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1 Introduction

This paper provides an overview and analysis of the current state of pension schemes 
in Malaysia. Old-age income support is a growing concern throughout many advanced and 
developing countries, including Malaysia, primarily due to demographic changes, in which the 
young working population is slowly being replaced with older workers. 

Demographic trends show that Malaysia is fast becoming an ageing nation. The country is 
forecasted to reach that status by 2035, when persons older than 60 years will account for 15 
per cent of the population, up from 7.8 per cent in 2010 (DOS, n.d.). The speed of increase of 
persons older than 65 years over that 25-year period is greater than in many other countries. 
For instance, it will take the Philippines 35 years to increase its share of older people from 7 per 
cent to 14 per cent, 40 years for South Africa, 45 years for the United Kingdom, 69 years for the 
United States, 85 years for Sweden and 115 years for France (EPF, 2016b).

Two factors are driving the ageing population: a longer life expectancy and the falling fertility 
rate. The average life expectancy at birth was 72.5 years for males and 77.4 years for females 
in 2015, which was an increase from 55.8 years and 58.2 years, respectively, in 1957, when 
Malaysia gained its independence (DOS, n.d.). 

However, the retirement savings-withdrawal age for private sector employees remains at 55 years, 
unchanged since 1952. When compared with other industrialized and developing countries, the 
retirement age in Malaysia is young. As of July 2013, the general retirement age shifted to 60 
years, which is still lower compared with Singapore (62 years) and the Philippines (65 years). 

Malaysia’s relatively high life expectancy coupled with the low retirement age has resulted in the 
region’s widest life expectancy-pension age gap, which is the difference between life expectancy 
and pension age (ADB, 2012). The life expectancy-pension gap in Malaysia is 19.2 years, while 
in Singapore it is 18 years, 15.7 years in Indonesia, 15.6 years in Thailand and 6.7 years in the 
Philippines.

The falling fertility rate also poses another challenge to provide adequate old-age income support 
for Malaysia’s expanding grey population. The total fertility rate (TFR) steadily declined from 4.9 
per woman in 1970 to 2.4 per woman in 2005 (DOS, n.d.). In 2014, it dropped below replace-
ment rates, to 2. Among the three major ethnic groups in Malaysia, the TFR for ethnic Chinese 
and Indians remained the lowest in 2014, at 1.4 per woman, compared with ethnic Bumiputera 
Malay women, which was 2.6.

Apart from those demographic changes, increasing urbanization is also creating a vacuum in old-
age support in Malaysia. Specifically, the informal network of family support previously found in 
mostly rural areas is slowly disappearing. The migration of families into urban areas has reduced 
the intra-family support. While only one of two Malaysians resided in urban areas in 1991, the 
ratio increased to nearly three out of four in 2015. It is expected that by 2020, 80 per cent of Ma-
laysians, or nearly 29 million people, will reside in urban areas (EPU, 2015). The rate of urban 
population growth, which was 4 per cent annually between 2000 and 2010, is among the faster 
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rates in the region, surpassed only by Cambodia, the Lao People’s Democratic Republic and 
Viet Nam (World Bank, 2015a). 

There are several social protection schemes in Malaysia, although only two provide old-age 
pensions: the annuity defined-benefit Civil Service Pension, which is a non-contributory pen-
sion scheme for civil servants, and the non-annuity defined-contribution scheme through 
the Employees Provident Fund (EPF) for private sector workers. Only a little more than half 
of workers in the labour force are covered by these schemes, which means that the other half 
has no old-age pension coverage at all. 

The old-age support for private sector employees is inadequate given their relatively low earn-
ings and lack of financial awareness. A study by Bank Negara Malaysia found that only 6 per 
cent of salaried Malaysians are able to sustain themselves for more than six months if they 
lose their employment (BNM, 2016). Nearly 90 per cent of active EPF members, equivalent 
to 5.9 million people, earned less than 5,000 ringgit (MYR) ($1,250)1 per month in 2014, 
of which 76 per cent earned less than MYR3,000 (EPF, 2016a. About one in three people 
earned less than MYR900 per month. Unsurprisingly, the majority of EPF members do not 
earn enough to make adequate savings. Nearly 68 per cent of members aged 54 had less 
than MYR50,000 in savings, with the poorest 20 per cent having an average savings of only 
MYR6,909 (EPF, 2016b). Lack of financial awareness, especially in preparing for old age, is a 
big challenge. About 71 per cent of EPF members aged 55–60 years opt for lump-sum with-
drawal of their pension savings upon retirement; but recent analysis found that 50 per cent of 
members exhaust their savings within five years (EPF, 2016b).

While pensioners from the civil service have a guaranteed monthly lifelong income, there 
are also challenges, specifically with the adequacy of the pension amount and sustainability 
of the scheme. As of June 2016, about three in four pensioners received a monthly pension 
of less than MYR2,000 (JPA, 2016b.). The fiscal constraints of the Government also present a 
challenge in financing the civil service pension scheme. The expenditure on pensions for civil 
servants increased from MYR6 billion in 2004 to MYR18.2 billion in 2015, which translated 
to a compounded annual growth rate of 10.5 per cent (MOF, 2004; MOF 2016b). This was 
nearly double the rate of Malaysia’s economic growth during the same period. 

 Structure of the paper

This paper on pension schemes in Malaysia is organized as follows: The next section briefly 
reviews the socioeconomic and macroeconomic performance and transformation since the 
country’s independence in 1957, followed by discussion on the country’s demographics and 
labour market trends. Section 3 summarizes the pension schemes. It includes an examina-
tion of the contribution rate, coverage, membership and financial viability of each scheme. 
Section 4 analyses and assesses the current old-age pension schemes, focusing on coverage 
and adequacy and taking into account the ability of each scheme to provide old-age income to 
vulnerable groups. The feasibility and financial sustainability of the current old-age pension 
schemes are also explored. The final section proposes policy and system reform options. 

1  Exchange rate in August 2016, at $1=MYR4. All dollar currency references in the paper are US dollars.
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2 Socioeconomic and macroeconomic 
performance and transformation 
in Malaysia

A steady and robust economic growth that began in the early 1980s catapulted 
Malaysia from a low-income country in the 1970s to an upper-middle-income 
country by 2008. Malaysia is one of the few countries to do so in such a short period of 
time. 

Gross domestic product (GDP) grew from MYR11.8 billion in 1970 to about MYR1.06 trillion 
in 2015 (figure 1), with economic growth averaging 8 per cent per year during the 1980s 
and 1990s, and nearly 5 per cent from the start of the millennium until 2015. The GDP per 
capita also jumped, from $790 in 1967 to $12,000 in 2015, in purchasing power parity terms 
(World Bank, n.d.c). 

FIGURE 1: GDP AND GDP PER CAPITA, 1970–2015

Source: BNM, various years; DOS, various years.

The increase in the size of the economy and per capita income was supported by the trans-
formation of the economic structure from agriculture-based activities to manufacturing and 
services. Table 1 shows selected macroeconomic indicators for Malaysia in 1970 and 2015.
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TABLE 1: SELECTED MACROECONOMIC INDICATORS, 1970 AND 2015

Indicators 1970 2015

GDP (MYR billion) 11.8 1 062.6

GDP per capita (MYR) 1 087 36 285

Gross domestic savings (% of GDP) 26.9 35.7

Gross capital formation (% of GDP) 20.4 25.1

Stock market capitalization (% of GDP) 12.1 140.6

Foreign exchange reserve ($ billion) 0.54 91.43

Poverty rate (%) 49.3 0.6

Average household income (MYR) 264 4 584 (2014)

Total trade (MYR) 9.45 billion 1.47 trillion

Source: DOS, EPU and BNM.

Malaysia is already going through the process of population ageing. As of 2015, about 2.8 mil-
lion of some 31 million Malaysians, or 9 per cent of its population, were aged 60 or older. This 
is an increase from 0.8 million (5.7 per cent) in 1980 and 1.5 million people (6.6 per cent) in 
2000. However, Malaysia is expected to become an aged country by 2035, at which point 5.6 
million, or 15 per cent of the total population, will be 60 years or older (figure 2). Kinsella 
and Wan (2009) estimated that the share of the population consisting of older persons will 
further increase to 18.3 per cent by 2040 and 22.2 per cent by 2050.

