeeding equipment for own use on children aged 2 years and below, childcare fees for children
aged under 7 and net savings in SSPN

Source: KRl illustration

Figure 3.10 simulates the various types and levels of assistance that households with two small
children can benefit in a year, under the existing child-related social protection schemes.

Single-parent households earning RM2,000 per month can receive a monthly assistance of RM200
per child through BKK, gaining RM4,800 annually. Household income is further supplemented with
RM1,800 annually from BPR.

Households earning RM3,000 per month are eligible for BPR, receiving RM1,200, but not BKK as they
earn above the average PLI of RM2,208. They also do not benefit from child-related tax reliefs as their
income is not high enough to pay income tax.

Households earning RM5,000 per month are only eligible for BPR receiving RM750. For single parent
households (single earner), they earn enough to participate in the tax system and receive tax refunds
of RM726 through child-related tax reliefs. For households where both parents work with a joint
income of RM5,000 (assuming each earns RM2,500 monthly), each parent does not earn enough to
participate in the tax system.

Households earning RM10,000 and RM50,000 per month are not eligible for either BKK or BPR but
they can claim child-related tax reliefs. Figure 3.10 shows that the higher purchasing power of richer
households allows them to spend more on child-related expenses and reap more benefits from child-
related tax reliefs. For example, a household where both parents earn a joint monthly income of
RM50,000 (assuming each earns RM25,000 monthly) can file their taxes separately with each parent
depositing the maximum limit of RM8,000 for SSPN savings and claiming it as tax relief. As a result,
this household can receive tax refunds of RM5,880 compared to just RM1,659 for a married couple
earning a joint income of RM10,000.
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Figure 3.10: Simulation of child-related assistance for families with two children, by type of assistance and
parental status
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1. The simulation assumes the following: for married couples, each parent earns an equal amount; both children are 0 - 6 years old and
are not disabled; no deductions from zakat; for tax reliefs, when possible, each spouse claims part of child-related tax reliefs; and
households spend no more than 20% of their income on childcare, SSPN savings and breastfeeding equipment

2. The tax-savings are calculated as follows: annual tax deductions from only claiming individual reliefs minus the amount of annual tax
deductions after claiming for children as dependents and other additional child-related tax reliefs (e.g. breastfeeding equipment, net
savings in SSPN, and spending on childcare centres) given the parents’ income

Source: JKM (n.d.-a), LHDN (2021a), LHDN (n.d.-c), KRI calculations

In practice, the structure of child-related assistance in Malaysia has not only resulted in exclusion
error, but also provides relatively small, if any, benefits to households in the middle-income groups.
The simulations in Figure 3.10 assume that the population make full use of the schemes in place. In
reality, based on the under-coverage of social assistance programmes and the fact that only 15% of
Malaysia’s workforce file income taxes, these benefits often go beyond the reach of many?3.

This suggests that shifting from targeted to universal approach provides opportunities for
improvements in the policy space by widening coverage and providing a more equitable assistance
to better protect all children in Malaysia.

3.5 Policy Recommendation: Universal Child Benefit as a Basic Income
Protection for Children

Providing child benefits in the form of cash can break the cycle of poverty. Based on a systematic
review of cash transfer programmes’ impact evaluations by Bastagli et al. (2016), child benefit
schemes led to an increase in household spending on food, education, healthcare and other
necessities. These impacts extend to immediate and long-term outcomes for children and
households, and the local economy, as every USD1 transferred to households generated up to
USD1.81 for the local economy?“+.

93 The Edge (2019a), MOF (2019)
9 Thome etal. (2016)
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Acknowledging the shortcomings of current child-related assistance in Malaysia, we propose a
universal child benefit (UCB) scheme because of their comparatively higher coverage rates and lower
exclusion errors?. Universalism has become an important consideration in the design of child
benefits, in line with the central promise of the 2030 Agenda for Sustainable Development to “leave
no one behind.”*¢ Under the universal paradigm, a UCB would include all children, independent of
their socioeconomic status.

UCB’s administrative simplicity, whereby beneficiaries do not need to prove their eligibility, is also
an advantage as it eliminates multiple barriers to assistance, including reducing the potential for
bribery and abuse of power by authorities. The simpler application processes and less invasive
compliance mechanisms associated with UCB may mean it is better able to respect the dignity of
those entitled to transfers and minimise stigmatisation.

Ideally a UCB scheme offers families regular, unconditional cash payments until the child’s 18t
birthday with the aim to ensure children’s basic needs are taken care of throughout childhood and
adolescence?’.

As of 2020, only 23 countries offer UCB9. This small number may be unsurprising as Mkandawire
(2005) stated that in both developed and developing countries, there has been a general shift from
universalism to targeting in the design of social policies, citing several drivers of this shift including
(1) prescribing to the neoliberal ideology, premised on self-interest and belief that the free market
will fix issues including social security and (2) fiscal constraint that led to the perception that there
isaneed for budgetary restraint in the quest for efficiency. In an ideal scenario, with perfect targeting,
poverty can indeed be eradicated more cost-efficiently?. However, in reality, higher administrative
costs from identifying and verifying beneficiaries, and exclusion errors often reduce targeting’s
effectiveness100, The decision on targeting in child benefits is critical as it affects children’s access to
material assistance and chances of social mobility, especially for the poor.

Recognising the right to social protection and costs of leaving the poor and vulnerable behind,
Mkandawire (2005) argues that social protection itself has to be universalistic, and targeting only
utilised as an instrument for making the system more effective e.g. enhancing benefits for those
identified as more needy in a universalistic system. In line with this principle, this report proposes a
universal approach in establishing a social protection floor for all children in the form of a regular
basic income.

95 Exclusion error refers to the extent to which persons in the targeted group do not receive assistance/benefits even though they are
entitled to them. Source: World Bank (2020b)

9 UNSDG (n.d.)

97 0DI and UNICEF (2020).

98 Kidd et al. (2020), Ortiz et al. (2015)

99 0DI and UNICEF (2020)

100 ODI and UNICEF (2020)
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3.5.1. Implementing UCB in Malaysia

While ideally UCB should cover all children at the programme’s commencement, a gradual expansion
can be more viable considering the government’s fiscal capacity and giving room for the government
to adjust their fiscal position (discussed in Chapter 6)1°1. From this standpoint, we propose for the
programme to begin by initially covering children aged 0 - 12 years before gradually covering all
children under the age of 18.

Figure 3.11 illustrates universal coverage can be achieved through gradual expansion. As the year
progresses, children already in the programme will continue to receive the benefits while newborns
are automatically registered into the programme. Once the programme reaches full coverage (all
children aged 0 - 17 years), the recipients will only exit the programme once they reach their 18t
birthday. Following this programme design, if Malaysia launches UCB in 2022, the country will reach
full coverage within five years, in 2027.

Figure 3.11: Gradual expansion of UCB in Malaysia, 2022 — 2030
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Note: Illustration adapted from Kidd et al. (2020)

By starting with an initial age eligibility at 0 - 12 years, the UCB is expected to benefit around 6.7
million children, or 72.4% of all children (Table 3.1). This entails a total of 3.5 million households
(41.4% of total households) that will be covered during the first year of the programme. When full
children coverage is achieved in 2027, UCB is estimated to benefit 53.1% of total households.

101 In 2022, the population of all children (aged 0 - 17 years) in Malaysia is estimated to be about 9.2 million, with children aged 0 - 12
years making up 6.7 million (72.4% of all children). Holding the benefit value constant in real term, initiating UCB for all children would
require 1.4 times the initial investment, compared to starting with a threshold for only children aged 0 - 12 years. Source: UN (2019b), KRI
calculations
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Table 3.1: Target population and coverage of proposed UCB

Initial age of eligibility 0 - 12 years

Number of children covered in first year of programme, 2022" 6.7m

Proportion of all children aged 0 — 17 years covered in 2022 72.4%

Number of households covered in 20222 3.5m

Proportion of households covered in 20222 41.4%
Note:

1.  This assumes that the programme starts in 2022. The number of children is calculated using UN World Population Prospects 2019

2. Total households calculated based on the assumption that household growth follows 2019 and 2020 trend which was annual decrease
of 0.06 percentage point. It is assumed that the proportion of households with children aged 0 - 12 years in 2022 is the same as in
2019, which was 41.4% (latest available data)

Source: UN (2019b), DOS (2021b), DOS (2021d), KRI calculations

3.5.2. Level of investment required for a UCB

In setting the benefit level, there is no hard and fast rule in determining the right amount. The level
of transfers is markedly different across countries, due to the different objectives, needs and
priorities192, In setting the amount, a country will also need to consider its fiscal capacity,
demographic distribution and administrative capabilities. For instance, a higher-income country
would generally have more fiscal space in setting a higher transfer level, whereas a country with a
larger number of children would need to spend more to obtain a high coverage rate103.

Table 3.2 summarises the two benefit levels proposed which are RM100 (Option 1) and RM150
(Option 2) per month for every eligible child1%4. These transfer values are set with the explicit aim to
capture a majority of children by the first year of the programme while meeting the boundaries of
the fiscal space (explained in further detail at the end of this chapter). In doing so, the UCB will serve
as a point of contact for a large population of children and families to the country’s social protection
system, who would then be able to access additional social assistance based on needs.

The estimated cost of the programme is then simulated following these two transfer values, covering
children aged 0 - 12 years. For this simulation, each family can expect to receive the benefit for each
child they have. The benefit levels also do not vary with children’s age group.

For instance, if RM100 is decided as the transfer level, a family with two children aged between 0 and
12 years would receive RM200 per month or RM2,400 annually. The transfer values and other special
benefits can be further expanded depending on the government’s objectives, such as to have more
impact on health and educational outcomes.

102 Among the common motivations for child benefits are addressing child poverty, socialising the costs of childbearing, influencing fertility,
redistributing national wealth, nation-building and the social contract. Source: ODI and UNICEF (2020)

103 Although country’s income levels are positively correlated with expenditure on child benefits, actual investment can vary considerably
across countries. For example, Estonia dedicates a higher share of its GDP per capita on child benefits compared to its higher-income peers
such as Norway and Denmark. Source: ODI and UNICEF (2020), Bradshaw and Finch (2002)

104 RM100 and RM150 is close to the transfer amounts in KWPKM’s Bantuan Kanak-kanak at RM150 for children aged 7 to 17 and RM200
for children aged under 7. Source: JKM (n.d.-)
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Although the proposed benefit level is standardised regardless of age, birth order or number of
children in the family, the scheme can be adapted to better meet the characteristics of the children
such as by giving additional benefit to orphans, indigenous children, hardcore poor children and
children with disabilities. For example, Germany, Hungary and Austria give higher benefits to
disabled children, while Finland and Norway further supplement the child benefits for single
parentsi0s,

Table 3.2: Estimated investment of proposed UCB, by option

Programme cost Option 1 Option 2
Monthly transfer value per child RM100 RM150
Transfer value as a % of GDP per capita, 2022 2.5% 3.7%
Total investment in first year of programme, 2022 RM8.0b RM12.0b
Total value of UCB as a percentage of GDP, 2022 0.50% 0.74%

Note: GDP estimates in nominal terms, as reported by the World Bank and based on KRI calculations. The number of children and GDP per
capita are calculated using population estimates from UN’s World Population Prospects 2019
Source: World Bank (2021c), UN (2019b), KRI calculations

Figure 3.12 shows the estimated annual investment required to implement a UCB scheme in
Malaysia. The simulation is done by calculating the number of recipients over the years!06, multiplied
by the value of the benefit that is indexed to inflation to ensure it retains the transfer values in real
terms!97. From the two options, setting the benefit level at RM100 would require an initial investment
of RM8.0 billion, while setting it at RM150 would require RM12.0 billion108,

In 2022, the investment required at a benefit level of RM100 and RM150 would be about 0.5% and
0.74% of the country’s GDP, respectively (see Figure 3.13). The highest value of investment required
would be in 2027, when the programme reaches full coverage. In 2027, Option 1 would require an
investment of around 0.57% of the country’s GDP, while Option 2 would require around 0.85% of the
country’s GDP. In the long term, the annual investment required as a percentage of GDP would fall
over the years, partly due to the projected fall in the number of children as a share of the total
population and the projected increase in GDP.

105 MISSOC (2021)

106 The number of children covered is estimated to gradually increase from 2022 to 2027 (from around 6.7 million children to 9.3 million
children) as the age eligibility increases. The number is then expected to stabilise once the programme reaches full coverage. Source: UN
(2019b), KRI calculations

107 This means that transfer values increase year on year in line with inflation. The inflation rate estimates follow forecast by the
International Monetary Fund (IMF) which is an annual inflation rate of 2%. Therefore, a monthly benefit of RM100 per child would increase
to RM102 the following year.

108 These estimations do not assume any administrative costs. Administration costs can vary widely and depends on the complexity of the
schemes, coverage and maturity of the programme.
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Figure 3.12: Estimated investment on UCB, by
benefit level, 2022 — 2032
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Note: The benefit level is indexed to inflation rate of 2% annually.

Figure 3.13: Share of estimated investment on UCB
from total GDP, by benefit level, 2022 — 2032
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Note: GDP estimates in nominal terms, as reported by the World
Bank and based on KRI calculations. Calculation of nominal GDP
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growth of 6.0%

Source: World Bank (2021c), UN (2019b), KRI calculations

The calculation assumes the UCB scheme expands gradually,
covering children aged 0 - 12 years in 2022 and reaching full
coverage (children aged 0 - 17 years) in 2027

Source: World Bank (2021c), UN (2019b), KRI calculations

The previous figures illustrate the estimated coverage and level of investment required for the two
proposed UCB options. However, the amounts proposed here are not definite. The level of benefit and
coverage can still be adjusted, such as by increasing the benefit level and lowering coverage by
applying affluent testing. However, these decisions are not without trade-offs, as detailed in Box 3.1.

Box 3.1: Managing fiscal space — balancing coverage and depth of child benefit

Lowering coverage to reduce initial investment required

Aside from reducing the benefit value, another option to reduce the initial investment required is
by lowering the initial age of eligibility. The simulation above has utilised this as it covers only
children aged 0 - 12 years in the first year of implementation instead of all children aged 0 - 17
years. At a monthly benefit value of RM100 per child, lowering the age eligibility threshold
reduces the investment needed from RM11.0 billion to RM8.0 billion. To save costs further, the
programme can start by covering only children aged 0 - 6 years, reducing the investment
required to RM4.4 billion. However, lowering the age threshold entails prolonging the years
required for UCB to reach full coverage—from only five years (when age eligibility starts at 0 -
12 years) to 11 years (age eligibility starts at 0 - 6 years), an additional six years (see Figure 3.14).
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Figure 3.14: Alternative age eligibility threshold for UCB
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Lowering the age threshold for UCB also means fewer children will be covered by the programme.
Figure 3.15 and Figure 3.16 illustrate the difference of the two age thresholds in terms of number
and percentage of children covered. At the start of the programme, a threshold of 0 - 6 years
would only cover around 3.7 million children (39.7% of all children), compared to a threshold of
0 - 12 years that would cover 6.7 million children (72.4% of all children). While initialising UCB
for children aged 0 - 12 years is expected to reach full coverage by 2027 and cover 9.3 million
children, only 6.3 million children (67.4% of all children) will be covered in 2027 if UCB is

initialised for children aged 0 - 6 years.
Figure 3.15: Number of children covered by UCB,
by age eligibility threshold, 2022 — 2032
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Figure 3.16: Share of children covered by UCB, by
age eligibility threshold, 2022 — 2032
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Lowering coverage to increase benefit level

Another point of consideration in designing UCB is balancing the trade-offs between the vertical
scope (depth of benefit) and the horizontal scope (breadth of coverage). For example, a
government might choose to lower the age of eligibility and reduce the number of recipients,
which then leaves more fiscal space to increase the benefit amount received per child. Figure 3.17
shows two scenarios of depth and coverage of UCB that can be carried out at an initial investment
of 0.74% of GDP. Scenario 1 allows for a benefit of RM150 per child and covers children aged 0 -
12 years, while Scenario 2 shows that the benefit can be increased to RM274 per child, but only
covers children aged 0 - 6 years at the start of the scheme. It should be noted that although both
options require the same initial investment and gradually cover all children under the age of 18,
the cost in Scenario 2 will be higher in the long run as the baseline benefit amount is higher.

Figure 3.17: Share of estimated investment on UCB from total GDP, by age eligibility threshold, 2022 —
2032
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Child benefits worldwide

Figure 3.18 shows the different level of investments in child benefits globally for universal or high
coverage programmes. When compared with other countries, the proposed investment amount for
Malaysia at 0.74% GDP (at RM150 benefit level covering children aged 0 - 12 years or 72% of all
children) is higher than the global median at 0.6% of GDP. In fact, Mongolia, a country of lower-
middle-income status!%? invested at 0.6% of GDP, covering 976,000 children, or 85% of all children!10.
In addition to the amount of the benefit, the total value of investment also varies according to the
programme’s coverage and the country’s demographic structure. For example, South Africa, which
has a larger share of children in its population, required an investment at 1.3% of GDP to cover 12.4
million children, or 64% of all children, in 2018111,

109 Following World Bank’s country groupings
110 UNICEF (2019d)
11 UNICEF (2019¢)
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Figure 3.18: Share of child benefit investment from total GDP, by selected country
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1. The programme cost of most countries listed are as of 2017, except the following: Mongolia - 2019; South Africa - 2018; Romania -
2013; Malaysia - 2022

2. The figure only includes child-related cash transfers (cash benefits) to families with children. It excludes other family benefits such as
public income support payments during parental leave and income support for sole parents families, as well as public spending on
services for families with children (benefits in-kind) e.g. subsidising childcare. See Appendix A for a more detailed breakdown

Source: IMF (2021c), OECD (2019a), UNICEF (2019c), UNICEF (2019d), UNICEF (2019e), European Commission (2015), KRI calculations

Figure 3.19 also shows how the proposed transfer value compares to other countries. The level of
child benefit provided does not entirely depend on the level of national wealth (GDP per capita). For
instance, while Luxembourg and Norway are both high-income countries, the former offers a
relatively generous child benefit package at 1.65% of GDP per capita, while the latter offers a package
at 0.46%. At monthly benefit of RM100 and RM150 UCB transfer value translates to 2.5% and 3.7%
of GDP per capita, respectively. Notwithstanding this, it should be highlighted that since this is a “per
child scheme”, households with four children for example will receive RM600 per month at per-child
RM150 benefit level, compared to between RM62.50 and RM150 per month (depending on
household income) for a similar household from the BPR scheme.

This report makes a conscious recommendation to prioritise coverage over adequacy considering the
available fiscal space. By proposing two options of benefit level of RM100 or RM150 per month and
covering children aged 0 - 12 years during programme initialisation, the proportion of children that
will be covered and captured in the system will be significant. In other words, the strength of the
proposal should be considered from the viewpoint that the UCB provides a pathway for children to
be part of Malaysia’s social protection system from birth.
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Figure 3.19: Share of child benefit from total GDP per capita, by selected country and targeting mechanism
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1. The benefit amount for most countries listed are as of 2020, except the following: Argentina, Canada, Mongolia - 2019; Japan, South
Africa; Malaysia - 2022

2. This chart calculates the benefit for a 5 year old child. In reality, the range of transfer values across countries reflect the conditions set
in terms of setting the benefit amount. The benefit level generally varies depending on the number of children in the household, the
child’s age, the order of birth and household income. For example, Germany’s child benefit varies by the order of the child, while
Poland’s child benefit is only universal from the second child onwards. See Appendix A for more details on child benefits in other
countries

3. Some of the countries supplement the benefits for children with disabilities or single parent households. These supplementary benefits
are not included in the above calculation

Source: ECB (2021), IMF (2021c), MISSOC (2021), SSA (n.d.-c), KRI calculations

3.5.3. Financing UCB

Table 3.3 shows that a UCB providing children aged 0 - 12 years RM150 monthly would cost RM12.0
billion. While seemingly large, this figure pales in comparison to the cumulative amount from
possible sources of financing. By redirecting various revenue streams, up to RM14.0 billion are at the
government’s disposal. Importantly, this means that it is possible for these programmes to be non-
contributory schemes i.e. fully funded by tax and other federal government revenues.

Table 3.3: Estimated investment on UCB and potential sources of financing

Social assistance programme . SR Source of financing Sl
investment amount
UCB at RM100 — 150 monthly per .
child aged 0 — 12 years RM8.0b — 12.0b Repurposing BPR RM®6.5b
Savings from tax-revenue forgone 7 5b
from child-related tax relief )
Total investment RM8.0b — 12.0b Total available funds RM14.0b

Source: PMO (2020), LHDN (2021b), KRI calculations
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There are two feasible measures that can be put in place to implement the proposed UCB in a fiscally-
neutral manner during the first year, namely repurposing the BPR and redirecting savings from the
tax revenue forgone from child-related tax relief, as discussed further below.

1. Repurposing BPR

The UCB can be partly funded by redesigning the BPR programme to target children instead of the
B40 households and single individuals. Currently, the general objective of BPR is to alleviate cost of
living issues for B40 households but this target is not as tangible and harder to measure due to the
changing challenges faced by households!i2. By repurposing BPR into a UCB, the programme
explicitly contributes to income security of families for the well-being of children. In Budget 2021,
RM6.5 billion was allocated to BPR113,

There are bound to be “losers” from shifting the target group of BPR from B4 0 households to children.
To alarge extent, the exclusion of single individuals and working-age households without children in
the B40 group and their social protection needs will be addressed in Chapter 4. The protection of
elder households in the B40 is of particular concern. 2019 statistics indicate that among households
without children and headed by those aged 65 years and above, 72.7% were in B40114. This group of
older adults would stand to lose out with the repurposing of BPR to target children. Since the old-age
income security benefit proposed in Chapter 5 will only come to fruition long in the future, we
recommend expanding the coverage of Bantuan Warga Emas—a KPWKM programme which
provides RM500 monthly to persons aged 60 and above living below the PLI—as an interim solution.

2. Savings from tax-revenue forgone under child-related tax relief

In 2019, RM7.5 billion tax revenue was forgone from child-related tax reliefs, namely reliefs for child
dependents, expenses on breastfeeding equipment, childcare fees to registered childcare centres or
kindergartens and net depositin SSPN. Instead of providing tax savings, this amount could contribute
to the proposed UCB115,

Based on data on tax revenue forgone from child-related tax reliefin 2019, a few key takeaways can
be made on child-related tax reliefs. Firstly, Malaysia already has child benefits embedded in the
taxation system in some form, whereby individual taxpayers with children could claim child-related
tax reliefs yearly as a refund. From the government’s perspective, this amount becomes a “cost” in
the form of tax revenue forgone.

Secondly, the amount of tax relief increases as we move up income groups. For 2019 assessments of
those with chargeable income between RM5,000 and RM20,000, about RM4,640 or a little below
RM400 in monthly term was refunded. For assessments of those earning at least RM2.0 million, about
RM?7,534 or more than RM600 in monthly term on average was refunded1¢. The higher reliefs among
higher income groups may reflect the positive correlation between number of children and family
income and/or the groups’ higher purchasing power to gain from the reliefs.

112 BR1M was introduced in 2012 to soften the effects of fuel subsidy rationalisation and later, the introduction of the goods and services
tax (GST) in 2015. Since then, cost of living challenges have changed e.g. fuel prices have plummeted, GST has been replaced by the sales
and services tax (SST) and the Covid-19 pandemic introduced new problems. Source: World Bank (2020b)

113 PMO (2020)

14 DOS (2021b)

15 LHDN (2021b)

116 LHDN (2021b)
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This again underscores the exclusion of families in the middle-income groups who may not earn
enough to be in the tax system or have enough purchasing power to fully utilise the reliefs.

3.6 Concluding Remarks

This proposal comes at a dire, yet opportune time when the Covid-19 pandemic is creating significant
and unprecedented challenges for Malaysia. Hitherto, Malaysia has taken reactionary measures to
mitigate the impact of the Covid-19 crisis on families. While commendable and most likely beneficial
to those who are included, these measures fail to resolve long-standing issues, including exclusion of
those in need. As the pandemic rages on and more people have been falling into poverty, this problem
has worsened. Thus, there is a need for longer term and wide-reaching support to avoid deterioration
of children’s well-being.

These issues need to be proactively addressed and a UCB presents a tried and tested policy which
has been adopted in a number of countries. Through the UCB, Malaysia can begin to fill the stark gaps
highlighted during the Covid-19 outbreak, mitigate the impacts of the crisis on children and establish
child-focused social protection mechanisms, in line with Malaysia’s commitment to creating a
comprehensive, life cycle-based social protection system.

The UCB scheme is vital to the proposals in this report as it serves as an entry point into the social
protection system since birth, registering all children in a National Social Protection Registry
proposed in Chapter 6. In doing so, providing protection at each stage of everyone’s life can be made
possible. Not only that, it also facilitates assistance to adults as it can be tied to other proposed
schemes such as the maternity grant proposed in Chapter 4 as an income protection for women
following childbirth.

Implementing a UCB will be a step in the right direction to establish a social protection floor for
children but it is by no means a panacea for all risks present during childhood. While there are
benefits of providing cash to families, some childhood risks can only be addressed through different
forms of intervention namely in-kind benefits, social services and public campaigns. For example,
household food insecurity because of financial constraints may be solved through cash benefit but
without complementary interventions to educate households on eating healthily, it may result in
households purchasing low-quality food that costs less. The implementation of a UCB should be
followed by complementary policies on important areas such as school feeding programme and early
childhood care and education to holistically ensure children’s well-being.

Moreover, better indicators including routine reporting on child poverty and multidimensional
poverty measures must be tracked to better understand children’s well-being and its developments.
We believe that only after creating a social protection floor and having more information can refined,
targeted measures be taken to supplement the UCB.

This chapter has shown that implementing UCB in Malaysia is within the current policy and fiscal
space. What remains is the political will and courage of the powers that be to ensure no children is
left behind.
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We need a new model of social protection. Let us accept that jobs are not the magic solution—and that
in a globalised market, job guarantees are a false promise. Let us accept flexible labour, too. But in
return, let us have a society in which everybody has a right to basic security and a more equal access to
other insurance-based schemes.

Guy Standing (2013)117

4.1 Introduction

The working age constitutes more than half of one’s life. Work is a significant part of it, not only as a
way to earn a living, but also to give one a sense of purpose and identity. Good and fulfilling work is
essential for individual and societal well-being. In their working life, people aspire to have the
opportunity for productive work that is compensated fairly, security at their workplace, social
protection for them and their families, prospects for personal development as well as social
integration, freedom to express their concerns, organise and participate in decisions that affect their
lives, and enjoy equal opportunity and treatment regardless of their gender!18 This encapsulates the
concept of decent work advanced by the ILO, with social protection being an important element in
ensuring acceptable living standard and driving inclusive and sustainable growth. While earnings
through labour market activities are an important source of income security during the working age,
social protection plays a complementary role to smooth income and hence consumption, and provide
income protection that prevents people from falling below poverty and promotes individual’s
capabilities.

In the context of the provision of social protection, this chapter illustrates differences in access to
social security among the working-age population by employment status. Some people also face
higher risks and limited social protection because of the changing nature of work relationships, in
response to changes in labour demand and technology.

This chapter starts with an overview of the working-age population and major risks they face during
their working life which subsequently contribute to income insecurity. It then looks at existing social
security schemes in Malaysia, as well as the gaps in these schemes. Given the issues identified, this
chapter will propose several policy recommendations to expand social security schemes to all
working-age individuals in the country.

117 Cited in The Guardian (2013)
U8 JLO (n.d.-a)
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4.2 Overview of the Working-age Population

The working-age population is defined as individuals between the ages 15 and 64 years old!19. They
make up about 70% of the population in Malaysia. Among the working-age population, people have
different status in the workforce, which may change throughout their working age (see Box 4.1). In
2020, the working-age population is estimated to be 22.9 million, of which 15.7 million are in the
official labour force i.e. 68% of the population is considered economically active. They are either
employed (15.0 million) or unemployed and actively seeking jobs (0.7 million). The remaining 7.2
million are outside the labour force (Figure 4.1).

Figure 4.1: Number of persons in working-age population, by status in the workforce, 2020

Labour force, 15.7 million Outside labour force, 7.2

Employed, 15.0 Unemployed, 0.7

Standard employee (citizen), 9.4 Non-standard, 5.6
Non-standard employee (citizen), 0.8 —l 1.4 —— Unpaid family worker, 0.5
Employee (non-citizen) ———— | L Self-employed
Employer, 0.5

Note: Standard employee estimate only available for citizens. See Box 4.2 for the definition and estimate of standard and non-standard
employment
Source: DOS (2021c)

Box 4.1: Statuses in the workforce

National statistics defines the working-age population as individuals between 15 and 64 years
old. The Children and Young Persons (Employment) Act 1966 defined children to be under 15
years old, and they are prohibited from working except in some circumstances such as light work
done for their family120. Meanwhile, the Minimum Retirement Age 2012 defined the minimum
retirement age to be 60 years old, although an employee may retire at the age of optional
retirement, as specified in their employment contract or collective agreement!2l. Given the
pressing challenges of an ageing population, some have recommended the minimum retirement
age to be gradually increased to 65 years old122.

119 The national age threshold follows the age threshold used by the ILO and other international bodies.
120 GOM (1966)

121 GOM (2013)

122 KRI (2016), World Bank (2020a)
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In this chapter, we rely heavily on the employment statistics published by the Department of
Statistics Malaysia (DOS), especially their Labour Force Survey reports. This annual household-
based publication identifies the employment status of the working-age population. In the survey,
respondents were inquired about their economic activity in the seven days preceding their
interview. They are considered to be in the labour force if they are either employed or
unemployed. Employed persons worked for at least an hour for pay, profit or family gain, at any
time in the reference week. A person working more than 30 hours per week are considered to be
in full employment, while less than 30 hours are considered to be in underemployment.
Unemployed persons did not work during the reference week and are considered actively
unemployed if they are available for work and actively looking for jobs.

People who are not classified as either employed or unemployed are considered to be outside the
labour force (2020: 7.2 million). However, they are not necessarily “idle” despite being
economically inactive. In 2020:
e 2.9 million persons were outside the labour force because they are still in school, as the
formal secondary education in Malaysia finishes at 18 years old.
e 3.3 million are not in the workforce due to housework or family responsibilities.
e About 529,200 persons are retired, 264,000 are disabled, 128,400 further their studies,
and around 71,500 persons are not interested to be in the workforce.

Source: Adapted from DOS (2020b), DOS (2021c)

Among employed individuals, they have different employment status, defined based on the nature of
their working relationships. A standard employee refers to a worker whose employment
relationship with an employer is clearly defined. The employment relationship usually does not have
a term limit (open-ended employment duration) and their working hours are regular. They receive a
salary on a predictable interval (e.g. monthly) and have a stable inflow of income. Additionally, they
are required to contribute to, and receive employers’ contribution in the statutory social insurance
schemes managed by SOCSO and in the retirement savings schemes managed by EPF. The schemes
under SOCSO will be discussed in this chapter, while the schemes under the EPF will be discussed in
Chapter 5.

However, employment relationships could also be non-standard, defined as anything that deviates
from the standard employment relationship. Non-standard workers might have an employer, but
unlike standard employees, they are hired on temporary or part-time basis, have non-regular
working hours (on-call), have multiple layers of employer (employment via agency or multi-party).
In some cases, they are dependent self-employed. Non-standard employment features prominently
in digital labour platforms!23 . For the purposes of this report, we also include employers, self-
employed and unpaid family workers as non-standard, because they deviate from the definition of
standard employees. The self-employed do not have an employer or hire anyone, while unpaid family
workers typically help with household-based market production. In 2020, there were about 2.4
million individuals who were self-employed and more than half a million unpaid family workers in
the country. Due to data limitation, we could not differentiate standard and non-standard employees
among non-citizens, so all non-citizen employees (estimated to be 1.4 million in 2020) are
conveniently assumed to be non-standard.

123 [LO (n.d.-d)
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Between 2010 and 2020, about three in 10 employed Malaysians were estimated to be non-standard
workers . In the last decade, it has expanded faster than standard employment among urban-based,

younger and tertiary-educated workers (See Box 4.2).

Box 4.2: Non-standard employment in Malaysia

Based on Hawati Abdul Hamid and Nur Thuraya Sazali (2020), non-standard employment is
estimated as the residual total employment after factoring out full-time wage recipients. Authors
rely on this methodology because Malaysia does not have a comprehensive database on the
diverse types of non-standard employment. For instance, data on part-time employees are only
available in establishment surveys that are not published annually. While the total size of the self-
employed is published annually in the Labour Force Survey, we do not know whether they are
dependent or independent self-employed (e.g. owner operator with full control of business and
operations).

Hawati Abdul Hamid and Nur Thuraya Sazali (2020) used the total number of Malaysian full-time
employee wage recipients reported in the annually published Salaries and Wages Surveys as a
proxy for standard employee. This value is subtracted from the total number of employed
Malaysians, obtained from the Labour Force Surveys. Due to data limitation, estimation for non-
citizens is unavailable.

Between 2010 and 2020, about three in 10 employed Malaysians were estimated to be non-
standard workers (Figure 4.2). They were more commonly found in agricultural activities,
wholesale and retail, and accommodation and food and beverages sectors (Figure 4.3). 23.5% of
non-standard employment were in the agriculture sector, a stark contrast from standard
employment wherein agriculture share was only 2.6%.

Figure 4.4 illustrates the annual growth rate of standard and non-standard employment across
different demographic characteristics in the last decade. In general, standard jobs grew faster
than non-standard jobs, at 2.8 % per year versus 1.3% per year. However, the growth rate of non-
standard employment was much faster among urban workers, younger workers and tertiary-
educated workers.

The difference was most stark between workers with and without tertiary education. While
standard employment expanded by 5.9% per year in the last decade for tertiary-educated
workers, non-standard employment grew by 1.2 percentage points faster, at 7.1% per year. In
contrast, non-standard employment only grew at 0.3% per year compared to standard
employment growth of 1.5% per year, among non-tertiary-educated workers. While this could be
indicative of a more flexible labour market for educated workers, the likelihood of precarious
working conditions and decent work deficits should not be ignored.
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Figure 4.2: Number of non-standard employment  Figure 4.3: Share of standard and non-standard
(left axis) and share from total employment (right employment from their respective total, by economic

axis), 2010 — 2019 activity, 2019
5m 50% 100%
2.6
4 40 16.0 Agriculture
eE 7.9
& 30
60 18.9 Accomodation, F&B
2 20
1 10 40 14.4 Wholesale & retail
0 0 Manufcaturing
o N (30) < To] (o] N~ [ce] o O q
= 5 5 5 5 5 5 5 5 58 Y 20 Construction
N N N N N N N N N N N
Others
mmmm Non-standard (LHS)
0
== Non-standard share (RHS) Standard Non-standard

Note: Data refers to citizens only
Source: DOS (various years-a), DOS (various years-b), KRI calculations

Figure 4.4: Compounded annual growth of standard and non-standard employment, by demographic, 2010 — 2020

TOTAL 2.8
Male 21300l 0.5
Female 35
Urban 3.8 44 |
Rural 15
<30 years 1.1
>30 years 4.3
Tertiary 5.9
Non-tertiary 15 0.3
-8% -4 0 4 8 12 16

Standard = Non-standard

Note: Data refers to citizens only
Source: DOS (various years-a), DOS (various years-b), KRI calculations

4.3 Risks Faced by the Working-age Population

The movements between different life events, jobs and employment status throughout one’s working
life can affect income security. In an ideal situation, a standard employee who worked for the same
employer until he retires is expected to have a steady inflow of income, shown as the dotted black
line in Figure 4.5. However, such lifetime employment is unlikely the case for most workers today.
This has implications not only on the well-being of the individual worker, but household members
who depend on them.
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Figure 4.5: Income trajectory throughout the working age

A
School to Unemployment Non-standard job
work transition

Ideal income trajectory

School to work transition,
unemployment, non-standard
jobs with unstable income

Income

Temporary or permanent exit
from labour force due to
childcare or disability

Working age

Source: KRI illustration

Temporary or permanent exit from workforce

A person could face income loss if they temporarily or permanently leave the workforce due to
accidents, disability or invalidity due to an injury that they get while they are working. This is the
case especially for workers in agriculture, mining and quarrying, as well as construction, as they face
higher rates of fatal and non-fatal occupational injuries24. These subsectors tend to hire more men
and foreign workers too, leading to higher employment-related risks or incidences among men and
foreign workers. However, the occupational health risks of female workers must not be understated
too, especially since Covid-19. More female workers are exposed to the virus and its longer term
consequences, due to the front-facing nature of their jobs125.

Disability could also be caused by non-employment circumstances, and people with disabilities either
cannot work, or face great barriers in the labour market if they want to work. Unemployment among
disabled persons is associated with lack of suitable jobs, accessibility and mobility issues, negative
perception from employers and their peers, as well as lack of training to help them perform?126.
Moreover, some people have invisible disabilities that are harder to detect and cannot be recognised
or understood by others more easily!?7. These challenges can contribute significantly to income
insecurity among people with disabilities.

For women, there is also the additional risk of income loss due to their inability to work while they
give birth and recover from it. Some even leave the workforce permanently to continue performing
essential care work. In the absence of their own salary, women then rely heavily on household income
and savings (from partner or other family members). This reliance might also risk their autonomy in
some decision-making process within the household. Domestic care work, mostly unpaid, is also
exposed to various types of injury risks!28. For instance, exposure to chemicals used in housecleaning
products have long-term health consequences especially when they are not used with the
appropriate protective equipment. Some tasks are also physically demanding and can lead to
musculoskeletal disorders, for instance having to carry heavy household items, or assisting the
mobility of a disabled or older person.