FIGURE 2: PROJECTIONS OF THE OLDER-AGE POPULATION IN MALAYSIA, 2015–2030

Source: DOS, 2012; EPF, 2015.
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The growth rate of the older population has outpaced the overall population growth rate since 
1970. Current trends reflect that the proportion of the Malaysian population aged 60 years 
or older and the proportion of children younger than 15 years started to converge in the past 
few years and will continue to do so, as shown in figure 3. The number of people aged 60 or 
older will continue to increase, especially among the Malaysian Chinese community (figure 
4). By 2050, one in five among the Chinese community will be an older person, compared 
with about two in five persons among the Bumiputera Malay2 community.

The Malaysian median age has also steadily increased, from 21.6 years in 1991 to 24 years in 
2000, and 28.5 in 2015 (UN Data, n.d.). The dependency ratio, which is the ratio between re-
tired population to the working population, is expected to increase from 8.4 per cent in 2010 
to 27.5 per cent in 2050 (Jaafar and Daly, 2016). In other words, the ratio of older persons to 
the working-age population will increase from roughly 1:10 to 1:3 within the next generation. 
This implies a greater financial burden for the Government in the near future, especially in 
financing health care, pensions and social safety nets.

FIGURE 3: PROPORTION OF OLDER PERSONS COMPARED WITH YOUNG PERSONS, 2010–2040

Source: DOS, n.d.

FIGURE 4: PERCENTAGE OF THE POPULATION AGED 60 OR OLDER ACROSS ETHNIC GROUPS, 
2010–2040

Source: DOS, n.d.; LPPKN, n.d.

2 The ethnic breakdown of the Malaysian population in 2010 was 67.4 per cent Bumiputera Malay, 24.6 per cent Chinese 
and 7.3 per cent Indian and 0.7 per cent other.
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One of the key factors contributing to the ageing of the population is the declining fertility rate. 
Although the TFR is relatively high when compared with neighbouring countries (figure 5), it 
has been trending downwards (figure 6). For instance, the TFR in 1957 was nearly 7 children per 
woman. It gradually dropped to 4.9 in 1970, 3.5 in 1990, 3 in 2000 and 2.1 in 2012. The latest 
figures show that the TFR has dropped below the replacement rate, to 2 in 2014.

Both the second- and third-largest ethnic groups—the Chinese and the Indians—had a TFR of 1.4 
per woman in 2014, also below the replacement rate. The largest ethnic group, the Bumiputera 
Malay, while also experiencing declining TFR, has the highest TFR among all groups, at 2.6 per 
woman in 2014. If the TFR for the Bumiputera declines rapidly, it is possible that Malaysia will 
move towards becoming an ageing nation even faster than what is currently forecasted. 

FIGURE 5: TOTAL FERTILITY RATE FOR SELECTED ASIAN AND PACIFIC COUNTRIES, 1960–2014

Source: World Bank, n.d.a.

FIGURE 6: TOTAL FERTILITY RATE IN MALAYSIA, 1955–2014

Source: data.gov.my, 2016.
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The declining fertility rate has resulted in smaller average household size (table 2), from 5.22 
persons per household in 1980 to 4.31 persons in 2014. Given the low fertility rate, it is 
expected that the size will continue to shrink in the near future, especially among Chinese 
households.

TABLE 2: FAMILY STRUCTURE IN MALAYSIA, 1980–2010

 1980 1991 2000 2014

Number of households (millions) 2.5 3.5 4.8 6.4

Average household size (persons) 5.22 4.92 4.62 4.31

Source: Siti Norlasiah 2014, DOS 2015

The other key factor driving the ageing of the population is longevity—Malaysians are living 
longer. In 2015, average life expectancy at birth was 72.5 years for men and 77.4 years for 
women, which was an increase from 55.8 and 58.2, respectively, in 1957 (DOS, n.d.). The 
average 65-year-old man in 2015 was expected to live for another 14.9 years, which is an 
increase of 0.6 years, from 14.3 years in 2010. Women were expected to live for another 16.9 
years, which was an increase of 0.8 years from 16.1 years in 2010. Since the 1980s, the num-
ber of older women has exceeded that of men, and the gap is expected to widen, given the 
longer life expectancy of women. 

There are also variations in life expectancy by ethnicity. Overall, the average Chinese woman 
is expected to live the longest, at 80.1 years. This is five years longer than Chinese men, who 
have a life expectancy of 75.1 years. The female Bumiputera Malay life expectancy, at 76.1 
years, is also about five years more than what it is for men, at 71.2 years. The life expectancy 
of the average Indian man in Malaysia is the shortest, at 67.7 years, which is eight years less 
than life expectancy for Indian women, at 75.8 years (DOS, n.d.). The longer life expectancy 
of the Chinese implies that children from Chinese households will soon face the double re-
sponsibility of taking care of both their parents and grandparents. Given the relatively smaller 
family size of the Chinese household, compared with the Malays and Indians, the double 
burden cannot be shared without great difficulty because, on average, Chinese households 
have fewer than two children each.

The increase in life expectancy, lower fertility rate and reduction of family size will impact 
the old-age pension schemes. These demographic changes require a revamp of the current 
old-age pension schemes as well as reforms in the labour market.
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2.1 Labour market trends 

Within the working-age population (aged 15–64 years), about 67.9 per cent, or 14.5 million 
people, participated in the labour force in 2015 (up from 67.3 per cent in 2010). The labour 
force participation (LFP) rate begins to decline drastically with the 50–54 age group, whereby 
only 60.1 per cent of those aged 55–59 participated in the labour force in 2015, with a further 
decline to 39.3 per cent for those aged 60–64 (figure 7). The LFP rates for men and women 
were 80.6 per cent and 54.1 per cent, respectively (figure 8). While the LFP rate for women 
is low, it is higher than in 2000, when it was 44.6 per cent. Still, the LFP rate for women in 
Malaysia is low when compared with other countries in the region, such as the lower-income 
Cambodia and Thailand (figure 9). The low LFP rate among women adds to the challenges in 
providing for adequate old-age savings. 

FIGURE 7: PERCENTAGE OF LABOUR FORCE PARTICIPATION IN MALAYSIA, BY AGE GROUP, 2015

Source: DOS, 2016b

FIGURE 8: LABOUR FORCE PARTICIPATION RATE IN MALAYSIA, BY SEX AND AGE GROUP, 2015

Source: DOS, 2016b.
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FIGURE 9: FEMALE LABOUR FORCE PARTICIPATION RATE IN SELECTED ASEAN COUNTRIES, 1990S 
AND 2014

Source: World Development Indicators, n.d.

The majority of workers in Malaysia earn relatively low wages, which contributes to the low 
level of savings for old age. The median monthly salary was MYR1,600 in 2015, or MYR600 
more than the minimum wage level (DOS, 2016a). The median salary for male and female 
workers was the same as the overall median level (at MYR1,600). When average salaries are 
compared, a gender wage gap emerges. The average monthly wage for male workers in 2015 
was MYR2,345, which was higher than the average for female workers (at MYR2,254). The 
low wages correspond to the structure of the labour market, with employment in Malaysia 
remaining highly concentrated in low- and mid-skilled occupations, at 13 per cent and 62 per 
cent, respectively, of total employment in 2014 (World Bank, 2015b). Only one in four of all 
workers were considered highly skilled in 2014, which was only 2 percentage points higher 
than the situation in 2001. In other words, the share of skilled workers to total employment 
increased by only 2 per cent over the past 13 years. 

The small share of skilled workers, and thus the low wages for the bulk of the labour force, 
is attributed to the small percentage of Malaysian workers who are highly educated. In 2015, 
the share of workers with tertiary education was only 27.4 per cent, a small increase from 
24.2 per cent in 2000 (DOS, 2016b). The majority of Malaysian workers have only obtained 
a secondary education.

Additionally, a sizeable number of workers are employed in the informal economy,3 in which 
wages are much lower than in the formal economy. In 2015, 11.4 per cent of non-agricultural 
employment was in the informal economy, equivalent to 1.4 million persons; 55.1 per cent of 
them were classified as own-account workers, while 30 per cent were unpaid family workers 
(DOS, 2016b). 

3  The informal economy refers to enterprises whose size in terms of employment is fewer than 10 persons and are not 
registered with the Companies Commission of Malaysia or any other professional body.
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3 Pension schemes in Malaysia

The current pension schemes in Malaysia have generally been in place for a long 
period but are not well integrated or centralized, with each scheme operating 
independently of each other. The Penang Municipal Provident Fund was introduced in 
1898, by the Penang Municipal Council to provide retirement income for its workers. Other 
pension funds also existed at that time, primarily for workers in plantation and mining in-
dustries. The scheme was later centralized when the Federal Labour Department set up the 
Employees Provident Fund in 1949 (enacted by the Employees Provident Fund Ordinance in 
1951) to manage savings for workers earning less than MYR400 per month (Saidatulakmal, 
2009). 

The dominant old-age pension scheme providing the biggest coverage is the Employees 
Provident Fund scheme, which covers workers in the private sector, while the second-largest 
scheme is the Civil Service Pension. There are also pension schemes that cover those who 
served in the armed forces, managed by the Lembaga Tabung Angkatan Tentera (Armed 
Forces Fund), as well as the private retirement schemes, which are based on voluntary con-
tributions and privately managed by selected fund managers and approved by the Securities 
Commission. The Government also provides social assistance and monthly income to older 
low-income earners. Another protection scheme, which is not entirely for old age, is the work-
ers’ compensation scheme managed by the Social Security Organization (SOCSO). 

The pension schemes more or less reflect the World Bank’s five-pillar framework (table 3) and 
are consistent with the UN Social Protection Floor Initiative—launched by the International 
Labour Organization and the World Health Organization in 2009 to promote sustainable 
social security systems that provide a basic level of protection for all. The social protection 
floor Initiative seeks to extend existing social security coverage to provide higher levels of 
protection (ILO, 2011). 
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TABLE 3: SUMMARY OF MALAYSIA’S PENSION SCHEMES

Pillar 0 Pillar 1 Pillar 2 Pillar 3 Pillar 4

Objective Poverty 
eradication 

Basic income Income Extra income Informal support

Participation Basic income Mandatory Mandatory Voluntary Voluntary

Contributions Residual Yes Yes Yes No

Financing Unfunded (tax) Partially funded Funded 
(contributions) 

Financial assets Financial assets

Schemes Social 
assistance 
schemes 
(means-tested)

1. Bantuan 
Orang Tua 
(BOT)

2. Zakat

3. 1 Malaysia 
People’s Aid 
(BRIM)

NA 1. Civil Service 
Pension (public sector 
employees) – social 
insurance scheme 
(DB)

2. Employees 
Provident Fund 
(EPF) (private sector 
employees & non-
pensionable public 
sector employees) 
–Provident Fund 
scheme (DC)

3. Armed Forces 
Fund (LTAT) (enlisted 
military personnel) 
– Provident Fund 
scheme (DC)

4. SOCSO (private 
sector employees) 
–social insurance 
schemes (DB)

Private 
retirement 
schemes (eight 
fund managers 
with 24 
products)

1.Inter-generation 
transfer (family)

2. Access to health 
care

3. Access to low-
cost housing

4. Income from 
Investment

Administrator, 
regulator or 
ministry

• Social Welfare 
Department 
(MWFCD)

• State zakat 
authorities (14 
states)

• MOF

NA • PSD

• Employees Provident 
Fund (EPF) – MOF

• Armed Forces Fund 
(LTAT) –MOD

• SOCSO-MOHR

• PPA

• Insurance 
companies

• Securities 
Commission

• Bank Negara 
Malaysia

• MOH

• MWFCD

• MUWHLC

Source: EPF, 2016b.
Note: NA: not applicable; DB: defined benefits; DC: defined contribution; MWFCD: Ministry of Women, Family and 
Community Development; MOF: Ministry of Finance; MOD: Ministry of Defence; MOHR: Ministry of Human Resources; 
MOH: Ministry of Health; MUWHLG: Ministry of Urban Wellbeing, Housing and Local Government; PPA: Private Pension 
Administrator; PSD: Public Service Department; and SWD: Social Welfare Department.

 PILLAR 0: SOCIAL PENSION

The Government of Malaysia provides in-kind benefits, such as shelter and food, as well as 
cash for older persons. The Department of Social Welfare (under the Ministry of Women, 
Family and Community Development) runs the programme.
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There are a few schemes that focus on older persons. The first scheme is a means-tested cash 
benefit for persons aged 60 or older (Bantuan Orang Tua) who have no source of income and 
no family members. Recipients receive MYR300 monthly. In 2010 (latest available data), out 
of 1.5 million older persons in Malaysia, about 8 per cent, or 120,496 persons, received assis-
tance under this scheme, which was equivalent to an average monthly assistance of MYR292. 
The coverage is limited, and many poor people do not receive it (Holzmann, 2015). 

A study using the Household Income Survey findings showed that in 2010 (latest available 
data), 82 per cent of older persons who were co-residing with other people received no 
income, which meant they were not financially independent and had to rely on others for 
their daily needs. The remaining 18 per cent of older persons were income receivers, with 
a median monthly income of MYR500, which was almost half of the poverty line income 
(Holzmann, 2015). For households headed by an older person, the median monthly income 
was MYR1,070; around 67.8 per cent of them had a household income that was less than 
half of the national median income (Masud, Hamid and Haron, 2015). In other words, about 
half of the older heads of household lived below the poverty line. In comparison, the national 
poverty rate in 2009 was 3.8 per cent (DOS, 2010).

The Ministry of Women, Family and Community Development provides shelter to persons 
aged 60 years or older who have no relatives and are unable to care for themselves. As of 
2014, the Department of Social Welfare operated nine old-age care homes in Malaysia, for 
some 1,590 residents, which was a decrease of 18 per cent from the number of residents in 
2012.

The Government also provides cash assistance to low income-earners under the Bantuan 
Rakyat 1 Malaysia (BR1M) scheme, which originated in 2012. As of 2016, the assistance was 
MYR1,200 for households earning less than MYR3,000 a month, and to MYR900 for house-
holds that earned between MYR3,000 and MYR4,000 per month. As of September 2016, the 
programme benefited about 4.2 million households and 3.1 million single individuals (MOF, 
2016). 

 PILLAR 1: BASIC INCOME

Nothing provided in Malaysia.

  PILLAR 2: CIVIL SERVICE PENSION SCHEME, ARMED FORCES FUND SCHEME, EMPLOYEES PROVIDENT 
FUND SCHEME AND SOCIAL SECURITY ORGANIZATION SCHEMES

There are four pension schemes under Pillar 2. Their main objective is to sustain living 
standards after retirement by providing protection in the form of forced savings through the 
deduction of employees’ salaries and contributions from employers. The four schemes entail 
the Civil Service Pension, the Employees Provident Fund, the Armed Forces Fund and SOCSO 
assistance.
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 Civil Service Pension scheme

As previously noted, one of the largest and the earliest protection for older persons in Ma-
laysia is the non-contributory defined-benefit Civil Service Pension scheme provided by the 
Government under the Public Service Department (JPA). The coverage is automatic for civil 
servants, though they are not required to contribute to the pension scheme. The pension 
starts once a civil servant retires, at age 60, which is the same retirement age as those working 
in the private sector. 

As of 2015, there were 1.6 million civil servants, which was about 11 per cent of the labour 
force and 5 per cent of the population. The number of civil servants grew at an annualized 
rate of 3.9 per cent between 2010 and 2014, which was higher than the private sector growth 
rate of 3.3 per cent. This expansion occurred during the period in which the relative size of 
the public sector in the Malaysian economy was shrinking. For instance, the shares of govern-
ment expenditure and revenue to GDP in 2014 were 23.3 per cent and 20 per cent, respec-
tively, which was a reduction from 29 per cent and 22.3 per cent, respectively, in 2009. This 
situation has triggered concerns about the rising costs and sustainability due to the growth 
in the ranks of public sector workers covered by the non-contributory scheme, which means 
more funding is required from the public via general revenue.

The pension benefit levels vary. Depending on years of service, the lifelong monthly pension 
ranges from 20 per cent to 60 per cent of the last-drawn salary (excluding allowances). In 
addition, retirees from the civil service are eligible for free or heavily subsidized medical 
benefits for life. 

 Coverage

The total number of individuals who received a civil service pension as of July 2016 was 
627,295, of which 463,491, or 74 per cent, were former public servants, while the remaining 
were derivative pensioners,4 who were either the widow or widower and the children of a 
pensionable officer who had died (PDS, 2016a). The number of civil service pensioners has 
been increasing, by 36.2 per cent during the period of 2006 to 2014 (figure 10). By 2020, an 
additional 140,000 civil servants are expected to retire, which means more people will need 
to be financially taken care of by the pension scheme (table 4).