124 Nur Thuraya Sazali and Siti Aiysyah Tumin (2020)

125 KRI (2020b)

126 Tiun and Khoo (2013), Abdul Razak et al. (2019)

127 MIND (n.d.), Disabled World (2020)

128 Menegatti (2016), Theodore, Gutelius, and Burnham (2019)
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School to work transition and unemployment

Among working individuals, their work situation is not static, and their income trajectory could be
cyclical. At the start of one’s working life, young jobseekers face challenges to transition from school
to work, as evident by higher unemployment rates among youth in the country. In 2020, the
unemployment rate of 15—19-year-olds was 15.2% and the rate for 20—24-year-olds was 11.1%,
both much higher than the national average of 4.5%12°. To sustain their lives while looking for work,
young jobseekers rely solely on their family to support their livelihood and job search efforts.
However, most unemployed young workers are likely from low-income households who do not have
high amounts of savings or might not have savings at all. In 2019, close to 60% of unemployed
graduates were found to be from households with income less than RM4,000 per month130,

Unemployment is also not just a youth-centric issue. Some adults face voluntary or involuntary
unemployment, due to factors both within and beyond their control. In the case of voluntary
unemployment, they might be seeking jobs with better income prospects or working conditions. For
involuntary unemployment, people could lose their jobs due to retrenchment, closure of businesses
or structural changes in the economy. Regardless of the circumstance, unemployment leads to loss of
income and people have to rely on their individual or household savings. Unfortunately, savings
among working adults is also not encouraging. In a survey by Bank Negara of Malaysia, almost two
out of 10 Malaysian working adults were unable to save, and most cited cost of living and no surplus
income as their main reasons for not saving enough!31.

Non-standard jobs

Some people are also more likely to experience non-standard working relationships, potentially due
to factors such as sudden but temporary increase in demand for certain type of work. Increased hiring
of non-standard workers allow flexibility among employers to manage the short-term nature of the
rise in demand. For example, the Covid-19 pandemic increased the demand for app-based delivery
riders by about 100,000132, and more than 14,500 contract healthcare staff was hired to help manage
this crisis?33.

Furthermore, technological advances have led to the development of various digital platforms that
allow workers to work more flexibly in the platform or gig economy, a development that will likely
be a permanent feature of the labour market. Digital workforce could either be online web-based
(tasks performed online by workers, such as freelancers or workers performing microtasks) or
location-based (tasks carried out in-person, enabled by digital platforms, such as taxi drivers or
delivery workers)!34. Both lead to income that is more irregular or unstable, and workers can earn
higher or lower than the standard employee, depending on the type of work. A survey of more than
300 e-hailing drivers in Malaysia estimates that the average net income of a full-time driver is
RM2,300 per month!35, lower than the Malaysian average employee salary of RM3,224 in the same
year!36, However, their earnings can be more volatile compared to standard employees and they are
less likely to earn the same amount of income every month.

129 The unemployment rate in 2020 is higher due to the Covid-19 pandemic. In 2019, national unemployment rate was 3.3%, and remained
to be around 3% on the last decade. However, youth unemployment rate is consistently higher. Source: DOS (2020b), DOS (2021c)

130 MOHE (2020)

131 AKPK (2018)

132 Grab (2020)

133 Based on figure shared PMO (2021)

1341LO (2021)

135 Goh and Nelleita Omar (2020)

136 DOS (2021f)
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The trend of non-standard employment is highlighted as it presents several challenges to achieve the
decent work agenda, most pressingly in the provision of social protection. Employment laws and
regulations, as well as enforcement of social security schemes, are only applicable for standard
employees with clear employer-employee relationships. Introduction or amendments of laws or
regulations and new social security schemes have been introduced to consider new forms of work
relationships in many countries including Malaysia. However, they might ignore the heterogenous
nature of non-standard employment relationships (see Box 4.3).

Different life events, jobs and employment status could result in different state of well-being among
people in the working-age population. This chapter will focus on the core life cycle risks of the
working-age population which lead to income loss and risk the individual to fall below the poverty
line: (1) employment-related injuries or invalidity; (2) unemployment; and (3) childbirth. To guide
our discussions, we rely on the minimum and higher standards specified by the relevant conventions
and recommendations of the ILO, summarised in Appendix B.

In this report, we focus on increasing the coverage of social security in the working-age population,
such that they are provided basic income security when they experience a drastic economic shock i.e.
total income loss. However, we recognise other challenges in the working-age population that might
limit the effectiveness of social security. For example, low wage levels, which determines
contribution and benefit levels, might not provide adequate protection for the affected insured
persons. Lack of adequate care policies also exacerbate the vulnerability of unpaid carers in the
country. While important, these issues are beyond the scope of this report. Formulation and reforms
of other complementary policies, such as active labour market policies, health policies and care
policies are essential to provide an effective social protection floor137.

Box 4.3: Heterogeneity of work relationships

Many social protection initiatives for non-standard employment, especially the self-employed
workers, assume that they are fully responsible for contributing to their own social insurance
schemes, in the absence of an employer. However, this ignores the heterogenous nature of work
relationship and whether the self-employed are truly independent and therefore should solely
be responsible for their own social security.

Identifying the nature of work relationships has been the core of identifying whether self-
employed individuals on digital platforms are truly independent. France, Spain and the
Netherlands!38 argue self-employed individuals on gig platforms are in fact employees, and
platform companies were required to fund the social security contributions for these workers.
The United Kingdom (UK) argued that e-hailing drivers are not independent contractors, but
workers who are entitled to several employment rights?3°.

137 For discussion on active labour market policies, see Siti Aiysyah Tumin (forthcoming); health policies see KRI (2020a) and Nazihah
Muhamad Noor (forthcoming); care policies, see KRI (2019)

138 As cited by Goh and Nelleita Omar (2021)

139 CNBC (2021)
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On the other hand, in the United States, the California assembly Bill 5 initially granted gig workers
the rights of employees, but this has since been reversed by the Proposition 22, meaning that
platforms do not have to provide entitlements such as minimum wages, paid sick days and
unemployment insurance for gig workers on their platform?40, Similarly, in Australia, the Fair
Work Ombudsman also found that Uber drivers are independent contractors and not
employees?4l,

Goh and Nelleita (2021) based on Roll (2020), used a “dependence” and “control” framework to
determine the extent of dependence (or lack thereof) among gig workers—e-hailing drivers and
delivery riders, could be classified as “dependent contractor” or “employee”, while freelance
writers, graphic artists and programmers could be classified as “independent contractor” or
“dependent contractor”142,

In the 20t International Conference of Labour Statistician 2018, the ILO used both the type of
“authority” and type of “economic risk” to define work relationships. Authority identifies whether
workers are independent workers or dependent workers. In the case of the former, they have
control on how they work, while the latter is generally supervised by an authoritative figure.
Economic risk identifies whether workers are exposed to financial gain or loss, and whether their
remuneration is for profit or for pay. The former implies that they would be more exposed to
economic shocks and irregular income, while the latter implies that they would be more insulated
from economic shock and receive stable income (Figure 4.6). This framework includes the
classification of all employed individuals and not just the “gig workers”.

Figure 4.6: Classification of workers based on authority and economic risk

Authority
Independent
A
For profit
Employer in corporation
[
. Employers in household market
Owner-operator of enterprise
Higher degree of|independencecorporations (without
M Own-account in household market
enterprises
. Dependent contractors
Full-time employees o
. Fixed-term employees
@ short-term/casual employees
.Apprentices, trainees,
interns
@ Contributing family members
» Economic risk
For pay Higher exposure to financial loss &

irreqular remuneration
Source: KRl illustration adapted from ILO (2018b)

140 The Guardian (2021), The Guardian (2020)
141 ABC News (2021)
142 Goh and Nelleita Omar (2021), Roll (2020)
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Currently, international and national employment statistics only defines four types of
employment status to capture different work relationships: employer, employee, own account
worker (self-employed) and unpaid family worker. Given more complex employment
relationships, international classification is currently developing new employment status, as
defined by their authority and economic risks. For example, the self-employed could be further
categorised into three types: owner-operator of corporation (e.g. sole proprietors or partners in
a private limited companies), own-account in household market enterprisers (e.g. smallholder
farmers) and dependent contractor (e.g. drivers of e-hailing platform).

However, clear categorisation of workers for statistical purposes is necessary but not a sufficient
condition to guarantee effective protection for the self-employed, both legally and in practice.
Much of employment relationship is still defined based on the employer-employee framework in
Malaysia. The proposed amendment of the Employment Act 1955 (which started in 2018)
included some provisions to allow for a more nuanced take on how work relationships are
defined. However, in August 2020, the government noted that it will not amend the act to adapt
to jobs in the gig economy, but instead establish specific legislations for the gig economy143.

4.4 Social Protection Policies and Coverage Gaps in Malaysia

Unlike children or older adults, the working-age population has the advantage of being economically
active and has the ability to contribute to their own social security. This is the case for close to two-
thirds of the population who are working.

Malaysia relies on employees and their employers to manage the life cycle risks faced by working
individuals, through various social insurance schemes that provides income protection in the event
of employment-related injury, invalidity and employment loss. The issues of effective and legal
coverage gaps of these social insurance schemes are discussed in this section.

There is also social assistance for selected groups in the population. For example, there is universal
disability benefits provided by JKM for disabled persons, regardless of their economic activity status.
This is an essential social protection floor for disabled persons in the country, although it is not
without limitations. Certain occupations, such as farmers and fishermen also receive income
assistance, although the amount is small. Some assistance is also available for some women, but
specific to their status as a parent (e.g. single mother). In view of the limited reach of some social
assistance programmes, the expansion of social insurance schemes is key towards providing an
inclusive social protection floor for the population.

143 Malay Mail (2020)
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4.4.1. The state of social protection for working-age population in Malaysia
Social insurance with income replacement benefits

In Malaysia, SOCSO was established as an agency under the MOHR when the Social Security Act 1969
(Act 4) was introduced. In 1971, the first employment injury scheme was implemented. It was
followed by the invalidity pension (introduced in 1974) and survivors’ pension (introduced in 1985),
which guarantee lifetime income support for insured workers in the event they become permanently
disabled and their survivors if they passed away. In 1985, SOCSO became a statutory body, enhancing
its capacity to implement and enforce social security in Malaysia.

In 2017, coverage of the employment injury scheme was extended to self-employed workers, under
the Self-Employment Social Security Act 2017 (Act 789). Initially, Act 789 only covers selected
sectors, but it has since been expanded to all sectors in 2019. The employment injury scheme was
also extended to all documented foreign worker employees in 2019144, and included foreign domestic
workers in 2021145, The government also announced that coverage for housewives will be introduced
in 2022. Malaysia also started to provide social security against unemployment, through the
introduction of the Employment Insurance System Act 2017 (Act 800). The details of these schemes
are summarised in Table 4.1.

Table 4.1: Key features of social insurance schemes in Malaysia

Risk Employment injury & invalidity
Act 4 & Act 789 Act 4

Unemployment
Legislation Act 800

Invalidity & survivors’

Scheme Injury pension Employment insurance
Type of worker Employee
covered & self-employed Employee Employee
e  Medical benefit
e Temporary disablement
benefit Invalidity pension or
. = Job search allowance
e Permanent disablement grant. If recipient pass Reduced i
benefit away, their survivors ”e ucre: income
e Constant attendance receive the pension E?;Nar cem lovment
i allowance Constant attendance arly re-empioyme
Benefits allowance

Rehabilitation facilities
Dependent benefits
Funeral benefits
Education loan for
dependent child of an
insured person who
passed away

allowance
Rehabilitation facilities
and dialysis facilities
Funeral benefits
Education loan

Training fees coverage
and training allowance
Various employment
support services

Note: Refer to Appendix C for full description of benefits for each scheme and their qualifying conditions. Employee includes part-time

employees and apprentices

Source: SOCSO (n.d.-b), SOCSO (n.d.-c), SOCSO (n.d.-e)

144 Previously, protection for injured foreign workers are covered by the Workmen Compensation Act 1952.
145 The Star (2021), SOCSO (n.d.-a)
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The public sector is not a contributor to the social security schemes under SOCSO, except government
contract workers. Act 4 explicitly excluded the armed force as they are covered by the LTAT and other
public sector employees were excluded by subsidiary legislations!4¢. In the event if employment-
related injuries, civil servants are entitled to benefits provided by the LTAT or payment of an ex-
gratia by the government!47.

In these different schemes, the social insurance funds rely on the contribution of employers and
employees in the private sector (Table 4.2). The injury scheme is fully paid by employers, but the
contribution for the invalidity and survivors’ pension scheme as well as employment insurance
scheme are distributed between employers and employees. The injury scheme is also mandatory for
all types of employees (full-time, part-time), but they are voluntary for the self-employed. The
invalidity pension scheme and the employment insurance scheme has not been extended to self-
employed workers and foreign workers.

In total, employees contribute 0.7% of their wages to social security schemes that help them manage
income loss risks in the event of injury or occupational diseases, invalidity and unemployment, while
their employer contributes 1.95%. Self-employed persons contribute 1.25% of their insured
earnings, but only to manage income loss risks due to injury caused by employment-related
accidents.

Table 4.2: Contribution rates of social insurance schemes in Malaysia

Contribution, as % of wages,

Type of worker Risk capped at RM4,000
covered
Employer Worker
Inju 1.25% 0.00
Injury & invalidity J ry . . , . °
Employee in Invalidity & survivors’ pension 0.50 0.50
private sector Unemployment Employment insurance 0.20 0.20
Total 1.95 0.70
Inj 1.2
Injury & invalidity .~ e T— >
Invalidity & survivors’ pension . .
Self-employed . Not applicable Not available
Unemployment Employment insurance
Total 1.25

Source: SOCSO (n.d.-f)

However, the contribution rates for social security in Malaysia are arguably lower compared to
selected peer and advanced countries, as illustrated in Figure 4.7. For social insurance covering
accidents and injury, Malaysia’s 1.25% contribution rate is still lower than the 1.3% of more
advanced countries like Belgium and Austria. Individuals affected by accidents in other countries
could also access benefits via other branches of their country’s social security schemes (e.g. sickness),
which has much higher contributory rates for most countries. In the case of unemployment,
Malaysia’s 0.4% rate for its employment insurance scheme is far lower than peer middle-income
countries like Thailand (1%) and Turkey (3%), and high-income countries like Austria (6%) and the
Netherlands (4.2%) (Figure 4.7).

146 The relevant gazettes are P.U(B)643/1982, P.U(B)433/1984 and P.U(B)434/1984, as cited in SOCSO (2013).
147 GOM (n.d.-a), GOM (n.d.-b)
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Figure 4.7:Total contribution rates for social insurance, by type and selected country
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While contribution rates differ depending on demographic and economic structures, commitment to
expand the ability of social security systems to collect and utilise funds to comprehensively cover
core life cycle risks is essential. Given Malaysia’s current low rates, there is likely some space to
increase the contribution rates, especially if the government actively participates as a third
contributor.

In the event of injury and unemployment, insured persons have access to the benefits of these
schemes (Table 4.1) if they fulfil the qualifying conditions (Table 4.3). Income replacement is an
essential part of the benefits, usually based on workers’ last income (capped at RM4,000) before they
are injured or experience employment loss.

There are also other complementary benefits. Considering the medical needs of an injured person,
the injury scheme includes medical benefits, constant attendance allowances for caretakers, and
rehabilitation assistance. Considering the needs of a person who just lost their job, the employment
insurance scheme includes training allowance and fees coverage as well as various employment
support services.
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Table 4.3: Qualifying conditions of social insurance schemes in Malaysia

Cause of
income loss

Legislation
Scheme

Qualifying
conditions

Employment injury & invalidity

Act 4 & Act 789

Injury
Injury caused by accident while
doing one’s job, commuting
accident, accident  during
emergency and occupational
disease

Act 4
Invalidity & survivors’ pension

Not attained 60 years, invalidity
is certified by Medical Board or
the Appellate Medical Board.

Full qualifying condition:
Monthly contribution paid at
least 24 months within 40
consecutive months prior to the
month of the Invalidity notice,
OR monthly contribution paid
for not less than 2/3 of complete
months between date when
contribution  first  become
payable and Invalidity notice.

Reduced qualifying condition:
Monthly contribution paid for
not less than 1/3 of complete
months between date when
contribution  first  become
payable and Invalidity notice,
total number of monthly
contributions must be at least
24 months.

Unemployment

Act 800
Employment insurance

Contribute 12 to 15 out of the
24 consecutive months prior to
loss of employment, to access
at least 3 months of benefits.

Must fulfil definition of loss of
employment (LOE) and apply
within 60 days

Does not cover dismissal due to
employee misconduct,
voluntary resignation,
retirement, expiry of a fixed-
term contract or completion of a
project.

Note: Refer to Appendix C for full description of benefits for each scheme and their qualifying conditions
Source: SOCSO (n.d.-b), SOCSO (n.d.-c), SOCSO (n.d.-e)

Reliance on employers’ liability for maternal income protection

Malaysia relies on the employers’ liability model to guarantee income protection for expecting
women employees. In this model, national legislation specifies employers’ responsibilities to
guarantee income protection for women when they give birth and care for their newborn. Malaysia’s
Employment Act 1955 (Act 265) requires employers in the private sector to pay female employees
who are on maternity leave their full salary for 60 consecutive days. The length of paid maternity
leave has been proposed to be extended to 90 days!48, matching the 90 days of paid maternity leave
for female employees in the public sector. In the Employment (Minimum Rate of Maternity
Allowance) Regulations 1976, the minimum allowance rate was set to be RM6 per day, but it has not
been updated since. Aside from paid maternity leave, Act 265 also protects mothers’ future income
by prohibiting the dismissal of female employees when they are on their maternity leavel4°,

148 Extension was proposed in the Budget 2020, said to be effective in 2021. However, the government changed in early 2020. At the end
of 2020, the Ministry of Human Resources (under the new government) stated that the amendment of Act 265 to increase maternity leave
is in its final stages. As of May 2021, the status of Act 265 amendment remains unknown. Source: Malaysiakini (2019), The Star (2020a)

149 GOM (1955)
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The employer’s liability model has several limitations, mainly because it might create a source of
discrimination against women. Employers might be reluctant to hire and promote pregnant women
or those with family responsibilities?s?, and deviates from the principles of solidarity in funding social
security and the pooling of life cycle risks. As a result, most countries rely on or have shifted towards
relying on a social insurance model and public funds for maternity income protection (Figure 4.8).
As shown in Figure 4.7, this is usually combined with social insurance to cover sickness leave as well.

Like social insurance for injury or unemployment, workers and employers make monthly
contributions from their wages to the social security fund, and allowance for maternity leave is
funded by the fund rather than the employer, in the event of childbirth. In some countries, the social
security fund also provides paternity leave for fathers of the newborn. Countries also combine their
social insurance schemes for paid parental leave with other child benefits and family allowances?!51.
In Malaysia, paternity leave is not statutorily provided, except for public sector employees who get
seven days of paid paternity leave. This can potentially negatively affect women’s participation in the
workforce after childbirth, since the absence of paternity (or parental) leave policies continue to
reinforce the idea that childcare is merely the responsibility of the birthing mother.

Figure 4.8: Total countries, by type of scheme for maternal income protection

Social insurance only

Unpaid I 3

131

Social insurance & non-contributory scheme 10

Source: ILO (2017d)

While typically associated with high income countries, calculations by the ILO show that a minimum
package of social security for maternal income protection is both affordable for the poorest countries
(estimated to be between 2.2% and 5.7% of GDP in 2010) and conducive for economic and social
development!s2,

Moreover, the cost of financing maternity protection through the social security scheme is often
lower than other branches of social security. Provision of maternity cash and medical benefits could
entail contribution for less than 0.7% of covered wages, while maternity cash and sickness benefits
could entail contribution of between 1% and 3% of wages, with sickness benefits taking a larger
portion of the expenditure. Given that Malaysia already has social insurance schemes in place for
other working age life cycle risks, integrating income protection following childbirth can be an
essential reform to provide better protection for the working-age population.

150 [LO (2014a)
151 See KRI (2019) for detailed discussion on care policies in Malaysia and other countries.
152 ]LO (2014a)
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4.4.2. Coverage gaps in social insurance for the working-age population

Over the years, SOCSO has managed to steadily increase its total contributors, leading to an increasing
size of the fund. Back in 1982, only 25.2% of total employed persons in Malaysia were registered with
SOCSO, but this rate almost doubled to 47.8% in 2018153,

Coverage gap in the existing social insurance schemes is the biggest challenge in providing an
inclusive social protection for the working-age population. While they are mandatory for all private
sector employees in all economic activities, some are still non-contributors. They could be workers
in the informal sector or those working for employers who do not comply with mandatory
contribution requirements. While social security for injury is available for the self-employed,
contribution is voluntary and take-up rate remains low.

Injury and invalidity risks protection are applicable to about 13.3 million workers, but only 8.5
million (63.6% of target population) are covered by some income protection in the event of injury
through disablement benefits, invalidity pension or ex-gratia payment (Figure 4.9).

Unemployment risk protection is available for 8.9 million Malaysian workers!54, but only 6.8 million
(76.3% of target population) private sector employees are contributors to SOCSO’s employment
insurance scheme and are entitled to job search allowance (JSA) to cushion the impact of
retrenchment and assist new job search activities (Figure 4.9).

There are also some legal exclusions to the existing social security scheme. 2.4 million persons are
legally excluded from injury and invalidity scheme. About 6.7 million persons are legally excluded
from employment insurance scheme. These include individuals who identify as employers (sole
proprietors or partners, who could make voluntary contribution by classifying themselves as
employee in their incorporated business), unpaid family workers and unemployed individuals who
do not earn any income to make contribution into the schemes. The employment insurance scheme
also legally excluded non-citizen employees and the self-employed.

Moreover, these schemes are also unavailable for close to 7.2 million people outside of the workforce
because they are not earning income through participation in the labour market. However, the
government announced that housewives will be covered by a voluntary injury scheme, starting
2022155,

In short, only 37% of the working-age population have protection against injury and invalidity risks,
while 30% have protection against unemployment risk.

153 Hawati Abdul Hamid and Nur Thuraya Sazali (2020)
154 Total Malaysian employees reported in DOS (2021c), minus total public sector employees (2019 figure) in KPWKM (2019).
155 Astro Awani (2021b)
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Figure 4.9: Number of persons with coverage against injury, invalidity and unemployment risks among the
working-age population, 2020
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Note:

Target group defined based on who the associated schemes target, as follows:

° Injury & invalidity: Total employees (public and private sector, citizen and non-citizen) and total self-employed (citizen only).
While public sector employees do not contribute to SOCSO employment injury & invalidity pension scheme, their injury and
invalidity risks are covered under ex-gratia or pension payment

. Unemployment: Total citizens employees (minus public sector)

Covered group are defined as follows:
. Injury & invalidity: Total employee contributors in the injury & invalidity scheme (figure for 2020, citizens and non-citizens),

total self-employed contributors in self-employed injury & invalidity scheme (figure for 2020, citizens), total civil servants
(figure for 2019)

. Unemployment: Total employee contributors in the employment insurance scheme (figure for 2020, citizens)
Source: SOCSO (2021a), DOS (2021c), KPWKM (2019), KRI calculations

The extent of coverage for social insurance schemes differs by economic activity. Workers in sectors
that pay well and have more large firms tend to have better coverage rates!s6. This suggests that it is
easier to contribute to social insurance when income is high, and employers are more easily identified
and regulated by the authorities.

The coverage gap for the voluntary self-employment injury scheme is more jarring, whereby only
about 12% of the self-employed workers are registered with the social security insurance in 2021157,
International experience also shows that most voluntary schemes for self-employed workers tend to
have low uptake rates!58. Coverage also concentrates in certain economic activities; although only
2.8% of non-standard workers are in the transportation sector, they constitute more than half of the
contributors in the self-employed injury scheme (Figure 4.10).

This is likely the result of targeted policy attention and outreach initiatives on urban-based gig
delivery workers, but not other economic activities. For example, the Budget 2021 allocated RM24
million in subsidies to cover the full contribution of the injury scheme for the self-employed, but only
for delivery riders and selected public service contractors and volunteers. As of July 2021, over
145,000 food and parcel delivery partners of two major platforms, Grab Malaysia and Foodpanda,
are registered under these schemes?!9.

156 Based on KRI internal analysis using SOCSO administrative data
157 Based on SOCSO (2021a), DOS (2021e)

158 JLO (2019a), Nguyen and Simoes da Cunha (2019)

159 NST (2021)
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Figure 4.10: Share of non-standard employment and self-employed injury scheme contributors from their
respective total, by economic activity
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Note: Share for the self-employment injury scheme under Act 789 as of June 2021, share of non-standard employment (citizens only) as of 2020
Source: SOCSO (2021a), DOS (2021c), DOS (2021f), KRI calculations

Social protection for women who are unable to work due to childbirth depends on the effectiveness
of legislative enforcement by MOHR. Between 2010 and 2020, 315 complaints related to payment of
maternity pay/allowance was made to the Department of Labour (Jabatan Tenaga Kerja, JTK). Most
of them were related to workers in wholesale and retail (20.3% of cases), manufacturing (16.2%)
and administration and support services (15.9%)1¢0. However, given the decline in total number of
labour inspectors in the country!61, enforcement of paid maternity leave might be more challenging.

Women in the informal sector face systematic challenges of making their employers guarantee their
maternal benefits because informal firms are often out of legal reach for effective implementation of
labour laws. There is also a significant portion of the women workforce who do not have employers
(i.e. self-employed) or unpaid family workers who could not rely on employer-provided income
security during childbirth (Figure 4.11). Moreover, close to half of the female working-age population
is out of the official workforce, and most are engaged in unpaid care work.

160 JTK (2021)
161 Nur Thuraya Sazali and Siti Aiysyah Tumin (2020)
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Figure 4.11: Number of persons in female working-age population, by legal coverage of maternity income
protection, 2020
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employee share reported in establishment-based survey in 2017
Source: DOS (2019), KPWKM (2019), DOS (2021c), KRI calculations

4.4.3. Other challenges in social protection policies for the working-age population

Adequacy of benefits

To benchmark the adequacy of replacement rates in Malaysia’s social security schemes, it is useful to
compare it with minimum and higher standards described by relevant ILO conventions and
recommendations (see Appendix B). In Malaysia, when an employed person is injured or becomes
invalid, the social security scheme provides disablement benefits of between 80% and 90% of their
previous daily wage, while the invalidity and survivors’ pension provide between 50% and 65% of
their previous average monthly wage. However, the monthly wage level is capped at RM4,000 for
both schemes.

For comparison, the ILO’s minimum income replacement rate stated in the Social Security (Minimum
Standards) Convention 1952 (No. 102) is 40% and 50%!62, while the higher standards in
Employment Injury Benefits Convention 1964 (No. 121) and Employment Injury Benefits
Recommendation 1964 (No. 121) are 50% and 60% and 66.7%, respectivelyl¢3. Essentially,
Malaysia’s benefits as provided by the injury scheme, as well as the invalidity and survivors’ pension
scheme go beyond the recommended international thresholds. However, this might not be the case
for affected individuals earning more than RM4,000 per month, as the benefits level (tied to a
RM4,000 cap) might constitute a smaller proportion of their previous income.

162 L0 (1952)
163 ILO (1964), ILO (1988b)
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Meanwhile, when a person loses their employment, the social security scheme provides a JSA of
between 30% and 80% of previous average wage (also capped at RM4,000), for up to six months
(~24 weeks). The scheme is designed such that JSA benefits decline over time to incentivise job-
search efforts among recipients. The minimum income replacement rate stated in ILO’s Convention
No. 102 is 45%?1¢64, while the higher standard in the Employment Promotion and Protection against
Unemployment Convention, 1988 (No. 168) and Employment Promotion and Protection against
Unemployment Recommendation, 1988 (No. 176) is 509%165,

Given staggered payment structure of JSA in the employment insurance scheme, the higher standard
is fulfilled in the first two months of unemployment period of insured person (benefits rate of 80%
in first month and 50% in second month) and the minimum standard is fulfilled in the third and
fourth month of unemployment (benefits rate of 40%) but fails to meet minimum standards in the
remaining two months (benefits rate of 30%). In terms of the duration of benefits, Malaysia meets
the minimum standard of 13 weeks in Convention No. 102, but not the 26 weeks stated by higher
standards in Convention No. 168 and Recommendation No. 168. The scheme also caps wages at
RM4,000, and therefore affected individuals earning higher income might earn less than their
previous income.

In the case of income protection during childbirth, ILO’s Convention No. 102 and the Maternity
Protection Convention 2000 (No. 183) state that mothers should be provided cash benefits at least
45% of reference wages and 66.7% of their previous earnings respectively!¢. As Act 265 requires
employers to provide maternity cash allowance equivalent to their full wages (i.e. 100%), the
legislations fulfil this minimum international standard. However, these conventions extend the
coverage of cash benefits to all employed women and not just employees. Considering that paid
maternity leave is an employers’ liability in Malaysia, female self-employed or unpaid family workers
do not have basic income security. In this respect, Malaysia has yet to meet the Convention No. 183.

In practice, are these benefits enough for individuals experiencing injury, invalidity, unemployment
or childbirth? Another useful benchmark is the poverty income per capita. As the average household
PLI is RM2,208 per month and the average household size is 4, we approximate and assume a PLI per
capita of RM600 per month. Assuming that an individual is paid at least the minimum wage
(RM1,200), the income replacement rates of the social security schemes should provide basic income
security.

However, there are two key considerations that must be noted. Firstly, not all workers are paid the
minimum wage, even when it is legislated. Between 2013 and 2020, JTK received close to 3,000
complaints associated with issues in minimum wages payment!é7. Secondly, Social Protection Floors
Recommendation, 2012 (No. 202) also stated that benefits (cash and in-kind) provided must not only
provide basic income security to secure access to necessary goods and services and prevent poverty,
vulnerability and social exclusion, but also allows life in dignity68. Even if benefits level is above the
poverty threshold, some might be unable to enjoy a decent living standard, especially when
considering changing composition and cost of necessities.

164 1LO (1952)
165 [LO (1988b), ILO (1988a)
166 ILO (1952), ILO (2012)
167 JTK (2021)

168 L0 (2012)
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Moreover, we might be underestimating the poverty threshold for certain groups of individuals. This
is likely the case for disabled persons, for example, whose necessary medical and care needs might
lead to higher living costs and poverty income thresholds. These costs also vary according to the
severity of disability, life cycle and the household composition of the disabled person69,

Complementarity with other social assistance

As discussed in Chapter 2 and the previous sub-section, in addition to social insurance, social
protection for the working-age population is also available in the form of social assistance and funded
through the government’s general revenue pool. One example of such social assistance programme
is the benefit for disabled persons registered with JKM. In fact, assistance by JKM is an essential social
protection floor for all disabled persons in the country, but benefit levels remain low. With PLI per
capita of RM600, none of the benefits reach this threshold (Table 4.4). Moreover, this threshold itself
might be an underestimation because it does not account for the higher cost of basic necessities and
medical needs of disabled persons. As these benefits are the most basic income protection for
disabled persons, a review on their adequacy is likely needed, but not discussed extensively in this
report.

Table 4.4: Monthly benefits for disabled persons and their caregiver

Type of benefit Value

Disabled workers’ allowance RM450
Disabled person who cannot work allowance 300
Caregivers of chronically sick or disabled person 500

Note: Benefits levels could be temporarily raised. For example, in 2020, the disabled workers’ allowance was increased to RM500 (for three
months) in 2021 due to Covid-19
Source: JKM (n.d.-b), JKM (n.d.-c), JKM (n.d.-d)

Income support from the invalidity and survivors’ pension is actually an additional social protection
for disabled persons and their family, provided that affected individuals are contributors. In fact,
pension expenditure formed the largest component of SOCSO’s benefit payments. In 2019, RM900
million was paid to more than 70,000 recipients of the invalidity pension scheme, and RM1.5 billion
was paid to more than 300,000 survivors’ pension recipients.

While significant, admittedly the invalidity and survivors’ pension schemes exert a significant fiscal
burden on SOCSO to provide income security for people outside the working-age population, even
when its mandate is to protect the working-age population. For example, SOCSO covers the
protection for invalid persons or their survivors’ even after the retirement age, or if the survivors are
non-contributors themselves. Lack of universal children and old-age social protection, as well as
inadequate disability benefits, arguably increase the reliance on the invalidity and survivors’ pension
contributory schemes.

169 Mitra et al. (2017)
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By introducing income security for children (see Chapter 3) and social insurance pension (SIP) for
old-age (see Chapter 5), the pressure on the invalidity and survivors’ pension fund could be managed
more strategically. For example, the spouse of an invalid person who passed away could receive
survivors’ pension up to retirement age, but then receive old-age social pension afterwards. When
other life cycle-specific schemes exist, SOCSO could focus on strengthening income protection, as well
as medical and rehabilitation support for affected individuals in the working-age population.
Moreover, SOCSO could dedicate more fiscal resources on policies to prevent accidents at the
workplace, so that the social security fund could be managed more sustainably in the long run.

Operational definition and effective coverage

Another key issue in the existing social security scheme is how operational definitions might limit
the effectiveness coverage and protection for those who need it most. In the Act 800, not all
unemployed insured persons could benefit from the insurance scheme against unemployment risk.
Instead, benefits are only entitled to those who face unemployment due to loss of employment (LOE),
defined as follows:

Table 4.5: Definition of LOE

LOE Not LOE
e  Normal retrenchment/redundancy e Dismissal due to employee misconduct
e Voluntary or mutual separation scheme e Voluntary resignation
e  Closure of company due to natural disasters e Retirement
e  Bankruptcy or closure of the company e Expiry of a fixed-term contract or completion of a
e  Constructive dismissal project

e Resignation due to sexual harassment or threats
made in the workplace

e Resignation after being ordered to perform
dangerous duties not within the job scope

Source: SOCSO (n.d.-c)

Arguably, Act 800 primarily attempts to address the issue of employee retrenchment (lay-off of
workers) and not income insecurity among all unemployed individuals. Prior to Act 800, income
security of retrenched workers was only protected by legislation, wherein liquidating companies
must provide some compensation for retrenched workers. However, non-payment of compensation
was a real issue for many workers. Out of the RM1.2 billion compensation to be paid to 123,077
retrenched workers between 2007 and 2011, only RM493 million, or 38.3% of total expected
compensation was paid!79. Retrenched workers who are not defined as employees as per Act 265 also
depend on the company’s discretion on whether they are provided termination benefits17L.

170 MOHR (2012)

171 In Employment Act 1955, employees are defined as a person who has entered a contract of service with an employer and wages do not
exceed RM2,000; or a person who has entered a contract of service with an employer such that s/he engages in manual labour, operate or
maintain propelled vehicle, supervise manual labour employees, engaged in any capacity in any vehicle registered in Malaysia (except
selected merchant shipping) or domestic servant, irrespective of their wages. Source: Aishah, Shereen, and Tan (2012)
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While the focus on retrenched workers is reasonable, neglecting the welfare of other unemployed
persons might have larger consequences on overall welfare because most unemployed workers still
face income insecurity. In 2019, the reported LOE was around 40,000, or 7.9% of total estimated
unemployment, while in 2020, reported LOE was higher due to Covid-19 ataround 107,000, or 15.1%
of total estimated unemployment.

The difference between LOE and unemployment figures was most stark were compared by age
categories, as depicted in Figure 4.12. Among unemployed individuals between the ages 15 - 25 years
old, retrenchment was less than 1% of total estimated unemployment in 2019 and less than 5% in
2020. The rates were slightly higher for unemployed individuals between 25 - 34 years old, at 8.9%
and 16.9% in 2019 and 2020, respectively.

Figure 4.12: Number of reported LOE and unemployment, by age category, 2019 and 2020
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The low prevalence of youth in the LOE statistics is likely because most are not yet contributors who
can claim allowances from the insurance scheme. Many are still looking for jobs in their transition
from school to work too. Unemployed young people are not only facing a tough job market which
disadvantages them because of their lack of experience, they are also still switching between different
jobs to find a good fit, especially considering the rising incidence of skills-related mismatch in the
labour market!72. However, they face income insecurity in the process of switching jobs. More
worryingly, some youth might be forced to stay in ill-fitting jobs that under-utilise their skillset and
capabilities because of the lack of income security when they attempt to find better jobs.

For workers who are uncovered by these social insurance schemes, there is greater pressure to rely
on social assistance. However, individual-based income assistance is only available for selected
occupations such as farmers, teachers, village leaders, tok batin, veterans and bus drivers. Most of
social assistance for the working-age group are also promotive in nature (active labour market
policies such as training and education loans) and not protective i.e. they do not guarantee income
protection as workers join the promotive programmes. Nonetheless, subsidies for these groups have
also spread more thinly, with stagnating or declining total expenditure across rising number of
programmes (Figure 4.13).

172 Sjti Alysyah Tumin (2021)
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Figure 4.13: Number of programmes (left) and fiscal spending (right) on social assistance for working age, by
category, 2015 — 2020
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Note: Data refers to federal programmes, and includes cash and in-kind transfers, but excludes fiscal spending in Covid-19 stimulus.
Occupation-based programme refers to allowances for farmers, religious teachers, village leaders, tok batin, veterans, bus drivers and
teachers. Student-based programme refers to allowances for students or trainees in various education institutions.

Source: MOF (2021d)

Another major challenge of relying on social insurance schemes for social protection in Malaysia is
its requirement of individuals to be economically active and earning income. However, some are
carrying out unpaid domestic work or are still in education, but they are not excluded from the core
life cycle risks commonly experienced by the working-age population. In the next section, we include
recommendations to include current non-contributors into existing schemes for the government’s
deliberations, as one of the ways to expand social protection for a wider set of the working-age
population.

Moreover, this does not replace the need to strengthen complementary non-contributory social
assistance, alongside policies in other social services to provide adequate social protection beyond
the proposed floor. For example, non-working severely disabled people might never be included in
any social insurance schemes. This is why reassessment of the true living costs of disabled persons
and increasing their benefits levels to sufficient levels such that they could lead a dignified life is
essential.

4.5 Policy Recommendation: Towards Inclusive Social Security for the Working-
age Population

An inclusive social security for the working-age population envisions that every individual,
regardless of their status in the workforce, is guaranteed a minimum level of income security, in the
event that they could not work due to injury or invalidity, unemployment and childbirth.

This section discusses some recommendations to improve the coverage rate of existing social
security schemes. Moreover, we discuss additional tax-funded social assistance for working-age
population who are excluded from existing social security schemes.
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4.5.1. Extending the reach of social security schemes

Reforms to existing social security schemes

Malaysia’s current social insurance schemes is designed to be mandatory for private sector
employees, but not public sector employees. The separation of compensation scheme for public
sector employees from private sector employees is not uncommon in Asian countries, but more
developed countries tend to integrate all workers under a unified social security scheme regardless
of their employment sector!73. Inclusion of civil servants in the existing social security schemes could
lead to two potential benefits. First, it could strengthen and expand the size of the fund, as there will
be 1.3 million new contributors, increasing the size of the fund to be between RM482 million and
RM1.6 billion!74. Second, it smoothens the transition of social protection coverage among workers
who change their employment from the public sector to the private sector, or vice versa.

Moreover, foreign workers should be covered more systematically under existing schemes.
Currently, only the injury scheme covers foreign employees, including foreign domestic workers.
However, they are not included in the invalidity scheme as foreign workers are assumed to return to
their home country after their employment ends, and unlikely to benefit from the lifetime invalidity
or survivors’ pension if they are eligible for it. They are also excluded from the employment insurance
scheme, which provides income support if a worker is retrenched. However, they are not excluded
from the risks of economic downturn. During the Covid-19 pandemic, when both retrenchment and
unemployment numbers peaked, foreign workers were more adversely affected. Between 2019 and
2020, total unemployed citizens increased by 32.0%, while non-citizens increased by 134.0%17>.
Excluded from social insurance that could provide some income replacement when they were
retrenched due to Covid-19, foreign workers were made more vulnerable because most household-
based cash assistance were provided for citizens only.

While selected social insurance schemes have been extended to self-employed (and housewives
starting 2022), contribution should be mandatory instead of voluntary. There are at least three
weaknesses to the current voluntary schemes for self-employed workers!7¢. Firstly, it creates adverse
selection i.e. only workers in dangerous economic activities contribute to social insurance because
they are more likely to access its benefits, and this will eventually put greater sustainability pressure
on the schemes as the insurance premium will have to be increased. Secondly, risks are not effectively
pooled due to its small size. Thirdly, it could create perverse incentives among enterprises that seek
to cut labour cost, by hiring self-employed workers when in fact they are dependent self-employed.
However, since non-standard workers might earn irregular income (or unpaid in the case of some
family workers), policymakers must ensure the schemes are flexible and/or supported by
government’s fiscal assistance. If mandatory schemes are effectively enforced, total SOCSO
contributors would increase by more than 5.0 million, and the fund could expand between RM2.0 and
RM7.4 billion177.

173 Su and Hoe (2008)

174 See Appendix D.

175 DOS (various years-a)

176 JLO (2019a), Nguyen and Simoes da Cunha (2019)
177 See Appendix D
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[tis also important to precisely determine who should contribute to the self-employed social security
schemes. Currently, employers are fully responsible to pay the 1.25% of employment injury scheme
for their employees but this is fully borne by the self-employed because they do not have an employer.
If the invalidity pension and employment insurance scheme will be extended to the self-employed,
there is an additional 1.4% contribution (1% invalidity pension and 0.4% employment insurance).
However, as discussed in Box 4.3, this ignores the heterogenous nature of work relationships and
might place an unfair burden to some self-employed workers. Consequently, policies could focus on
determining the contribution responsibilities and more ambitiously, fiscal allocation could cover the
contribution costs for some self-employed workers.

One way to determine contribution responsibility is by assessing how “independent” the self-
employed is, considering their level of authority and economic risks. The matrix illustrated in Figure
4.6 in Box 4.3 could be used for the assessment. For instance, self-employed individuals who have an
incorporated business are relatively independent and face less economic shocks, and they could be
assumed as capable of independently contributing to their social security schemes. Self-employed
individuals without incorporated business (household market enterprise) or contributing family
members (usually unpaid and in household market enterprise) might require full government assistance.

Dependent self-employed refer to those who might actually show features similar to an employee of
the company but are disguised as independent self-employed. Legal provision and enforcement to
ensure that businesses do not misuse the grey area of workers classification to evade labour laws are
necessary. In the UK for example, this has been done by defining six types of employment statuses
(worker, employee, employee shareholder, self-employed and contractor, director, and office holder)
and their employment rights. Once workers are accurately classified based on the nature of their
work relationships, innovative ways to sustainably finance social insurance could be considered.
Malaysia could consider some solutions based on international examples. In Germany for instance,
self-employed artist and publicists have the same contribution rate as a standard employee, but the
remaining contribution (usually covered by an employer) is funded by government taxation and
global contribution among enterprises that regularly contract self-employed artists and publicists?7s.

Moreover, the expansion of social insurance schemes to non-standard workers also necessitates
some amendments to qualifying conditions to access benefits. For example, the employment
insurance scheme could broaden its definition of “loss of employment”, which relies heavily on the
existence of a standard employment relationship between an employee and an employer. For the
self-employed, “retrenchment by employer” is simply not possible for them because they work for no
one. However, business cycles affect all workers and not just employers and employees in the formal
sector. Self-employed workers could face this in the form of non-payment by their clients, destruction
of crop due to extreme weather conditions, or sudden closure of economic activities as experienced
during a pandemic like the Covid-19 pandemic. Tailoring the qualifying conditions of the existing
employment insurance scheme to consider the various experiences of income loss is an essential
reform to provide protection for all workers in the economy.

178 L0 (2019a)
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However, if the existing approach of voluntary contribution for the self-employed remains,
policymakers must improve their outreach initiatives, especially through cooperation with relevant
workers associations and government agencies. For example, SOCSO could work with the National
Farmers’ Association which has access to more than 920,000 farmers'79, as well as the National
Organization of Smallholders with access to more than 100,000 smallholders!8, to formalise
agriculture self-employed workers by including them in the social insurance schemes. Recipient of
subsidies or assistance administered by agencies such as the Department of Agriculture and
Department of Fisheries should also be incentivised to contribute, and they need to be convinced that
social insurance is capable of providing adequate and predictable income replacement and other
benefits in the event they become injured or experience income loss. Such predictable benefits are
likely more beneficial than one-off cash handouts announced annually via the federal government
budgets.

Coverage to workers in micro- and smaller enterprises is also very challenging due to their large
numbers in the country. They could be reached through local councils and/or municipalities who
administers business licenses and collect local taxes. Monitoring and enforcement must also be
enhanced by stronger federal-state collaboration to ensure we maximise the inclusion of all workers
in the social insurance schemes. Additionally, simplification of payment processes for small
businesses could also be considered. Monotax, which is a simplified collection of tax and social
security contribution, has been implemented in Uruguay, Argentina, Brazil and Ecuador. In Uruguay,
for instance, the social security institution collects a monotax, transfers tax payment to fiscal
authorities on behalf of the business and then uses the remaining collection to finance social security
contribution?8l,

Greater utilisation of social insurance model and strengthening of the social security institution

In Malaysia, currently, social insurance is only used to manage risks associated with injury, invalidity
and unemployment. However, it has also been utilised to cover sickness, maternity, family benefits
and old-age risks in other countries.

Malaysia’s reliance on employers’ liability to cover maternity might not be sustainable. Considering
the rising share of female employment and deliberate policy focus to further increase female labour
force participation rate, shifting to a social insurance model could be a more sustainable way to
guarantee basic income protection when women are temporarily unable to work due to childbirth.

Following the implementation of other social insurance schemes, employers, workers, and the
government contribute to this social security fund. Contributing workers must include all
employment status and genders. The social insurance fund could also be used to finance paternity
leave and attempt to equalise the burden of care between mothers and fathers, as well as provide
more comprehensive maternity and childcare benefits, as discussed comprehensively in KRI's
previous report, Time to Care: Gender Inequality, Unpaid Care Work and Time Use Survey!82.

179 NAFAS (n.d.)
180 NASH (n.d.)
181 ]LO (2017d)
182 KRI (2019)
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The expanded utilisation and dependence on social insurance schemes to cover more life cycle risks
necessitate the strengthening of the agency in charge of the social protection for the working-age
population, namely SOCSO. Several operational reforms could be introduced to improve the
efficiency of the institution. Similar to the automatic registration of children into the UCB upon their
birth certificate registration discussed in Chapter 3, we also propose the automatic registration of
every Malaysian into all employment-related social security schemes. This could be done at the age
of 15 years old, which is the minimum working age.

The automatic registration of individuals into social protection schemes addresses the issue of non-
compliance among employers and self-limiting cognitive biases among workers who under-estimate
future life cycle risks, and under-value social insurance schemes that will protect them. It also
potentially reduces SOCSO’s administrative burden of processing new applications every year. Prior
to earning an income that allows contribution (during schooling or tertiary education years), every
citizen will be categorised as a non-contributor to the system. However, their inclusion into the social
security system enables them to access other proposed income security, such as the tax-funded JSA
(discussed in the next sub-section of this chapter).

The proximity of SOCSO to various active labour market policies also facilitates the synergy between
passive measures that provide income security and active measures to promote the productivity and
employability of workers. As productive workers continue making contribution and paying taxes,
fiscal resources go back into the social security system and general tax collection fund, to help cover
those with atypical circumstances.

Moreover, continuous improvement and modernisation of the administration of social security
system is essential. Consolidation of the different schemes covering different risks into one common
scheme might also be a way forward, so that collection is easier, risks are better pooled and resources
could also be shared strategically. It might also minimise complexity when determining qualifying
conditions to access benefits. However, reforms to the structure of the fund must uphold the
principles of accountability, transparency and independence from political influence. These reforms
might require considerable, yet necessary investment by the government.

4.5.2. Government as the third pillar in social security ecosystem

Aside from policy-setting role, the government is largely absent in the existing social insurance
schemes, which focuses on workers in the private sector. However, the experience of the Covid-19
illustrates how the government could play a larger role in providing social protection for individuals
in the working-age population, responding to their specific life cycle risks.

For example, retrenchment by struggling companies has been a key concern for the country during
the Covid-19 pandemic. The government then leveraged on SOCSO to distribute more than RM25
billion in wage subsidies to keep people on the payroll. Relaxation of some qualifying conditions to
access benefits as well as additional assistance have also been provided for some affected workers,
as long as they are registered with SOCSO. However, non-contributors cannot be reached through
these initiatives.
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Building from the experience during the pandemic, this report proposes a more systematic fiscal
commitment by the government to invest in social protection. Aside from its direct contribution as
an employer (per the suggestion to include civil servants in the social insurance schemes in the
previous sub-section), the government could also provide basic income security by including those
previously excluded from the system to be included in the system. This would include those facing
challenges to contribute to or fulfil qualifying conditions of social insurance schemes as well as for
those outside the labour force.

However, proposals in this section do not change the status quo for standard employees in the private
sector whose social insurance contribution comes from the employee and their employer. Malaysia
could also aspire to adopt a more solidarity approach to manage more life cycle risks of its working
population. For example, total contribution rates could be shared between workers, employers and
the government for all workers, especially if the country is considering increasing contribution rates
of its social insurance. However, the feasibility of this more ambitious proposal is not covered in this
report. Instead, we prioritise covering those previously uncovered or face challenges of being
covered by existing social insurance schemes.

The government as a partner contributor

To expand the coverage of existing social security schemes among workers without standard
employment relationship, the government could consider subsidising contribution costs for these
workers. Options include flat or scaled subsidisation rates, matching coverage, or government
commitment to cover deficits on social insurance scheme?83,

In this proposal, we extend the initiative proposed in the Budget 2021, where the government offered
to provide full coverage for one-year contribution of the employment injury scheme for selected self-
employed workers (e.g. delivery riders). In the extended version of this policy, the government could
partially or fully cover the 2.65% contribution of all the existing social security schemes (1.25%
employment injury, 1% invalidity pension, 0.4% employment insurance scheme) for all non-
standard workers, provided that the necessary legislations are amended to include these workers.
Based in the average insurable monthly income in the current self-employed employment injury
scheme, and the estimated total non-standard workers in 2019, this would incur investment by the
government between RM1.0 and RM7.4 billion, or 0.06% and 0.49% of GDP (Table 4.6).

Table 4.6: Estimated investment to cover non-standard workers in all social insurance schemes, by insurable
earning and contribution coverage, 2019

Annual contribution per  Total non- LB
worker (RM) standard (RM billion) (% GDP)
(22‘21,/0 _ fggﬂ'/‘:)' . V(vrﬁﬂffc?;? Ful  Partial  Ful Partial
?;?;ﬂ;m;;f%aé’ée 333.90 166.95 y 2.0 1.0 013 006
Maximum insurable 1,256.10 628.05 . 7.4 3.7 0.49 0.24

earning, RM3,950

Note: *The other half is covered by workers
Source: SOCSO (n.d.-f), DOS (2021f), DOS (2020b), KRI calculations

183 L0 (2019a)
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Undeniably, the proposed contribution subsidisation by the government is not without challenges.
For example, in the case of government contributing for the employment injury scheme for selected
self-employed workers mentioned earlier, there has been criticism of government subsidising the
platform operators. We emphasise that enforcement by the authorities remains important.
Regulations must clearly describe the responsibility of contribution by the party that controls the
nature of work and exposure to risks among the self-employed (e.g., company hiring self-employed,
platform), and efficient ways to check accurate self-reported income should be introduced.
Additionally, there are potential disincentive effects that should be monitored. For instance, if the
government only provides subsidy for the lowest insurable income, people may subscribe to the
cheapest option instead of one that reflects their true income level. Moral hazard can be the case
when some choose to continue relying on assistance even if they could afford to contribute
themselves. Perverse incentives among employers might exist too because they could cut costs by
hiring self-employed workers (whose social protection financing is supported by the government)
when in fact they are dependent self-employed.

Moreover, relevant social insurance schemes could also be used to cover population outside the
workforce, especially considering that some are performing essential, yet unpaid care work.
Disproportionate care responsibilities that force women to leave the workforce is inherently
precarious because they are completely without an income source. When they are performing care
duties, they are not excluded from risks of accident, leading to injury and potentially invalidity. Their
work could be physically strenuous and hazardous as they handle dangerous items (e.g. knives, hot
pans) and are exposed to potentially toxic chemicals (e.g. household cleaners)!8+.

SOCSO has extended the coverage of its social insurance schemes to domestic workers!85, and
housewives starting 2022 (with contribution assistance for housewives in poor households!86). This
ensures that caregivers are entitled to some basic income security (via replacement benefits) and
other healthcare support in the event that they are injured or become invalid while performing care
work.

A key operational challenge to include unpaid caregivers is the absence of wages, which social
insurance typically uses as an anchor to determine the premium rate and consequently claimed
benefits. The announced scheme in 2022 has an annual contribution of RM120, but for convenience,
we use the existing insurable earning threshold for self-employed injury scheme as guideline instead.
The government could consider covering between half of the lowest premium (the other half could
be contributed by household who benefit from the unpaid care work) and the full cost of the highest
premium. Based on 2019 data, we estimated that the government would need to invest between
RMO0.4 and RM 3.2 billion, or 0.03% and 0.2% of GDP to cover close to 3.0 million persons outside the
workforce, in 2019 (Table 4.7).

184 Menegatti (2016)
185 SOCSO (n.d.-a)
186 Astro Awani (2021b)

KHAZANAH RESEARCH INSTITUTE 81



CHAPTER 4
EXPANDING SOCIAL SECURITY TO ALL WORKING-AGE INDIVIDUALS

Table 4.7: Estimated investment to cover persons outside the workforce due to care responsibilities in injury
and invalidity schemes, by insurable earning and contribution coverage, 2019

Annual contribution per  Total people Investment
worker (RM) outside (RM billion) (% GDP)

Full Partial 'ab°l_1”r_ force
(2.25%) (1.13%) * (million)

Full Partial Full Partial

Minimum insurable
earning, RM1,050

Maximum insurable
earning, RM3,950

283.50 141.75 0.9 0.4 0.06 0.03
3.0
1,066.50 533.25 3.2 1.6 0.21 0.11

Note: *The other half is covered by affected recipients or earning household member
Source: SOCSO (n.d.-f), DOS (2020b), DOS (2021f), KRI calculations

Tax-funded and individual-based social assistance for income security during unemployment

As noted in earlier sub-section, not all unemployed persons could benefit from the existing
employment insurance scheme. Moreover, social security contribution relies on individuals to first
be employed and have income such that they can make social security contributions. This would
exclude pre-employed individuals, for example youth in transition from school to work who are
actively looking for jobs. In the past, policymakers have introduced various initiatives to assist youth
graduates and jobseekers, but income security is only available for participants of certain
programmes and depends on participating companies (e.g. Skim Latihan 1 Malaysia and Professional
Training and Education for Growing Entrepreneurs programmes).

Due to the unprecedented challenges of the Covid-19, in 2021, the government introduced a JSA of
between RM300 and RM400 for those uncovered by the employment insurance scheme, including
youth in transition from school to work!87. The allowance is distributed by SOCSO, lasts up to two
months, and require the jobseeker to fulfil certain job-seeking activities. Building from this initiative,
we further recommend higher levels of benefits and longer duration of coverage of the job search
allowance.

Based on PLI per capita and global comparison88, we propose the benefits levels to be increased to
RM600. More ambitiously, it could be set at minimum wages (RM1,200 in 2019) or average wages
(RM3,224 in 2019), so that the unemployment assistance could provide enough financial assistance
for unemployed persons. Following the six months coverage of the JSA for retrenched insured
persons in the employment insurance scheme, this allowance should also be provided for up to six
months for other jobseekers. This initiative will incur government investment between RM1.7 and
RM9.1 billion per year, or about 0.1% and 0.6% of GDP (Table 4.8).

187 SOCSO (2021b)
188 Countries with youth job search allowance typically set benefit level to be between 23% and 62% of their minimum wages. See Appendix E
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Table 4.8: Estimated investment for JSA to cover unemployed* persons, by age group and allowance level,
2019

Age Unemployed® Allowance Total allowance _ Investment
(RM, monthly) (RM, 6 months) (RM billion) (% of GDP)

Vouth 600 3,600 1.1 0.07
( s oy 293441 1,200 7,200 2.1 0.14

3,224 19,344 57 0.38
Above 600 3,600 0.6 0.04
youth age 174,775 1,200 7,200 1.3 0.08
(>24) 3,224 19,344 3.4 0.22

Note: *Refer to total unemployment minus total loss of unemployment because the latter receives JSA from the employment insurance
scheme. **Age threshold of youth as defined in the UN (n.d.)
Source: SOCSO (2020a), DOS (2020b), KRI calculations

The distribution of tax-funded unemployment benefits via SOCSO has several advantages. It provides
an incentive for future workers to register with the national social security institution even before
they earn income from employment. More importantly, recipients will remain close to various active
labour market policies that can help them improve their skills and employability. This will taper the
heavy reliance on existing household-based income assistance that might not necessarily be linked
to policies that support the productive capabilities of the working-age population.

The provision of job search allowances must entail reasonable monitoring of job search activities,
and guidance from employment services officers. It must also be supportive and tailored to the
jobseeker’s circumstances, rather than prescriptive. For example, monitoring behaviour should not
be too paternalistic and push jobseekers to simply accept any job. Instead, they should carefully
assess whether jobs are suited to jobseekers’ qualifications, skills and personality. Some might even
choose to be entrepreneurs and should be guided to develop their business plan and connected with
other existing initiatives by the government to help entrepreneurs. Unemployment itself is already a
difficult situation for most people, and monitoring of job-seeking activities in the provision of basic
income support for the unemployed should not further burden the affected individuals.

The scheme could also be designed to prevent perverse behaviours leading to long-term dependence
on job search allowance. A time limit could be imposed, for example the youth jobseekers’ allowance
might only be available for a certain period after graduating from school, college or university.
Extension of the time limit could also be considered for individuals facing certain systematic difficulty
in their job search efforts. Payment of the allowance could also be staggered, per the implementation
of the JSA under the employment insurance scheme, so that workers are incentivised to take up jobs
since their allowance decreases over time. In making this a success, we also highly emphasise the
government and private sector’s roles in creating adequate good quality jobs.
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For any policies that provide income support for economically active but unemployed persons,
policymakers will always have to balance provision of income security and prevention of work
disincentive effects. Benefits should be set sufficiently such that unemployed workers do not fall into
poverty or destitution, but it must not be too high such that they reject legitimate and suitable job
offers. However, the allowance must also reflect rising living costs, for example, by indexing it to the
inflation rate or growth of wages. Moreover, they could also be set at different rates considering
different individual circumstances. For example, benefits levels for an unemployed disabled person
might be higher to consider their different cost of living due to medical needs.

Maternity cash grants for mothers to complement UCB

As illustrated in Section 4.4.2, a significant portion of the female working-age population are out of
the workforce and most of them are performing essential care work. Even if Malaysia decides to shift
to a social insurance model to provide income protection for new mothers more sustainably, we
would still be excluding women outside the workforce because they are not earning employment
income to contribute to the social insurance. In some countries, assistance is still provided for these
women through the provision of maternity cash grants!8%. While the implementation varies between
countries, such assistance aims to provide all new mothers with some basic income protection
following childbirth. For Malaysia, we recommend this benefit to complement the distribution of UCB
proposed in Chapter 3 of this report.

We propose that all mothers of newborns are entitled to a universal maternity cash grant of at least
RM1,800 per childbirth, which is the PLI per capita (RM600) paid for three months. The grant level
could also be set at more ambitious levels of RM3,600 (minimum wage RM1,200 for three months)
or RM9,672 (average wage RM3,224 for three months). Based on the estimated total live births in
2019, this would entail investment of between RM900 million and RM4.7 billion, or 0.06% and 0.3%
of GDP in 2019 (Table 4.9).

Table 4.9: Estimated investment by on maternity cash grant, by grant level, 2019

Government investment

Total grant (RM) Total live births —

(RM billion) (% GDP)
1,800 0.88 0.06
3,600 487,957 1.76 0.12
9,679 4.72 0.31

Source: DOS (2020e), KRI calculations

189 See Appendix F for some country comparisons
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The guarantee of medical benefits is also an essential element of the minimum and higher standards
of the ILO’s Maternity Protection Convention (No. 183) and Recommendation (No. 191) 200019, The
proposed maternity cash grant might only cover basic income security but should progressively
include coverage to more generous medical benefits for maternity care. This is because while public
healthcare is available in Malaysia, there is still some costs associated to maternity carel9l. It is
essential to emphasise that strengthening of public healthcare facilities will also improve the quality
of maternity care for all mothers. The role of public healthcare as another cross-cutting social
protection pillar for everyone in the working-age population including mothers, will be discussed in
a forthcoming complementary paper to this report.

Estimated investment to expand social protection for the working-age population

We believe the initiatives to create coherent and inclusive social protection schemes for all
individuals in the working-age population must begin now. Fiscal commitment from and investment
by the government are essential.

In the next decade, the investment of extending the coverage of existing social insurance schemes
will entail financial commitment of between RM1.5 and RM13.0 billion annually. Tax-funded JSA for
unemployed persons who are not entitled to the employment insurance benefits as well as maternity
cash grants for mothers totals between RM2.9 and RM20.9 billion annually?92.

The large range of investment level is due to the different levels of benefits proposed in this report.
At the lower bound, estimates opt for the lowest social insurance premium and set benefits at PLI per
capita. At the higher bound, estimates opt for the highest social insurance premium and set benefits
at the average wage level. Yet, even at the most ambitious thresholds, these investments are less than
2% of the projected GDP in the next decade (Figure 4.14).

190 JLO (2000a), ILO (2000b)

191 In Malaysia, government hospital charges between RM60 and RM2,000 for normal delivery and RM100 to RM800 for C-Section delivery;
while private hospital charges between RM3,000 and RM10,000 for normal delivery, and RM6,000 and RM15,000 for C-section, and about
RM4,000 for other check-ups and tests. Estimates based on 2018 figures. Source: FMT (2018)

192 See Appendix D for full calculation
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Figure 4.14: Estimated investment to expand social protection for the working-age population, by scenario,
2022 - 2030

Scenario 1: Lower bound, set at minimum premium and benefit at PLI per capita in 2019

e Partial coverage of lowest insurable earning for all existing social security schemes for all non-standard
workers, RM167 per year.

e Partial coverage of lowest insurable earning for injury and invalidity schemes for people outside the
workforce due to care responsibilities, RM142 per year.

e RM®600 for jobseekers’ allowance for unemployed who do not get any benefits from employment
insurance scheme, for up to six months and indexed to inflation 2%.
e RM1,800 maternity cash grants to all mothers, indexed to inflation 2%.

Total investment level... ... and its share from total GDP
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Scenario 2: Higher bound, set at maximum premium and benefit at average wages in 2019

e Full coverage of highest insurable earning for all existing social security schemes for all non-standard
workers, RM1,256 per year.

e Full coverage of highest insurable earning for injury and invalidity schemes for people outside the
workforce due to care responsibilities, RM1,067 per year.

e RM3,224 for jobseekers’ allowance for unemployed who do not get any benefits from employment
insurance scheme, for up to six months and indexed to inflation.

e RM9,672 maternity cash grants to all mothers, indexed to inflation 2%.

Total investment level... ... and its share from total GDP
RM40b 2.0%
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Note: See Appendix G for the full list of assumptions and calculations
Source: KRI calculations
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46 Concluding Remarks

This chapter looks at the provision of basic income protection among the working-age population in
facing core life cycle and employment-related risks. To date, Malaysia has relied on social insurance
to manage the risks of income loss due to injury, invalidity and unemployment. However, the social
security schemes are only mandatory for employees in the formal sector, with explicit contributory
responsibility by the employers. Voluntary schemes for the self-employed remain under-subscribed.
Income protection for women following childbirth also depends solely on employers’ ability to
provide paid maternity leave. As such, women with unscrupulous employers, those who are self-
employed, unemployed or outside the labour force remain vulnerable and this serious gap must be
addressed by social protection policies urgently.

To minimise the social protection gaps among the working-age population, this chapter then propose
the expansion of mandatory coverage of social insurance schemes, requiring the amendment of
multiple social security acts and regulations, and the revision of qualifying conditions to consider the
heterogenous nature of different groups in the working-age population. The utilisation of the social
insurance model to cover more life cycle risks for the working age population, such as maternity,
could also be considered, while at the same time, develop the coverage and financing of paid paternity
leave.

The government is an essential third pillar that provides essential contribution assistance, tax-
funded benefits for some unemployed persons and maternity cash grants for new mothers to
complement the UCB. We contend that this tax-funded assistance should be implemented within the
ambit of our existing social security institution (i.e. SOCSO) to avoid fragmentation and ensure
cohesive delivery of workforce-related public service throughout one’s life during the working age.

In addition to its inclusivity, this report attempts to uphold the principle of solidarity and risk sharing
between the government, employers, as well as workers of all categories. The proximity between
passive labour market policies (embedded in the income protection aspect of social security
schemes), and active labour market policies as advanced by SOCSO is also preserved. This ensures
that that all workers are prevented from falling into poverty when they face some catastrophic
events, promoted to recover from it and to continue being a productive member of the workforce.
The provision of such social protection floor smoothens one’s risks and vulnerabilities during the
working age and contributes significantly to their well-being.
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...there is no method of avoiding the costs of ageing. In fact, all debate and policy decisions are about
how to allocate, in the fairest manner, the costs of ageing among all stakeholders. In this debate,
however, the term “fair” is open to interpretation, which is driven by the interests of those involved.

ASEAN Secretariat (2020)

51 Introduction

The future of a more aged society is nearer than we think. In 2020, Malaysia has transitioned to an
“ageing” population, whereby those aged 65 and older reached 7% of the population. The country is
projected to become “aged” in 2045 when the share of those aged 65 and older will reach 14% of the
population and “super-aged” by 2060, when those aged 65 and older will reach 20%193. In 2020, one
in 14 persons in Malaysia aged over 65, making up 2.3 million of the 32.4 million total population.
Based on the population forecast, older individualst?4 will become more prevalent, expected to reach
one in seven in 2045 and one in five in 2060. Similarly, the median age of the population is rising; in
2020, it was 31 years old and in 2060 it is projected to be 43 years old.

Longevity is to be celebrated but ageing often increases the risk of deteriorating income, health and
social support. While ageing is inevitable, the experience varies depending on how well the risks are
managed. Multipronged policies must accompany the multifaceted nature of old-age vulnerabilities,
but a detailed discussion on these challenges goes beyond the scope of this report. Instead, this
chapter focuses on the risk of income insecurity in old age which is one of the key factors
underpinning other challenges including homelessness, disability, as well as physical and mental
health issues. In this context, an effective system that is forward-looking in managing income
insecurity during old age matters and must be extended to all.

This chapter first outlines the importance of old-age income security. It then discusses key gaps in
the pension ecosystem in Malaysia and later compares and contrasts existing solution options.
Finally, it offers Social Insurance Pension (SIP) as a policy option to expand pension coverage and
help improve pension affordability.

5.2 The Importance of Old-age Income Security

Old-age income security or the ability to meet basic needs in old age is grounded in human rights
instruments and international labour standards. It is a pertinent issue as Malaysia is rapidly ageing,
with changing family structure and weakening monetary family support. Weaker labour market
participation and deteriorating capacity to work also make older adults more vulnerable to poverty. At
the same time, the current pension system has yet to deliver the much-needed protection coverage with
many groups falling through the cracks. Against this backdrop, improving old-age pension has shown
promising results in improving the lives of the recipients, their households and the larger economy.
Figure 5.1 summarises key points supporting the expansion of old-age income security in Malaysia.

193 Unless otherwise stated all demographic statistics are KRI calculations based on the medium fertility variant of the 2019 revision of the
United Nations Population Forecast via CEIC (n.d.).
194 See Box 5.1 for a brief note on definitions of older persons
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Figure 5.1: The importance of old-age pension
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Box 5.1: Defining older persons

In this report, older individuals refer to both those aged +60 and +65 . This is a common practice,
and the thresholds are used interchangeably depending on available statistics!95. In 1913,
American sociologist Isaac Rubinow described the age 65 as the threshold of old age “since it is
at this period of life that the rates of sickness and death begin to show a marked increase over
those of the earlier years”19. In 1982, the UN at the First World Assembly on Ageing adopted the
age 60 as the definition of older persons given the prevailing practice in the past!9’. It is
worthwhile to note that Malaysia typically uses the age 60 in its age-related policies (Table 5.1),
but the 65 threshold is a more common category in many international statistical definitions.

Table 5.1: Age threshold for relevant policies in Malaysia

Civil servant mandatory retirement age'°: 60 1 January 2012
Statutory minimum retirement age'%°: 60 1 July 2013
Means-tested monetary assistance for older person®?°: 60 (1982)

EPF age-related withdrawal policies
e Age 60: Full withdrawal of savings in Akaun 55 at age 55 and Akaun
Emas, for those working beyond age 55
e Age 55: Full withdrawal of savings in Akaun 55, consisting of all
savings in Account 1 (stores 70% of monthly contribution) and
Account 2 (stores 30% of monthly contribution)
e Age 50: Partial withdrawal of savings in Account 2

1 January 2017
1952

1968

Source: KRI illustration

195 See UN (2019a)

196 As cited in Sergei Scherbov (2020)

197 UN (1982)

198 Mandatory retirement age for civil servants has increased from 55 to 56 in 2001, 56 to 58 in 2008, and 58 to 60 in 2012. Source: JPA
(n.d.-a)

199 No statutory minimum age existed prior to 2012 but the retirement age was typically set at 55 in practice. With the Act, a fine will be
imposed for requiring employee to retire prior to age 60 but employees can choose to retire earlier. Source: SSA (2013)

200 Bantuan Orang Tua (BOT), known as Bantuan Warga Emas since 2021, was first introduced in 1982 but the age limit was not specified
in the original document. Source:SAGC (n.d.)
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5.3 Old-age Pension Provision in Malaysia

The right to income security is part of the Universal Declaration of Human Rights. This right is later
operationalised in other international standards (see Appendix H for more details). These
international documents anchor the ideal by providing broad tools to design a social security system
where three main income-security contingencies are covered. These are old age, disability and loss
of a breadwinner.

While Malaysia is not a signatory of the relevant international conventions, the country has in place
schemes that strive to protect all three income-related contingencies (see Appendix I for key features
of each scheme). This chapter zooms in on old age contingency, excluding discussions on disability
pension and survivors’ pension20l, As illustrated in Table 5.2, the pension provision for old age has
three components: a tax-funded first tier, a second tier of mandatory individual accounts and a
voluntary third tier. The first tier aims to ensure a minimum standard of living, the second targets
income replacement (the value depends on past earnings or contributions), and the third tier consists
of voluntary retirement savings. However, even with the three tiers, not all individuals are covered
and benefits vary from one scheme to another. This inconsistency reflects structural shortcomings.

Table 5.2 : Old-age retirement schemes in Malaysia

Old-age income Scheme ‘ Agency & governing document/legislation Tier
security Means-tested allowances JKM First
for older individuals National Policy for Older Persons, 2011 tier

Stipulated ILO

] EPF LTAT
conventions: Q/Iaav?r(]jastory retirement Employees Provident Tabung Angkatan
i) No. 102 (Social 9 Fund Act 1991 Tentera Act 1973 Second
security minimum KWAP JPA tier
standards) and Civil service pension Retirement Fund Act Article 147 of the
ii) No. 128 (Invalidity, 2007 (Act 662) Constitution
OId-Age "f‘”d _ Voluntary private PRS Third
Survivors' Benefits) retirement Capital Markets and Services Act 2007 tier

Note: The LTAT is a government statutory body providing retirement savings scheme for officers and members of other ranks of the
Malaysian Armed Forces and the volunteer forces; KWAP is Malaysia’s civil service pension fund; JPA (Jabatan Perkhidmatan Awam) is the
Public Service Department; PRS refers to Private Retirement Scheme

Source: KRl illustration

Table 5.3 shows there were 22.7 million working-age individuals aged between 15 and 64 in 2019.
33% of this population or 7.6 million individuals actively contributed to their retirement savings in
the EPF. Active contributors here refer to those who contributed at least once during the reported
year. In the same year, almost 1.4 million civil servants including armed forces personnel were either
eligible for tax-funded pensions through KWAP or contributing to other retirement funds, like the
LTAT. This left almost 13.9 million outside the formal retirement arrangements or 60% of the total
working-age individuals202.

201 SOCSO provides invalidity pension and survivors’ pension for its contributors. In 2017, SOCSO received over 14,000 applications for
invalidity pension, only 40% of which were eventually approved. The high proportion of applications has been cited to indicate applicants
trying to receive SOCSO pension to meet their old-age income needs. Source: Rabi et al. (2019)

202 With this deductive method, the total and proportion of uncovered individuals vary based on the denominator. Out of 15.6 million
labour force, the total would be 6.77 million or 43.4% in 2019. Out of 15.1 million employed persons, the total would be 6.3 million or
41.5% in 2019. Note that computing coverage for old age as a percentage of the working-age population is a common practice
internationally.
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While some within the excluded population can eventually seek assistance from the BWE
programme—tax-funded financial assistance for poor older persons—as will be shown below, the
scale of the programme is small. This means the majority would have to rely on individual efforts like
personal savings, house, land ownership, or intra-generational family transfer. Yet, for most, these
other sources of income may not always be available to them. Declining fertility rate, shrinking
household size203, the weaker prevalence of a multi-generational household2%4, and rising household
debt205 also point to a future where old-age income security would depend less and less on monetary
family transfer.

Table 5.3: Number and share of persons in the working-age population, by old-age retirement scheme, 2009
and 2019

Total Total

Estimated working-age individuals without
formal old-age retirement schemes

EPF active contributors aged below 65 5,773,302 32.1% 7,545,935 33.3%

Civil service (excludes the Malaysian Armed
Forces and the Royal Malaysia Police)

Armed forces personnel 133,600 0.7% 136,000 0.6%
Working-age individuals (15 to 64 years old) 17,989,348 22,680,640

11,200,327 13,869,370

1,015,719 5.6% 1,265,335 5.6%

Note: Estimated uncovered individuals are a lower bound as it discounts a potential overlap between EPF active members and civil
servants; both include non-pensionable public sector employees. The size of the overlap is expected to be small. Armed forces personnel
are used as a proxy for LTAT contributors; 2018 data was used for the year 2019. Account-holders for the PRS are also excluded from the
estimation as PRS members are expected to have a higher overlap with EPF active members, with 71% of PRS members being employed
Source: SC (2019).

Source: DOS (various years-a), EPF (various years), KPWKM (2020), World Bank via CEIC (n.d.), KRI calculations

The meagre improvement of estimated working-age individuals without old age retirement schemes
from 62.3% in 2009 to only 61.2% in 2019 indicates a persistent coverage gap (Table 5.3). This is
despite the EPF’s efforts to expand coverage by introducing voluntary savings schemes for i-Saraan
(previously known as the 1Malaysia Retirement Savings Scheme) for self-employed in 2010 and i-
Suri for housewives registered under the National Poverty Data Bank (e-Kasih) in 2018206, As a
simple comparison, out of the 2.5 million Malaysian citizens working on their own, only 121,000 or
5% registered with i-Saraan in 2019 (Figure 5.2). Meanwhile, only 81,000 housewives registered
with i-Suri. This is 3% of the 2.9 million women citing housework for not seeking work or 20% of the
total number of poor households among citizens only, assuming one member from each poor
household is eligible for i-Suri.

203 Household size shrunk from 4.3 in 2005 to 3.9 in 2019. The declining pattern is observed in both rural and urban areas. Source: DOS via
CEIC (n.d.)