4  The definition of child according to the pension law is someone younger than 21 and unmarried, including an adopted 
child, stepchild and a child out of wedlock. No age limit is required for a child with disabilities, a mentally or physically 
and permanently incapacitated child or any other child incapable of supporting themselves (PSD, 2016b).
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FIGURE 10: TOTAL NUMBER OF CIVIL SERVICE PENSIONERS IN MALAYSIA, 2006–2014

Source: PDS, 2014.

TABLE 4: ESTIMATED NUMBER OF NEW CIVIL SERVICE RETIREES PER YEAR, 2015–2020

Group of service 2015 2016 2017 2018 2019 2020

Top management 291 258 268 194 170 143

Management and professional 3 4 4 5 5 6

Support 15 18 18 19 19 19

Total 19 22 23 24 25 25

Source: PSD, 2016a.

 Adequacy

Pension benefits for civil service pensioners are generally quite low. Table 5 shows the number 
of civil service pensioners (retired civil servants and derivative pensioners) and their pension 
brackets. The median pension received per month is MYR1,284, which means that half of the 
current pensioners’ monthly income is roughly MYR300 above the poverty line index and 
the minimum wage. Although there is a sizeable number of pensioners who receive less than 
MYR1,000, they are mostly those who had worked fewer than 10 years in the civil service.
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TABLE 5: NUMBER OF CIVIL SERVICE AND DERIVATIVE PENSIONERS AND PENSION BRACKET, 
OF JULY 2016

Pension amount (MYR) Bilangan

Pensioners Derivative pensioners* Total

0–500 58 628 32 679 91 307 

501–600 12 970 8 720 21 690 

601–700 11 211 6 974 18 185 

701–800 8 118 4 681 12 799 

801–900 7 536 23 238 30 774 

901–1 000 48 166 11 208 59 374 

1 001–2 000 163 841 56 513 220 354 

2 001–3 000 103 715 14 702 118 417 

3 001–4 000 24 654 3 275 27 929 

4 001–5 000 14 652 1 295 15 947 

5 001–6 000 6 527 328 6 855 

6 001–7 000 1 670 123 1 793 

7 001–8 000 831 45 876 

8 001–9 000 296 13 309 

9 001–10 000 482 7 489 

10 001–15 000 194 3 197 

>15 000 nil  nil  

JUMLAH 463 491 163 804 627 295 

Source: PSD, 2016a.

The distribution of the pension amount by job grade shows that, as expected, those who 
worked at the support level with the civil services received the lowest monthly pension (ta-
ble 6). On average, pensioners in this group received MYR1,439 per month, compared with 
MYR8,131 for retirees at the grade A level, who consisted of former senior civil servants.
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TABLE 6: AVERAGE CIVIL SERVICE PENSION AMOUNT, BY JOB CLASSIFICATION, AS OF JULY 2016

Top management Average pension received 
(MYR) (pension only)

Number of pensioners

Grade A 8 131.77 500

Grade B 7 444.27 1 020

Grade C 6 242.07 2 830

Management and professional level

Grade 54 5 021.61 6402

Grade 48–52 4 100.93 18 383

Grade 41 2 503.95 9298

Support level 

Median 1 439.41 408 122

Source: PSD, 2016a.

The adequacy of the pension amount is relatively high, at about a 50 per cent replacement 
rate. There are no pensioners who had worked at least 25 years currently living below the 
poverty line. As of July 2016, the minimum pension, for those who served more than 25 
years, was MYR950 per month (PSD, 2016b). Nonetheless, about three in four pensioners 
now receive less than MYR2,000 per month, while only 1 in 100 get more than MYR6,000 
per month.

The formula for determining the civil service pension amount is as follows: (1/600 multi-
plied by months of service multiplied by last-drawn salary amount, excluding allowances), 
but capped at 360 months and three-fifths of last-drawn salary. For instance, an officer at the 
grade 42 level who worked for 25 years will receive about MYR4,3785 per month upon re-
tirement, which is equal to a replacement rate of 50 per cent, while a support staff member at 
the grade 11 level who worked nearly 32 years will get MYR1,6086 per month, or equivalent 
to a replacement rate of 60 per cent. 

The pensioners also enjoy automatic increment increase per year, by 2 per cent annually 
(which was introduced in 2013). The pension received, as well as gratuities, are exempted 
from income tax. 

Once the gratuities payment is included and amortized, the replacement rate for pensioners 
is slightly more than 60 per cent. The gratuities payment, which is 7.5 per cent multiplied 
by the number of months served and then multiplied by the last-drawn salary amount, is 
paid to pensioners in a lump sum on the day after they retire. The amount paid thus varies 
depending on job grade and length of service. For instance, the gratuities paid to officers who 

5  1/600 multiplied by 300 months multiplied by MYR8,756 (last-drawn salary).

6  1/600 multiplied by 360 months multiplied by MYR2,681 (last-drawn salary).
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worked 30 years at the grade 42 level will be about MYR197,010,7 while support staff at the 
grade 11 level who worked about 32 years will receive MYR76,408.8 In 2015, the cost to pay 
the gratuities amounted to MYR4.6 billion (PSD, 2016b).

Additionally, pensioners can cash in their remaining leave days upon retirement. The formula 
is as follow: 1/30 multiplied by accumulated leave days multiplied by the last-drawn salary 
amount (including allowance), but capped at 150 days. For instance, those who had 120 days 
of accumulated leave with the last-drawn salary and allowances of MYR3,814 will be award-
ed a lump sum of MYR15,256 upon retirement. In 2015, a total of MYR526 million was 
disbursed as the leave-days cash payment.

There is an additional benefit of free medical care to help reduce the cost of living for pen-
sioners. All civil service pensioners received free medical care, regardless of injuries, at any 
public hospital, including specialist hospitals. With medical and health-related expenses 
major expenditures for all pensioners, the benefit helps deflect a sizable burden.

While the adequacy of the scheme for civil service pensioners is less of a problem, the fiscal 
sustainability is a cause for concern, as noted previously. Because the civil service pension is 
a defined-benefit scheme, the cost for paying the pension is fully funded by the Government 
via tax revenue. The pension cost in 2015 was nearly MYR18.2 billion, equivalent to 9 per 
cent of the entire federal Government’s operating budget. This was an increase from MYR7 
billion, or 7 per cent of the operating budget, in 2006 (figure 11a). For comparison, the pen-
sion cost is nearly double what the Government spends on education, skills training, health 
care and housing. 

FIGURE 11A: EMOLUMENTS, PENSIONS, GRATUITIES AND OTHER GOVERNMENT OPERATING 
EXPENDITURES, 2006–2016 (MYR BILLION)

Source: MOF (various years).

7  7.5% multiplied by 300 months multiplied by MYR8,756 (last drawn salary).

8  7.5% multiplied by 380 months multiplied by MYR2,681 (last-drawn salary).
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FIGURE 11B: EMOLUMENTS, PENSIONS, GRATUITIES AND OTHER GOVERNMENT OPERATING 
EXPENDITURES AS A SHARE OF TOTAL OPERATING EXPENDITURE, 2006–2016 (PERCENTAGE)

Source: MOF, (various years)

The funding structure for the Civil Service Pension scheme varies, depending on the level 
of government. For federal employees, the Government contributes 5 per cent of the total 
annual budgeted emolument, while employers of statutory bodies, local authorities, agencies 
and organizations contribute 17.5 per cent of the basic salary of their pensionable employ-
ees to the Retirement Fund Incorporated (KWAP) on a monthly basis (KWAP, n.d.). These 
employees do not contribute to the fund. Since 2007, when KWAP was incorporated under 
the 2007 Retirement Fund Act, the contributions have been managed and administrated by 
KWAP, although it does not pay the pensions. The Ministry of Finance handles all payments 
to pensioners. 

KWAP, which was set up to replace the Pensions Trust Fund, is responsible for “achieving 
optimum returns on its investments”. The fund directly assists the Government in financing 
its pension liability. The functions of KWAP are twofold: (i) manage contributions from the 
Government, statutory bodies, local authorities and other agencies; and (ii) administer, man-
age and invest in equity, fixed-income securities, money market instruments and other forms 
of investments, as permitted under the Retirement Fund Act (KWAP, n.d.).