204 The proportion of three-generation households declined from 41.1% in 2004 to 30.7% in 2016. Source: World Bank (2020a)

205 Household debt as percentage of nominal GDP has increased from its all-time low of 60.4% in 2008 to 93.3% in 2020. Source: BNM via
World Bank (n.d.-b)

206 The amendment to allow self-employed to contribute to the EPF was made in 1977 under the EPF Ordinance 1951.
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Figure 5.2: Number of EPF members and comparable working-age population, by voluntary EPF scheme, 2019

Own account workers 2,452
i-Saraan I 121

Women citing housework for
not seeking work 2,944
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Note: Own account workers and women citing housework for not seeking work aged between 15 and 64. Women citing housework for not
seeking work include non-citizens. i-Saraan and i-Suri members are citizens aged below 55 and age 60, respectively
Source: EPF (2020), DOS (2020b), DOS (2020a)

According to international standards, an old-age pension system should achieve two objectives. One,
to provide basic income security that allow for a “life in dignity”207. Two, to serve as a consumption
smoothing mechanism, enabling stable consumption throughout periods of both high and low
income. The fulfilment of these objectives can be assessed by the share of the old-age population
drawing pension benefits equivalent to the poverty line per capita (first objective) and pension
amount of not lower than 40% of previous earnings (second objective). While Malaysia has a multi-
tiered pension system with all three components, the system as a whole has yet to achieve both
intended objectives. As Figure 5.3, the sparse provision creates a missing middle. These are
individuals who are not part of the retirement savings scheme and who do not qualify for old-age
financial assistance. Many are excluded from the system and those covered do not have enough
savings for their retirement.

Figure 5.3: Population coverage and adequacy of old-age social assistance and retirement schemes in
Malaysia
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Source: Adapted from Knox-Vydmanov (2021), OECD (2015) for illustrative purposes

207 [LO (2014b)
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The pension floor is effectively guaranteed only to the few at two ends of the spectrum: pensionable
public employees to the far right and poor elders to the far left in. Means-tested allowance for older
individuals, known as Bantuan Warga Emas (BWE)208 is limited to persons aged 60 and above, living
below the poverty line, and without work and family support. In 2017, a total of 134, 614 (4.2% of
the total population aged over 60) received BWE of RM350 monthly, roughly at the poverty line per
capita in 2017. In the same year, 492,898 civil service pensioners (15.3% of the population aged over
60) received at the very minimum RM950 monthly. As of 2021, the minimum pension level for civil
pensioners with at least 25 years of service is RM1,000 and the BWE benefit has increased to RM500,
aligned with the revised poverty line20.

If we are to consider civil service pensioners and BWE recipients as old-age pension beneficiaries,
only 20% of the elder population in Malaysia received periodic old-age benefits in 2017 (Table 5.4).
This means only one in five older individuals in Malaysia were protected from longevity or old age,
lower than the world average of one in two210. EPF members are not considered pension beneficiaries
because of the prevailing practice of lump-sum withdrawal?!l, [t is generally accepted that this
practice does not adequately protect members from the risk of longevity.

Yet, as explained by Antolin et al (2008), lump-sum payments make more sense individually and
administratively when the total savings is too low to be spread across periodical withdrawals, what
more to purchase a reasonable amount of life annuity. In 2010 it was estimated that 70% of retirees
will exhaust their EPF savings within 10 years212. In 2015, 65% or 163, 252 of 251,157 EPF members
aged 54 were reported to have less than RM50,000, an amount that could only last for about five
years of retirement if they spend below RM820 monthly?213. In 2020, 54% or 137,000 of 245,000 EPF
members aged 54 have savings of less than RM50,000214. Note that while the rate may have dropped
from 65% to 54% between 2015 and 2020, the saving threshold of RM50,000 remains. This means
retirement affordability may have regressed, not improved as RM50,000 in 2015 would worth more
than in 2020 after accounting for the inflation.

Table 5.4 : Number and share of old-age pension beneficiaries and non-beneficiaries among individuals aged
60 and above, 2010 and 2017

2010 2017
Total SHET( Total Share
Estimated non-beneficiaries of old age pension 1,755,255 78.1% 2,590,088 80.5%
[ Old-age pension benefiiaries 433,345 219% 628512 19.5% _
BWE recipients 120,496 134,614
Civil service pensioners 372,849 493,898
Total population aged 60 and above 2,248,600 100.0% 3,218,600 100.0%

Note: Total civil service pensioners may include retirees below aged 60 under an earlier optional retirement
Source: JPA (2013), Rabi et al. (2019), JKM (various years), DOS (2016b), KRI calculations

208 BWE is formerly known as Bantuan Orang Tua (BOT)

209 JPA (n.d.-a), MOF (2020)

210 This is based on an unweighted average of old-age effective coverage from 180 countries reported. Source:ILO (2017b)

211 The total periodical and monthly EPF withdrawals have been negligible, reported to be 796 in 2017 and just 579 in 2019. Source: EPF
(various years)

212 Othman (2010) as cited in ADB (2012)

213 EPF (2016a)

214 EPF via Malaysiakini (2020)

94 KHAZANAH RESEARCH INSTITUTE



CHAPTER 5
ENSURING OLD-AGE INCOME SECURITY

With only the very poor older persons and the pensioners of the civil service sector covered by the
tax-funded old-age pension; others are left with the EPF to accumulate savings for their retirement.
However, as shown in Table 5.3, the EPF has yet to successfully expand its coverage beyond the
formal salaried employees. In 2019, only half of the total 14.6 million EPF members actively
contributed to their accounts and among the total active members (7.6 million), the total registered
members in voluntary schemes (0.2 million in 2019) only made up a dismal 2.7%?215. For those with
EPF accounts, as highlighted above, most of them do not have adequate retirement savings to last for
long.

Considering that more than half of EPF members aged 54 in 2020 had less than RM50,000 in 2020216,
most EPF members are far from meeting the target set in 2019 of meeting RM240,000 total savings
by age 55. This basic saving targets can afford members RM1,000 a month for 20 years of retirement,
from age 55 to 75 as aligned with Malaysia’s life expectancy?!?. This RM1,000 monthly pension is
equivalent to 40% of the median monthly salaries of RM2,442 for paid employees in 2019, arguably
fulfilling the minimum replacement rate of 40% for regular wage earners?8, The level was also said
to be consistent with the minimum pension for civil service, which was raised from RM950 to
RM1,000 in 2018219, However, this rate of about RM1,000 is lower than the estimated monthly
expenses of RM2,450 for a senior citizen to lead a reasonable standard of living?20.

This issue of inadequacy is further exacerbated by the decision to provide short-term relief for Covid-
19 by facilitating early access to retirement savings. While other countries also provide early access
to retirement, many of the schemes are conditional to specific Covid-19 financial hardships221. Based
on the OECD 2020 report, only a few countries like Chile and Peru provide unconditional access
similar to Malaysia222. In late February 2021, the EPF estimated that before the Covid-19 withdrawal
schemes i.e. i-Lestari and i-Sinar were introduced, only 3.3 million or 22% of all their members were
meeting the basic savings target?23. With the Covid-19 schemes, the figures dropped further to 2.7
million or 18% of all EPF members224. Between April 2020 and June 2021 withdrawals for Account 2
via the i-Lestari facility, Account 1 through the i-Sinar facility, and a combination of Account 1 and 2
via the i-Citra facility were made available to all EPF members (see Table 5.5). As of August 2021, the
EPF reported that about 39% or 4.8 million of 12.5 million members aged below 55 have near zero
retirement savings of less than RM1,000225.

215 EPF (2020), KRI calculations

216 EPF via Malaysiakini (2020)

217 EPF Basic Savings target by age 55 was revised from RM 120,000 in 2008, RM 196,800 in 2014, RM 228,000 in 2017 and RM 240,000
in 2019. Source:EPF (n.d.-a)

218 DOS (2021f), KRI calculations

219 The minimum monthly pension for civil service increased from RM720 in 2009, RM820 in 2012, RM950 in 2016, RM1,000 in 2018.
Source: JPA (n.d.-a)

220 The Centre for Social Welfare Research (SWRC) as cited in Malaysiakini (2020)

221 OECD (2020)

222 OECD (2020)

223 EPF (2021) via Astro Awani (2021a)

224 EPP via Astro Awani (2021a), EPF (2021) KRI calculations

225 EPF (2021), KRI calculations
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Table 5.5 Withdrawal range, by EPF Covid-19 pre-withdrawal schemes, 2020 to 2022

i-Citra (Max Account 2
then Account 1)

. HCIMNAD
PINAR I CiTRa

Category A Category B
< RM100K > RM100K

Month Announcement i-Lestari (Account 2) i-Sinar (Account 1)

Max Min Max Max Max Min
(RM6,000) (RM600) (RM10,000) (RM60,000) (RM5,000) (RM250)
March
April i-Lestari launched
May i-Lestari first credited 500 50
June 500 50
July 500 50
August 500 50
2020
September 500 50
October 500 50
November i-Sinar announced 500 50
i-Sinar automatic approval
announced
December i-Sinar Category 1 application S0 2
opened
i-Sinar Category 2 application
January opened 500 50 5,000 10,000
i-Sinar first credited
February 500 50 1,000 10,000
i-Lestari ended
March i-Lestari could apply for i-Sinar 200 L (e e
April 500 50 1,000 10,000
May 1,000 10,000
2021 o o
June i-Sinar application ended 1,000 10,000
July i-Citra application opened 1,000 50
August i-Citra first credited 1,000 50
September i-Citra application ended 1,000 50
October 1,000 50
November 1,000 50
December
2022 January
February i-Citra ends

Note: Payment period for i-Lestari and i-Citra depends on application month
Source: KRl illustration

While the Covid-19 early withdrawals have aggravated the problem of savings inadequacy, the issues
of inadequate coverage and savings have pre-dated the Covid-19 crisis. For the large majority of the
population, Malaysia’s pension provision is neither providing the pension floor, nor adequate
consumption smoothing. The next section will discuss key existing solutions to tackle the missing
middle and strengthen old-age income adequacy along with their inherent limitations.
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Box 5.2: Key demographic trends

Figure 5.4 and Figure 5.5 captures the demographic transition in Malaysia and its main drivers.

Figure 5.4: Birth and death rate per 1,000 population (left axis) and total population (right axis), 1950 — 2100
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Note: Data are five-year estimates. 2019 data onwards are projections
Source: UNDESA population estimates via CEIC (n.d.)

Figure 5.5: Share of population, by age, gender and demographic transition phase, 1980 — 2100

Stage 2 Stage 3 Stage 4 Stage 5
High fertility High fertility Low fertility Falling fertility
& falling mortality & low mortality & low mortality & low mortality
1980 2020 2060 2100

65 years

15 years

Men Women Men Women Men Women Men Women

Note: 2019 data onwards are projections. Stage 1 of high fertility and mortality is excluded due to inconsistent longer historical data.
Total populations are broken into 5-year age groups, represented as horizontal bars along the vertical axis, with the youngest age groups
at the bottom

Source: UNDESA population estimates via CEIC (n.d.)

Increasing volume and share of the elder population

In 1980, Malaysia recorded 13.8 million population, 0.5 million or 4% of whom were aged 65 and
over. This elder population grew five times to 2.3 million in 2020, making up 7% of the total
population. By 2060, older adults are projected to almost quadruple to 9.1 million or 22% of the
total population. Even when the population is forecasted to decline by 2070, older individuals
continue to be the only group expected to grow, reaching 11.9 million in 2100, consisting of 30%
of the total population.
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Reached the tail end of demographic dividend in 2020

In 2020, Malaysia experienced the tail end of a demographic dividend where a greater proportion
of the population was of young working age, as reflected in a mid-bulge age pyramid. This was after
55 years of favourable demographic period starting in 1965226, during which improvements in
labour supply, labour productivity, and savings are theorised to create a tailwind for strong
economic growth?2’. According to UNFA (n.d.), demographic dividend is “the economic growth
potential that can result from the shifts in a population’s age structure, mainly when the share of
the working-age population (15 to 64) is larger than the non-working-age share of the population
(14 and younger, and 65 and older)”. Rabi et al. (2019) estimated this by adding the number of
years where the working-age population’s growth exceeds the total population’s growth.

Less working-age individuals to support older individuals

From 2020 onwards, there will be fewer and fewer working-age individuals to support younger
and older generations, as seen in the inverted top-heavy pyramid in 2100 in Figure 5.4. The number
of persons of working age for every elder tumble from 16 in 1980, 10 in 2020 to just three in
2060228, Unless productivity increases faster and/or workers retire later, the shrinking working-
age population can affect the current sources of government revenue. In 2021, individual income
tax is estimated to account for 17.9% of the total government revenue of RM236.9 billion, almost
identical to the size of indirect tax22°.

Falling mortality and fertility as the main drivers of the demographic transition

Like other countries, falling fertility typically coincides with better healthcare access along with
improved educational and labour outcomes for women230. On average, a woman in Malaysia was
expected to have about six children (6.3) in 1958, four (3.5) in 1990 and just two (1.8) in 2018. The
fertility rate has also fallen below the replacement level of 2.1 children since 2013.

Migration is estimated to have a far smaller effect on Malaysia’s demographic shift23l. A projected
net migration rate (immigrants less emigrants per 1,000 population) for 1980 is only -1.05 and
1.21 in 2100232, This is a much smaller rate compared to the birth rate of 31.1 in 1980 and 9.1 in
2100. Similarly, the estimated death rate in 1980 is 5.5 and 12.4 in 2100.

Living longer and longer

For individuals, a longer life expectancy affects retirement arrangements. On average, a person
born in 2020 can expect to live almost 77 years, almost eight more years than those born in 1980.
This coincides with the increasing average years a person at 65 can expect to live. A person aged
65 years in 2020 can expect to live an average of 17 additional years, up from 15 in 2000. By 2080,
the figure will have increased to 23 years. Survival to age 65 has also increased from 67.9% for
females and 60.1% for males in 1969 to 87.0% for females and 76.9% for males in 2019. This means
almost nine out of 10 female babies born in 2019 would survive to age 65, an improvement from
seven out of 10 for those born in 1969.

226 Rabi et al. (2019)

227 See Bloom and Williamson (1997)

228 Qverall dependency ratio will increase (dependent for every working age individual) even after accounting for shrinking young
population (under 15) as the reduction in young population is offset by the rapid increase of older population (over 65).

229 MOF (2020)

230 SeeKirk (1996)

231 An IMF (2017) estimate also supports a relatively weaker impact of migration on Malaysian demographic trends and economic growth.
232 Death rates, birth rates and net migration rates are all from UNDESA via CEIC (n.d.).
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Getting old before getting rich

The main concern for Malaysia is not the demographic transition but its speed. Malaysia is expected
to double its share of the elder population over 65 from 7% in 2020 to 14% in 2045, effectively
reaching the status of an “aged” nation from “aging” within 25 years. As Figure 5.6 shows, the same
transition took France 115 years, Sweden 85 years and Australia 73 years. Malaysia experienced a
similar pace as Japan, and it even performed better than South Korea. However, unlike Japan,
Malaysia is getting old before becoming rich. This is indicated by Malaysia’s lower per capita
income at its peak of the working-age population relative to other developed countries?33.

Figure 5.6: Number of years to transition from aging to aged society, by selected country

France (1865 — 1980) 115
Sweden (1890 — 1975)
Australia (1938 — 2011)
US (1944 - 2013) [ 69 ]
Canada (1944 — 2009)
Spain (1947 —-1992)
UK (1930 — 1975)
Japan (1970 —1996)

South Korea (1999 — 2018)
Taiwan (1994 — 2017)
Hong Kong (1984 — 2013)
Singapore (1999 — 2021)
China (2001 — 2027)
Thailand (2002 — 2022)

MALAYSIA (2020 — 2045)
Indonesia (2035 — 2045)
Philippines (2035 — 2070)
Vietnam (2016 — 2033)
Nepal (2028 — 2054)
1860 1900 1940 1980 2020 2060 2100

Source: Kinsella and Velkoff (2001), Rabi et al. (2019)

Variations in sub-national demographic trends

Figure 5.7 captures sub-national demographic trends. Within Malaysia, states with a larger
population like Selangor, Sabah, Johor, Sarawak, and Perak, have a higher number of populations
aged 65 and over. For example, Selangor is estimated to have the highest number of individuals
aged 65 and above, with 402,900 in 2020 and 1.3 million in 2040. Yet, a large majority of its
population is below 65, with only 6% of the elder population in 2020, lower than Melaka (9.6%),
Perak (10.5%) and Pulau Pinang (10.2%).

Similarly, Sabah has many older individuals relative to other states, but a large proportion of its
population is “young”. Only 4.3% of its population aged 65 and above in 2020 and 11.9% in 2040,
much lower than the national average of 7.2% in 2020 and 14.5% in 2040. Pulau Pinang, in turn,
continues to have a higher share of the elder population for both 2020 (10.2%) and 2040 (19.6%),
well above the national average. Overall, while states within Malaysia have different ageing speeds,
the differences tend to be small. Some states like Kelantan may experience a delayed transition but
less likely to escape it completely.

233 [MF (2017)
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Figure 5.7: Share of population aged 65 years and over, by state, 2020 and 2040
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5.4 Comparison of Potential Solutions

Key demographic trends in Box 5.2 show that each subsequent generation is projected to live longer
than ever. With declining fertility and mortality, a shrinking working-age population will have to
support a growing older population. Given the speed of ageing in Malaysia, the importance of
improving the old-age provision is more pressing than ever.

Yet, longevity improvements are both a cause of urgency (to prevent more from falling through the
cracks) and a source of concern (as larger cohorts put more pressures on fiscal expenditures). While
the system’s equitability must be improved, it has to be sustainable to assure the benefits promised
can be delivered. Sustainability-enhancing pension reforms in the European Union (EU) since the
early 2000s have decreased the generosity of benefits in many EU countries234 The gravity of these
trade-offs is also reflected in a large variation in pension provisions across the globe?23.

In Malaysia, available solutions to the persistent issues of poor pension coverage and adequacy can
be grouped into two sets of options. The first set of options is geared towards improving the
mechanisms within the EPF. The second set of options focuses on broadening the coverage and/or
deepening the benefits of tax-funded BWE. These two broad solutions are not substitutable (not an
either-or situation) and often presented as complementary to one another. This section will discuss
the rationale behind each proposal within the ambit of existing schemes and their corresponding
limitations.

234 Carone etal. (2016)
235 See ILO (2017c¢)
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5.4.1. EPF-centred solutions: Parametric changes to existing scheme

Established in 1951, the EPF network has grown from half a million members in 1952 to almost 15
million members in 2019. With total contributions of about RM80 million annually and total assets
of almost a trillion ringgit, it is one of the oldest and largest retirement funds in the world236. The EPF
has also been consistently reporting a dividend rate above the annual inflation rate and the 2.5%
minimum mandated rate in the EPF Act 1991 since 1960237,

Several improvements have been made since its establishment. As shown in Figure 5.8, key reforms
include allowing non-employees to contribute in 1977; restructuring savings accounts from three to
two in 2008 to discourage early withdrawals; lowering contribution rates for older workers in 2016
to encourage formal labour engagement among older individuals238; introducing Akaun Emas for age
60 withdrawal in 2016 to encourage later withdrawals and increasing employer’s contribution rate
for low wage earners in 2012 to increase retirement savings. However, the main criticism that the
reforms did not go deep and far enough to yield significant results remains to abound.

Figure 5.8: Selected EPF reforms

1977 2012

The EPF Ordinance Increased 2016

1951 was amended to employers'

(among others): contribution for Introduced Akaun

2007 employees' earning | Emas for age 60

Allowing the self- below RM5,000 per w!thdrawal in line
1951 employed the option to Restructured month from 12% to | with the 2013

contribute to the EPF members 13% statutory minimum
The EPF was accounts from retirement age of 60
established three to two

Source: KRI illustration

The Covid-19 early withdrawal schemes renewed attention on the retirement inadequacy precisely
because individuals who need to withdraw the mostare those with the least amount of savings, which
invariably make them the most vulnerable group upon retirement. With approval without conditions
starting in early 2021, the total reported withdrawal for i-Lestari and i-Sinar of RM78 billion in May
2021 exceeded the initially expected withdrawal of about RM44 billion made in 2020239. Despite the
safeguard measures (e.g. for i-Sinar, all future contributions will all be credited to Account 1 until the
amount withdrew replenished), savings of the most vulnerable members with irregular incomes are
expected to take the most hit. According to the EPF, as of August 2021, 5.2 million members have
near zero saving (below RM1,000) in Account 1 and 8.0 million members for Account 2240,

236 According to P&I (2020), as of 31 December 2019, the EPF is ranked the twelfth largest retirement fund in the world.

237 Narayanan (2002) and Jackson and Inglis (2021) have argued that the return rate could have been higher.

238 The share of persons aged 55 to 64 working as own account workers has declined from 41.1% in 2011 to just 23.1% in 2020. Similarly,
the share of unpaid workers among persons aged 55 to 64 has dropped from 6.8% to 4.5% in the same period. These improvements can
be indicative of the positive impact of lowering the contribution for retirement savings for older workers (aged above 60) introduced in
2016 by EPF. Source: DOS (various years-a), KRI calculations

239 Total reported withdrawal as of May 2021 from BH (2021). Total expected amount from NST (2020) for i-Lestari (RM40 billion)
reported in March 2020 and from PMO (2020) for i-Sinar (RM4 billion) announced in November 2020.

240 EPF (2021)
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Given the latest context, three potential suggestions to improve EPF’s equitability or helping
members with lower incomes and savings have been floated in the public discourse. These are2+!:

e Deepening progressive contribution by increasing employer’s contribution for local
workers with a monthly salary of below RM5,000 from 13% to 15%.

e Introducing progressive dividends by applying higher dividend rates for members with
lower savings. For a complete table of the tiered dividends by savings level used, see
Appendix J.

e Increasing contribution period up to the age of 65 with a higher statutory minimum
retirement age from 60 to 65.

To gain some sense of the range of impacts of each recommendation, we used a hypothetical
simulation model to calculate the accumulated savings under different scenarios. All of our
stimulations refer to individuals who entered the workforce in 2018 with different sociodemographic
backgrounds. For the details of the techniques, steps and assumptions used, see Appendix ].

The estimated effectiveness of each proposal is assessed from the coverage of hypothetical accounts
achieving the minimum targets set by the EPF (the Basic Savings target) and the ILO (the poverty line
per capita and the minimum replacement rate of at least 40% of previous earnings). As shown in
Figure 5.9, without any changes to the current EPF scheme, the majority of the hypothetical members
would not have accumulated enough savings to meet any of the minimum savings’ thresholds under
the simulated scenarios.

For example, only 59% of these hypothetical members are projected to acquire enough savings to
live above poverty during retirement, 41% are able to meet the EPF Basic Savings target to support
basic needs and only 21% are expected to have a monthly retirement saving that is at least 40% of
their last drawn salaries. Note that all absolute thresholds like the poverty line per capita and the EPF
Basic Savings target have been adjusted to future values in these stimulations. While these are
hypothetical stimulations, these findings are consistent with the statistical trends reported by the
EPF and other studies?42,

Based on the simulations, higher retirement age is expected to have the largest impact on members’
savings, followed by progressive dividend and lastly, progressive contribution. With a longer working
period (45 instead of 40 working years), a majority (82.2%) is expected to have enough savings to
stay out of poverty. A higher share of the hypothetical accounts is also estimated to be able to reach
the minimum savings set by the EPF and to receive a monthly pension with a replacement rate of
40% of their last wages or salaries. This sizeable impact of the longer working period is expected and
in agreement with other studies243.

241 See PMO (2011) for progressive contribution, The Edge (2020) for progressive dividend and World Bank (2020a) for higher withdrawal
eligibility age.

242 Holzmann (2014) and Rabi et al. (2019)

243 See Munnell and Saas (2008)
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Figure 5.9: Share of hypothetical EPF members achieving minimum income threshold, by threshold and
simulation scenario
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The poverty line per capita The EPF Basic Savings The minimum replacement ratio
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Note: The EPF Basic Savings thresholds and the poverty line per capita have been inflated into future values, assuming a future constant
inflation annual rate of 2%. For more details, see Appendix ]
Source: KRI calculations

Two points need to be highlighted from the findings in Figure 5.9. First, even if all members work for
longer, EPF cannot guarantee the minimum savings adequacy to all its members (18% of hypothetical
accounts are still projected to live below the poverty line per capita upon retirement even with a
higher retirement age). While low wages and pre-retirement withdrawals via Account 2 have often
been cited as reasons behind the EPF savings inadequacy despite its relatively high contribution rates
(cited to rank fifth globally in 2015)244, less attention has been paid to the frequency of contributions.
From the official statistics, it can be observed that only half of all EPF members contribute at least
once a year (7.6 million out of 14.6 million in 2019). The number of actual members contributing
monthly would have been even lower. By design, the EPF arrangements reward regular continuous
contributions, but many may not have the privilege of lifetime employment, let alone without any
income disruption. It is yet to be seen whether matching contributions like i-Suri and i-Saraan can be
effective in substantially increasing participation and savings in the future?4s. The actual total
registered EPF members under these voluntary schemes at the moment is discouraging (Figure 5.2).

Second, the expectation that more older individuals will continue to be active in the labour market
for longer by increasing the statutory minimum retirement age should be tampered with. The labour
participation of older individuals is an outcome of various external/structural and
internal/individual factors. It can be affected by labour market conditions, policies, and institutions;
the pension ecosystem; as well as individual characteristics including educational attainment, health
status, net wealth and personal preferences?4¢. These complex and convoluted factors make it
difficult to predict whether more older individuals will stay longer in the labour market. For example,
while oft-cited drivers like improvement in policies, health outcomes and educational attainment24?
may explain the recent rise in the participation rate for older persons in the labour market, they
cannot explain the high rate of 50.9% in 1975 and the subsequent decline (Figure 5.10).

244 See EPF (2016a) and World Bank (2018)

245 Hinz et al. (2013) documented international experience where matching contributions have been successful in increasing participation
and savings. By contrast, ILO (2015a) found that internationally coverage expansion efforts through voluntary schemes without
government-enforce compliances to be rarely effectively implemented.

246 See Bodnar and Nerlich (2020)

247 The statutory minimum retirement age was passed in 2012. Estimated years spent in poor health have improved slightly from 9.1 years
in 1990 to 9.5 years in 2019. Source: KRI (2020). Rate of tertiary enrolment has increased from 3.8% in 1979 to 43.1% in 2019. Source:
UNESCO Institute for Statistics via World Bank (n.d.-b)
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Internationally, the ILO estimate of the labour participation of individuals aged 65 and over in 2019
for Malaysia (25.6%) is comparable to Japan (25.3%) and higher than Australia (14.7%)248. Overall,
while more older individuals can be encouraged to work longer, the majority of them will likely exit
the labour force, which is consistent with the international experience. Put differently, the same high
labour participation rate during the prime working age (persons aged 25 to 54) cannot be expected
of older individuals (see Figure 5.11)249. This is also reasonable considering that older individuals
also face a higher risk of functional disability. According to the National and Health Morbidity Survey
(NHMS), the prevalence of functional disability to perform Activities of Daily Living and Independent
Activities of Daily Living increases with age?50. The NHMS findings suggest that as we age, we face
higher risks of functional limitations that can limit our capacity to work.

Figure 5.10: Labour force participation rate for Figure 5.11: Labour force participation rate, by age
persons aged 60 — 64, 1975 — 2020 group, 1975 and 2020
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5.4.2. BWE-centred solution

Considering the persistent challenges faced by the EPF particularly concerning informalisation of
work as well as under- and unemployment, there has been a growing call to avoid the contributory
complexity by introducing social pension in Malaysia25l. Social pension is essentially tax-funded
periodic old-age benefits and Malaysia already has a form of this in existence. However, it is currently
limited to highly targeted poor older individuals without income and family support (under the BWE)
and pensionable civil employees (under the civil service pension). It has been argued that the next
step forward is to expand BWE, inching towards a universal social pension. Under the universal social
pension, all individuals reaching the eligibility age will be provided with regular old-age benefits,

typically pegged at the poverty line.

248 [LOSTAT (n.d.)
249 Unless the public sentiment changes, it is also highly unlikely for the current withdrawal age of 55 to be changed. In 2015, 94% of

respondents from the EPF Members Consultation Exercise overwhelming agreed for the EPF to maintain the Age 55 Withdrawal despite

the introduction of the minimum retirement age of 60 in 2013. Source: EPF (n.d.-b)
250 Seventeen percent of the survey respondents aged above 60 experienced functional limitation in performing Activities of Daily Living

(ADL), quadrupled the rate for respondents aged between 50 and 59 (3.8%), while 42.9% of its respondents aged above 60 were estimated
to require assistance for IADL, doubled the rate for those aged 50 to 59 (21.3%). Source: MOH (2019)
251 See ADB (2012)
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The main hindrance to the proposal continues to be the cost implications252. Financing challenges
with the impending demographic transition captured in Box 5.2 is becoming harder to ignore. While
the system'’s equitability must be improved, it has to be sustainable to assure the benefits promised
can be delivered. This trade-off is also evident in many countries’ recent sustainability-enhancing
experiences that invariably led to lower pension benefits253.

The policy inertia revolving around the provision of social pension through the expansion of BWE
can also be explained by its institutional legacy. The BWE was introduced as early as 1982 in the state
of Sabah, and it has been packaged as social “assistance” ever since. This coupled with the fact that
the BWE is the only old-age provision scheme without legislative underpinning (see Table 5.2 ),
making it difficult to pivot it from means-tested old-age assistance to non-revocable old-age benefits
for allz>4,

Indeed, this label of social assistance has put a tab on its expenditure. The total BWE recipients
dropped from 135,217 in 2011 to 134,46 in 2018, or 6% of the total population aged over 60 in 2011
to just 4% in 2018. The total expenditure increased from RM477.8 million to RM554.2 million within
the same period with the increase of benefit from RM300 to RM350 starting in 2017. However, in
relative terms, it has decreased from 2.3% to 2.0% of the annual government expenditure and
0.052% to 0.038% of the nominal GDP. Undeniably, this declining pattern is in line with the
decreasing rates of absolute poverty?55 although the old-age population is increasing.

Since the base of the BWE'’s expenditure and recipients has been very low, expanding it to a universal
coverage even at the minimum benefit level (at the poverty line per capita) is still a big leap (Figure
5.12 and Figure 5.13). If the BWE is to be expanded to all aged over 60 in 2022, the total cost is
expected to 44 times more than the cost in 2018. Even by increasing the eligibility age (say from 60
to 65), the estimated universal social pension expenditure share between 1% and 2% of the national
GDP is not as small as one might initially think, especially when compared to the pre-existing
minuscule share of 0.038% in 2018.

To put things into context, the sustainability of the civil service pension has been called into question
for its rising pension and gratuities expenditures (% of GDP) from RM11.5 billion or 1.4% of GDP in
2010 to RM27.5 billion or 2.0% in 2020, doubled in size with an increase of 0.6 percentage points in
a decade?>¢. Unlike the BWE, the civil service pension benefits are much harder to revoke as they are
protected under the Federal Constitution257. Notwithstanding the constitutional protection, the rapid
ageing has led to a greater call to harmonise and rationalise the civil pension scheme?58. In the region,
countries like Brunei, Indonesia, Laos and the Philippines have made a switch from tax-financed to
contributory insurance or savings schemes for government employees259.

252 Saidatulakmal Mohd, Norma Mansor, and Halimah Awang (2015) and World Bank (2020a)

253 Carone et al. (2016)

254 The Old Age Assistance Scheme Regulations 1982 is limited the state of Sabah. The BOT scheme is currently under the 2011 National
Policy for Older Persons. Source: Karto and Teh (1986) and SAGC (n.d.)

255 The reduction applies when the PLIs are based on both the past (2005 methodology) and recently revised methodology (2019
methodology). Source: DOS (2020a)

256 BNM and IMF data via CEIC (n.d.), KRI calculations

257 JPA (n.d.-b)

258 The serving members of the other ranks in the Armed Forces make 10% mandatory contribution to the LTAT, while the government
pay 15% from their monthly salaries. See Appendix H. For other studies on civil service reform, see Chee (1997), Darmaraj and Narayanan
(2019) and BNM (2021a)

259 JLO (2015b)
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Figure 5.12: Estimated fiscal spending on BWE, by
targeting mechanism, 2008 — 2025
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Figure 5.13: Share of estimated fiscal spending on BWE
from total GDP, by targeting mechanism, 2008 — 2025
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Note: 2022 to 2025 figures are based on forecasted GDP. See Appendix K for more details. Results are indicative as they exclude

administrative and upfront investment costs

Source: JKM (various years), IMF (n.d.), World Bank (2021c), UNDESA via CEIC (n.d.), KRI calculations

It is still worth stressing that in principle, a social pension that is universal (available to all older
individuals) and fully tax-funded (the present budget pays for the present older population) is the
most ideal. It is the easiest to administer and has been argued to be the most effective in minimising
exclusion error and providing the fastest full coverage26?. As shown in Figure 5.14, contrary to
popular perception, universal fully-tax funded social pensions are also more prevalent in developing

countries outside Europe and Central Asia.

Figure 5.14: Countries with universal tax-funded social pensions, by income classification and region
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260 Kidd (2015)
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Yet, in practice, this gold standard remains the exception to the rule. Based on HelpAge
International’s social pensions database, there are now about 108 countries with social pensions. As
seen in Figure 5.15, there is a large variation in the delivery of tax-funded social pensions across the
globe. Within these 108 countries, only 24 countries or 22% of the total observed countries provide
universal social pensions with a flat benefit level for all persons above a certain age. The remaining
78% essentially offer targeted social pensions. Like Malaysia, most of the countries (52 or 48%) offer
means-tested social pension targeting older persons in poor or vulnerable households. Another 28
countries (26%) have pensions-tested social pension targeting older persons without or with
insufficient formal retirement savings. The remaining four countries (4%) combine multiple
targeting objectives or offer multiple social pensions with different population targets. This large
variation in the delivery of tax-funded social pensions across the globe shown in Figure 5.15 further
highlights the fiscal pressure faced by governments.

In most instances, for tax-financed pensions, the government has to balance between other
competing priorities, fiscal consideration and policy parameters. This can be seen in the actual
delivery of tax-funded pension where most countries reside in the bottom left quadrant of Figure
5.16 restricting the population coverage of eligible beneficiaries (vertical axis) and the benefits
received (horizontal axis) to keep their budgets small. Indeed, as the budget size is represented by
the size of the bubbles in Figure 5.16, the higher the coverage and adequacy, the larger the budget.

Figure 5.15: Social pension coverage, by country and  Figure 5.16: Share of population above 60 with social
targeting mechanism pension versus share of pension benefit level from
total GDP per capita, by country
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The points made do not diminish the importance of investing in a universal social pension. Indeed,
the benefits of expanding social pension are well documented?¢!. Instead, these points are raised to
identify major stumbling blocks to advancing universal social pension in Malaysia. [t appears that the
cost and institutional implications behind any proposal must not be taken for granted. The next
section offers an alternative for Malaysia to move closer to this aspiration.

261 See ILO (2017b)

KHAZANAH RESEARCH INSTITUTE 107



CHAPTER 5
ENSURING OLD-AGE INCOME SECURITY

5.5 Policy Recommendation: Introducing Social Insurance Pension

Recognising the inherent challenges and limitations of the two sets of options highlighted above, we
view a social insurance pension model as a more enduring approach to work towards achieving full
coverage for basic income security during old age.

Social insurance as a vehicle to deliver old-age pension has a long history. It was first introduced in
Germany in 1889. Originally restricted to and made compulsory only for blue-collar workers below
a certain income threshold, it was later further extended to the rest of the workforce in 1957 and
1972. Social insurance is now by far the most widespread form of old-age protection globally (see
Figure 5.17). Social insurance, however, should not be confused with private insurance. At its core, it
is based on the fundamental principles of solidarity and collective financing. Fundamental differences
between social and private insurance are listed in Table 5.6.

The extension of social insurance coverage is indeed made possible with greater job formalisation.
This can be a cause of concern as we observe a steady rise in self-employment and other trends
pointing to a greater job informalisation2¢é2. Yet, the continuous improvement and expansion of
protection to previously excluded groups like the self-employed and housewives for EPF and non-
standard and domestic workers for SOCSO in recent years have been encouraging. While Covid-19
pre-withdrawal schemes (e.g. i-Lestari, i-Sinar and i-Citra) remain highly debatable for their expected
adverse long-term impacts, both EPF and SOCSO (with the delivery of wage subsides) have shown
impressive agility and adaptiveness in crisis response. Given their performance and institutional
capacity, the changing nature of work will require these agencies to be adaptive but will less likely
make them obsolete. On the contrary, the Covid-19 pandemic underscores their importance in a
rapidly changing and highly uncertain future.

Figure 5.17: Social insurance coverage, by country, Table 5.6: Difference between social and private
2014/15 insurance

Social insurance Private insurance

Participation is compulsory  Participation is voluntary

Emphasis on social Emphasis on individual
adequacy and solidarity equity (“individual”
(“group” fairness) fairness)

Public sector-driven Private sector-driven
Benefits protected by Benefits protected by
statutory law contract law

Note: The listed countries are not exhaustive. Social insurance Source: Adapted from Singh (1991)
coverage presented here may exclude old-age provision. There is no

internationally comparable data on just SIP contributions

Source: ILO (2017b)

262 See Hawati Abdul Hamid and Nur Thuraya Sazali (2020)
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In general, a social insurance pension provides old-age benefits to individuals who have met the
qualifying age and the minimum contribution period, which can vary between 10 and 35 years.
Compulsory contributions are made during the working years and typically are a percentage of an
earned income. Like other schemes, the operational details vary significantly from country to
country. It is also worthwhile to note that most social insurance schemes are a hybrid of both defined
benefits scheme and defined contribution scheme as one’s entitlement depends on one’s
contribution2é3, Yet, the benefits are defined in advance and are not determined primarily or strictly
tied to individual contributions. In many instances, because of the contribution parameters, there are
transfers between members, preserving the element of social solidarity.

It is acknowledged that social insurance or social security agencies are also facing increasing fiscal
pressure. In the OECD experience, reforms to address increasing longevity by increasing the
retirement age, lowering pension benefits or penalising early retirement remain understandably
highly unpopular2é4. In Malaysia, under SOCSO, survivors’ pension and invalidity pension continue
to occupy a larger share in SOCSO’s annual expenditure and the schemes’ sustainability has been
called into question265. One potential way to balance between equity and sustainability is by
introducing a life annuity scheme as the social insurance pension.

5.5.1. Life annuity as a mode of SIP’s delivery

By definition, an annuity is a series of periodic payments. For life annuity, a person is guaranteed a
predetermined lifetime stream of income in exchange for paying the policy premium. The premium
can be a lump sum payment that one makes upon retirement or through a series of premium
payments before retirement. By design, the life annuity covers the risk of outliving one’s accumulated
savings. In the private sphere, the cost of this scheme depends on individual profile (life expectancy)
and preference (the length and the depth of annuity or benefit).

In 2000, the EPF introduced the EPF Annuity Schemes (Epfas266) which allowed EPF members to
withdraw from their retirement savings to purchase a single premium deferred annuity from private
insurance companies. Within less than a year, over 200,000 EPF members registered totalling over
RM4 billion, signalling high demand for the product?6’. However, by the end of 2001, the scheme was
suspended after massive backlash from several entities, most prominently from the Malaysian
Trades Union Congress and the Consumers Association Penang because i) it was managed by private
insurers it was suspected to excessively benefit the private insurers; (ii), there is no guarantee against
investment loss; and (iii), there were allegations of product misselling268. While the scheme was
halted after just one year, the final number of policies sold was surprisingly high, at 273,392 policies
sold with a total of RM5.1 billion premium payment signalling a strong appetite for securing income
for life26,

263 As the names suggest, defined-benefit schemes are those where benefits of the schemes are predetermined, while in defined-
contribution schemes, the contribution rates are predetermined.

264 OECD (2019b)

26550CSO (2019). ILO (2017a) projected that the specific funds would deplete in 2026 and the combined assets would deplete in 2040 if
the current contribution rate of 1% for the invalidity scheme is not increased.

266 The official acronyms are the SAKK (Skim Annuiti Konvensional) for the conventional scheme and the SATK (Skim Annuiti Tidak
Konvensional) for the non-conventional Islamic scheme.

267 Zainal Abidin Mohd Kassim (2003)

268 Product misselling refers to allegations that private insurance agents were misrepresenting the scheme. Source: Zainal Abidin Mohd
Kassim (2003)

269 Nurin Haniah Asmuni (2018)
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Our proposed SIP took three key lessons from the demise of Epfas. First, the scheme has to be
managed by a public entity and delivered as a social insurance pension. Second, the premium can be
made far more affordable by removing expense loading (administrative and maintenance costs
typically charged by private insurers) and a risk premium (additional capital needed by private
insurers to support short-term claims on annuity). Finally, the importance of public engagement to
identify potential loopholes and to ultimately gain public buy-in.

The proposed lifetime annuity under SIP is significantly different from the one offered previously by
Epfasin terms of the mechanism, policy design and actual benefits. As a social insurance, the premium
cost can be kept at a minimum because it uses existing infrastructures. More importantly, as a
compulsory scheme like existing social security schemes under SOCSO, it does not have to account
for additional costs like underwriting, agent commission and a risk premium to back the annuity. The
latter is not needed because by design, a compulsory social insurance scheme guarantees a
continuous steady stream of contributions270.

Unlike the single premium deferred annuity with a flat benefit, the proposed SIP is an inflation-
indexed deferred annuity with periodic premium payments. Note that an actuarial modelling is
applied to calculate the proposed SIP premium. In 2000, under Epfas, a man aged 25 would have had
to pay RM6,462 once to receive RM1,200 every year (equivalent to RM100 a month) for as long as he
lives starting from the age of 55 (Figure 5.18). A woman of the same age would have had to pay a
higher premium at RM7,226 as they have a longer life expectancy than a man27!. The policy also
comes with other additional features like bonus annuity payment (not guaranteed) and
compensation for those who decided to withdraw.

Figure 5.18: Example of annual premium across a lifetime under Epfas introduced in 2000

RMS5,000 Fixed life annuity
55 yo: RM 1,200 in 2030 (RM100 monthly)
3,000 P 99 yo: RM1,200 in 2074 (RM100 monthly)
Deferred period 30 years
R lelebeisleletsinietelsinisile gl ||
-1,000 20 30 35 40 45 50 55 60 65 70 75 80 85 90 95 100
-3,000
-5,000

-7,000 Single premium
25 yo: RM 6,462 in 2000 (RM 539 monthly)

-9,000

Source: Zainal Abidin Mohd Kassim (2003)

270 See Singh (1991)
27120109 life expectancy at birth for males is 72.2 years and 77.3 years for females. Source: DOS (2020c)
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5.5.2. Key features of life annuity under the SIP

In contrast with the Epfas, our proposed life annuity comes with the following policy features (Table
5.7).In terms of design, the proposed SIP differs from Epfas as it disburses pension benefits monthly,
not annually; it has a single rate for both men and women, and its pension benefits do not remain flat
but increase annually to account for inflation. The unisex rate also serves two functions. One, as a
common practice in social insurance, the same rate eases the administrative burden. Two, it serves a
redistributive role between members where, as informed by data, women are more likely to have
fewer savings than men but are more likely to live longer than men. Based on these key features, an
actuarial model is set up to compute the premium required to sustain expected pension
disbursement. For more details, see Appendix L.

Table 5.7: Key features of the proposed annuity

Feature Description

Monthly payout Annuity (benefit payout) is received monthly.

Unisex rate Annuity and premium are the same for both men and women.
Deferred annuity Annuity starts after a specified period.

Lifetime annuity Annuity continues for an entire life. It ends when the annuitant dies.
Single life annuity Annuity is not transferable to dependent or nominee.

Increasing annuity Annuity increases at a fixed rate annually to account for inflation.
No return of purchased premium No money is given when the annuitant dies.

Note: Annuity = benefit payout = pension disbursement
Source: KRI illustration

Assuming the proposed SIP will be launched in 2025, based on our calculations, an individual aged
24, irrespective of gender, will pay a premium of RM53 per month for 36 years (amounting to a full
total of RM22,896) to receive a monthly annuity equivalent to the future value of the poverty line per
capita for a lifetime starting from the age of 60272. So, instead of RM600 in 2020, individuals will be
receiving the future value of RM1,346 monthly each upon reaching the age of 60. During the first year,
the annuity or pension benefits received will add up to RM16,156 substantially higher than the static
annual annuity of RM1,200 under Epfas. As seen in Figure 5.19, the SIP annuity is also increasing
annually at a fixed rate of 2% to account for inflation.

While the actuarial model used to compute the premium has accounted for the sustainability of
annuity disbursement, to ensure its continuity and inspire public confidence, the government has to
be a guarantor for the social insurance scheme, which is a common practice even in the private
sector?73. It is also worth noting that the monthly premium of about RM50 for real pension benefit at
poverty line per capita of RM600 is much higher than the SOCSO monthly contribution of 2.25% of
wages for at least 25 months that guarantees a minimum pension of RM475 per month for the
invalidity and survivors’ pension. Nevertheless, like existing social security or insurance schemes,
this scheme has to go through periodical independent actuarial valuation in order to ensure the
contribution rate is able to meet potentially increasing benefit expenditure. This will invariably lead
to an increase in contribution or premium in the future.

272 This referred to the expected investment return or interest rate of 4%.
273 Deposit of no more than RM250,000 in all commercial banks and insurance benefits up to RM500,000 bought from insurance companies
licensed in Malaysia are protected by a system established by the government.

KHAZANAH RESEARCH INSTITUTE 111



CHAPTER 5
ENSURING OLD-AGE INCOME SECURITY

Figure 5.19: Annual premium across a lifetime under SIP in 2025

Increasing life annuity
60 yo: RM1,346 in 2061 (RM16,156 annually)
RM40k 99 yo: RM2,914 in 2095 (RM34,973 annually)

A

v

Deferred period 36 years

24 29 34 39 44 49 54 59 64 69 74 79 84 89 94 99

—
< »

-10 Constant premium
24 yo: RM 53 in 2025 (RM636 annually)
59 yo: RM 53 in 2060

Note: This refers to the scenario with 4% expected investment return or interest rate
Source: KRI calculations

Unlike Epfas that offered bonus and a withdrawal feature, to minimise the premium SIP only offers a
basic annuity scheme. As shown in Table 5.7, since it covers the risk of longevity, no compensation is
given when the annuitant dies. Like car insurance, generally, no return of purchased premium is
provided if there is no accident. The annuity is also not inheritable and cannot be transferred to
surviving dependent or nominee. The latter is justifiable as the risk of losing the breadwinner is still
covered under the survivor’s pension (see Chapter 4) and widows or widowers themselves upon
reaching the eligible age will receive the SIP benefits. Moreover, if successfully implemented, the UCB
proposal in Chapter 3 would also provide some basic income security for children, who are
dependents.

As social insurance pension schemes are typically offer to employees with clear employers, gap in
coverage can still be in issue. To address this, we propose for a greater government role by financing
or paying the premium contribution for individuals without regular incomes. This can include
homemakers, unemployed individuals and self-employed with low and irregular wages. Because the
entitlement to the life annuity rests on regular and consistent premium payment for an extended
period, individuals who are experiencing income shock and those without income or sufficient
income would have their payments covered by the tax revenue. This will not lead to double taxation
for contributing individuals who are liable to pay for income tax as their contributions to the SIP are
tax-exempted. This is similar to the current tax treatment for other social security contributions.

Anticipating administrative challenges, tax revenue can be channelled directly to make up the
residual gap between active members with regular contributions and inactive members with
dormant accounts. Administrative and compliance burden can also be further managed by accepting
a simple self-declaration as an eligibility requirement for the means-tested scheme. For example, self-
employed earning a take-home pay below the minimum wages can self-declare to be eligible for his
or her premium to be covered by the tax. They do not have to submit specific evidence upon
application but must have the necessary documents ready to prove their income in preparation for a
random inspection. The same applies to working-age individuals without income (e.g. homemakers
and unemployed individuals). This is similar to the current tax refund practice where a periodic
random check is conducted to verify the self-declaration.
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Once it achieves the desired coverage, the SIP has the potential to effectively provide the necessary
pension floor for the missing middle. The benefit or annuity set at the poverty line per capita or
RM600 is also sufficiently high to cover basic needs during old age while at the same time sufficiently
low to still encourage individuals to continue contributing to their existing retirement savings274.
Note that typically contribution to and benefits gained from the social insurance pension is typically
set as a proportion of one’s wages and salaries as the current practice for SOCSO invalidity and
survivors’ pensions. For SIP, the contribution and benefits are set as an absolute amount for three
reasons.

One, information needed to calculate the contribution rate is outside the purview of this report. Two,
the absolute premium is computed to illustrate the cost difference between the provision of tax-
funded universal social pension and the proposed SIP. Three, while the premium contribution will
make a higher proportion of individuals with lower wages, the subsequent benefit will also make a
higher proportion of their last drawn salaries. For instance, for a worker aged 59 with a monthly
salary of RM3,000, the premium of RM55 will be 1.8% of its salary. However, at 60, she or he would
receive a pension of RM600 or 20% of its last drawn salary. Comparatively, a worker with RM12,000
monthly salary will only contribute 0.45% but the pension will only replace 5% of her or his last
salary.

It is also worthwhile to note that while older individuals are found to not be particularly prone to
absolute poverty relative to other age groups, they are particularly susceptible to relative poverty
(Figure 5.20)275. Measured at RM2,208 in 2019, 5.7% of households headed by persons aged above
65 fell below the absolute poverty line (a situation where a household does not have sufficientincome
to meet basic needs like food, shelter, and clothing), a rate similar to the national average of 5.6%.
Using the relative poverty rate, which reflects the relative living standard among all households, a
much higher share of households headed by older persons fell under relative poverty compared to
other age groups in 2019. This suggests thatincomes earned by many older households only hovered
slightly above the absolute poverty line. As highlighted in KRI (2020), this implies that households
headed by older persons are more vulnerable to falling into absolute poverty if there is any shock
that leads to an income reduction of about RM700. Having access to the SIP may not reduce the
presently low poverty rate but it can prevent it from relapsing especially in times of unexpected crisis.

274 To discourage sole reliance on this scheme, the benefit can only cover basic needs. The poverty line per capita of RM600 is much lower
than the minimum civil pension rate of RM1,000 set since 2018 and the single but arguably aspirational expense of senior citizen of
RM2,450. Source: Malaysiakini (2020)

275 This finding is consistent with other studies that utilised different poverty lines and household arrangements. Tengku Aizan Hamid
(2019), Rabi et al. (2019) and World Bank (2020a) showcased absolute and relative poverty rates among older persons using the past
absolute poverty line (prior to the 2019 revised methodology) and categories (household with older persons and all older persons).
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Figure 5.20: Absolute and relative poverty rate, by age group of head of household, 2019

® Absolute poverty (RM2,208 in 2019) ® Relative poverty (RM2,930 in 2019)
50%

40 ® 414
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20
® 143 ® 148
10 ® 114 ® 10.8 ® 117
® 6.6 072
©32 0492 ®53 ®58 @57
15-24 25-29 30-34 35-39 40 - 44 45 - 64 65 and above

Source: DOS (2020a)

The low cited premium of about RM50 per month is also a function of young age and the
corresponding long-expected period of premium payments. The older a person is, the closer she/he
to the retirement age, the higher the price of the premium will be. This entails certain age eligibility
to enrol into the proposed SIP scheme, making it inaccessible to existing older age groups. As the
proposed scheme starts with a single age cohort of 20 to 24 years old, it will take many years before
a universal coverage can be achieved. Cognisant of fiscal implications, the scheme can be made
compulsory for the first young batch and voluntary for other age groups, including those in the civil
service.

Since SIP is based on a social insurance model, we recommend for the premium to be prorated for
one age group, instead of having different rates for different ages. As seen in Table 5.8, this means the
larger the age group covered, the higher the prorated rate will be. For instance, if the scheme is made
compulsory for persons aged 20 to 39, the prorated rate is computed to be RM95, higher than the
recommended rate of RM53. During its first introduction, the scheme can be made available
voluntarily to other individuals aged above the threshold of 24. The older individuals can access the
same benefits, but an age-specific premium will have to be applied to them, as seen in Table 5.9. To
facilitate participation, an automatic deduction for the premium payments from their EPF accounts
can be considered to be made permissible.
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Table 5.8: Prorated SIP premium, by age group Table 5.9: Age-specific SIP premium, by single age
Age group Prorated monthly prenzgxl\;lr; Age-specific monthly prerr;gjwr:;
20 to 24 53 20 46
20to 29 63 25 64
20to 34 76 30 89
20to 39 95 35 128
20 to 44 122 40 192
20 to 49 167 45 309
20 to 54 257 50 562
20to 59 669 55 1,377

Note: The figures assume the SIP is launched in 2025, with 60 as the eligibility age for the SIP benefits. See Appendix L for details on the
calculation
Source: KRI calculations

Note that the age eligibility for SIP benefits is assumed to be 60 years old. However, premium
calculations have been made for both age thresholds of 60 and 65 (see Appendix L). There are merits
to extending the age eligibility. This includes lowering premium contributions during the working
years (as shown in Appendix L), improving the scheme’s financial sustainability (more time to build
reserves) and better managing public expectations (easier to lower than increase the age
thresholds?76). While indexing the age eligibility to the demographic trends has been argued the best
practice, the age 60 is considered to be reasonable at least for the first few cohorts to improve public
receptiveness and participation in the scheme. It is also in line with existing age-related policies in
Malaysia and appropriate given that for most, their individual EPF retirement savings do not last very
long. As mentioned in the earlier section, the estimated range of the saving to last is between seven
to 10 years upon the EPF’s withdrawal age at 55 years27.

[tis also worth mentioning that the international conventions advised against pushing the prescribed
age above 65 unless it is demonstratively justified. This is with "due regard to the working ability of
elderly persons” (ILO Convention No. 102). The ILO Convention No. 128 further emphasises that “If
the prescribed age is 65 years or higher, the age shall be lowered, under prescribed conditions, in
respect of persons who have been engaged in occupations that are deemed by national legislation,
for old-age benefit, to be arduous or unhealthy". This point is highlighted as another angle that needs
to be considered when setting the age eligibility. In other countries, they typically choose the
contribution or working years as the threshold instead of a person’s age as workers in hazardous
jobs tend to start working earlier.

276 Germany initially set age 70 as the retirement age when it pioneered the old-age social insurance program in 1889. This was later
reduced to 65 in 1916. Source:SSA (n.d.-b). For a concise history rundown on the old-age social insurance, see Cutler and Johnson (2004).
277 EPF (2016a)
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In line with the workers’ well-being protection agenda, it is recommended for the current EPF
contribution rates be reduced with the introduction of this scheme. For a monthly premium of RM55,
the contribution rates for income earning below RM5,000 have to at least be deducted by 2.5
percentage points from both the employer and the employee to create a net neutral impact. Our
simulations suggest that the deduction that will be used for the SIP, on balance can benefit all types
of workers to face the longevity risk. This deduction can also be applied to workers earning above
RMS5,000, making the contribution rates in Malaysia more comparable to its peers. For comparison,
Japan’s total contribution for retirement fund is only 18.3% and 9% for South Korea (Table 5.10). In
the Southeast Asian Region, Malaysia shared the second rank with China as countries with the
second-highest contribution rate after Singapore at 28%, with Vietnam following closely behind at
22%278,

Table 5.10 Contribution rate for retirement-related programmes and statutory retirement age, by selected
country

Contribution rate Statutory
(%) retirement age
Philippines 4.1 65
Laos 5.0 60
Thailand 6.0 60
Indonesia 8.7 57
South Korea 9.0 62
Hong Kong 10.0 65
India 10.0 60
Japan 18.3 65
Taiwan 19.0 62
Vietnam 22.0 60
Sri Lanka 23.0 55
China 24.0 60
MALAYSIA 24.0 60
Singapore 28.0 62

Note: China (55), Laos (55) and Vietnam (55.2) have a lower retirement age for women. The minimum contribution rate for Malaysia has
been reduced for employees below RM5,000 from 24% (13% for employers, 11% for employees) to 22% (13% for employers, 9% for
employees) for 2020 and 2021

Source: Allianz Research (2021)

In terms of government investment, this proposed SIP route is expected to cost much lower than
directly providing the universal tax-funded social pension for all older individuals. This is still the
case even if the current eligibility age for BWE or social pension is increased to 65 and if the total
premiums are paid completely from the tax revenue. The large cost difference still holds even if we
compare the annual cost of paying the premium today (0.09% of GDP) versus the cost of paying social
pension tomorrow (0.3% of GDP) for the same age cohort (See Table 5.11). Note that the forecasted
expenditure pattern observed in Figure 5.22 is over an extended period and it is based on forecasted
positive but slower future GDP growths (see Appendix J).

278 Allianz Research (2021)
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Scenario A

Scenario B
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Scenario C

Government funds the annuity

Pension Universal Social Insurance . . . in 2065 instead of the premium
. ) Universal Social Pension e
Options Pension for 2.7 million individuals aged
20 to 24 in 2025
Start of
2025 2025 2065
scheme
Target Option 1 Permutation 1 Individuals aged 60 to 64
population All individuals aged 20 to 24  Individuals aged 60 and above (those aged 20 to 24 in 2025)
2.7 million persons 4.3 million persons 2.7 million persons
Option 2 Permutation 2
Estimated inactive’ Individuals aged 65 and above
individuals aged 20 to 24 2.9 million persons
1.7 million persons
Value Prorated premium?: Future-adjusted PLI per Future-adjusted annuity
RM55 monthly capita: received in 2065:
RM660 annually RM552 monthly ~RM1,460 monthly
(RM500 in 2020) (RM600 in 2020)
RM6,624 annually RM17,520 annually
Total annual Option 1 Permutation 1 RM47.5 billion,

expenditure?

Universal tax-funded SIP:
RM1.8 billion, 0.09% of
forecasted GDP in 2025.

Universal Social Pension for
aged 60 and above:
RM28.8billion,

1.48% of forecasted GDP in

Option 2 2025
Means-tested SIP:
RM1.1 billion, Permutation 2

0.06% of forecasted GDP in
2025.

Universal Social Pension for
aged 65 and above:
RM19.5billion,

1.0% of forecasted GDP in 2025

0.3% of forecasted GDP in 2065

Note:

1.  Asum ofindividuals outside the labour force, unemployed individuals, and non-standard workers. Estimates are calculated based on
past labour force data

2. The exact pro-rated premium is RM53 but for simplicity it is rounded to RM55

3. Results are indicative as they exclude administrative and upfront investment costs

The premium expenditure is expected to increase as the SIP expands its coverage beyond just one
age cohortin subsequentyears (Figure 5.21) but as seen in Figure 5.22, there will still be a substantial
expenditure gap between the SIP and the universal tax-funded social pension. This implies that the
SIP may have greater potential to be sustainable in an increasingly aged society.
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Figure 5.21: SIP working-age scheme coverage, Figure 5.22: Share of estimated investment from total
2025 - 2100 GDP, by scheme, 2025 - 2060
Scheme coverage 1.6% Universal
65 years 20 - 59 years old tax-funded
\ Social Pension
by 2060 1.4 +60
60 A —
Universal 1.2 .
: Universal
55 age-related tax-funded
50 coverage 1.0 o000ttt etea t,, o000t SomalJEgnsmn
45
Gradual 08
40 coverage
expansion 0.6 Universal
35 tax-funded
0.4 Social Insurance
30 Pension
Scheme coverage
25 20 - 24 years old 0.2 vessessesttssttecananns Means-tested
in 2025 e’ (XS tax-funded
= Social Insurance
20 ¢ 0.0 Pension

2025 2030 2035 2040 2045 2050 2055 2060 2065 2070 2025 2030 2035 2040 2045 2050 2055 2060

Note: Results are indicative as they exclude administrative and upfront investment costs
Source: KRI calculations

5.6 Other Issues and Considerations

The previous section lays out our recommendation to establish the SIP scheme that would offer a
pension floor for all older adults once it achieves the desired coverage. This coverage is not
instantaneous and will have to be gradually built. If the scheme is launched in 2025 and made
compulsory for those aged 20 to 24 years old, it will take about 36 years before all working-age
individuals can be covered in this scheme. Two options were considered, one to apply an age-specific
premium for older individuals who would like to access the same benefits (see Table 5.9). This can
be voluntarily with direct deduction from EPF savings can be considered. Two, to lower the
contributory period from, say, 40 years to 20 years by imposing a higher prorated rate (see Table
5.8).

The proposed scheme is centred around providing sustainable and equitable old-age income security
for future older adults. For vulnerable older adults in the present and the near future, existing
schemes can be made available to a wider population and expanded when necessary while the SIP
scheme matures and the benefit kicks in. One concrete way is to enlarge the population coverage of
the current BWE to the bottom 40% of older individuals but at a lower benefit level (RM350 instead
of RM500 budgeted for 2021). This is in line with the recommendation made in Chapter 3.
Expenditure projections for potential interim measures are provided in Table 5.12. While various
other permutations and parameters can be considered, ultimately, Malaysia has to weigh the size of
the target population, the benefit level and the fiscal implications.
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Table 5.12: Estimated fiscal spending on BWE, by targeting mechanism, 2020 — 2060

RM million As a % GDP

2020 2040 2020 2040

Bottom 4% of individuals

-] 0,
Poverty-tested  o0' (7 RM596m 1725 4379 0.04% 004 0.04
Bottom 40% of individuals
e 60t 17,249 43,790
Pension-tested 00 7 Of individuals 8,943 25,873 65,685 0.64 0.57 0.55
aged 60+
Universal All individuals 14,905 43122 109,475 1.06 0.95 0.92

aged 60+

Bottom 4% of individuals 391

aged 65+ 843 3,376 0.03 0.02 0.03

Poverty-tested

Bottom 40% of individuals
aged 65+ 33,758

Pension-tested 00 70 Of individuals 5,859 12,642 50,637 0.42 0.28 0.42
aged 65+

. Al individuals
Universal tod 8bs 9,765 21,069 84,395 0.69 0.46 0.71
2020 2040 2060 2020 2040 2060
I
Poverty-tested  Sotiom 4% of individuals 235 571 2,422 0.02 0.01 0.02

aged 70+

Bottom 40% of individuals

aged 70+ 2y

Pension-tested 000 of individuals 3,522 8,563 36,328 0.25 0.19 0.30
aged 70+

Universal All individuals 5,870 14,271 60,546 0.42 0.31 0.51

aged 70+

Note: The monthly benefit of RM350 is adjusted to future values assuming an annual inflation rate of 2%. Coverage for BWE recipients of
population aged 60 and above in 2018 and 2017 of about 4% is used as an indicator for poverty-tested. Coverage for formal old-age
retirement schemes is used as an indicator for pension-tested. Results are indicative as they exclude administrative and upfront investment
costs

Source: UNDESA via CEIC (n.d.), World Bank (2021c), KRI calculations

5.7 Concluding Remarks

While pension systems have become a foundation on which income security for older persons is built,
old-age income security also depends on the availability, accessibility and affordability of other
quality public services. This includes health care, housing, care services, transportation and more.
This interconnectedness highlights that no single scheme or programme can be the panacea for all
possible challenges arising from a more aged society.
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CHAPTER 5
ENSURING OLD-AGE INCOME SECURITY

This chapter offers a universal pension based on a social insurance model as an alternative to the
often discussed but not yet realised Universal Social Pension. SIP posits itself as a preventative
measure for an increasingly pressing issue. SIP also seeks to balance equity and sustainability.
Learning from the experience of other countries, the sustainability, adequacy, and coverage
challenges for old-age pensions are expected to persist. Therefore, the best way forward would be to
continue honing the balancing act.

This chapter sets out a proposal to introduce the SIP scheme in Malaysia to gradually install a pension
floor for all its older adults. We propose for the scheme to be launched in 2025 and be made
compulsory for individuals aged 20 to 24 years, with the government subsiding or financing
contribution for certain groups. Participants in the scheme would make monthly payments of RM53
for at least 36 years to receive a monthly annuity or pension equivalent to the inflation-adjusted
poverty line per capita for a lifetime starting from the age of 60. This scheme is argued to be an
important step towards developing a sustainable and equitable pension system in Malaysia that can
ensure (or in this case insure) old-age income security. While the fruit of SIP may only be seen long
into the future, the seeds of change have to be sow now.
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CHAPTER 6
FINANCING AND DELIVERING SOCIAL PROTECTION

Social protection is no longer considered to be a luxury. Neither is it seen as something that countries
can only afford after reaching certain income levels. Instead, social protection is now largely regarded
as a pre-condition for sustainable growth, social inclusion, and as a mechanism to promote equity.

Xiaoqging (2016)

6.1 Introduction

There has been a global consensus that social protection is a key element in the sustainable
development agenda?7°. A large body of literature suggest that strong social protection system with
breadth and depth can have a positive impact on poverty, inequality, human capital, consumption
and aggregate demand leading to economic growth280, While many compelling arguments on the
positive impact of social protection can be found in literature, the discussion inevitably must entail
the source of financing to ensure successful and sustainable implementation.

Undeniably, social protection is not insulated from intense debate of its impact on overall economic
performance. A large welfare state is argued to be creating excessive administrative cost, affect the
allocation of productive resources and give rise to moral hazard?8. Others claimed that welfare aids
create reliance on public support and perverse incentives in the labour market, undermining the
notion of work. For example, the provision of unemployment benefits has been argued to provide
perverse incentives in the labour market as it may negatively influence the job search effort of the
unemployed?82. Nevertheless, the experiences of economically successful and socially stable
countries—which demonstrated that economic development and strong social protection are
mutually reinforcing—have largely countered these arguments283,

An effective social protection system needs to be grounded by solid financial resources. Identifying
sustainable funding either within the existing fiscal space or generating additional revenue will be
necessary in light of population ageing, erosion of the participation and contribution base for social
insurance due to the changing nature of work, and economic uncertainty leading to higher risk of
unemployment, underemployment and other types of precarity.

This chapter consolidates the social protection floor proposals for children, working age and old age
populations in the earlier chapters and ties the recommendations in the context of fiscal space and
sustainable financing. As Malaysia currently have several providers of social protection schemes, the
discussion is extended on the institutional arrangements and administrative coordination in
delivering the services effectively.

279 UN (2015), ILO (2012)

280 [LO (2018a)

281 Cichon et al. (2004)

282 Arranz Mufioz and Muro (2004)
283 Headey etal. (1999)
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6.2 Malaysia’s Fiscal Landscape

Fiscal policy is key in determining the success of social protection reforms. Although social protection
financing is not confined to the fiscal policy space alone—as mandatory individual retirement savings
and contributory schemes also exist under Malaysia’s social insurance pillar—funding from
government revenue still forms a vital foundation. This will especially be the case in bridging the
existing gaps of Malaysia’s social protection system. Given that fiscal policy must also balance against
various objectives including macroeconomic stabilisation and economic growth, in addition to
funding the social sector, it is thus important to assess Malaysia’s fiscal landscape as a whole when
seeking to adopt social protection reforms.

In absolute Ringgit terms, Malaysia’s federal government revenue and expenditure (inclusive of both
operating and development) had been on a clear uptrend (Figure 6.1). However, throughout the years
for which data are available, expenditure exceeded revenue, except briefly between 1993 and 1997.
After the Asian Financial Crisis (AFC) in 1997 - 98, fiscal deficits were noticeably larger than the pre-
AFC years.

Figure 6.1: Fiscal spending, revenue and balance, 1970 — 2020
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Note: Data refers to federal government. 2020 data is an estimate
Source: MOF (2021b)

However, the trends are the opposite when seen in comparison with GDP—both revenue and
expenditure had been trending downwards as a percentage of GDP after a peak in the 1980s (Figure
6.2). Likewise, while deficit levels were larger in absolute Ringgit terms post-AFC, the opposite is true
when seen as a percentage of GDP.
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Figure 6.2: Share of fiscal spending, revenue and balance from total GDP, 1970 — 2020
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Note: Data refers to federal government. 2020 data is an estimate
Source: MOF (2021b)

To minimise the unprecedented adverse health and socio-economic effects from the Covid-19
pandemic, the Malaysian government introduced a series of fiscal stimulus packages. Moving beyond
the convention of financing social assistance only through government revenue as set by fiscal rules,
the packages are financed by domestic borrowings. With a direct fiscal injection of RM83 billion
across seven packages since the start of 2020284, the fiscal deficit is estimated to have risen from 3.4%
in 2019 to 6.1% in 2020 and further up to 7% in 2021285, This is about on par with the 6.7% at end-
2009 during the Global Financial Crisis (GFC), although well below than its highest at 16.6% in
1982286,

Overall, fiscal policy in Malaysia is anchored against a set of fiscal rules, which are imposed by
legislation and guided by administrative guidelines (Table 6.1) These are important in ensuring fiscal
sustainability and limiting debt exposure?8?. The “golden rule” stipulates borrowings as only for
financing development expenditure (and later the Covid-19 Fund). In addition, there must always be
a current surplus, with operating expenditure well within revenue and financed only by it. The
second set of rules impose multiple legal limits on debt instruments, including domestic debt,
offshore borrowing and treasury bills. Recently, the statutory domestic debt ceiling has been raised
temporarily from 55% to 60% of GDP to provide sufficient fiscal space for the Covid-19 Fund—as the
statutory debt has reached around 58% of GDP in September 2021288, Lastly, there is also an
administrative guideline that debt service charges should remain below 15% of revenue or operating
expenditure.

284 This includes Prihatin, Penjana, Kita Prihatin, Permai, Pemerkasa, Pemerkasa Plus and Pemulih.

285 Bernama (2021b)

286 This followed a period of expansionary fiscal policy and investments in major public projects to overcome the global economic downturn
in the early 1980s. Source: Mohamed Aslam and Raihan Jaafar (2020), Narayanan (1996)

287 Adams, Ferrarini, and Park (2010), Syed and Badia (2018)

288 The Star (2021c)
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Table 6.1: Fiscal debt legislations and administrative guidelines

Rules Acts Status

Borrowings only to finance Loan (Local) Act 1959

development expenditure & Covid-

19 Fund Government Funding Act 1983 Current balance 2020e:

Current balance always in surplus to  Temporary Measures for RM550m

ensure operating expenditure is Government Financing Covid-19 Act

financed by revenue 2020

Domestic debt (MGS, MGII, MITB) Temporary Measures for End-2020e:

< 60% of GDP Government Financing Covid-19 Act RM56.6% of GDP
2020

MTB < RM10b Treasury Bills (Local) Act 1946 End-Sept 2020e:

RM®6.5b

Offshore borrowing < RM35b Statute Paper 77 of 2009, External End-Sept 2020e:
Loans Act 1963 RM29.3b

Debt service charges < 15% of Administrative Guideline 2020e:

revenue Federal Constitution Article 98 (1)(b) 15.4% of revenue

Note: e stands for estimate
Source: Adapted from MOF (2020), MOF (2021c), MOF (2021b)

Overall, Malaysia is fast approaching the limits of these fiscal rules, especially as efforts to contain
Covid-19 and to recover from the ongoing crisis continue further into 2021 and beyond. Thus, there
is a need to further revisit these rules to grant some flexibility towards ensuring that critical social
protection programmes can be delivered in times when people need them most. To this end, the IMF
has proposed for countries to put in place exemptions: (i) identify a limited set of events that can be
exempted; (ii) fix the duration on how long we can deviate from the targets; and (iii) put in place a
correction mechanism when things resume to normal28.

Given that Malaysia had already been approaching the limits of fiscal rules pre-pandemic29, there is
also a need to reassess the efficiency and productivity of government revenue generation and
spending. This is so that fiscal rules can continue to be adhered to during normal times, beyond the
short to medium term and in years of crisis. With regard to social protection reform, the key
constraint would be the golden rule, which limits social assistance and other operating expenses to
be funded only through government revenue. This is because operating expenditure and revenue—
while still at a surplus nearly every year—has quickly been narrowing?91. Thus, the rest of this section
explores some persistent issues further specific to Malaysia’s government revenue generation and
spending.

289 Syed and Badia (2018)

290 See Choong and Adam Firouz (2020) for an illustration of historical trends against the thresholds of these fiscal rules.

291 The current surplus, which is revenue less operating expenditure, averaged at RM2.0 billion per year during 2015 to 2019 vs RM14.4
billion during 1995 to 1999. Source: MOF (2021b), KRI calculations

KHAZANAH RESEARCH INSTITUTE 125



CHAPTER 6
FINANCING AND DELIVERING SOCIAL PROTECTION

6.2.1. Government revenue: remains relatively low with a narrow tax base

While Malaysia’s federal government revenue has been on a decline relative to GDP, revenue
collection relative to economic size also falls behind a few other middle-income countries (Figure
6.3). Between 2014 and 2019, Malaysia’s total federal government revenue averaged at 17.5% of
GDP. In comparison, countries such as Cambodia, Turkey and South Africa averaged higher.
Malaysia’s tax base is also relatively narrow, as tax revenue averaged at 13.2% of GDP or 75.5% of
total revenue during 2014 to 2019. Tax revenue collection in Thailand and the Philippines, for
example, averaged at 14.8% and 13.5% of GDP, respectively (85.1% and 90.0% of their total
revenues).

Figure 6.3: Share of fiscal revenue from total GDP, by selected country, 2014 — 2019 average
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While taxes contributed 75.5% of total federal government revenue on average between 2014 to
2019, the year-to-year share has shrunk since 2017 from 80.6% to 68.3% in 2019 (Figure 6.4). In
2019, just over half of revenue came from direct taxes at 51.0%, while 17.3% is derived from indirect
taxes and 31.7% from non-tax and non-revenue sources. Direct tax revenue is attributed largely to
income taxes on petroleum, companies and individuals—although tax revenue from individuals
contracted sharply in 2013, contrasting to the increase in tax revenue from companies.

Meanwhile, indirect taxes used to make up a large share in the 1970s due to large revenues from
excise, import and export duties, but it had since remained small except for a brief period in 2015 to
2017 owing to the goods and services tax (GST), which contributed up to 20.1% of revenue in 2017.
However, it subsequently shrunk due to lower revenue collection from the reintroduced sales and
service tax (SST), which contributed just 10.5% of revenue in 2019. Under non-tax revenue,
PETRONAS dividends remain a large contributor.
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There has been a continued heavy reliance on petroleum-related revenues

Overall, despite efforts in diversifying revenue sources, Malaysia continues to rely heavily on revenue
related to petroleum. This includes direct taxes on petroleum, and other non-tax revenues from
petroleum royalties and dividends from PETRONAS. In total, these had increased post-AFC, peaking
at 39.1% of total revenue in 2009 during the GFC (Figure 6.5). It moderated in the subsequent years
until 2017 when GST revenue was at its highest, but it peaked again in 2019 at 30.5% following a
one-off RM30 billion special PETRONAS dividend after the GST abolishment. The relatively
substantial share of revenue from petroleum poses a risk, given that such revenue is highly correlated
with global oil prices, placing Malaysia’s fiscal standing highly susceptible to unexpected shortfall in
revenue, especially during the pandemic when prices hit historic lows.

Figure 6.4: Share of fiscal revenue, by source, 1970 — 2020
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Figure 6.5: Share of petroleum-related revenue from total fiscal revenue (left axis) and brent crude oil price
(right axis), 1970 — 2020
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Low income tax collection persists and other progressive tax measures are lacking

Malaysia’s government revenue from individual income taxes also remains limited, worsened after a
sharp contraction in 2013 as its contribution to total federal government revenue fell to 10.8%,
compared with 24.7% in 2012. This is expected to worsen in 2020 following the Covid-19 pandemic
due to higher unemployment and pay reductions?92. Malaysia’s low personal income tax revenue is
even more prominent when compared to a few other upper-middle income countries (Figure 6.6).

Figure 6.6: Share of personal income tax fiscal revenue from total GDP, by selected country, 2014 — 2019 average
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The low revenue collection from income taxes from individuals can be attributed to the low number
of tax-paying individuals. In 2017, only 16.5% of the 15 million workforce in Malaysia were subjected
to individual income tax in 2017293, Meanwhile, although Malaysia’s tax collection from companies
ranks fairly high relative to comparator countries24, only 62.4% of 1.3 million companies were
registered with LHDN, of which just 7.8% were subjected to tax2%.