As of end 2014, the total size of the KWAP was MYR109.4 billion, representing growth of 
about 12 per cent per annum between 2010 and 2014. The growth was partly due to invest-
ment income, with average net return on investment at 6.3 per cent during that same period, 
and partly from the contributions from employers and the Government. Actually, there are 
three sources of funds for KWAP (2014): 

1 income from gross investment (2014: MYR6.5 billion); 
2 contributions from employers (2014: nearly MYR2.9 billion); and
3 contributions from the Government (2014: MYR1.5 billion). 
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As of end December 2015, there were 498 contributing employers and 177,757 members 
who had registered with KWAP (KWAP, 2016).   The number of employers has declined by 
12.3 per cent, from 568 in 2010, while the number of members has increased by 38.5 per 
cent (or 51,921 persons) from 128,384 in 2010 (KWAP, 2011; KWAP, 2016). 

Despite the increase in fund size, it is still not enough to entirely cover the pension expendi-
ture. Figure 11c shows the current and projected KWAP net income against pension expen-
diture. Since 2007, net income for KWAP has been insufficient to cover the pension expen-
diture, and the deficit has been consistently growing. In 2014, the deficit reached MYR10.7 
billion and is expected to grow to MYR32 billion by 2030. In other words, the Government’s 
pension liability will continue to grow, and KWAP income will not be able to compensate for 
the deficit.

FIGURE 11C: PROJECTED ANNUAL PUBLIC EXPENDITURE TO COVER THE CIVIL SERVICE PENSION 
SCHEME, 2005–2030

Source: EPF, 2016b. Note: *=projected pension expenditures for 2016 onwards.

 SOCIAL SECURITY ORGANIZATION SCHEMES

Another protection available under Pillar 2 is through the Social Security Organization, which 
was set up in 1971 under the Ministry of Human Resources (MOHR) to administer social 
security schemes (as mandated by the Employees’ Social Security Act, 1969. It does not pro-
vide an old-age pension but instead covers medical benefits for employment-related injuries, 
occupation-related illness and disability (temporary injury, invalid and permanent disability). 
SOCSO covers all Malaysian employees (and permanent residents), both in the private sector 
as well as in the public sector (except for members of the armed forces and police officers), 
regardless of their salary. The scheme, however, excludes informal economy workers. Casual 
workers, domestic workers, self-employed and non-permanent resident migrant workers as 
well as people who are at least 60 years of age and did not contribute to the SOCSO before the 
age of 55 are not covered (SOCSO, n.d.). 
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There are two schemes provided under SOCSO: (i) the Employment Injury Scheme (EIS) and 
(ii) the Invalidity Pension Scheme (IPS). 

 Contribution rates

The contribution rates depend on each scheme and the income level of employees. The rate 
of contribution for the EIS is 1 per cent, to be evenly divided by both employer and employee. 
For the IPS, only the employer contributes, at 1.75 per cent. However, employees earning 
more than MYR4,000 a month pay a fixed monthly rate of MYR19.75, while their employers 
pay a fixed monthly rate of MYR69.05. Contributions to SOCSO are tax deductible.

The benefits vary. Some benefits are payable only in a short term (such as upon temporary 
disability), while other benefits, such as survivors’ pension, are in perpetuity (SOCSO, n.d.). As 
of end 2014, 570,625 persons received benefits of one type or another (up from 351,433 per-
sons in 2010) (SOCSO, 2014). The total expenditure for these benefits in 2014 was MYR2.5 
billion (a marked increase from nearly MYR1.7 billion in 2010). However, the amount per 
beneficiary had declined, from MYR4,780 in 2010 to MYR4,386 in 2014 (SOCSO, 2014). 

 Coverage

As of end 2014, the total number of active employers was 402,039, which was 16 per cent 
more than in 2010 (table 7). The number of active employees also increased, from 5.3 million 
in 2010 to 6.2 million in 2014, equivalent to 18 per cent growth during that period. The 
number of employees covered by SOCSO was equivalent to about 43 per cent of the total 
labour force in 2014, which was slightly lower than what it was in 2010, when the share of 
employees covered by SOCSO was at 44 per cent of the labour force. However, the scheme 
only covered about 31 per cent of the working-age population in 2014, slightly more than in 
2010 (at 29.6 per cent).

TABLE 7: NUMBER OF SOCSO ACTIVE EMPLOYEES AND EMPLOYERS, 2009–2014

 Active employers Active employees % of working-age population

2010 347 871 5 518 823 29.6%

2011 368 472 5 761 626 31.0%

2012 383 575 5 876 934 32.1%

2013 393 451 6 089 054 31.2%

2014 402 039 6 198 657 31.1%

Source: SOCSO, 2014; DOS, various years.
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 Investment 

The fund size of SOCSO in 2014 was MYR22.5 billion, which was an increase of 26 per cent 
from what it was in 2010 (at MYR17.9 billion). The income derives from members’ contribu-
tions and from investment income. In 2014, income from members’ contributions totalled 
nearly MYR2.7 billion, which was 33 per cent more than in 2010 (figure 12) and slightly 
more than the benefit pay-out (at MYR2.5 billion). The income from contributions account-
ed for 62 per cent of total income for 2014, with investment returns amounting to MYR1.6 
billion, or 37 per cent, of the total income. SOCSO had a return on investment rate of 7.7 per 
cent in 2014, compared with 5.3 per cent in 2013. 

FIGURE 12: SOSCO CONTRIBUTIONS, 2010–2014

Source: SOCSO, 2014.

 EMPLOYEES PROVIDENT FUND SCHEME

Another scheme under pillar 2 has the largest coverage in Malaysia: the Employees Provident 
Fund scheme. The EPF was established in 1951 under the Employees Provident Fund Ordi-
nance, 1951 (later amended to the Employees Provident Fund Act, 1991), which aimed to 
provide social protection coverage for all private sector employees. This national defined-con-
tribution provident fund is a regulated and mandatory non-annuity savings scheme to which 
employees and employers are required to make prescribed monthly contributions. This is 
done through contributions from employers and by deducting from employees’ monthly 
salary. It is compulsory for private sector and non-pensionable public sector employees but 
optional or on a voluntary basis for self-employed, informal economy and foreign workers. 
Upon reaching the age of 55, members have the option to withdraw their savings as either 
a lump-sum pay-out or on an as-needed basis. The fund is a government body, albeit with 
different pay schemes (unlike the Civil Servant Pension scheme). The EPF board members 
comprise representatives from employees, employers and the Government. 

Each participant has their own savings account, which is split into account 1 and account 
2; 70 per cent of contributions goes to account 1, while 30 per cent goes to account 2. The 
contribution in account 1 can be fully withdrawn upon retirement at age 55; withdrawals 
from account 2 can be made before retirement to purchase a house, to reduce or redeem a 
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house loan, to build a house, to finance children’s education, to invest in approved unit trust 
schemes, to pay for a health-related matter, for Hajj or due to departure from the country. This 
early withdrawal structure is not unique to Malaysia (table 8).

TABLE 8: PRE-RETIREMENT WITHDRAWALS IN MALAYSIA, SINGAPORE AND INDIA 

Malaysia Singapore India

Permitted 
pre-retirement 
withdrawals for:

• Upon reaching age 50 
or 55 years

• Property

• Health or incapacitation

• Leaving the country

• Education

• Investment

• Savings of more than 
MYR1 million

• Financing a Hajj 

• Upon reaching age 55

• Property

• Health or incapacitation

• Leaving the country

• Investment

• Education

• Upon reaching age 57

• Property

• Education

• Health and 
incapacitation (including 
of family member)

• Marriage

• Resignation

• Emergency cases (such 
as sudden loss of job 
without compensation)

Guaranteed No Yes No

Sources: EPF for Malaysia and India and CPF for Singapore.

 Contribution rate

The contribution rate is 21 per cent (8 per cent for employees, 13 per cent for employers) 
for employees aged 60 and younger who earn less than MYR5,000 per month. For workers 
earning more than MYR5,000, the rate is 20 per cent (8 per cent for employees, 12 per cent 
for employers). The contribution for employees aged 60–75 are set at half the regular rates. 