The multiple tax incentives and reliefs further narrows Malaysia’s tax base. Whilst tax incentives for
companies have been in place to stimulate private sector development and economic growth, the true
extent of their positive impact is questionable29. On the side of tax reliefs for individuals, while these
also may have been intended to stimulate demand and reduce the tax burden for households,
whether they are effective or even equitable have also been contested. The doubt is raised given the
small number of individual taxpayers that also largely excludes low-income earners. Ultimately, tax
incentives and reliefs entail forgone revenue for the government. From tax incentives for companies,
the revenue forgone between in 2010 and 2015 has been estimated to range from 0.8% - 1.3% of
GDP or 6.0% - 8.9% of tax revenue2%7.

292 Bernama (2020), MOF (2021b)

293 MOF (2019)

294 IMF (2021b)

295 MOF (2019)

296 World Bank (2021a), World Bank (2021c)

297 Mohd Shazwan Shuhaimen et al. (2021). For Malaysia, while wealth data is limited, proxy indicators suggest that it is greater than
income inequality, based on the distribution of EPF savings and investments in Amanah Saham Bumiputera (ASB). Source: KRI (2016)
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Aside from income taxes, other measures to progressively tax the well-off are lacking. Capital gains
remains untaxed in Malaysia, except only for gains from the disposal of real property or on the sale
of shares in a real property company. Taxing wealth may be pertinent for Malaysia given that wealth
is typically more unequally distributed than income in other countries298, Meanwhile, issues of tax
evasion and under-reporting of income especially under the informal sector also persist29. If
addressed with effective use of technology, information sharing and enforcement among government
agencies, it could provide an additional revenue source.

Consumption tax collection remains low

Consumption tax collection in Malaysia also remains low. Although the more broad-based GST
introduced in 2014 generated a large amount of revenue, it was replaced by the re-introduction of
the SST in September 2018. During the GST regime from April 2015 to May 2018, its annual gross
revenue collection averaged at RM41.9 billion. Accounting for the total refunds of RM28.4 billion309,
the average GST collection would stand at RM33.0 billion. This is still a considerable difference
compared to SST’s collection in 2019 at RM27.7 billion. This roughly translates to an estimated
annual revenue loss of RM8.2 billion. Overall, Malaysia’s tax collection on consumption remains below
many of its ASEAN neighbours and other upper-middle income countries (Figure 6.7).

Figure 6.7: Share of consumption tax fiscal revenue from total GDP, by selected country, 2014 — 2019 average
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298 Piketty and Saez (2014)
299 MOF (2019)
300 TMR (2020a)
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6.2.2. Government expenditure: constrained with low social protection spending

Commitments to civil service spending and debt service continue to constrain spending

Against the backdrop of the declining government expenditure relative to GDP, a large share of this
expenditure continues to be committed to “locked-in” expenditures, comprising emoluments and
retirements for the civil service, as well as debt service charges (Figure 6.8). In 2019, these
expenditures made up 43.9% of total federal government expenditure. Although this is lower than
the 48.0% in 1990, it is considerably higher than its lowest ever point of 32.1% in 2001, after its
steady rise since then. It is likely that such committed expenditures will continue to comprise a large
share of government expenditure. This reduces fiscal space for other key spending areas, including
in social assistance and subsidies—which have instead been further rationalised despite the
proliferation of new schemes (see Chapter 2).

Figure 6.8: Share of fiscal spending, by object, 1990 — 2020
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Social protection spending remains low

With the fragmentation, under-coverage and low adequacy of social protection in Malaysia, greater
government spending would be highly beneficial. As one of the key pillars, Malaysia’s social
assistance (excluding untargeted subsidies) trails in spending compared against some of its ASEAN
neighbours whom all have lower GDP per capita (Figure 6.9).
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Figure 6.9: Share of social assistance spending from total GDP, by selected country, 2014 — 2019 average
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For total social protection spending including social insurance benefits, the narrative holds
regardless of the estimates used (Figure 6.10)301. An important note is that more than half of
Malaysia’s total spending includes pensions for the civil service, who only make up small share of
Malaysia’s workforce. In 2019, the total number of civil servants was 1.6 million (or 10.3% of the
total workforce), and the total number of civil service pension beneficiaries (including derivative
pensioners) was 834,000 persons302,

Figure 6.10: Share of social protection spending from total GDP, by selected country, 2014 — 2019 average
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Source: ADB (n.d.), ILO (n.d.-f)

301 Estimates differ due to differences in the definition and boundaries of social protection, including social assistance and social insurance.
Malaysia’s total social protection spending is higher under a broader definition of social protection to include untargeted consumption
subsidies and various other programmes accounted under the category of “subsidies and social assistance” as reported in national statistics
by MOF. Adapting ADB’s estimation to include these additional schemes, total spending would be 6.4% of GDP, raising Malaysia’s ranking—
but this would be an unfair comparison given that estimates for other countries typically excludes these additional schemes.

302 The Edge (2019b)
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6.3 Financing Social Protection

6.3.1. Estimated total investment required

The main feature of the recommendations discussed in the earlier three chapters entails prioritising
the provision of child benefits as a universal basic income for children financed by the general
government revenue pool. For the working age and old age social security schemes, the financing
arrangement under the social insurance system is recommended to be strengthened with greater
government involvement as the third contributor in addition to employers and employees. Table 6.2
tabulates the estimated level of investment required for the social protection floor schemes for
children, working age and old age populations, as discussed in earlier chapters.

Table 6.2: Estimated investment, by population group and scheme, 2022

Estimated investment

Group Scheme
RM (b) As % of GDP
Children (0 — 12) Universal child benefits RM12.0 0.74%
Working age (15 —-64)  Injury 0.7 0.05
Invalidity and survivors’ pension 0.6 0.04
Employment insurance 0.2 0.01
Job search allowance 2.0 0.12
Maternity grant 0.9 0.05
Old age (20 — 24) Social insurance pension 1.2 0.07
Total 17.5 1.08

Source: KRI calculations

Towards achieving an inclusive social protection floor, the UCB forms the critical component in the
broader efforts of building an inclusive and effective system in Malaysia. As childhood is inherently
considered as a vulnerable stage of life, ensuring all children to be part of the scheme would provide
the impetus to building further schemes for the next life phase. Once the childhood stage ends for an
individual, the system could be designed to ensure automatic enrolment into schemes for the next
life stages i.e. the working age and old age. This will ensure the vision of providing the necessary
protection to everyone from cradle-to-grave can be realised.

Our estimates show that the total initial investment for all three key groups would be RM17.5 billion
or 1.1% of GDP, assuming all schemes are rolled out simultaneously but with phased expansion.
These three groups are: children aged 0 - 12 under the UCB; individuals aged 15 - 64 for working-
age specific schemes; and individuals aged 20 - 24 for the SIP.

The implementation of the UCB scheme will require an investment of RM12.0 billion or 0.74% of GDP
for a monthly per-child benefit of RM150. As highlighted in Chapter 3, implementation for the first
cohort of children (0 - 12 years) can be done with neutral fiscal impact by streamlining BPR as well
as tax reliefs related to children, which is estimated to provide around RM14.0 billion. The balance
can be utilised for other sub-population groups especially for elders under the BWE scheme before
the proposal on SIP bears fruit and its benefit starts to kick in.
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To completely provide the social security for all population in the working-age group, the investment
required from the government is estimated to be RM4.3 billion or 0.27% of GDP in 2022. When
projected until 2030, the share as a percentage of GDP remains to be about 0.20%. The estimated
amount includes government contributions for various social insurance premium as well as tax-
funded JSA and maternity grant.

Assuming the SIP scheme also commences in 2022, the projected gaps in the premium contributions
that require funding from the government is estimated to be RM1.2 billion or 0.07% of GDP. In this
estimation, the amount refers to the contribution gaps for the working-age population aged 20 - 24
years as of 2022. The aim is to provide a monthly income security of RM600 in real terms for
individuals in this age cohort when they reach 60 years old in 2062 - 2064.

Overall, the initial investment to start the basic income for children, expand the social security
coverage to all working-age population and install a foundation that would ensure income security
for all future old-age population is estimated to be RM16.9 billion or about 1.1% of GDP. As shown in
Chapter 3, if BPR and existing child-related tax reliefs are rationalised, only RM2.4 billion is needed
for the proposed children and working-age schemes during the first implementation year of 2022.
Streamlining another wide number of existing programmes, particularly many that are small-scale
and overlapping in nature, could yield even greater fiscal space.

6.3.2. Progressive realisation strategy

Considering the limited fiscal space that the government may face, the schemes can be implemented
in stages with gradual expansion strategies. As highlighted earlier in Chapter 3, it is proposed for the
UCB to cover initially children aged 0 — 12 during the inception year. A smaller population coverage
is to account for the fiscal capacity of the government in the early stages of roll-out. Gradual
expansion can be undertaken to achieve full coverage of all children aged 0 - 17 years by
automatically registering newborns into the programme while the children already in the
programme continue to receive the benefits. The recipients will exit the programme once they reach
their 18t birthday. The required investment to cover all children is estimated to be RM18.5 billion
or 0.85% of GDP in 2027, with the same transfer value in real term. Nevertheless, the figure as a
percentage of GDP would fall in the long term, corresponding to the declining size of the population
under the age of 18 and the projected growth in GDP.

The expansion of social security schemes for the working-age population can be rolled out gradually
to achieve full coverage and higher than the minimum standards. In Chapter 4, we recommended a
six-month coverage of JSA under tax-funded income security scheme for unemployment. The
allowance period can be extended to at least 6.5 months in the long run to meet the higher standard
described in ILO Convention No. 168 for means-tested non-contributory scheme. The recommended
rate of RM600 for tax-funded JSA could also be increased gradually later considering government’s
fiscal position as well as the importance to support employment. The proposed maternity grant could
also move beyond covering basic income security to include other medical benefits.
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As discussed in Chapter 5, the SIP is recommended to be implemented later in 2025 or latest by the
time the UCB reaches universal coverage in 2027 when the eldest cohort of children will graduate
from the scheme. This also recognises the time necessary to build institutional capacity, including the
amendment of relevant legislation as well as giving the government time to shore up finances. In this
regard, the SIP must be made mandatory to the first youngest working-age cohort (in our example
20 to 24 years old) and voluntary for other older age cohorts. As demonstrated in Chapter 5, the
coverage is expected to incorporate an additional 5-year age cohort each year of implementation. It
is estimated to take around 35 years to achieve full working-age population coverage i.e. by 2060 if
the scheme is rolled out in 2025. With the expanded coverage, the total investment required is
expected to grow to almost RM4.0 billion in 2038 (covering 20 - 44 age group)3%3. Assuming positive
economic growth, the share of total investment to GDP will remain around 0.1%, lower than the
estimated figure for universal tax-financed social pension of 1.0 to 2.0% of GDP.

Considering the progressive realisation strategies, Figure 6.11 shows the estimated investment
required from 2022 until 2030. As the SIP is recommended to be launched in 2025, RM16.4 billion is
required during the first year of implementation in 2022. However, our analysis in Chapter 3 shows
that streamlining BPR and child-related tax reliefs programmes would incur only around RM2.4
billion in additional amount to finance the proposed schemes for children and working-age
population during the first implementation year. Our medium-term projection suggests that the total
investment required to fund social protection floor schemes for all three key groups is projected to
increase from RM16.4 billion in 2022 to around RM28.0 billion in 2030. Despite the increase in the
absolute amount over the years, the figure as a percentage of GDP is expected to be at around 1.0% -
2.0% in tandem with the projected real GDP growth, assumed at 4.0% per year. The steady share of
the total investment required relative to GDP suggests that more fiscal space will be available in the
longer term, providing more time for the government to manage its fiscal space.

Figure 6.11: Estimated investment level and share from total GDP, by scheme, 2022 — 2030
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303 Longer projection or until 2060 is not feasible due to data limitation
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As the benefit levels are anchored at minimum standards and may seem modest, over a longer term,
progressive realisation strategies can be deployed to increase the depth of the schemes by
incorporating more aspirational targets.

6.3.3. Creating the fiscal space

The projected investment required in absolute amount presented earlier means that viable financial
resources need to be identified to fund the social protection floor schemes. The international
community, especially within the UN system and the International Financial Institutions (IFIs), has
outlined eight financing options that could extend a country’s fiscal space for social protection
coverage and adequacy. These measures are described in Box 6.1 .

Box 6.1: Financing options for social protection

The eight options below are recognised either directly or indirectly in the Addis Ababa Action
Agenda for Sustainable Development Goals which contain targets for universal social protection.
The first option entails improving the effectiveness of existing fiscal resources and Options (2) -
(8) deal with potential revenues to enlarge fiscal space.

(1) Re-allocating public expenditures: Some of the measures include assessing on-going
budget allocations through a review of public expenditure and other types of thematic budget
analyses, replacing high-cost, low-impact investments with those with larger socio-economic
impacts, eliminating spending inefficiencies and/or tackling corruption.

(2) Expanding social security coverage and contributory revenues: The idea is to increase
coverage and therefore increase the collection of contributions of social security systems. As the
social protection benefits are linked to employment-based contributions, the measure is expected
to increase formalisation of the informal economy.

(3) Increasing tax revenue: This is a channel for generating domestic resources and is achieved
by expanding the tax base and altering different types of tax rates e.g. on consumption, corporate
profits, financial activities, personal income, property, imports or exports, natural resource
extraction, etc. [t can also include measures to strengthen the efficiency of tax collection methods
and overall compliance.

(4) Eliminating illicit financial flows: It is estimated that a substantial number of resources—
more than 10 times the total aid received—escape developing countries each year illegally.
Therefore, this option involves cracking down on money laundering, bribery, tax evasion, trade
mis-invoicing and other financial crimes that are illegal and deprive governments of revenues
needed for social and economic development.

(5) Tapping into fiscal and central bank foreign exchange reserves: This includes drawing
down fiscal savings and other state revenues stored in special funds, such as sovereign wealth
funds, and/or using excess foreign exchange reserves in the central bank for national devel-
opment.
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(6) Managing debt (borrowing or restructuring sovereign debt): This involves an active
exploration of domestic and foreign borrowing options at low cost, including concessional loans,
following a careful assessment of debt sustainability. For countries under high debt distress,
restructuring existing debt may be possible and justifiable if the legitimacy of the debt is ques-
tionable or the opportunity cost in terms of worsening deprivations of vulnerable groups is high.

(7) Adopting a more accommodating macroeconomic framework: This involves creating an
enabling macroeconomic condition that can promote economic growth and government revenue.
It may entail allowing for higher budget deficit paths and higher levels of inflation without
jeopardising macroeconomic stability.

(8) Increasing aid and transfers: This requires either engaging with different donor
governments or international organisations in order to ramp up transfers and aid.

Source: ILO (2019b)

The financing options presented in Box 6.1 can be applied as a mix of policies depending on the
country’s context. Three relevant measures of creating the fiscal space needed to finance the
proposed programmes in Malaysia are discussed below.

1. Reallocating and consolidating existing subsidies and social assistance expenditure

Reallocating public expenditures requires replacing high-cost and low-impact investments with
investments that can generate larger socioeconomic impact. It also involves eliminating spending
inefficiencies as well as tackling corruption. There are a wide range of options in accomplishing fiscal
rationalisation. One pertinent way could involve streamlining spending within the social sector itself.

From the sectoral perspective, Malaysia channelled RM91.9 billion or 40.5% of operating
expenditure for the social sector in 2019, comprising spending on various initiatives related to
education, health, housing and other types of social services. Meanwhile, from the perspective of
expenditure by object, RM23.9 billion or 9.1% of operating expenditure was allocated for subsidies
and social assistance—an expenditure component that is closer to the definition of social protection.
If retirements charges—a form of old-age protection exclusive for civil servants—is included, the
amount increases by RM25.9 billion to RM49.8 billion or 18.9% of operating expenditure. Together,
spending on subsidies and social assistance, and retirement charges constitute 3.3% of GDP.

As highlighted in Chapter 2, Malaysia has been implementing a substantial number of small social
protection and poverty reduction programmes, often fragmented and overlapping in nature. Some
programmes can be streamlined and consolidated to form social protection schemes that are more
inclusive and larger in scale, providing increased efficiency. Chapter 3 has identified an amount of
around RM14.0 billion related to existing social assistance programmes such as BPR and tax reliefs
related to children that can be streamlined in order to introduce a more broad-based scheme for
children. Furthermore, several occupation-based tax-funded social assistance programme such as
allowances for farmers, religious teachers, village leaders, tok batin, veterans and bus/taxi drivers
can be redesigned as social insurance schemes.
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In another related dimension, several studies have suggested moving towards a defined-contribution
scheme for the public sector pension to unlock financial resources more broadly to equally protect
both public and private sector workers304,

2. Supplementing social insurance schemes with government contribution

A more durable and sustainable approach to financing social protection programmes would be to
generate an independent source of funding out of the general tax pool. Typically, this can be achieved
by establishing a social wealth fund in which the return from investments would cover the costs for
generations to come. To date, this idea has largely been the case of social insurance schemes that
involves creation of “earmarked fund” with the whole community standing together to contribute for
the protection.

Malaysia has long adopted this earmarking approach as exemplified by the existing retirement
savings and the occupational social insurance schemes that are funded by employers and workers’
contributions. To protect and balance the interest of both employers and workers, the government
currently plays a supervisory role at the policy level, yet with limited role as a co-contributor.

On the other hand, the government implements its social assistance initiatives quite separately
outside the social insurance system using funds from taxation and other public revenues. Tax-funded
schemes (compared to contributory social insurance schemes) are often considered to be more
effective in averting exclusion of marginalised populations, especially those who are poor and in the
informal sector.

However, the pool of revenue in the national budget typically faces many competing needs from
various other sectors. Due to various financial constraints, the principles of rationing, targeting and
conditionality have been considered to be more effective in guiding and distributing social assistance.
This usually happens at the expense of higher administrative costs and fragmentation between social
assistance programmes which subsequently could not fully promote social inclusion and cohesion.
Moreover, social assistance schemes that target the poor are stigmatising and are often perceived as
unfair, discriminatory and politically motivated.

At the same time, the lack of coordination between social assistance and social insurance
programmes exacerbates the fragmentation problems further, undermining social justice. Benefits
deployed via social insurance channels, such as the wage subsidy and employment retention
programmes, are mostly seen as accruing to the relatively “well-off” formal sector workers who are
already registered and participating in the formal social insurance system.

A coherent system that ensures long-term sustainability can be achieved by a well-coordinated mix
of contributions by employers, employees and the government (from general public revenue pool) in
an integrated social protection system. We contend that instead of dispensing poor reliefs separately,
greater government commitment in the social insurance platform is a more effective strategy in
extending protection to all.

304 BNM (2021a), Darmaraj and Narayanan (2019)
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As shown in Chapter 5, providing a universal tax-funded social pension would cost 1.0% to 2.0% of
GDP annually. This is 10 times higher than the projected cost of the proposed social insurance
pension of less than 0.5% of annual GDP. With the social insurance approach, the pension fund that
disperses benefits in the future is slowly built today. However, as the proposed scheme will take a
few years to expand its coverage and directly benefit future older adults, interim relief for existing
elders should continue to be made available. Similarly, the government can ensure that all working-
age population are protected from occupational injury and invalidity, maternity and employment
risks at an investment of only around RM4.0 billion to RM6.0 billion annually or less than 0.3% of
GDP when this is done via social insurance channels.

Hence, we recommend the tripartite arrangement under the social insurance system to be
strengthened with government involvement as a third contributor for the working age and old age
schemes. In this arrangement, the government would contribute social insurance premium on behalf
of adult individuals who are unable to work or are involved in non-standard employment that does
not entail a relationship with an employer.

In short, the fundamental principle in making social protection system more inclusive and
sustainable is to generate an independent source of funding via employers and workers’
contributions while at the same time integrating government contribution for the residual population
groups who are unable to pay.

3. Increasing tax revenue

Although the above two measures provide some fiscal space to finance the proposed social protection
floor schemes, these sources would not be sufficient to finance the projected investment required.
This means that increasing tax and other revenue is still critical in ensuring an adequate and
sustainable funding base for years to come.

[t important to highlight the Tax Reform Committee formed in 2018 has reviewed the overall tax
system and outlined four key areas with the strategic objectives of enhancing government revenue.
The overarching strategies are (1) reduce the tax gap, mainly informal and hard-to-tax sectors as well
as widening the tax base through digitalisation and effective enforcement activities; (2) reduce tax
leakages by reviewing existing tax incentives and legislations; (3) explore new sources of sustainable
tax revenue such as digital and environmental tax; and (4) enhance tax administration by reviewing
the legislation and simplifying administrative processes and procedures towards improving
compliance30s.

Looking at the outlined strategic objectives, it can be assumed that the recommendations prepared
by the Tax Reform Committee are all-encompassing, having reviewed the tax system holistically.
Given that areview has already been done by the Tax Reform Committee, this report does not attempt
to provide comprehensive recommendations on measures to generate tax. Nonetheless, Box 6.2
illustrates the potential of generating additional revenue from raising income tax rates.

305 MOF (2019)

138 KHAZANAH RESEARCH INSTITUTE



CHAPTER 6
FINANCING AND DELIVERING SOCIAL PROTECTION

Box 6.2: Increasing top income tax rates

Comparing Malaysia’s top marginal tax rate of 30%, it falls below several other middle-income
countries and a few others in ASEAN (Figure 6.12), suggesting room to increase tax rates for
greater progressivity. This is despite having increased since 2015, from 25% to 30% in 2020.

Figure 6.12: Top marginal personal income tax rate, selected country, latest available year
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A simulation of current average tax rates substantiates the need for greater progressivity (Figure
6.13A). While top income earners (those earning RM320,000 per month) pay a higher average
rate in 2020 than before, the balance income is still quite substantial in absolute terms. The ratio
of post-tax for those earning RM320,000 over those earning RM5,000 is 49x—a large gap even
though an improvement from the pre-tax ratio of 64x. Meanwhile, the average tax rate for those
earning RM320,000 and RM160,000 per month is only marginally higher than those in the
RM80,000 income group. Further down the income scale, for those earning between RM20,000
and RM80,000 per month—amounts which are rather hefty relative to the average living
standards in Malaysia—the average tax rates had actually decreased to levels lower than 2010.

To optimise average tax rates, marginal tax rates could be adjusted upwards further (Figure
6.13B). Based on the 2020 tax structure, by adjusting the tax rates by an addition of 0.5 percentage
points (ppt) for each income bracket with annual chargeable income above RM250,000, it further
optimises the average tax paid by high income earners. For those earning RM320,000 per month,
the average rate increases from 27.9% to 28.8%. A further upward adjustment up to 5.0 ppt
translates into a top marginal tax rate of 35% and would be in line with neighbouring countries
Vietnam and Thailand who both have rates of 35%, but lower than more advanced countries such
as the Netherlands whose top rate is 50%. Furthermore, an increase of 5.0 ppt across the board
for higher income brackets yields even greater average tax rates, up to 32.5% for those earning
RM320k per month. Meanwhile, those earning RM40,000 to RM80,000 would then be paying
average rates that are higher than or on par with the average rate paid in 2010 and 2015.
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Figure 6.13: Simulated average effective tax rate, by monthly income group, 2010 — 2020

A. Based on actual tax rates B. Based on adjusted tax rates
27.9 32.5
320k 320k 29.3
25.7 28.8
30.1
160k 160k 27.1
25.4 26.7
27.4
80k 80k 24.8
24.8 24 .4
24.0
40k 40k 22.3
23.6 22.0
18.5
20k 20k 18.5
21.1 18.5
1
10k = 2020 10k 13.1 = 2020 (+5.0ppt)
16.3 2015 13.1 2020 (+1.5ppt)
2010 5.3 2020 (+0.5ppt)
5k 5k 5.3
8.7 5.8
0% 10 20 30 40 0% 10 20 30 40

Note: LHDN (n.d.-a), KRI calculations

Overall, increasing top marginal tax rates could yield considerable returns in tax revenue, based
on a static estimate (Figure 6.14). For an increase of marginal tax rates by 1ppt for each income
bracket above RM250,000, this increases tax revenue by RM1.2 billion (2.5%). With a 5 ppt rise,
this increases tax revenue by RMb5.8 billion (12.4%). Nonetheless, the estimates assume no
changes in the working population, behaviours in tax avoidance nor changes in economic activities
and jobs. Thus, the actual return from raising tax rates could be either greater or smaller than the
estimates shown.

Figure 6.14: Estimated increase in individual income tax fiscal revenue, 2020
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Inclusive social protection and the virtuous cycle of expanding government’s fiscal space

With the tax reform initiatives already outlined by the Tax Reform Committee, enhancing fiscal space
appears to be a policy choice that is also fundamentally underpinned by political will—rather than
purely constrained by a lack of options to generate additional revenue. The current fiscal scenario
and tax system characterised by an extremely narrow revenue base underscore the urgent needs to
initiate the impending tax reform actions.

As illustrated earlier in Section 6.2.1, Malaysia’s government revenue collection in relation to
comparator countries suggests that there is significant space to increase tax revenues in Malaysia
and prioritise social protection. Likewise, the international comparison of public spending shows that
social protection spending does not necessarily depend just on a country’s income levels. Low-
income countries can spend reasonably well as a proportion of their GDP. Rather than just a matter
of finance, public spending on social protection eventually boils down to society’s preference and
political will in determining public spending priorities. Broadly, social protection is observed to be
an essential component of successful and sustainable society.

While it is essential that effective tax systems can ensure an adequate and sustainable funding base,
we also believe that a combination of taxes and social security contributions has a greater potential
in ensuring a social protection system that is sustainable fiscally, economically and socially. Building
on the principles of risk sharing, equity and solidarity, Inclusive social protection will induce a
virtuous cycle of strengthening the social contract, fostering trust in government and enhancing
government revenue30e,

6.4 Driving the National Social Protection Agenda

In addition to sustainable funding, Malaysia’s social protection system also requires an
administrative system that is efficient and transparent to ensure good-quality service delivery in
addition to responsiveness to extraordinary shocks. The administrative processes of social
protection schemes need to be underpinned by strong operational policies and procedures,
supported by well-coordinated institutional arrangements, human resources, information
management systems, communications strategies and fiscal management, as well as monitoring and
evaluation3?7.

From a long-term viewpoint, schemes for social protection in Malaysia have evolved in tandem with
the country’s needs as a developing nation. The foundation for social protection was embedded right
at the beginning of the development process with wide ranging publicly funded programmes aimed
to eradicated poverty and improve access to health, education and basic infrastructure. Contributory
schemes were institutionalised with the establishment of the EPF in 1951308 and SOCSO in 197139 as
responses to increasing wage labour in the private sector. Meanwhile, schemes for civil servants are
largely administered by JPA, the LTAT and KWAP. In addition to these main institutions, there have
been a proliferation of social programmes undertaken by many other ministries and agencies, largely
targeting specific vulnerable and poor population groups.

306 [LO (2018a), Kidd et al. (2020)
307 ESCAP (2018)

308 EPF (n.d.-a)

309 S0CSO (n.d.-g)
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Today, the fragmentation and coverage gaps highlighted in earlier chapters indicate that more work
needs to be done. As part of the transformation agenda to putin place an inclusive and coherent social
protection system, these institutional arrangements need to be reviewed to ensure that all initiatives
are well coordinated, and their effective implementation is well supported.

One good governance practice is to delineate the policy design and service delivery functions. With
regards to the former, Malaysia is already a step ahead with the formation of the Malaysia Social
Protection Council (MySPC) in 2016 and reactivated in 2020 as the authority to coordinate a holistic
and integrated social protection agenda. The council is well positioned to push for reform initiatives
as four strategic core areas are rightly under its purview: (1) social assistance, (2) social insurance,
(3) labour market policy and (4) data integration and governance. However, MySPC'’s effectiveness is
largely untested. Malaysia is yet to have a national social protection masterplan that describes both
a comprehensive package of social protection measures and a roadmap for realising this package310.

In terms of service delivery, institutional coordination can be improved to reduce gaps and increase
efficiency. In the specific context of social security (one that has a similar objective of providing basic
income security), the arrangement for the institutions involved in providing social assistance and
social insurance can be streamlined.

On this matter, we assert that there is a need to have an anchor institution in driving initiatives on
social security comprehensively. One model that could be considered is Kela (Kansaneldkelaitos)311,
a Finnish government agency in charge of administering benefits under national social security
programs. Initially founded in 1937 to handle retirement pay, its role was expanded in the 1980s and
1990s to other fields like child benefits, unemployment benefits, sickness benefits, health insurance
and student financial aid.

On the whole, proposals in this report entails establishing a social protection floor especially in the
form of income security for children, working-age and old-age populations when they are unable to
provide for themselves. One institution with the capability to strengthen Malaysia’s social security is
SOCSO—an agency currently responsible for the provision of protection schemes for workers who
predominantly work in the private sector. While it is well recognised that SOCSO’s mandate is
somewhat confined to social security for the working population, we propose for SOCSO’s functions
to be expanded as the National Social Security Institution to implement and administer the extended
and newly proposed social security schemes.

As aforementioned, we believe that social security initiatives can be implemented more efficiently
and sustainably when it is organised as a mix of tax-funded and contributory social insurance
schemes. As it stands now, the provision of social security via defined-contribution mechanism has
largely been funded by employer and employee contributions, with SOCSO as the administrator. In
this regard, there is a room to expand the role of SOCSO to also include the residual working-age
population who are not engaged with paid work, as well as the population outside the working age,
namely children and the elder.

310 World Bank (2020c)
311 Kela (n.d.)
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Two new important universal schemes that we are proposing are: (1) UCB for all children and (2)
social insurance pension for all elders. Meanwhile, the proposals for the working-age population are
largely an extension to the existing schemes to address significant coverage gaps particularly among
workers in informal employment as well as the residual working-age population who are not working
either by choice or by force (e.g. homemakers, youth). As highlighted earlier, the source of financing
for these newly expanded schemes can be sourced from tax revenue with government becoming the
third contributor.

In embarking on an inclusive social protection system, it is imperative that everyone is included. As
it stands now, workers in informal and non-standard employment are among those who are severely
left behind. These are the vulnerable group who have a higher likelihood of being adversely impacted
in times of crisis312. A report by the ILO detailed that this group of workers have fallen between the
cracks of the government’s PRIHATIN stimulus package during the pandemic, only receiving one-off
cash payments from the BPN and BSH313. In contrast, formal sector employees can benefit from
multiple relief measures such as the i-Lestari provision, BPN, Employment Retention Programme
(ERP), Employment Insurance System (EIS) and Wage Subsidy Programme (WSP).

In addition to the expansion of SOCSO’s functions, we propose for a one-stop service centre to be
established as the front-line service delivery to the public. The Shared Service Centre (SSC) can be
done by leveraging existing social protection providers network and branches including SOCSO, the
EPF, KWAP and the LTAT. For example, currently EPF and SOCSO with their 62 and 49 branches,
respectively314, serves very similar population segment namely the formal workforce with each
institution having physical branches and manpower across Malaysia. Coordinating these networks of
branches to provide shared social security services is not only cost-effective, but also convenient for
the public.

In the future, the services by the income tax agency (i.e. LHDN) can also be integrated to enable people
to declare their incomes alongside their application for social security benefits. Technology holds
tremendous capabilities to integrate data for various schemes; the MyKad, for example, can be
maximised given that it already accords Malaysians with a unique identification number that allows
for seamless data integration. Improved integration of service delivery is practical and cost-saving.

6.4.1. National Social Protection Registry

The importance of having a complete and comprehensive database of the population is underscored
during the Covid-19 crisis, with the government heavily utilising existing databases to deploy
stimulus measures and to guide efforts in alleviating the rakyat’s burden3!5. However, the design and
delivery of assistance is a challenge due to database inflexibility and cross-database verification
issues316,

312 A special survey by DOS on effects of Covid-19 showed 46.6% of self-employed workers lost their jobs, significantly higher than those
in other categories. In addition, 94.8% suffered reduction in income, and 71.4% responded having savings sufficient for less than one
month. Source: DOS (2020d)

3131LO (2020)

314 EPF (n.d.-a), SOCSO (n.d.-g)

315 For example, LHDN’s database was used to channel cash handouts for the BSH/BPR programme, and SOCSO'’s existing infrastructure
enables the implementation of wage subsidy programmes. Source: BNM (2021b)

316 UNDP (2021)
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Multiple sets of administrative social protection data exist across many ministries and institutions in
Malaysia. This is the result of having numerous programmes and schemes, each with their own
specific target demographics and objectives. On the other hand, some are legacy schemes that have
long existed such as the civil servant pension and injury and invalidity insurance for private sector
workers. Six major information systems related to social security and social protection are shown in
Table 6.3.

Table 6.3: Major social protection information systems and registries

Data registry Custodian institution Unit of data (targeting)
BR1M/BSH/BPR MOF Individual & household
e-Kasih ICU, PMD Household
e-Bantuan JKM Individual
i-EPF EPF Individual
assist-PERKESO SOCSO Individual
myPesara JPA/KWAP Individual
i-Wira LTAT Individual

Source: KRI compilation

The existence of multiple data registries that are sparsely located and stored within various agencies
has somewhat limited the full potential of utilising data to enhance social policy planning. As seen
today, this has resulted in duplications and the marginalisation of some underprivileged subgroups
not currently recognised by the system.

6.4.2. Efficient service delivery

Chapter 1 of this report has elaborated on how individuals face different risks throughout their life
course. Although different risks need different interventions to address them, social security forms a
critical element that protects individuals from poverty and vulnerability. For this reason, the life cycle
approach that target individuals (instead of households) will require everyone to be identified and
their information captured in the system throughout their life cycle.

Further down the road, special needs of individuals such as disability, orphanhood and health record
can be added to the data registry where supplementary assistance can be provided. At the same time,
state governments and the third sector, such as civil society and non-governmental organisations,
can use this database to supplement the assistance (vertical expansion) or conduct more targeted
programmes (“piggybacking”) as according to the respective community’s needs.

Subsequently, integration can be extended to the payment system, which can facilitate the
disbursement of benefits. For beneficiaries, the process will be simplified as data becomes more
integrated and comprehensive. Overtime, this system can function as a central database for
coordination, assessment and monitoring for the social protection institutions. For the system as a
whole, it reduces fragmentation and duplication, resulting in a more inclusive, coherent and timely
implementation.
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In the most ideal scenario, a National Social Protection Registry should be established to store every
individual’s information and enable a more efficient channelling of social security and services.
However, since multiple databases have already existed for a long time, digital technology can be
utilised to form a unified registry by integrating existing databases. As mentioned earlier, the MyKad
number can be used as a single unique ID to enable integration of personal data from various
institutions. Apart from individual data, information in the MyKad provides the necessary
information necessary to identify beneficiaries and their dependents.

6.4.3. Better response to “shocks”

A unified and comprehensive registry that covers everyone will subsequently facilitate government
in formulating supplementary interventions especially a more targeted supports for vulnerable
groups such as disabled persons and orphan children as well as better responding to “shocks” like
the Covid-19 pandemic crisis. The Oxford Policy Management317 has outlined how governments can
adapt their existing system to respond to shocks by doing design tweaks, piggybacking, vertical
expansion, horizontal expansion and alignment (see Figure 6.15). Malaysia can perform a similar
quick, and targeted delivery of assistance by having a unified national social protection registry.

Figure 6.15: Adapting existing system to respond to shocks

Design tweaks Piggybacking Vertical Horizontal Alignment
° expansion expansion
: )
Adjusting the Use an existing Temporarily increase Temporarily increase Align with other
design of routine programme’s the value or duration of the number of current or planned
social protection infrastructure. benefit for existing recipients in an interventions.
interventions. recipients. existing programme.

Source: O’Brien et al. (2018)

6.4.4. UCB as a critical record entry point

The UCB scheme is an ideal entry point programme to kickstart the National Social Protection
Registry for Malaysia. As it is designed as a universal programme, all children will be registered into
the programme to receive the benefits. For newborns, they can be automatically enrolled into the
programme when their parents/guardians register for their birth certificate. Upon reaching 15 years
old (the minimum working age), automatic registration can be done for employment-related social
insurance schemes (under SOCSO) and provident fund (EPF). Contribution to protect from risks
during working age can be done only when they start earning income. Once the children graduate
from the UCB scheme upon reaching 18 years old, they will be enrolled automatically into the social
insurance pension scheme to prepare ahead for life after the working age (Figure 6.16).

317 [t is a consortium with the Overseas Development Institute (ODI), the Cash Learning Partnership (CaLP) and INASP.
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This process must be coordinated among different institutions in charge of providing assistance so
that every individual is linked to each institution in charge at different stages of their life. Having
SOCSO as an anchor institution for social security as proposed above becomes important to
coordinate all implementation and service delivery. Over a few years, this will result in a single
registry that could support programme management and monitoring at the national level.

Figure 6.16: National Social Protection Registry from life cycle perspective
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6.5 Putting it All Together

In this report, we advocate for an inclusive and universal access to basic income security (instead of
means-testing such as through explicit poverty targeting) as the core principle for social security
provisioning. We recommend the life cycle approach based on its strength that emphasises
provisions of appropriate protections against major risks at each stage of everyone’s life. We affirm
that this principle and approach would provide a firm basis of streamlining existing programmes and
addressing gaps with a vision to build a social protection system that is more coherent and inclusive.
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6.5.1. What does it mean for individuals?

The potential benefits of the proposed social protection floor schemes for individuals are shown in
the hypothetical scenarios in Figure 6.17.

Figure 6.17: Social protection for individuals throughout the life cycle, by gender
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From the outset, upon the birth of a male individual, he will receive a monthly transfer of RM150
under the UCB scheme until he is 17 years of age (Figure 6.17A). The steady transfer ensures basic
income security for the child at that vulnerable stage of life where he is highly dependent on parents
or guardians to fulfil his basic needs, who are themselves subjected to insecurities.

A. lllustration of a man’s life cycle

Retire
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Retire

Source: KRI illustration

In transitioning from school to work, the JSA that offers a monthly transfer of RM600 for up to six
months will support this young man in his job search effort, improving his chances of acquiring work
suitable to his skillset.