As shown in table 9, the contribution rate started at 10 per cent in 1952, split between em-
ployee and employer. The contribution rate gradually increased to about one fourth of current 
wages. During economic crises, the Government has provided options to reduce the employee 
contribution. This was the case during the Asian financial crisis that began in 1997, when the 
contribution rate fell from 11 per cent to 9 per cent, as well as during the 2008–2009 global 
economic and financial crises, when it fell from 11 per cent to 8 per cent. In 2016, the Gov-
ernment announced that the employee contribution would again reduce from 11 per cent to 
8 per cent as of March 2016 and until December 2017. The contribution is tax deductible up 
to MYR6,000 annually.
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TABLE 9: SUMMARY OF EMPLOYEES PROVIDENT FUND CONTRIBUTION RATES IN MALAYSIA 
(PERCENTAGE)

 Year Employee Employer Total

1952–June 1975 5 5 10

July 1975–November 1980 6 7 13

December 1980–December 1992 9 11 20

January 1993–December 1995 10 12 22

January 1996–March 2001 11 12 23

April 2001–March 2002 9 12 21

April 2002–May 2003 11 12 23

June 2003–May 2004 9 12 21

June 2004–May 2005 11 12 23

June 2005–December 2008 11 12 23

January 2009–December 2010 8 12 20

January 2011–December 2011 11 12 23

January 2012–present

Income MYR5,000 and less 11 13 24

Income more than MYR5,000 11 12 23

March 2016–December 2017

Income MYR5,000 and less 8 13 21

Income more than MYR5,000 8 12 20

Source: EPF, 2015a.

 Coverage

As of end 2015, there were nearly 14.6 million employees with an EPF account. However, the 
total number of active and contributing members was only 6.8 million, and the total number 
of active employers was 536,489. In 2015, nearly MYR60 billion was recorded in annual 
contributions from employees and employers, which was equal to about MYR5 billion per 
month (EPF, 2016a). The total investment assets of the EPF as of end 2015 was MYR684.5 
billion, which ranked the EPF as the seventh-largest pension fund in the world (EPF, 2016a; 
Asia Asset Management, 2016).

The share of active EPF members to the labour force as of end 2015, at 46 per cent, was lower 
than in 2000, when it was 51 per cent. Among the active members, 56 per cent were male 
and 44 per cent were female (table 10). Nearly one in four active participants in 2015 was 
between the ages of 16 and 24, while 70 per cent was between the ages of 16 and 40. About 
9 per cent of the active participants was nearing retirement (51–60 years old).
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 Adequacy

As shown in table 10, the average savings for each member as of December 2015 was 
MYR70,794. The average savings among active male members was MYR77,122, which 
was MYR13,529, or 21 per cent, more than for female members. There was also variation 
by ethnicity, with the average investment among active Chinese, Malays and Indians at 
MYR125,947, MYR48,300 and MYR73,210, respectively. In other words, Chinese members’ 
active savings were 2.6 times more than that of the average Malays’ savings and 1.7 times 
more than that of the average Indians’ savings.

TABLE 10: DISTRIBUTION OF EMPLOYEES PROVIDENT FUND ACTIVE MEMBERS, BY AGE AND SEX, 
AS OF END 2015

Age group Male Female Total
Proportion of 
members (%) Total savings (MYR)

Total savings 
(%)

< 16 530 303 833 0.01 816 347 0.00
16–25 891 966 767 442 1 659 408 24.42 13 166 465 514 2.74
26–30 698 278 632 760 1 331 038 19.59 39 386 970 086 8.19
31–35 544 210 440 350 984 560 14.49 59 167 481 458 12.30

36–40 441 502 345 109 786 611 11.58 75 917 093 533 15.78
41–45 381 417 280 996 662 413 9.75 88 275 577 746 18.35
46–50 327 642 223 693 551 335 8.11 87 656 081 115 18.22
51–55 262 067 168 862 430 929 6.34 71 673 460 659 14.90
56–60 154 670 85 639 240 309 3.54 27 732 329 566 5.77
61–65 68 722 31 010 99 732 1.47 11 617 236 165 2.42
66–70 26 698 9 638 36 336 0.53 4 679 105 047 0.97
71–75 7 550 2 169 9719 0.14 1 542 641 216 0.32
76–80 1 058 205 1263 0.02 186 062 055 0.04
81–85 73 14 87 0.00 14 514 977 0.00
85 > 23 8 31 0.00 5 977 981 0.00
 3 806 406 2 988 198 6 794 604 100.00 481 021 813 465  

Source: EPF, 2016a. 
Note: The figures for males include 2,491 individuals about whom the sex is unknown.

Employees nearing retirement, especially at the age of 51–55 years, had an average savings 
of MYR166,323 in 2015. The EPF does not provide an annuity payment but rather a lump-
sum payment upon retirement; thus in theory, each retired member receives an average of 
MYR693 each month until the age of 75 (which is the average life expectancy in Malaysia, 
which is less than the poverty line of MYR900 per month. Thus, people nearing their retire-
ment will retire financially poor. 

Male participants on average had more savings than female participants in 2015; for instance, 
male participants at age 54 had an average savings of MYR214,923, which was MYR52,628 
more than the average female participant’s savings. However, the disparity between male and 
female savings has been declining, from 1.46 times on average to 1.32 times in 2015 (tables 
11 and 12). 
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It is clear that the savings for employees nearing retirement is inadequate, especially among 
women. This is a concern, given that women on average live five years longer than men.

TABLE 11: ACTIVE MALE MEMBERS’ AVERAGE SAVINGS AT AGE 54, AS OF END 2015

 Active members Total savings (MYR) Average savings (MYR)

2010 39 767 6 521 189 299 163 985

2011 40 003 6 657 337 532 166 421

2012 43 228 7 581 506 696 175 384

2013 45 804 8 427 980 781 184 001

2014 47 135 9 385 899 753 199 128

2015 49 875 10 719 290 936 214 923

Source: EPF, 2016a.

TABLE 12: ACTIVE FEMALE MEMBERS’ AVERAGE SAVINGS AT AGE 54, AS OF END 2015

 Active members Total savings (MYR) Average savings (MYR)

2010 21 192 2 362 857 709 111 498

2011 22 354 2 647 519 595 118 436

2012 24 921 3 206 896 233 128 682

2013 27 363 3 765 478 721 137 612

2014 29 289 4 382 090 266 149 616

2015 31 768 5 155 803 817 162 296

Source: EPF, 2016a.

 Investment return

Figure 13 shows the average dividend paid by the EPF to members since its conception 
through 2015. The lowest-ever dividend pay-out recorded was a year after it was set up, when 
it paid a 2.5 per cent dividend rate in 1952, which was also the minimum guaranteed divi-
dend that EPF had to distribute each year—by law, the contributors are guaranteed at least 
2.5 per cent dividend annually. The highest rate of average return was recorded at 8.5 per cent 
during the period of 1983 to 1987. The lowest-ever pay-out since the 1960s was in 2002, 
when the dividend rate was 4.3 per cent. While the average dividend has been increasing 
since the global financial crisis of 2008, it is still lower than dividend rates paid during the 
1980s and 1990s. 
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The relatively lower dividend rates (since the 1980s and the early 1990s) are primarily due 
to the drop in local interest rates. The yield in government securities was around 7–8 per 
cent in the 1980s, compared with less than 5 per cent in the 2000s (the 10-year government 
securities as of end July 2016 was trading at about 3.6 per cent). This drop in the yield is 
key, considering that the Employees Provident Fund Act states that “at least 50 per cent of 
EPF funds are to be invested in securities9 issued by the Government of Malaysia, provided 
that the total investment in such securities at any one time shall not be less than 70 per 
cent of the Fund’s total investment” (EPF, n.d.). The EPF has made effort to diversify the risk 
and increase the returns. It has started to invest in overseas assets, for instance; investment 
in overseas markets, which comprised investment in foreign equities, bonds, real estate and 
infrastructure in 2015, was equivalent to 25 per cent of the total fund size, which at that time 
had quadrupled over the previous six years (EPF, 2016a). 

FIGURE 13: EPF ANNUAL DIVIDEND RATE, 1952–2015

Source: EPF, 2015b

9  Section 26B (3) states that securities issued by the Government of Malaysia shall include:  
(a) loans, which are fully guaranteed by the Government of Malaysia;  
(b) negotiable securities or instruments, which are fully guaranteed by the Government of Malaysia, including negotia-
ble securities or instruments issued by a corporation fully owned by the Government of Malaysia;  
(c) Bank Negara Malaysia papers;  
(d) negotiable securities or instruments, which are fully guaranteed by Bank Negara Malaysia, including negotiable 
securities or instruments issued by a corporation, which is fully owned by Bank Negara Malaysia;  
(e) any commercial instrument (with elements of negotiability) issued by a state Government or a local authority with a 
maturity period of at least three years from the date of issue; and  
(f) any deposit in advance subscription account in Bank Negara Malaysia.
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 LEMBAGA TABUNG ANGKATAN TENTERA, OR ARMED FORCES FUND SCHEME

The final scheme under pillar 2 is through the Lembaga Tabung Angkatan Tentera (LTAT) or 
the Armed Forces Fund. As with the EPF, it is a defined-contribution pension scheme only 
for individuals who served in the armed forces. The LTAT requires a compulsory monthly 
contribution (10 per cent of the monthly wage) by each armed forces personnel (only com-
pulsory for rank and file10 but voluntary for officers) and the Government (15 per cent of the 
monthly wage). The fund does not provide any annuity payment; instead, it allows members 
to withdraw a lump-sum amount upon retirement. It also provides death and disablement 
benefits. Members are allowed to partially withdraw their savings to buy a house before they 
reach retirement age.