Throughout his working age, he can be exposed to risks that could result in income shocks. In the
event of retrenchment, he is insured under the employment insurance scheme where provision of
income replacement from three to six months based on his previous income, otherwise he is entitled
to a tax-funded JSA of RM600 for up to six months, which will help to weather his finances through a
period of income reduction.
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He is also eligible for training allowance and various employment support services which support his
pursuit of reemployment. If the man subsequently enters informal employment and got into an
accident and becomes invalid, the expanded invalidity pension scheme which includes non-standard
employees should provide him with income security of 50% to 65% of his previous wage, along with
other medical benefits. Upon retirement, he will be one of recipients of the monthly social pension
annuity equivalent to the inflation-adjusted poverty line per capita of RM600 per month. The annuity
provides a pension floor for old-age individuals and function as a basic income in addition to his
mandatory retirement savings with EPF and other personal savings.

Similar to the male individual, a female individual will be equally protected during childhood,
working age and old age (Figure 6.17B). During her working age stage, if she is working and giving a
birth, her income is protected through paid maternity leave and supplemented with maternity cash
grant of RM1,800. For women who are not entitled to paid maternity leave, the maternity grant could
provide some basic income support especially for the postpartum care.

Her child will be entitled to UCB which contributes to her household income pool, further alleviating
financial pressures that comes with child-rearing. If the woman wishes to venture into self-
employment, she is invariably allowed to contribute to the social security schemes and the benefits
would protect her from income shocks associated to injuries, invalidity, and income loss.

If later in life she takes up full-time unpaid care work, she remains eligible to some social security
schemes despite being outside of the workforce as the government could also be contributing for her
social security insurance premiums. In her life after the working age, she will be receiving an annuity
pension up to RM600 per month for her remaining lifetime under the SIP schemes. Considering the
life expenses associated with old age, she is at least guaranteed with a basic income which support a
dignified life during old age.

6.5.2. What does it mean for households?

The potential benefits of the proposed social protection floor on a household level are illustrated in
three hypothetical household scenarios, as shown in Figure 6.18. Different household types and
compositions could benefit or be insulated from shocks through provisions of basic income security.

Figure 6.18: Social protection for households, by household composition

Household 1 Household 2 Household 3
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Source: KRI illustration

148 KHAZANAH RESEARCH INSTITUTE



CHAPTER 6
FINANCING AND DELIVERING SOCIAL PROTECTION

The first scenario involves budding young families such as Household 1, which includes the father
who is the sole breadwinner, the mother who has just given birth, the newborn and another young
child. As there are four family members, significant pressures remain with the sole income earner.
Under the UCB scheme, each child will receive a monthly RM150 transfer and in total the family will
be guaranteed with an amount of RM3,600 per year for the two children. This grant would assist the
parents with the cost of raising children such as food, education and healthcare expenses. The
benefits could markedly improve the family’s capacity to smooth the expenses associated with raising
children or could simply be dedicated as savings for future education. Postpartum care could also
account for a significant share of household expenses as it implies an extra amount to be set aside for
both the mother and the new addition to the family. The mother who is a homemaker is entitled to a
maternity grant of RM1,800, hopefully to cover some of these costs.

Household 2 illustrates the case of a family which comprise the father who is currently injured and
unable to work due to an accident at the workplace, the mother who is self-employed, a son who is
looking for a job and a school-aged daughter. The illustrated household experiences income
insecurity due to an injury experienced by one of the income earners which suspends their main
source of income. The disablement benefits from the injury scheme provides some income
replacement (80% to 90% of wage), as well as other medical benefits. The income replacement
scheme mitigates the magnitude of income loss during the period of disability, thus alleviating the
stress placed upon the second earner to replace the loss.

The expanded social security schemes and associated fiscal support from the government also
provides the opportunity for the self-employed mother to contribute to and benefit from the social
insurance schemes in case of future unexpected contingencies. The household also receives
additional income support, especially for the job-seeking son through the tax-funded JSA of RM600
per month. This would finance his job searching effort for a period of six months, which could further
build the household income pool and relieves him from accepting an ill-fitting job due to financial
constraints. The schooling daughter will be receiving RM150 child benefits monthly, further adding
to the household income pool.

In an extended family where aged members are often present, life risks could be higher with more
demanding living expenses. Household 3 illustrates a family comprising two retired parents, a
working son and a daughter who has just graduated. Old-age parents without adequate income
security could put financial pressures to the other earners in the household. Under the old-age social
security proposal, the parents will be provided with a monthly social pension annuity equivalent to
the inflation-adjusted poverty line per capita for the rest of their lives. In 2020 prices, the amount
will be roughly RM600 per month depending on the contribution for the social insurance premium
during the working-age years. The consistent annuity provides a pension floor for retired individuals,
effectively shielding them from falling into poverty, guaranteeing a life of dignity in old age.
Additional income is available if they are also contributing for their own EPF savings. The household
income is also supplemented with an additional RM600 per month for up to six months, in the form
of a JSA for the recently graduated daughter. The young working son is thus relieved from the high
living costs to support other family members as the forward-looking social security system is built
around a preventive principle that mitigate the risk of falling into severe financial hardship.
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The above illustrations demonstrate the scope of the proposed social protection floor in providing
income security, protecting all individuals at all stages of life cycle. While the social protection shifts
from providing household-level benefits to individual-level benefits, the consistent and predictable
transfer of income based on individual life cycle stage (e.g. children, youth job seeker, temporarily
unemployed, unable to work due to disability, retired elders) could still provide household-level
income security by combining individual benefits.

6.6 Concluding Remarks

This report advocates for an inclusive and universal access to basic income security (instead of
means-testing such as through explicit poverty targeting) as the core principle for social security
provisioning. We recommend the life cycle approach based on its strength that emphasises
provisions of appropriate protections against major risks at each stage of everyone’s life. We affirm
that this principle and approach would provide a firm basis of streamlining existing programmes and
addressing gaps with a vision to build a social protection system that is more coherent and inclusive.

It is hoped that the proposed core life cycle social security schemes would contribute to the reform
agenda and enable Malaysia to transform from a welfare-based to development-oriented social
protection system—one that could create a sustainable and inclusive system with profound impact
for generations to come.
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CHAPTER 7
CONCLUSION

The legitimate object of government is to do for a community of people whatever they need to have done,
but cannot do at all, or cannot so well do, for themselves - in their separate, and individual capacities.

Abraham Lincoln (1854)

Social protection has been globally recognised as instrumental for preventing poverty and addressing
socio-economic vulnerability, as well as advancing social justice and sustainable development.
Recently, its importance has soared to new heights with the ongoing Covid-19 pandemic that has
posed unprecedented health and economic challenges for nations across the globe. Notwithstanding
the Covid-19 pandemic, several long-standing issues and new trends highlight the challenges in social
protection provisions in Malaysia.

The first is the issue of child deprivations and malnutrition across income groups and the
socioeconomic deprivations that hamper children’s full potential. If not urgently addressed, it will
have cascading effects as the children transition to adulthood. While Malaysia has implemented
several social assistance programmes for poor and vulnerable children, these interventions suffer
from fragmentation that compromises both the breadth and depth of the programmes, leading to the
exclusion of many children and low adequacy or quality of the benefits delivered.

The second trend concerns Malaysia’s workforce, with continued concentration in low paying jobs in
traditional services and rising vulnerable employment. The interactions between technological
development, globalisation and socioeconomic policies have accelerated structural change in the
economy, transforming work environments and employment relations. These fast-emerging trends
are rendering existing social protection systems increasingly insufficient, especially those that are
“employer-tied”. If left unchecked, the rapid informalisation of jobs and encroachment of non-
standard employment on traditional full-time jobs could pose challenges to Malaysia’s social
protection as many schemes are typically built around standard employment relationships.

The third trend concerns rapid population ageing as reflected by rising old-age dependency against
a shrinking working-age population share, resulting in increasing health and old-age care needs. This
trend is compounded by Malaysians living longer, but not necessarily healthier, with the increasing
prevalence of non-communicable diseases affecting especially the elder population. While rising
longevity is to be celebrated, if these trends persist, an increasing proportion of elders will spend
these additional years of life gained in poor health and without sufficient retirement savings. If the
status quo is not reversed, larger older cohorts will put more pressure on fiscal expenditure.

Against these trends, social protection in Malaysia continues to grapple with issues of coverage and
adequacy. Among contributory social insurance schemes and other provisions backed by legislation,
benefits continue to be limited to workers in formal employment. Provisions for informal workers
remain largely inadequate and with limited reach, while the rest of the working-age population
outside the labour force, such as unpaid care-givers and homemakers, are left almost wholly
unprotected.
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Yet many of these population groups unprotected by social insurance schemes may also receive little
to no aid from tax-funded social assistance schemes, as they may be deemed ineligible. At the
moment, social assistance schemes in Malaysia continue to heavily target those considered most in
need of aid, particularly those defined as poor, low income or vulnerable. Such practices are bound
to exclude a large share of the population deprived of decent living. It has also led to the
fragmentation of social protection from a proliferation of various small-scale schemes, placing undue
administrative burden and undermining the efficacy of government social spending, all while yet
providing inadequate assistance.

These issues of social protection call for greater inclusiveness and coherence in providing a minimum
level of income security in Malaysia. This requires a paradigm shift towards universality beyond
seeing social protection strictly as relief for the poor. Moving forward, social protection policy in
Malaysia should adopt a life cycle approach by targeting and pre-empting against key risks faced
throughoutlife in a forward-looking manner, rather than only targeting those who have already fallen
into dire straits. These key risks include disability, sickness, unemployment as well as vulnerabilities
during childhood and old age—risks which can adversely impact anyone’s wellbeing regardless of
income status.

Our five key policy recommendations are summarised as follows:

1) Investing in a universal basic income for children so that no child is left behind during this
important stage of cognitive, physical and social development.

2) Expanding the mandatory coverage of existing social insurance schemes for the working-age
population especially for the self-employed, informal workers and those outside the official
labour force.

3) Establishing a social insurance pension for old age to provide basic income security for elders,
amidst coverage and adequacy challenges of old age savings.

4) Progressive realisation of proposed policies to build institutional capacity, introduce or amend
the relevant legislations, and broadening revenue base.

5) Building a national social security institution and a unified registry by expanding the role of
existing institution to administer and implement both extended and new social security schemes.

Our recommendations are built on, and not devoid of, existing social services, namely public
healthcare, social housing and the education system. Our proposals are designed to complement,
instead of replacing, the current tax-funded universal provision of social services. While the report
has made the case that these recommendations are necessary to protect individuals from income
insecurity throughout their lives, the schemes would not be sufficient on their own. True to the social
protection floor principle, our proposals seek to instil a solid foundation for income security against
well-documented risks. Cognisant of implementation and fiscal challenges, this report strives to offer
practical, equitable and sustainable policy proposals in the context of Malaysian social protection.
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This report aims to ultimately put forward a renewed social protection paradigm, moving from a
charity-based model to a more universal rights-based approach. Building on principles of risk
sharing, collective funding and solidary, the report advocates for an inclusive lifecycle social
protection system with a forward-looking approach in preventing poverty and addressing
vulnerability, thus ensuring the entire population could overcome socioeconomic shocks and risks
throughout their lifetime. It calls for a greater government involvement under the social security
tripartite arrangement as a strategy in extending protection floor to all. Inclusive social protection
will induce a virtuous cycle of strengthening the social contract, fostering trust in government and
enhancing government revenue. Institutionalising this aspiration is of paramount importance to
ensure that the materialisation of these visions is not contingent on goodwill and shifting priorities.
With existing social security institutions, Malaysia has achieved so much but can also do so much
more.
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APPENDIX A
INTERNATIONAL COMPARISON OF CHILD BENEFITS

Table A.1: Share of programme cost from total GDP, selected country

Cost as a % of
GDP

1 Argentina 2017 - The Universal Child Benefit 0.60%
(Asignacion Universal por Hijo - AUH)
Source: UNICEF (2019c)
2 Austria 2017 - Child benefit (tax system): Tax credits for children (since 1994) 1.61
- Child benefit (Sozialleistungen der Lander)
- Family support (egalitarian benefits)
- Family allowance (Lander) (non means-tested)
Source: OECD (2019a)

Country Year Description of Programme

3 Belgium 2017 - Family allowance: National office for employees' family allowances 1.41
Source: OECD (2019a)

4 Canada 2017 - Canada Child Benefit 16 1.18
Source: OECD (2019a)

5 Czech Republic 2017 - All residents: children's allowance 0.74

- Payable tax credits (Vyplacené danové dobropisy/kredity)
Source: OECD (2019a)

6 Denmark 2017 - Family allowances 0.77
Source: OECD (2019a)

7 Estonia 2017 - Family allowance (non means tested) (Social Insurance Board) 0.71
Source: OECD (2019a)

8 Finland 2017 - Child allowance 0.61
Source: OECD (2019a)

9 France 2017 - Allocations familiales, sans conditions de ressources - Régime général de la Sécurité 0.63

sociale (Family allowances, without means test - General social security scheme)
Source: OECD (2019a)
10 Germany 2017 - Family allowance (Child benefit) 0.58
- Public transfers to support families with children
- Family allowance (UV)
Source: OECD (2019a)

11 Hungary 2017 - Family or child allowance (non means-tested) 0.79
Source: OECD (2019a)

12 lIceland 2017 - Family allowance 0.38
Source: OECD (2019a)

13 Japan 2017 - Child allowance 0.39
Source: OECD (2019a)

14 Latvia 2017 - Family or child allowance (non means tested): State social benefits to the families with 0.33

children (Valsts socialie pabalsti gimenem ar berniem (VSPGB))
Source: OECD (2019a)
15 Lithuania 2017 - Assistance for Families (Parama $eimai): non means-tested 0.06
- Assistance for Families (Parama Seimai)
Source: OECD (2019a)

16 Luxembourg 2017 - Family allowance 1.65
Source: OECD (2019a)

17 Mongolia 2019 - Child Money Programme 0.62
Source: UNICEF (2019d)

18 Netherlands 2017 - All residents: child allowance 0.45
Source: OECD (2019a)

19 Norway 2017 - Family or child allowance (non means tested) 0.46
Source: OECD (2019a)

20 Poland 2017 - Family allowances for children 0.65
Source: OECD (2019a)

21 Portugal 2017 - Family or child allowance (means tested) 0.36
Source: OECD (2019a)

22 Romania 2013 - Universal child allowance 0.43
Source: European Commission (2015)

23 South Africa 2018 - Child Support Grant 1.30
Source: UNICEF (2019¢)

24 Sweden 2017 - Family or child allowance 0.51
Source: OECD (2019a)

25 United Kingdom 2017 - All residents: child benefit 0.56

Source: OECD (2019a)

Note: Data from OECD Social Expenditure Database are given in local currency. The programme cost as a percentage of GDP is calculated
using GDP from IMF’s World Economic Outlook Database, April 2021 version. The programme description for countries sourced from the
OECD database are as described in the database, thus it may not reflect the actual name of the programme

Source: IMF (2021c), OECD (2019a), UNICEF (2019c), UNICEF (2019d), UNICEF (2019e), European Commission (2015), KRI calculations
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Table A.2: Design of child benefit programmes, by country

Country
1 Argentina

2 Austria

3 Belgium

4 Canada

5 Czech
Republic

6 Denmark

7 Estonia

8 Finland

9 France

Description

Means-tested,
<18 years, no limit if
child is disabled.

Universal,

<18 years, 24 if in
training, unlimited if
unable to work

Universal, but benefit
is income-adjusted,

Design of child benefit

Benefit is targeted to vulnerable residents of Argentina (e.g. informal workers with income below
the legal monthly minimum wage, unemployed persons without coverage, seasonal workers,
persons who are incarcerated, domestic workers, and certain categories of self-employed
workers).

Child benefit amount varies by region, around 2,652 pesos per month (3,448 pesos in some
provinces). Only up to five children are covered. Child benefit for children with disability is 8,642
pesos per month (11,235 pesos in some provinces).

Child benefit level is adjusted based on: (1) age of child, (2) number of children, and (3) children
with disability.

General family allowance: €114 per month
Over 3 years: €121.90 per month

Over 10 years: €141.50 per month

Over 19 years: €165.10 per month

Additional supplement is given based on the number of children according to a sibling supplement
scale. Children with severe disabilities also eligible for additional benefit of €155.9.
Child benefit differs by: (1) region, (2) birth order of child, and (3) age of child.

<18 years, depending Additional supplement is given if child is an orphan, disabled, or raised by a single parent

on region, in training
or studies, and
infirmity.

Universal, but benefit
is income-adjusted,
< 18 years

Means-tested,
<27 years

Universal, but benefit
is income-adjusted,
<18 years

Universal,
<17 years, 19 ifin
education

Universal

Universal, but benefit
is income-adjusted,
20 years for all
children who do not
work, or whose

(supplements are means-tested).

For example, for the child benefit for the Bilingual Brussels-Capital Region:€ 150 per child, with an
additional of €10.40 for children aged 12 to 17 years, and additional of € 20.80 for child above 18
years that is still in higher education.

Child benefit level is adjusted based on: (1) the number of children under care, (2), age of child, (3)
parents' marital status, and (4) adjusted family net income.

Benefit level based on age of child:
Up to 6 years: C$569.41 per month
6 to 17 years: C$480.41 per month

Benefit is reduced if family's net annual income is above CAD32,028. Additional supplement for
children with disability (income-tested).

Benefit eligibility is income-tested, for families with income under the threshold of 2.7 times the
living minimum (defined separately for each member of a shared household).

Child benefit is adjusted based on age of child:
Under 6 years: CZK 500 per month

Aged 6 to 15 years: CZK 610 per month

15 to 26 years: CZK 700 per month

Benefit is increased if one of the family members has income from work amounting to at least the
individual living minimum level, or receives specific social benefits (e.g. sickness insurance
benefits, unemployment benefits, care allowance related to person under 18 years).

Child benefit level is adjusted based on age of child:

0 to 2 years: DKK 4,596 per quarter.

3 to 6 years: DKK 3,639 per quarter.

7 to 14 years: DKK 2,862 per quarter.

15 to 17 years: DKK 954 per month.

Child benefit level is adjusted based on birth order of child:

1st and 2nd child: €60 per month

3rd and next child: €100 per month

Additional supplement is given for families with many children:

€300 per month for families raising three to six children.

€400 per month for families raising seven or more children.

Child benefit level is adjusted based on number of children eligible for benefit:
First child: €94.88 per month

Second child: €104.84 per month

Third child: €133.79 per month

Fourth child: €163.24 per month

Fifth and subsequent child: € 178.69 per month

Additional supplement of €63.30 is given for single parents.
Child benefit is given to families with at least two children.

Child benefit level is adjusted based on: (1) the number of children and (2) household income.
2 children: €131.95 per month
3 children: €301.00 per month

remuneration does not 4 children: €470.07 per month

exceed €943.44 per
month;

Each subsequent child: €169.07 per month
For families with annual financial means (year N-2) above the amounts stated below, the family

KHAZANAH RESEARCH INSTITUTE 157



APPENDIX A

INTERNATIONAL COMPARISON OF CHILD BENEFITS

Country

10 Germany

11 Hungary

12 Iceland

13 Japan

14 Latvia

15 Lithuania

16 Luxembourg

17 Mongolia

18 Netherlands
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Description
actual family

allowances are paid
as from the second

dependent child.

Universal,
<18 years, 21 if

unemployed or job-

seeking, 25 if in

Design of child benefit
benefits are divided by 2 or 4 according to the income bracket.

€69,309 for a family with 2 children;

€75,084 for a family with 3 children;

€80,859 for a family with 4 children;

+€5,776 for each additional child for a family with more than 4 children.
Child benefit level is adjusted based on birth order of children.

1st child: €204 per month

2nd child: €204 per month

3rd child: €210 per month

vocational training, no = 4th child: €235 per month

limit if disabled
Universal,
<18 years, 20 if in

education, 23 if has
special educational

needs.

Universal, but benefit
is income-adjusted,

<17 years

Means-tested,

Graduation of junior

high school (~ 10
years)

Universal,
<16 years, 20 if

continuing education

in secondary or

Child benefit level is adjusted based on: (1) the number of children under care, (2) parents' marital
status. (3) children with disability, and (4) if children is under foster care.

Benefit per month:

1 child in family: HUF 12,200 (€34);

1 child, single parent: HUF13,700 (€38);

2 children in family: HUF 13,300 (€37) per child;

2 children single parent: HUF 14,800 (€41) per child;

3 or more children in family: HUF 16,000 (€45) per child;

3 or more children, single parent: HUF 17,000 (€48) per child;
disabled child in family: HUF23,300 (€65);

disabled child, single parent: HUF25,900 (€73);

disabled child above 18 years of age: HUF20,300 (€57);
child in foster home/at foster parent: HUF 14,800 (€41).

Child benefit level is adjusted based on: (1) birth order of child, (2) parents' marital status, and (3)
annual income.

For married parents or cohabiting parents:
First child: 234,500 ISK annually
Second and subsequent child: 279,200 ISK annually

For single parents:
First child: 390,700 ISK annually
Second and subsequent child: 400,800 ISK annually

An additional 140,000 ISK is given for children under the age of 7.

Benefit is reduced if income exceeds 8,424,000 ISK or couples and 4,212,000 ISK for single
parents. The number of children in a household also affects the percentage of decrease.
Child benefit level is adjusted based on age and child's level of education:

Under 3 years: 15,000 yen per month

Each of the first two children aged 3 up to graduation from elementary school (~6 years old):
10,000 yen per month (15,000 yen for each subsequent child)

Junior high school (~7 to 9 years): 10,000 yen a month.

For persons who do not meet an income test, 5,000 yen a
month is paid for each child up to graduation from junior
high school.

Child benefit level is adjusted based on order of child:
First child: €11.38 per month

Second child: twice as much

Third child: thrice as much

vocational school,18 if Fourth and subsequent child: 4.4 times the amount

a child with disabilities

Universal,
<18 years, 21 if
studying under the

general curriculum.

Universal,
<18 years, 25 if in
education

Means-tested,

<18 years

Universal,
<18 years

Additional supplement is given two families with two or more children and children with disability.
Child benefit is 1.54 BSB per month.

An additional supplement is given for:

low-income families raising and/or fostering one or two children whose income per person is less
than 2 times the State supported income (EUR 250)

families raising and/or fostering three or more children or disabled children

Child benefit level is adjusted based on age of child:

Under 6 years: €265 per month

6 to 11 years: €285 per month

12 years and above: €315 per month

Benefit is means-tested, household must be in PMT Household Database and have a PMT
livelihood score of below MNT 650.

Child benefit is 20,000 MNT per month.

Child benefit level is adjusted based on age of child:

Up to 5 years: €224.87 per quarter

6 to 11 years: €273.05 per quarter

12 to 17 years: €321.24 per quarter

Double benefit can be given to children not living at home due to studying or iliness. Double benefit



APPENDIX A
INTERNATIONAL COMPARISON OF CHILD BENEFITS

Country Description Design of child benefit
can also be given for children who needs intensive care.

An additional supplement to the benefit is given based on parents' income and means, number of
children and age of child.
19 Norway Universal, Child benefit is NOK 1,054 per month.
<18 years
Single parents and parents with small children (under 3 years) are eligible for additional
supplements.
20 Poland Means-tested UCT for Benefit eligibility for first child depends on household income criteria (PLN 800 net).
first child, with lower
eligibility threshold if A benefit of PLN500 per month for every second and next child is given without additional
child with disability. conditions.

Universal for every
second and
subsequent child,
<18 years
21 Portugal Means-tested, Benefit is means-tested, for families reference income not exceeding 2.5 times the Social Support
<17 years. 18, 21 or  Index, IAS (indexante dos apoios sociais).
24 years if the child
continues their studies There are five levels of reference income:
or engages in First level: 0.5 times the IAS
vocational training. Second level: Between 0.5 and 1.0 times the IAS
Extension of 3 years in Third level: Between 1.0 and 1.5 times the IAS
case of sickness or Fourth level: Between 1.5 and 2.5 times the IAS
accident certified by a Fifth level: Over 2.5 times
medical professional.
Child benefit is adjusted based on: (1) level of household reference income, (2) age of child, and
For children with (3) number of children.
disabilities, the limit is
24 years. 3 year For example, the child benefit for a household with a reference income that is 1.0 times the IAS are
extension for those in  as follows:
higher education. Up to 3 years: € 97.31
3 to 6 years: € 32.44
Over 6 years: € 28.00

Additional supplement is given for second and subsequent child.
22 Romania Universal, but benefit Child benefit level is adjusted based on: (1) age of child, (2) children with disability, and (3) family's
is income-adjusted average net income.
<18 years
Benefit level based on age of child:
Below 2 years (3 years for child with disabilities): RON 311 (€64) per month
2 to 18 years (or until graduation age in case of secondary or post-secondary education): RON 156
(€32) per month
3 to 18 years for child with disabilities: RON 311 (€64) per month

Benefit is further adjusted according to income thresholds using the Reference Social Indicator

(RSI).
23 South Africa  Means-tested, Benefit is income-tested, an annual income must be under 49,200 rand (for a single person) or
<18 years 98,400 rand (for a couple).
Child benefit is 410 rand per month.
24 Sweden Universal, Child benefit is SEK 1,250 per month for each child.
<17 years

Additional supplement is given for large families:
Second child: SEK 150
Third child: SEK 730
Fourth child: SEK 1,740
Fifth child: SEK 2,990
Sixth child: SEK 4,240
25 UK Universal, but benefit Child benefit level is adjusted based on order of child:
is income-adjusted, First child: £21.15 a week
<17 years, 20 if stillin Second and subsequent child: £14.00 a week
education or training
Families earning £50,000 or more before tax each year can claim the benefit, but will have to pay a
‘Child Benefit tax charge'.

Source: ECB (2021), IMF (2021c), MISSOC (2021), SSA (n.d.-c), various national governments’ websites, KRI calculations
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APPENDIX B
ILO CONVENTIONS FOR UNEMPLOYMENT, INJURY PROTECTION AND

MATERNITY PROTECTION

Table B.1: Main requirements in ILO social security standards on unemployment protection

Minimum standards
in Convention No. 102

Higher standards

in Convention No. 168
and Recommendation No. 176

Basic protection
in Recommendation No. 202

Issue
covered

Beneficiaries

Suspension of earning due to
unemployment, for capable and
available person.

At least 50% employees or all
residents with means under
prescribed threshold.

Loss of earning due to inability to find suitable
employment for capable and available person
actively seeking work. Should be extended to
partial unemployment, suspension of work, and
part-time workers. Include provision of guidance
to assess suitability of potential job.

At least 85% employees, including public sector
and all apprentices; all residents under
prescribed threshold. Coverage should be
extended to persons seeking for work, but
unrecognised or uncovered by unemployment
protection scheme.

Coverage extended to all employees and
persons experiencing hardships during waiting
period.

Basic income security for those
unable to earn sufficient income in
case of unemployment.

At least all residents of active age,
subject to country’s existing
international obligations.

Type of Periodic payment, at least 45% of At least 50% of reference wage, or benefits level Benefits (cash and in-kind) that
benefit reference wage. that guarantee healthy and reasonable living ensures are least basic income
conditions for beneficiaries. security, to secure access to
For partial employment, benefit and sum of necessary goods and services;
income from part-time work should reach the Prevents/alleviates poverty,
sum of previous full-time earning and amount of  Vulnerability, and social exclusion,
full unemployment benefit. and allows a life in dignity.
Duration of Employee schemes, at least 13 Throughout unemployment period, possibility to As long as incapacity to earn
benefit weeks within 12 months. limit initial duration of payment to 26 weeks in sufficient income remains.
Means-tested (non-contributory) case of unemployment, or 39 weeks over any
schemes, 26 weeks within 12 period of 24 months, possible waiting period of 7
months. days.
Possible  waiting period of Benefit duration should be extended until
maximum 7 days. pensionable age for unemployed persons who
have reached prescribed age.
Conditions May be prescribed to prevent May be prescribed to prevent abuse, should be Should be defined at national level

abuse.

adapted, or waived for new jobseekers.

and prescribed by law, applying
non-discrimination,
responsiveness to special needs
and social inclusion. Must ensure
the rights and dignity of people.

Note: Convention No. 168 refers to Employment Promotion and Protection against Unemployment Convention, 1988. Recommendation
No. 172 refers to Employment Promotion and Protection against Unemployment Recommendation, 1988.
Source: Adapted from ILO (2019), Table AIIL3
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APPENDIX B

ILO CONVENTIONS FOR UNEMPLOYMENT, INJURY PROTECTION AND MATERNITY PROTECTION

Table B.2: Main requirements in ILO social security standards on employment injury protection

Minimum standards

in Convention No. 102

Higher standards
in Convention No. 121

Basic protection
in Recommendation No. 202

Issue
covered

Il health, incapacity to work due to
work-related accident or disease
leading to suspension of earnings,
total loss of earning due to partial
loss (prescribed degree), likely to
be permanent, or corresponding
loss of faculty, loss of support for
family, in case of death of
breadwinner.

Beneficiaries At least 50% of all employees and

their wives and children.

Type of
benefit

Medical benefits & allied benefits,
with the view of maintaining,
restoring, or improving health and
ability to work and attend personal
needs.

Cash benefits, periodic payment of
at least 50% of reference wag in
cases of incapacity to work to work
or invalidity, at least 40% of
reference wage in case of death of
breadwinners. Long-term benefits
adjusted following general level of
earnings and/or cost of living.
Lump sum if incapacity is slight.

Duration of
benefit

As long as person in need of health
care or remains incapacitated. No
waiting  period  except  for
temporary incapacity to work for
maximum of three days.

Conditions No qualifying period allowed. For
dependents, benefit may be
conditional on  spice being
presumed incapable of self-
support and children remaining

under prescribed age.

and Recommendation No. 121

Same as Convention No. 102.

All public and private sector employees, including
members of cooperatives and apprentices. In
case of death, spouse, children, and other
dependents as prescribed.

Recommend that coverage should be extended
progressively to all categories of employees and
other dependent family members.

Same as Convention No. 102, including
emergency and follow-up treatment. Cash
payment is 60% of reference wages in case of
incapacity to work, and 50% of reference wages
in case of death of breadwinner. Lump sum
payment is the same as Convention No. 102, with
additional requirement of consent of injured
persons.

Recommend that cost of help or attendance is
included, cash benefits not less than 66.7% of
previous earning and adjustment to general level
or earnings of cost of living. lump sum for
incapacity degree less than 25% should bear an
equitable relationship to periodic payments and
not be less than periodic payments for three
years.

As long as the person is in need of health or
remains in capitated. Recommend cash benefits
to be paid from first day in each case of
suspension of earnings.

Same as Convention No. 102.

At least basic income security for
those who are unable to earn a
sufficient income due to
employment injury.

At least all residents of active age,
subject to country’s existing
international obligations.

Benefits (cash or in-kind) ensures
a basic level of income security to
secure effective access to
necessary goods & services,
prevents or alleviates poverty,
poverty and social exclusion, and
allow life in dignity. Levels should
be regularly reviewed.

As long as incapacity to earn
sufficient income remains.

Should be defined at national level
and prescribed by law, applying
non-discrimination,
responsiveness to special needs
and social inclusion. Must ensure
the rights and dignity of people.

Note: Convention No. 121 refers to Employment Injury Benefits Convention, 1964. Recommendation No. 121 refers to Employment Injury

Benefits Recommendation, 1964.
Source: Adapted from ILO (2019), Table AIIL5
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APPENDIX B

ILO CONVENTIONS FOR UNEMPLOYMENT, INJURY PROTECTION AND MATERNITY PROTECTION

Table B.3: Main requirements in ILO social security standards on maternity protection

Minimum standards in

Convention No. 102

Higher standards
in Convention No. 183

Basic protection in
Recommendation No. 202

Issue
covered

Beneficiaries

Type of
benefit

Duration of
benefit

Conditions

Medical care required by
pregnancy, confinement, and their

consequences, resulting lost
wages.
At least 50% of women

employees, or all women in active
population (forming not less than
20% of all residents) or all women
with  means under prescribed
threshold.

Medical benefits (at least prenatal,
confinement and post-natal care,
hospitalization if necessary), cash
benefits (periodic payment at least
45% of reference wage).

At least 12 weeks for cash
benefits.

As considered
preclude abuse.

necessary to

and Recommendation No. 191

Medical care required by pregnancy, child birth
and their consequences, resulting lost wages.
Recommendation is the same as Convention No.
102.

Include all employed women, including those
with atypical dependent work. Recommendation
is the same as Convention No. 102.

Medical benefits similar to Convention No. 102,
with daily remunerated breaks or reduced hours
for breastfeeding.

Cash benefits at least 66.7% of previous
earnings, should maintain mother and child in
proper health condition and suitable standard of
living.

Recommended cash benefits to be raised to full
amount of the woman'’s previous earnings.

14 weeks maternity leave, including 6 weeks
compulsory leave after childbirth, additional
leave before and after maternity leave in case of
illness, complications or risk of complications
arising  from pregnancy or  childbirth.
Recommend 18 weeks of paid maternity leave
and extension in case of multiple births.

Condition must be met by a large majority of
women, those who do not meet conditions are
entitled to social assistance.

Goods and services constituting
essential maternity health care. At
least basic income security for
those unable to earn a sufficient
income due to maternity.

At least all women who are
residents, subject to country’s
existing international obligations.

Medical benefits should meet
criteria of availability, accessibility,
acceptability and quality, free
prenatal and post-natal medical
care should be considered for the
most vulnerable.

Benefits (cash or in-kind) ensures
a basic level of income security to
secure effective access to
necessary goods & services,
prevents or alleviates poverty,
poverty, and social exclusion, and
allow life in dignity. Levels should
be regularly reviewed.

As long as the incapacity to earn a
sufficient income remains.

Should be defined at national level
and prescribed by law, applying
non-discrimination,
responsiveness to special needs
and social inclusion. Must ensure
the rights and dignity of people.

Note: Convention No. 183 refers to Maternity Protection Convention, 2000. Recommendation No. 191 refers to Maternity Protection
Recommendation, 2000.
Source: Adapted from ILO (2019), Table AIIL7
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APPENDIX C
SOCIAL INSURANCE SCHEMES FOR WORKING-AGE POPULATION IN

MALAYSIA

Table C.1: Details of social insurance schemes in Malaysia

Risk
Scheme

Employment
type

Benefits

Qualifying
conditions

Injury (Act 4 & Act 789)

Injury
Employee (include part-time and
apprentices)
& self-employed

o Medical benefit.

e Temporary disablement benefit, for
medical leave not less than 4 days,
80% of employee daily wage (RM30-
RM105.33 per day).

e Permanent disablement benefit, 90%
of employee daily wage (RM30-
RM118.50 per day). If disability
assessment is less than 20%, pay

lump sum; otherwise get 1/5 of benefit

in lump sum and the balance is paid
monthly.

e Constant attendance allowance,
RMS500 per month.

e Rehabilitation facilities including
physiotherapy, occupational therapy,
reconstruction therapy, supply of
prosthetics, orthotics and
orthopaedics apparatus. Also include
vocational rehabilitation facilities.

e Dependent benefits in case of death.

Widow gets 3/5 of the 90% daily wage

of insured person who passed away
(RM30 -RM118.50/day) for life, and
child gets the remaining 2/5.

o Funeral benefits if insured person
pass away, up to RM2,000.

e Education loan for dependent child of
an insured person who passed away,
at 2%.

Injury caused by accident while doing

one’s job, commuting accident, accident

during emergency and occupational
disease.

Invalidity (Act 4)

Invalidity and survivors’ pension

Employee (include part-time and
apprentices)

o Invalidity pension, if fulfil full qualifying e

condition, 50% to 65% of average
monthly wage (minimum RM475); if

fulfil reduced qualifying condition, 50%

of monthly wage (minimum RM475).
o Invalidity grant if not eligible for

invalidity pension, one-time lump sum e

payment equivalent to contribution
paid by employee and employer, with
interest.

e Constant attendance allowance,
RM500 per month.

o Rehabilitation facilities (similar to
Employment Injury and Disability
scheme) and dialysis facilities from
chronic renal failure.

e Funeral benefits if insured person
pass away, up to RM2,000.

e Education loan for dependent child of
a pension recipient person who
passed away, at 2%.

Not attained 60 years when becomes
invalid. If exceed 60 years old, need to
provide additional evidence. Invalidity is
certified by Medical Board of Appellate
Medical Board.

Full qualifying condition: Monthly
contribution paid at least 24 months

within 40 consecutive months prior to the

month of the Invalidity notice, OR
monthly contribution paid for not less
than 2/3 of complete months between
date when contribution first become
payable and Invalidity notice.

Reduced qualifying condition: Monthly
contribution paid for not less than 1/3 of
complete months between date when
contribution first become payable and
Invalidity notice, OR total number of
monthly contributions must be at least
24 months.

Unemployment (Act 800)

Employment insurance

Employee

Job search allowance (JSA) as a
replacement income for losing sole
income source, for 3 to 6 months,
based on last income (paid at
staggered rates) and duration of
contribution.

Reduced income allowance (RIA) as

replacement income for losing

multiple or all income source, 3 to 6

months, based on last income (paid

lump sum).

o Early re-employment allowance
(ERA), incentive for JSA recipients to
return to work, wroth 25% of JSA and
paid lump sum.

e Training fees coverage up to RM4,000
and training allowance of RM10-20
per day, depending on last income.

e Various employment support services

such as career counselling, one-on-

one support, job search and matching
and employability programmes.

Contribute 12 to 15 out of the 24
consecutive months prior to LOE, to
access at least 3 months benefits.

Must fulfil definition of LOE:

e Normal retrenchment.

e Voluntary/Mutual separation schemes.

e Closure of workplace due to natural
disasters.

e Bankruptcy or closure of the business.

e Constructive dismissal.

e Resignation due to sexual harassment
or threats made in the workplace.

* Resignation after being ordered to
perform dangerous duties that are not
within the job scope.

Does not cover:

e Dismissal due to employee
misconduct.

e Voluntary resignation.

e Retirement.

e Expiry of a fixed-term contract or
completion of a project.

Source: SOCSO (n.d.-b), SOCSO (n.d.-c), SOCSO (n.d.-e),
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APPENDIX D
ESTIMATED INVESTMENT TO EXPAND SOCIAL INSURANCE SCHEMES

Currently, the employment injury scheme does not cover public sector employees and self-employed
workers could participate in the employment injury scheme on a voluntarily basis. The employment
insurance scheme does not cover both. The report recommends the expansion of both schemes to
cover these workers. The estimated total increase of contributors and contributions are calculated in
the table below.

Table D.1: Estimated investment to expand social insurance schemes, 2019

Risk Employment-related injury & disability Unemployment
Legislation Act 4 & Act 789 Act 4 Act 800

Invalidity & survivors’

pension Employment insurance

Scheme Injury

Extension to public sector

Additional contributors 1,263,335 (based on 2019)

Assumptions Minimum: 1.25% of minimum  Minimum: 1% of minimum Minimum: 0.4% of minimum
wage, RM1,200 = RM15 per wage, RM1,200 = RM12 per wage, RM1,200 = RM4.80
month month per month
Maximum: 1.25% of SOCSO Maximum: 1% of SOCSO Maximum: 0.4% of SOCSO
wage limit RM4,000 = RM50 wage limit RM4,000 = RM40 wage limit RM4,000 = RM16
per month per month per month

Range of additional annual
contribution

(Additional contributor x
monthly contribution x 12)

RM227 — RM758 million RM182 — RM606 million RM73 — RM243 million

Extension to all non-standard employment (including own account and unpaid family workers)

Additional contributors 5,878,200 (based on 2019 estimate)

Assumptions Minimum: Minimum annual Minimum: 1% of minimum Minimum: 0.4% of minimum
contribution of the Self- monthly insurable earning, monthly insurable earning,
Employed Injury scheme, RM1,050 = RM10.50 per RM1,050 = RM4.20 per
RM157.50 per year month month
Maximum: Maximum annual Maximum: 1% of maximum Maximum: 0.4% of maximum
contribution of the Self- monthly insurable earning, monthly insurable earning,
Employed Injury scheme, RM3,950 = RM39.50 per RM3,950 = RM15.80 per
RM592.50 per year month month

Range of additional annual
contribution

(Additional contributor x
monthly contribution x 12)

RM926—- RM3,483 million RM741- RM2,787 million RM296— RM1,115 million

Source: KRI calculations
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APPENDIX E

INTERNATIONAL COMPARISON OF YOUTH JOB SEARCH ALLOWANCE

Table E.1: Youth job search allowance, selected country

Country Target group

South
Korea

Jobseekers under the age 34
years old. Implemented by local
government in 2016 and central
government in 2017.

France 16 to 25 years olds who are not
in education, employment or

training (NEET).

the  Jobseekers
allowance programme that
covers youth and adults.
Allowance could be based on
contribution into the National
Insurance (for two years) and/or

universal credit.

United
Kingdom

Part of

Jobseekers between 16 and 21,
if they are looking for work or
temporarily unable to work.

Australia

Details of the programme

Part of the Employment
Success package. There are
three stages to the programme:
Individual action plan,
vocational training, and actual
job search.

Jobseekers sign a one-year
contract to engage in activities
like personal interviews, job-
related group activities and
training.

Recipient must consult
Jobcentre Plus. Allowance rate
is based on whether recipient
receives contribution-based
allowance or universal credit
allowance and can last for up to
for six months. The rate also

depends on individual
circumstances (age, marital
status, if recipient have

dependents, income, etc.).

Recipient must meet all job-
seeking  obligations.  Rate
depends on individual situation
(family income, if recipient have
dependents, etc.).

| Allowance rate

USD270 per month, for three months.

Minimum wage is estimated to be USD1,200
per month in South Korea (USD7.50 per hour x
40 hours x 4 weeks), so the allowance is 22.5%
of monthly minimum wage.

USD492.57 per month, for 12 months.

Minimum wage is estimated to be USD1,773
per month or USD1,604 per month ($11.46 per
hour x 35 hours x 4 weeks), so the allowance is
between 27.8% and 30.7% of monthly
minimum wage.

Jobseekers under 24 years old can get up to
USD336 per month ($84 per week x 4 weeks).

Minimum wage is estimated to range between
USD960 per month ($6 per hour x 40 hours x 4
weeks) and USD1,920 per month (($12 per hour
x 40 hours x 4 weeks), so the allowance for
young jobseekers is between 34% and 43% of
monthly minimum wage.

Single and no-child job seeker can get USD966
per month (USD483 per fortnight x 2 fortnights).
This is the minimum rate.

Minimum wage in Australia varies, but for
workers not covered by award and age 21 and
older, it is USD2,140 per month ($535 per week
x 4 weeks) or USD2,335 per month ($15.36 per
hour x 38 hours x 4 weeks), so the job search
allowance is at minimum 45% and 62% of
monthly minimum wage.

Source: Adapted from Cho and Lee (2020)
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APPENDIX F
INTERNATIONAL COMPARISON OF MATERNITY GRANTS

The following describes maternity grants in selected countries, obtained from the notes provided in Table B.5: Key features of main social security
programmes for mothers and newborns, in the ILO World Social Protection Report, published in 2019. Maternity grant might be complementary to
maternity benefits provided by social insurance scheme or targeted to non-insured mothers. To assess the maternity grant, we compare them with

monthly minimum wages for the country (lowest value, if there are multiple values), based on ILOSTAT. All values are in country’s local currency.

Table F.1: Rate of maternity grants, by selected country

Country

Currency

Grant
(local currency)

Minimum wage
(local currency)

Grant per
minimum wage (%)

Contribution to social security requirement

Other notes

Albania ALL 13,000 26,000 50.0 Either parent with at least one year of contribution Paid lump sum
Argentina ARS 975 16,875 5.8 Information n.a. Means-tested and paid lump sum
Armenia AMD 126,665 55,000 230.3 Non-contributory For unemployed mothers
Azerbaijan AZN 99 250 39.6 Non-contributory Paid lump sum
Bahamas BSD 465 840 55.4 Information n.a. Paid lump sum
No information on contribution requirement, but Paid lump sum. Minimum wages calculated from
Barbados BBD 1,150 1,000 115.0 appllc_able for women ineligible for maternity weekly minimum wages times 4
benefits
For students (based on education grant when on
leave from employment) and unemployed
Non-contributory, for students and unemployed mothers (based on unemployment benefi,
Belarus BYN 283 400 70.8 ’ between 27 BYN and 54 BYN). Additional
women
prenatal care grant worth the average
subsistence income level (BYN 256 in 2020).
Minimum wage based on Wage Indicator
Belize BZD 300 594 505 Contribution to social insurance or partneris a  puinim wage is estimated from hourly rate
contributor
Non-contributory birth grant for all residents,
Bulgaria BGN 400 560 71.4 means-tested pregnancy grant for uninsured
women
Contributory maternity grant paid in lump-sum for
Cyprus Euro 544.80 870 62.5 insured women or non-working wife of an insured
man
Germany Euro 210 1,557 135 For women who are not fund members, paid by
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Currency

Grant

(local currency)

Minimum wage
(local currency)

Grant per
minimum wage (%)

Contribution to social security requirement

APPENDIX F
INTERNATIONAL COMPARISON OF MATERNITY GRANTS

Other notes

India

Isle of Man

Jersey

Libya

Liechtenstein

Lithuania
Nepal
Norway

Russia
Thailand
Turkmenistan
UK

Vietnam

INR

IMP
JEP

LYD

CHF

EUR

NPR

NOK

RUB
THB
TMT
GBP
VND

600

500
599.97

25

500

250.77
7,500
44,190

15,512

13,000
341.6

500

5,840,000

17

1,544
1,224.71

450

No minimum wage

555
13,450
No minimum wage

11,163
9,390

790

1,221
2,920,000

340.9

34.4
49.0

5.6

n.a.

45

56

n.a.

139
138
40
41
200

Based on area, to needy women aged 19 or older
and give birth in government facility

Information n.a.
Information n.a.

Social insurance programme (for employees and
self-employed)

Women who are ineligible for maternity benefit
receive maternity allowance

Pregnancy grant for unemployed women who are
not entitled to maternity benefits.

Workers covered by the provident fund

Maternity grant if insured person does not receive
maternity benefits

Information n.a.

Childbirth grant to formal sector workers
Information n.a.

For first time mothers

Information n.a.

The rate is between INR600 and INR1,400

Birth grant paid in addition to maternity benefits

Maternity allowance is between CHF500 and
4,500, depending on taxable income

**Minimum wage is set to by industry

Grant is between TMT314.6 and TMT1,210

Lowest minimum wage

Source: Adapted from ILO (2019)
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APPENDIX G
ESTIMATED INVESTMENT TO EXPAND SOCIAL PROTECTION FOR THE

WORKING-AGE POPULATION

Inclusion of non-standard workers and caretakers in existing social security scheme

The total contribution rates for social insurance scheme are 2.65%; 1.25% for the employment injury
scheme, 1% for the invalidity pension scheme and 0.4% for the employment insurance scheme.
Following the insured monthly earnings in the self-employed injury scheme, the annual contribution
of each scheme is as follows:

Table G.1: Annual contribution of social insurance schemes, by insurable earning and scheme

Annual contribution (monthly contribution x 12), RM

:;:::I: RM Injury, 1.25% Invalidity & survivors’ Employment
’ pension, 1% insurance, 0.4%
RM1,050 RM157.50 126.00 50.40 333.90
1,550 232.50 186.00 74.40 492.90
2,950 442.50 354.00 141.60 938.10
3,950 592.50 474.00 189.60 1,256.10

Source: SOCSO (n.d.-f), KRI calculations

The proposal includes partial or full coverage of the total annual contribution by the government for
non-standard workers. The growth of non-standard workers is assumed to be 2.4% per year, based
on their annual growth rates between 2010 and 2019. Level of premium and contribution is assumed
to remain the same.

The lower bound is partial coverage of the lowest insurable earning (RM167 per person) while the
higher bound is the full coverage of the highest insurable earning (RM1,256 per person). Workers
choose the different contribution levels (based on their actual earnings). There might be and
incentive to misreport earnings, so the social security system should ideally implement better ways
to monitor income of contributors. The estimated investment between 2022 and 2030 is as follows:

Figure G.1: Estimated investment to cover non-standard workers in all social insurance schemes, by bound, 2022 — 2030

RM billion % of GDP
RM12b 0.6%
10 bound
'_‘_‘% upper bound
0.49
8 g7 89 91 94 96 0.4 047 045 (44
8.5 - - 0.42
79 81 83 041 039
6 038 (.37
4 0.2
lower bound lower bound
2 11 11 11 11 12 12 12 12 13 0.07 006 0.06 006 006 005 005 005 0.05
——————————0—0 *———————————————o
0 T T T T T T T v 0.0 = T T T T T T T v
N [sg] < [Te] [{e] N~ [0} [e)] o N ™ < Te] © N~ [ee] [} o
N N N N N N N N [se} N N N N (&) [a\] [aN] N [s2]
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Note: GDP estimates in nominal terms, as reported by the IMF and based on KRI calculations
Source: IMF (2021) and KRI calculations

The proposal also included partial or full coverage of the total annual contribution by the government

for caretakers, defined as individuals outside the workforce due to care responsibilities. Total caretakes
are assumed to grow 0.4% per year, based on their annual growth rate between 2010 and 2019.
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A key challenge is the absence of wages for their unpaid care work and an appropriate contribution
and eventual benefits level should be set. As they are not earning monetary income, inclusion into
the employment insurance scheme might be challenging because the scheme requires affected
individuals to show loss of income. Nonetheless, they could still be covered by the injury and
invalidity scheme because care work could be a risky economic activity and the scheme could at least
provide income replacement and other benefits if the caretaker is injured or becomes invalid. For
convenience, we also assume the same rage of assumed wages in the self-employment injury scheme.
The estimated investment between 2022 and 2030 is as follows:

Figure G.2: Estimated investment to cover persons outside the workforce due to care responsibilities in injury
and invalidity schemes, by bound, 2022 - 2030

RM billion % of GDP
RM4b 0.8%
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Note: GDP estimates in nominal terms, as reported by the IMF and based on KRI calculations
Source: IMF (2021), KRI calculations

Job search allowance for jobseekers

JSA is available for insured persons in the employment insurance scheme who experience LOE. Not
all unemployed persons are qualified to receive the scheme’s benefits, either because they are non-
contributors yet (especially young jobseekers) or if they do not report their LOEs or do not meet LOE
criteria (e.g. voluntary unemployment). Similar to the provision of allowance under the insurance
scheme, benefits of the proposed tax-funded JSA last up to six months. The programme could also
consider staggered payment to incentivise workers to take jobs (e.g. 100% benefits in first month,
80% of benefits in second month, ...) but we worry that this might reduce the level of benefit to a level
that might not even cover poverty line. The calculations made in this chapter is based on PLI per
capita of RM600 per month, minimum wages of RM1,200 per month and average wages of RM3,224
per month. Benefits are indexed to inflation, to consider rising living costs.

We assume that total labour force grows by 2.7% year, based on their annual growth rate between
2010 and 2019. Assuming an unemployment rate of 3.5%, as projected by the World Bank for 2022
onwards318, we are able to estimate total unemployed persons. Between 2010 and 2019, reported
retrenchment averaged 6.8% of estimated unemployment, and these individuals could receive the
benefits from the scheme. Residual unemployed persons (93% of estimated unemployment) are the
beneficiaries of the tax-funded job search allowance. The estimated range of investments between
2022 and 2030 are as follows in Figure G.3.

318 World Bank (2021b)
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Figure G.3: Estimated investment for tax-funded JSA, by bound, 2022-2030

RM billion % of GDP
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Note: GDP estimates in nominal terms, as reported by the IMF and based on KRI calculations
Source: IMF (2021) and KRI calculations

Maternity cash grant for all mothers of newborn

Social security insurance to guarantee basic income for expecting mothers would still exclude women
who are unemployed or not economically active (outside the workforce) as they are not earning
income. Some women might also be working for non-complying employers.

The maternity cash grant targets to provide a universal and basic income security entitled to all
women in the population who gives birth. This could complement the provision of UCB proposed in
Chapter 3. The grant is set to be at minimum RM1,800 (PLI per capita, RM600 x 3 months) and at
maximum RM9,672 (average wages, RM3,224 x 3 months). Benefits are indexed to inflation, to
consider rising living costs. As we envisioned the grant to be distributed via SOCSO, women are also
within the reach of policymakers to distribute other support (for example, upskilling initiatives).
Total live births are expected to decline at 0.07%, based on the annual growth rate of live births
between 2010 and 2019. The estimated range of investment for maternity cash grants between 2022
and 2030 is as follows:

Figure G.4: Estimated investment for maternity grant, by bound, 2022-2030

RM billion % of GDP
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Note: GDP estimates in nominal terms, as reported by the IMF and based on KRI calculations
Source: IMF (2021) and KRI calculations
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APPENDIX H

INTERNATIONAL CONVENTIONS FOR OLD-AGE INCOME SECURITY

Except for the Universal Declaration of Human Rights, Malaysia is neither a signatory of the
International Covenant on Economic, Social and Cultural Rights (ICESCR) nor has it ratified key
International Labour Organisation’s old-age conventions listed below. While ratifications signal a
stronger commitment internationally, non-ratification of ILO’s Convention No. 102 and No. 128 has
not stopped countries including Malaysia from providing relevant schemes. Other examples include
Singapore, New Zealand, Brunei and Thailand31.

Table H.1: International frameworks advocating old-age income security

Document Description

Universal Declaration of Human
Rights, 1948

International Covenant on
Economic, Social and Cultural
Rights (ICESCR), 1966

ILO’s Social Security (Minimum

Standards) Convention, 1952 (No.

102)

ILO’s Invalidity, Old-Age, and
Survivors' Benefits Convention,
1967 (No. 128)

ILO’s Social Protection Floors
Recommendation, 2012 (No. 202)

Article 22: "Everyone, as a member of society, has the right to social security and is
entitled to realization, through national effort and international co-operation and in
accordance with the organization and resources of each State, of the economic, social
and cultural rights indispensable for his dignity and the free development of his
personality."

Article 25: (1) “Everyone has the right to a standard of living adequate for the health and
well-being of himself and of his family, including food, clothing, housing and medical care
and necessary social services, and the right to security in the event of unemployment,
sickness, disability, widowhood, old age or other lack of livelihood in circumstances
beyond his control.”

Article 9: “The States Parties to the present Covenant recognize the right of everyone to
social security, including social insurance.”

Minimum standards for benefits for old age, disability, survivor, sickness, maternity,
medical care, unemployment, employment injury, and family.

Requirement for country members to provide income security protection through the
provision of invalidity benefit, old-age benefit, and survivor's benefit.

Introduced post the 2008 financial crisis, it includes guidance in providing all members of
society a basic level of social protection throughout their lives to mitigate the adverse
impact of unanticipated crises and anticipated risks.

Source: KRI compilation

319 For a full and updated list, visit ILO’s NORMLEX
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Table I.1: Key features of main income security programmes in Malaysia

320

Contribution rates

Incentives

Agency & legislation Coverage No. of members & beneficiaries
Risk: Old age

Scheme: Retirement savings plan

EPF Mandatory Total members322

Employees Provident Private sector employees

14,587,811 (2019)

Fund Act 1991321 Non-pensionable public sector
employees Total active members®23
Voluntary 7,626,262 (2019)

i-Saraan: non-employees
i-Suri: housewives
Employees (additional self-contribution)

Total employers
522,297

Total registered i-Suri
81,511 (2019)

Total registered i-Saraan

120,738 (2019)

Information not publicly available but total armed forces
can be a proxy for LTAT contributors, reported to be
152,957 (2019)324

136,000 (2018)325

LTAT
Tabung Angkatan
Tentera Act 1973

Mandatory:
The serving members of the other ranks
in the Armed Forces

Voluntary:

Officers in the Armed Forces including
commissioned officers and mobilized
members of the volunteer forces

PRS Open to all Number of accounts
Capital Markets and 455 thousand (2019)32°
Services Act 2007

Mandatory

Employee

9% for below the age of 60
0% for above 60

Employer
13% for a monthly salary below RM5,000
12% for a monthly salary above RM5,000

Voluntary
Min: No limit
Max: RM60,000 annually

Mandatory
Employee: 10%
Employer (the government): 15%

Voluntary

Min: RM25 (at a multiple of RM5)
Max: RM2,000

Varies based on the scheme

Contributions are tax deductible (up to
RM4,000 per year)

i-Saraan (self-employed)

15% government contribution (a maximum
of RM250 per annum) for members aged
below 55 years old. Effective 2018 until 2022

i-Suri (housewives)
Receive government contribution of RM480
per annum

Contributions are tax-deductible (up to
RM4,000 per year)

Individual: tax relief of up to RM3,000 until
the assessment year 2025

Employers: tax exemption for contributions
for up to 19% of an employee’s base salary

320 All presented rates apply to Malaysian citizen. EPF and SOCSO have different rates for non-citizens.

321 The EPF was founded in 1949, eight years before the independence, and became a statutory body under the Employees Provident Fund Ordinance in 1951. This EPF Ordinance 1951 later replaced by the EPF

Act 1951 in 1982 and finally the EPF Act 1991.

322 Includes private sector employees, non-pensionable public sector employees and voluntary contributors
323 Refers to those who made at least one contribution in the reported year

324 NST (2019)

325 World Bank via CEIC (n.d.)

326 SC (2019)
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Agency & legislation Coverage No. of members & beneficiaries Contribution rates32° Incentives

Scheme: Public pension plan

KWAP Pensionable employees of statutory Total contributing members327 Employee: Nil
Retirement Fund Act bodies (SB), local authorities (LA), and 178,797 (2020) Employer: 17.5%
2007(Act 662) agencies (AG) 187,684 (2019)
JPA Pensionable government staff Information not publicly available but civil service Nil
Article 147 of the (including armed forces) can be used as a proxy Tax-funded
Constitution

328

Total number of posts
1.711 million (2019)
1.715 million (2018)

Total individuals filling those posts:
1.582 million (2019)
1.589 million (2018)

Pensioners Total pensioners32°

493,898 (2017)

Total pension & gratuities expendi‘(ure330
RM22.80 billion (2017)
RM28.0 billion (2020)

Scheme: Monetary assistance for older individuals

JKM Older persons aged 60 living below the  Total recipients®3’ Nil
National Policy for Older poverty line, not working with no family 134, 461 (2018) Tax-funded
Persons, 2011

Total expenditure

RM 554.2 million (2018)

327 KWAP (n.d.) KWAP (n.d.)

328 Data requested from JPA (2020) on total civil servants as of December 2019

329Rabi et al. (2019). Total pensioners and derivative pensioners reported to be 834,000 in 2019. Source: The Edge (2019b)
330 BNM via CEIC. Total pension and gratuities expenditure reported to reach RM 28 billion in 2020.

331 JKM (various years) JKM (various years)
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Agency & legislation Coverage No. of members & beneficiaries Contribution rates32° Incentives

Risk: Disability

Scheme: Employment Injury Scheme (EIS) and Invalidity Scheme (IS)

SOCSO Employees Total registered members332 Mandatory Contributions are tax-deductible (up to
Employee’s Social 17,580,000 (2020) Employee: 0.00% (EIS) + 0.5% (IS) RM250 per year)

Security Act 1969 (Act 4) Employer: 1.25% (EIS) + 0.5% (IS)

Total active contributors
7,114,690 (2020)

Benefit recipients Total benefit recipients333
Temporary disablement benefit
61,377 (2020)
Permanent disablement benefit
41,731 (2020)
Invalidity pension and grant
74,725 (2020)

Total expenditure

Temporary disablement benefit
RM217.7 million (2020)
Permanent disablement benefit
RM518.4 million (2020)
Invalidity pension and grant
RM925.1 million (2020)

Scheme: Ex-Gratia Bencana Kerja

MOF Federal and judicial civil officers Nil (Tax-funded)

Scheme: Disablement Benefits Scheme

LTAT See above Total beneficiaries334 No additional contribution
60 (2018)

Total expenditure
RM3.0 million (2018)

Scheme: Monetary assistance for persons with disabilities

JKM Person with disabilities (PWD) Total registered PWD Nil (Tax-funded)
Persons with Disabilities 581,265 (2020)33%
Act 2008 (Act 685)

332 Data requested from SOSCO on total recipients and budget for pension-related schemes
333 Data requested from SOSCO on total recipients and budget for pension-related schemes
334 LTAT (2019)
335 PMO (2020)
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Agency & legislation Coverage No. of members & beneficiaries Contribution rates32° Incentives

Risk: Loss of breadwinner
Scheme: Survivors’ Pension
SOCSO See above Eligible dependents of insured persons  Total benefit recipients336 No additional contribution

Dependants’ benefit
46,490 (2020)
Survivors’ pension
320,520 (2020)

Total expenditure
Dependants’ benefit
RM344.0 million (2020)
Survivors’ pension
RM1,630.9 million (2018)
Scheme: Derivative Pension
JPA/KWAP See above Eligible dependents of pensioners or the Total derivate pensioners Nil
civil servants 178,049 (2017)3%7 Tax-funded
Total pension & gratuities expendi‘(ure338
RM22.80 billion (2017)

Scheme: Death Benefits Scheme

LTAT See above Eligible dependents of contributors Total beneficiaries332 No additional contribution
115 (2018)

Total expenditure
RM3.8 million (2018)

Note: EPF (Employees Provident Fund); LTAT(Lembaga Tabung Angkatan Tentera is a government statutory body providing retirement savings scheme for officers and members of other ranks of the Malaysian
Armed Forces and the volunteer forces); PRS (Private Retirement Scheme); JPA (Jabatan Perkhidmatan Awam is the Public Service Department); KWAP (Kumpulan Wang Persaraan is Malaysia’s civil service
pension fund); JKM (Jabatan Kebajikan Masyarakat is the Department of Social Welfare); MOF (Ministry of Finance) and SOCSO (Social Security Organisation)

Source: KRI compilation based on multiple sources

336 Data requested from SOSCO on total recipients and budget for pension-related schemes

337 Rabi et al. (2019)

338 Total pension and gratuities expenditure reported to reach RM28 billion in 2020. Source: BNM via CEIC (n.d.)
339 LTAT (2019)
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APPENDIX J
STIMULATED HYPOTHETICAL EPF RETIREMENT SAVINGS

In the absence of longitudinal data, we stimulate hypothetical members to calculate the expected
accumulated EPF savings of individuals with different characteristics and circumstances340. 576
hypothetical members were created from 192 profiles34! with three life trajectories (steady
employment income; steady employment income with pre-retirement withdrawals; and disrupted
employment income with pre-retirement withdrawals). Key features of the profiles are outlined in
Table ].1.

For simplicity, we only use the Third Contribution Schedule, released for January 2019 to March
2020, to calculate monthly contributions. Following the Schedule, different contribution rates are
applied for different wages (above and below RM5,000) and age (below and above the age of 60). All
account holders are citizens, entering the labour force for the first time in 2018. They are assumed to
experience a linear wage growth of 5% per the compounded annual growth rate of salaries and wages
for 2010 to 2019. Pay rise and bonus considerations are excluded. A constant 5% dividend rate was
applied, informed by the most commonly reported EPF dividend rate (mode).

These 576 hypothetical accounts are then placed in four different scenarios: the first to simulate the
status quo; the second to deepen employers’ contribution for low wage earners (progressive
contribution); the third to apply a higher dividend rate to members with lower savings (progressive
dividend); and the fourth to forecast the savings impact for a longer working period (higher minimum
retirement age). For progressive dividends, simple tiered dividends were used (Table ]J.2). The
savings thresholds and the tiered dividend rates were modified based on the reported savings
distribution, the total dividend payout, and the flat dividend rate.

Individual accumulated savings from each account is then benchmarked against the (inflation
adjusted) EPF Savings Target, the ILO’s pension floor and the ILO’s minimum replacement ratio of
the last drawn salary. The individuals’ results are finally aggregated for each policy scenario for ease
of comparison. The final aggregated results are as captured in Figure 5.9.

340 See Mazlynda Md Yusuf (2012)

341 This is a sum of 12 variations of lifetime employment; 72 variations of career transition from an employee to a self-employed; 72
variations of career transition from a self-employed to an employee; and 36 variations of self-employment. Variations are based on
frequency of EPF contributions (monthly, annually, or dormant) and gender differences in EPF contributions (e.g., women leaving the
labour force because of care work).
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Table J.1: Key characteristics of hypothetical members, by scenario

Skill level Fourth Third Second First
. I Honours/

Highest qualification rofessional Degree Diploma SPM

Based on the Malaysia Standard Classification of Occupations P degree 9 P

Starting salary (RM)
Based on the 2018 average salaries and wages by occupation in the 3,500 2,000 1,500 1,000
Salaries & Wages Survey Report by the DOS.

Birth year 1995 1996 1997 2000
Start working year 2018 2018 2018 2018
Retirement year (men) 2058 2058 2058 2058

Retirement year (women)

Women are assumed to retire five year's earlier than' r?ven'. This is 2053 2053 2053 2053
based on the general pattern of women's labour participation rates

reported in the Labour Force Survey Report by the DOS

Graduated age

Graduated ages for diploma and above are based on the Graduate 22 21 20 17
Tracer Report by the MOHR
Started working age 23 22 21 18

Total working period

Source: Piggott and Sane (2009) 40 40 40 40

Retirement age (men)
The retirement age for both men and women differs based on the 63 62 61 58
starting working age.

Retirement age (women) 58 57 56 53

Retirement period (men)

The retirement period for both men and women is calculated by

deducting the total life expectancy of individuals aged 20 (sourced from 14 14 14 14
the Abridged Life Tables produced by the DOS) with the estimated

retirement age.

Retirement period (women) 23 23 23 23

Source: KRI estimates

Table J.2: Tiered dividend rates, by savings range

Savings range (RM) Tiered dividend rate (%)
RM1 — 200,000 6.0%
2000,001 - 300,000 5.5

300,001 — 500,000 5.0

500,001 — 800,000 4.5

800,001 — 1,000,000 4.0
>1,000,000 3.0

Source: KRI estimates
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APPENDIX K
FORECASTED NOMINAL GROSS DOMESTIC PRODUCT

Forecasted nominal GDPs used in this section are as follow:

e The GDP forecasted figures for 2020 to 2023 are computed based on forecasted GDP growth
from World Bank (2021).

e From 2024 to 2039 GDP figures are based on a 6% nominal GDP growth, following the 6.8%
forecasted nominal growth (assuming 2% inflation rate) by the World Bank for 2023.

e From 2030 onwards, GDP figures are estimated using forecasted population data and
averages of historical annual growth of labour productivity and inflation rate (1960 - 2020).

The framework used is based on a simple growth model where the GDP is proportional to the size of
its working-age population (WAP) and its workers' productivity (LP). Note that this simple
framework does not capture all considerations and risks related to future growth.

The GDP projections here only serve to illustrate the projected required investment as a share of GDP
given the expected shrinking working-age population. It assumes that the labour productivity growth
rate (p) and inflation rate to remain constant over the projection period. For a summary of the
limitations to this simple growth model, see Hubbard and Sharma (2016).

The GDP growth rate forecasts (g) are simplified based on the following logic:

If:
GDP = Labour producity X working age population or
GDP = GDP X WAP
~ WAP
atn+1
GDP, * GDP growth, 4
~ (Labour productivity, * LP growth, 1)
X (Working age population,, *x WAP growth,,,,)
GDPx (14 g) ~ LP (1 +p) X WAP (1 + 1)
Therefore
1+g9g)=LP(A+p)*WAP (1 +1)
where:

g GDP growth
p Labour productivity growth
1/ Working age population growth
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PREMIUM CALCULATIONS FOR LIFE ANNUITY

This appendix includes principal elements of actuarial mathematics used for premium calculations.
Unless otherwise stated, all formulas are derived from Jordan (1991).

A life annuity provides a regular income after a certain age until a person dies. It disburses periodic
benefit payouts as long as an individual or annuitant is alive. Individuals secure this life annuity by
paying premiums. Two key pieces of information are required to calculate the premium. One, what is
the present value of pre-determined future benefits? Two, what are the expected survival rates of the
individual?

The next step is to apply an actuarial formula as different types of life annuity require different
actuarial formulas. The formula is therefore selected based on the key features captured in Table L.1.
These features are prioritised to minimise the cost of the premium as much as possible. Note that a
unisex rate is computed by averaging the g, or the mortality rate of male and female from M9903.

Table L.1: Key features of the proposed annuity

Feature Description

Monthly payout Annuity (benefit payout) is received monthly.

Unisex rate Annuity and premium are the same for both men and women.
Annuity due Annuity is received at the beginning of each month.

Deferred annuity Annuity starts after a specified period.

Lifetime annuity Annuity continues for an entire life. It ends when the annuitant dies.
Single life annuity Annuity is not transferable to dependent or nominee.

Increasing annuity Annuity increases at a fixed rate annually to account for inflation.
No return of purchased premium No money is given when the annuitant dies.

Note: Annuity = benefit payout
Source: KRl illustration

Considering the above, the formula to compute the premium for the increasing deferred life annuity
is:

n|(1é)§cm) = [[[dx4n — (m;;ll)] + () x4nl-nE ] X [ﬁ]

where:
dv  Net single premium for whole life annuity due (beginning of each year) with annual benefit of RM 1 per year, upon survival of (x)
l4x Increasing whole life annuity (regularly increasing whole life annuity with no terminating age).
m Frequency of annuity received per year.
x Starting age of the first premium payment.
a4 Deferred year, where series of annuity (benefit payout) is received after n years.
(»Ey) Present value of benefit to be made at x + n only in event that (x) survives to receive it.

Survival data e.g. N, or D, needed for the formula is derived from a life table.
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Life table

A life table (or a mortality table or an actuarial table) computes survival data needed to price the
premium. For our purposes, information from the life table encapsulates two things. One, the
potential years of premium payments made by individuals. Two, the potential years of the annuity
(benefit payouts) received by individuals. The information is therefore critical to ensure the
collection of premium payments will be able to sustain annuity disbursement.

For Malaysia, the latest available mortality rates from M9903 are used. This is published by the Life
Insurance Association Malaysia in 2007. M9903 consists of mortality experiences of insured lives
data from 1999 to 2003. From the mortality rates, the rest of the life table is constructed to compute
the survival data using the following formulas.

Table L.2: Definition and formula of life table functions

Symbol Definition Formula
dy
qyx The probability that a person dying between ages x and x + n. qx = T
X
The probability of a person surviving between ages x and x + _ l4a
Px n Px = l
. X
L, The number of persons surviving at age x. A hypothetical number. 10,000,000 is used at the
age of 5
I The number of persons surviving relative to an original cohort, l =1L —d
x+1 at age x. x+1 — x x
dy The number of deaths between ages x and x + 1. dy =l =l
i The assumed annual rate of interest. Set at 3%, 4% and 5%
v The present value of an annuity payment of RM1 due in one V= 1
year. 1+
D, Discounted dollar or amount now to pay for number of D, =lL.v,

survivors at age x.

Discounted dollar or amount now to pay for number of

Ditn survivors at age x + n. Disn = Lo Vim
N, Summation of discounted number of survivors. N, = Z D,
Sy Summation of Nx. Sy = z Ny
Present value of the benefit to be made at x 4+ n only in event E.) = Dytn V™" Lysn
= Vp. (4P —_xn
(Ex) that (x) survives to receive it. 2 n (o) @ Dy @ [

Source: Adapted from SSA (n.d.-a)
The monthly premium is calculated at various ages by imputing age-specific survival information

from the life table into the actuarial formula described in the previous section. Different premiums
are also calculated by changing the following variables.
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Table L.3: Input variables

Variable Definition

X Starting age paying for the
premium

n Length of premium
accumulations (years)

i The assumed annual rate
of interest

Ia Increasing annuity

APPENDIX L
PREMIUM CALCULATIONS FOR LIFE ANNUITY

Range

Varies based on a minimum premium contribution. The range is selected based on
the international minimum pension contribution. (Figure L.1)

Varies based on a starting contributing age and an annuity eligibility age. Selection is
informed by international pensionable age for social insurance programmes and
increasing life expectancy. (Figure L.2)

The range is selected based on the historical annual dividend rate reported by local
statuaries bodies. (Table L.4 and Figure L.3)

The annual increase in annuity depends on when the annuity begins (year). With
different eligibility years, premiums for entrants joining in the future are computed for
future cost projections.

Year premium is first paid: 2020, 2025 and 2030

Source: KRI illustration

Figure L.1: Minimum contribution/residency years required for basic pensions, by type of benefit
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Figure L.2: Pensionable age for social insurance programmes, selected country
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APPENDIX L
PREMIUM CALCULATIONS FOR LIFE ANNUITY

Table L.4: Average annual dividend rate by different fund and inflation rate, earliest and latest available year

Inflation rate

(1960 — EPF Tabung Haji LTAT ASB Deposit
2020) (1960 — 2020) (1991 —2020) (1973 -2019) (1990 — 2020) (1966 — 2019)
Mean 2.9% 6.4 5.8 71 7.7 5.0
Median 2.6 6.2 5.3 7.0 7.5 5.0

Source: KRI calculations based on various sources

Figure L.3: Annual dividend rate, by different fund and inflation rate, 1990 - 2020
12%
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Note: Annual rate displayed for EPF except for 1990 to 1994 (average of 1988 to 1994) and 1997 to 1998 (average of 1997 to 1998)
Source: KRI data compilation from various sources
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The outcomes of these different scenarios are illustrated below. A “low” scenario of low expected
investment return (interest rates), early eligibility age (benefits start at 60) and shorter contribution
period (age group of 20 to 59, whereby those aged 59 contribute only for a year) increase the monthly
premium that needs to be paid. In reverse, a “strong” scenario of high investment return, later
eligibility age (benefits start at 65) and longer contribution period would lower the premium cost.

Table L.5: Monthly premium for different scenarios (RM), by launch year, eligibility age, interest rate and age
group

Launch year

Eligibility age

Interest rate

Age group 20 to 24 83 52 33 20to 24 52 31 19
20 to 29 96 62 40 20 to 29 60 37 23
20 to 34 113 75 50 20 to 34 69 44 29
20 to 39 136 93 65 20 to 39 82 54 36
20 to 44 169 120 87 20 to 44 99 68 47
20 to 49 222 165 124 20 to 49 124 88 64
20 to 54 324 254 201 20 to 54 163 122 92
20 to 59 781 661 567 20 to 59 241 190 152

Launch year

Eligibility age

Interest rate

Age group 20to 24 84 53 33 20to 24 53 32 20
20 to 29 98 63 41 20to 29 61 38 24
20 to 34 115 76 51 20to 34 71 45 29
20 to 39 138 95 66 20 to 39 83 55 37
20 to 44 172 122 88 20 to 44 101 69 48
20 to 49 225 167 126 20 to 49 126 90 65
20 to 54 329 257 204 20 to 54 166 124 94
20 to 59 790 669 574 20 to 59 244 192 154

Launch year

Eligibility age

Interest rate

Age group 20to 24 86 54 34 20to 24 55 33 20
20 to 29 100 64 42 20to 29 62 39 24
20 to 34 117 78 52 20to 34 72 46 30
20 to 39 141 97 67 20to 39 85 56 38
20 to 44 175 125 90 20 to 44 103 70 49
20 to 49 229 170 128 20to 49 128 91 66
20 to 54 334 261 207 20 to 54 169 126 95
20 to 59 801 678 581 20 to 59 248 195 156

Source: KRI calculations

Based on a “moderate” scenario, a monthly premium of about RM55 is sufficient for individuals born
from 2000 up to the present day (Generation Z) to secure the lifetime annuity upon reaching the age
of 60. The lifetime annuity will provide them with a minimum social protection floor, where they are
afforded a monthly annuity equivalent to a poverty line per capita.
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