 Coverage

To be eligible for the pension, an individual must have served at least 21 years in the army 
or other defence force. As of 2013, there were 103,103 pension recipients in the LTAT, which 
was marginally higher than in 2012 (when it was 100,790 recipients) (LTAT, 2013). Due to 
data limitations, the distribution of pension payments was not available for analysis. 

 Investment return

The total return (dividend, bonus and special bonus) paid by LTAT is consistently and rela-
tively high, when compared with what the EPF pays (table 13). For instance, in 2014, the total 
return was 15 per cent, which was much higher than the EPF rate of return, which was nearly 
6.8 per cent. Income for the LTAT derives from members’ contributions and income from var-
ious LTAT investments. The members’ contributions, as of end 2014, totalled MYR8.7 billion, 
and the income from investments during the same period was about MYR953 million (LTAT, 
2014).

TABLE 13: DIVIDEND RATE OF LTAT PROTECTION, 2010–2014

Year Dividend (%) Bonus (%) Special Total

2010 7 1 6 14

2011 7 1 7 15

2012 7 1 8 16

2013 7 1 8 16

2014 7 1 7 15

Source: LTAT, 2014.

10  All military personnel below commissioned officers in rank, which includes warrant officers, non-commissioned officers 
and privates. 
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 PILLAR 3: PRIVATE RETIREMENT SCHEMES

Private retirement schemes constitute the third pillar of Malaysia’s pension framework. The 
private schemes, of course, are voluntary long-term investment options open to all Malay-
sians in the private and public sectors as well as self-employed workers. Table 14 provides a 
comparison with the EPF scheme.

Each contributor has two separate accounts in a private scheme; 70 per cent of the amount 
contributed goes into Account 1, while another 30 per cent goes into Account 2. Withdrawals 
from Account 1 are allowed only upon retirement, while withdrawals from Account 2 are 
allowed once a year. The Private Pension Administrator, a body created by the Securities 
Commission, oversees the private schemes with the objective to promote the growth of the 
industry, create general awareness and educate the public about the value of such schemes 
while also protecting members’ interests (PPA, n.d.).

TABLE 14: COMPARISON OF PRIVATE RETIREMENT SCHEMES AND THE EMPLOYEES PROVIDENT FUND 
SCHEME

Private retirement schemes EPF scheme

Eligibility Malaysians and non-Malaysians Malaysians and non-Malaysians

Choice of investment Voluntary Malaysian—mandatory

Non-Malaysian—voluntary One or more One only

Number of contribution 
funds

One or more One only

Taxation 8% for pre-retirement withdrawal No

Dividend No guaranteed rate Guaranteed minimum rate of 2.5%

Withdrawal age 55 55

Pre-retirement withdrawal Maximum once a year from Account 
1, which constitutes 30% of the 
entire fund

From Account 2

Source: EPF, n.d.; PPA, n.d. 

 Coverage

As of June 2016, there were eight private retirement scheme providers: Affin Hwang Asset 
Management Berhad, AIA Pension and Asset Management Sdn. Bhd, AmInvestment Service 
Berhad, CIMB-Principal Asset Management Berhad, Kenanga Investors Berhad, Manulife 
Asset Management Service Berhad, Public Mutual Berhad, and RHB Asset Management Sdn. 
Bhd. 
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In comparison with the EPF scheme (with its 7.5 million participants), enrolment in the 
private schemes is small. Cumulatively, there were 180,651 members enrolled in those eight 
schemes at end 2015, which was an increase of 179 per cent from the number of members 
in 2013 (table 15). As of end 2015, only about 1 per cent of the entire labour force had an 
account in one of the private schemes. 

TABLE 15: TOTAL MEMBERS IN A PRIVATE RETIREMENT SCHEME, 2013–2015

Year Total As share of labour force

2013 64 710 0.4%

2014 128 977 0.9%

2015 180 651 1.2%

Source: Securities Commission, 2015.

Analysis of data from Bloomberg indicates that average total investment in the private retire-
ment schemes per member is MYR4,192,11 which could possibly imply that the main incen-
tive for enrolment in a private scheme is to enjoy the tax relief deduction of up to MYR3,000. 
Distribution by funds shows that the highest average savings is MYR9,392, while the smallest 
is MYR3,103. 

The low average investment implies that participants in this programme are high-income 
workers who are optimizing their income tax deductions. This is in contrast to the objective 
of private retirement schemes, which is to provide coverage for those not covered, especially 
the low-income workers from the informal economy. This tax relief was started in 2012 and 
ends in 2021. It is highly unlikely that the small number of participants are attracted by the 
high returns because the total annualized returns are much less than returns from the EPF 
(table 16).

11  Based on the top 14 private retirement scheme funds, which account for nearly 74 per cent of the total net assets in the 
private schemes. 
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TABLE 16: NUMBER OF PRIVATE RETIREMENT SCHEME PARTICIPANTS AND ANNUAL RETURNS

Fund name Total net 
assets 
(MYR 
million)

Start 
year

Total 
number of 
participants 
(latest years)

Total 
annualized 
return

NAV 
(MYR 
million)

NAV per 
unit

Average 
deposits 
in MYR 
(latest 
years)

Public Mutual PRS 
Growth Fund

194.7 2013 53 616 2.3% 166.4 0.2483 3 104

CIMB-Principal PRS 
Plus Asia Pacific Ex 
Japan Equity Class A

117.3 2013 10 955 5.6% 102.9 0.6936 9 393

Public Mutual PRS 
Islamic Growth Fund

94.2 2013 23 690 6.8% 73.9 0.2744 3 118

Public Mutual PRS 
Moderate Fund

92.7 2013 12 784 2.5% 81.1 0.2511 6 340

AIA PAM—Islamic 
Moderate Fund

77.7 2014 10 604 -2.7% 45.7 1.1027 4 310

Affin Hwang PRS 
Growth Fund

59.9 2013 9 481 -4.4% 55.6 0.53 5 862

CIMB Islamic PRS 
Plus Asia Pacific Ex 
Japan Equity Class A

42.2 2013 12 586 2.8% 13.9 0.5869 1 107

Public Mutual PRS 
Islamic Moderate 
Fund

41.8 2013 6 782 459.0% 33.3 0.2666 4 911

Public Mutual PRS 
Conservative Fund

34.7 2013 5 402 3.5% 27.1 0.2623 5 016

AIA PAM—Growth 
Fund

27.0 2014 4 944 -1.4% 22.0 1.1354 4 458

CIMB-Principal PRS 
Plus Conservative

12.7 2013 2 288 -0.1% 11.4 0.5472 4 974

AIA PAM— 
Conservative Fund

12.4 2014 1 556 -0.5% 10.6 1.0583 6 830

Public Mutual PRS 
Islamic Conservative 
Fund

12.1 2013 2 009 3.1% 9.1 0.2592 4 554

RHB Retirement 
Series—Growth Fund

11.7 2013 1 991 0.86% 12.2 0.5205 6 102

Total 831.0 158 688 665.2 4 192

Source: Various annual reports, author’s calculations.
Note: PRS=private retirement scheme.
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4 Assessment of pension schemes 
and the reform agenda

This section presents suggestions for reforming the pension schemes in Malaysia, 
based on an assessment of their coverage, adequacy and sustainability. Sustain-
ability takes into account the ability of each scheme to provide old-age income to vulnerable 
groups. 

4.1 Extend coverage

Old-age pension coverage in Malaysia is inadequate. Table 17 summarizes the current old-age 
pension system’s coverage. As of end 2015, only 60 per cent of the entire labour force was 
covered by a pension scheme—which, means four in ten Malaysian workers were not covered 
by any pension provision.

The EPF scheme covered nearly half (48 per cent) of the labour force in 2015, which was 
indeed an improvement from the 35 per cent coverage in 1986 (EPF, 2016a; Asher, 2012). 
However, based on the share of workers in the private sector, the EPF scheme only covers 54 
per cent of private sector employees. The Civil Service Pension Scheme covers all public-sec-
tor workers, but as a share of the labour force, that equated to only 11 per cent in 2015. Any 
overlap between the two schemes is assumed to be minimal. The voluntary private pension 
schemes drew only slightly more than 1.1 per cent of the entire labour force in 2015, or 
equivalent to 1.3 per cent of employees in the private sector (author’s calculations based on 
DOS, 2016b; SC, 2015). 

TABLE 17: COVERAGE SORTED BY PENSION SCHEMES, 2015

Total number covered % of labour force (total labour force: 14.5 million)

Pillar 2 (civil service) 1 590 000 11.2%

Pillar 2 (EPF scheme) 6 794 604 48.0%

Pillar 3 (private schemes) 158 688 1.1%

Source: EPF, JPA and DOS data, author’s calculations. 
Note: The figure for EPF refers to active members only. 

The majority of people without any pension scheme coverage are in the private sector or in 
the informal economy. Of the total 12.6 million employees in the non-public sector in 2015, 
only 55 per cent were covered by a pension scheme, while the remaining 45 per cent had 
no coverage. The number of people without an EPF account has actually increased, from 5.5 
million in 2006 to 7.7 million in 2015 (figure 14).
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FIGURE 14: TOTAL NUMBER OF PEOPLE WITHOUT EPF COVERAGE, 2006–2015

Source: EPF, 2016a.

One possible reason why the coverage is weak is the increasing practice of structuring em-
ployment contracts, such that employees are not subject to EPF or SOCSO contributions via 
non-salaried remuneration, for example, salaries based on commissions. 

The gap in coverage also means that many people who have retired are without income. 
As discussed earlier, absolute and relative poverty among older persons remains very high. 
The financial vulnerability among older persons is much worse for women. For instance, 
the average monthly income in the poorest 20 per cent of households headed by women 
was MYR320 in 2009, which was much less than it was for their male counterparts, who, 
on average, earned MYR641 a month. Even among the 60th quintile, the monthly income 
for female-headed households was still below the poverty line, at MYR795, compared with 
MYR1,308 for male-headed households (Masud, Hamid and Haron, 2015).

Another change to consider in a reform agenda is to provide non-contributory means-tested 
universal coverage for older persons who are poor. Such coverage could be financed by gen-
eral revenue rather than contributions, although this can be costly if the benefit level is high. 
This scheme could be managed by the Government or any of the current pension scheme 
providers. Importantly, it is vital to ensure that all workers, including those who are self-em-
ployed or in the informal economy, especially women, would automatically participate in the 
pension system, especially in the EPF scheme. This can be done via linking the participation 
to income tax submission; particularly for self-employed, it could link to the renewal of their 
business license. 

A reform agenda needs to expand coverage, particularly for the self-employed. What is need-
ed is a contribution subsidy for low-income self-employed workers that is financed by the 
Government. This approach is not new; China and the Republic of Korea, for instance, have 
established a subsidizing contribution to expand pension coverage to self-employed workers.
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4.2 Expand adequacy

Not only does a sizeable proportion of Malaysians not have pension coverage, but a majority 
of the people who are covered have or will have inadequate income for their consumption 
needs during their retirement. Adequacy usually refers to the replacement rate, which is the 
ratio of pre-retirement income to retirement income. The replacement rate is considered ade-
quate if the ratio is greater than 66 per cent (ADB, 2014). In Malaysia, the gross replacement 
rate is quite low, especially among female workers, for which it is an estimated 31.9 per cent; 
in contrast, it is an estimated 35.1 per cent for male workers (OECD, 2012). A low replace-
ment rate makes it hard for pensioners to maintain their previous lifestyle or standard of 
living. While the replacement rate in Malaysia is higher than in Indonesia (at 19 per cent), it 
is still much less than in the Philippines (at 79 per cent) or the Republic of Korea (at 50 per 
cent) (OECD, 2012).

Only civil service workers seem to fare better in terms of adequacy than the majority of pri-
vate sector workers. As stated earlier, almost all public-sector workers have pensions plus free 
medical coverage in public hospitals; but only 60 per cent of private sector workers have a 
pension scheme, but they pay for their health insurance or health care expenses. The salaries 
and wages for low-income civil servants were once below the minimum wage and poverty 
line, but starting in 2016, the lowest-paid civil servant earned MYR1,200 and the minimum 
pension, for those serving more than 25 years, was MYR950 per month (MOF, 2015). This 
was slightly above the minimum wage and the poverty rate, respectively. In contrast to re-
tirees from the private sector, the coverage and monthly pension for the public sector are 
better. Additionally, given that the bulk of expenses for old age is for medical purposes, the 
civil service pensioners are well covered because their entire health expenditure (in a public 
hospital) is borne entirely by the Government. Private sector pensioners do not enjoy either 
free medical care or a minimum pension amount.

Additionally, private sector workers have little savings for retirement. Data from the 2016 
EPF annual report shows that nearly 68 per cent of all EPF contributors at age 54 had only 
MYR50,000 in savings (author’s calculations, based on EPF, 2016a). This is estimated to be 
sufficient for around four years of consumption needs, based on a monthly expenditure of 
MYR1,000—just above the national poverty line—leaving them vulnerable for about 18–21 
years without income. 

Only 8.3 per cent of the EPF members aged 55 had at least MYR196,000 in their pension 
account as of 2015, which is the recommended minimum savings level needed to sustain 
them until the age of 75. Additionally, it is highly plausible that portions of their accumulated 
savings were used for other purposes, specifically from account 2, which allows for withdraw-
als to pay for children’s education, purchasing health insurance or buying property. These 
withdrawals take away savings for old age. 

More alarming is that many retirees use up the bulk of their savings within a few years of 
retiring from employment. According to the EPF analysis (2013), 50 per cent of retirees had 
exhausted their savings within the first five years of their retirement. The lack of compulsory 
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savings would not be critical if they had precautionary and voluntary savings. However, more 
than half of Malaysian households have no financial assets; one in three Malaysians did not 
have a savings account in 2014, while 90 per cent of rural households and 86 per cent of 
urban households had no savings at all (Muhammed, 2014; UNDP, 2014). 

The inadequacy of savings is much more pressing for low-wage earners. The poorest 20 per 
cent of EPF members had an average savings of only MYR6,909 in 2016 (author’s calcu-
lations, based on EPF 2016a). Assuming they live until the age of 75, they can only spend 
about 0.96 cents per day, or about MYR29 per month, from the age of 56 to 75. This is clearly 
insufficient for retirement.

Many EPF members are not meeting their basic savings requirements because they earn 
so little. As of end 2015, around three in four EPF members (76 per cent) earned less than 
MYR3,000 per month, and nearly 90 per cent earned less than MYR5,000 per month (EPF, 
2016). Among the active male participants, 73.8 per cent earned less than MYR3,000, and 88 
per cent earned less than MYR5,000. This was consistent with data from the Department of 
Statistics’ report on salary and wages that noted the median wage in 2015 was MYR1,600. In 
short, half of the EPF-covered workers earned less than the median wage per month (DOS, 
2016). 

What is worrying is that the adequacy rate is reducing, considering that salaries of young 
workers have grown at markedly slower rates in recent years, translating into widening dis-
parities in average EPF savings between young and middle-aged workers (figure 15). The gap 
grew steeply in the 2000s, especially between the youngest and oldest categories. The ratio 
of average EPF savings among members aged 46–55 years to members aged 16–25 years 
swelled from 16.7 in 2000 to 20.8 in 2014.

FIGURE 15: EPF AVERAGE SAVINGS 16–25 YEARS, BY AGE GROUP, 2004–2014

Source: Lee and Muhammed, 2016.

Note: >55 category is not available for 2006.
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The savings gap is clearly widening. Analysis by Lee and Muhammed (2016) found that the 
level of inequality, as measured by the Gini coefficient for EPF active accounts, has been 
steadily increasing, with the Gini coefficient rising from 0.643 in 2004 to 0.658 in 2014.12 
This translated to an increase of about 3 per cent during that period (figure 16). These num-
bers exceed the Gini coefficient derived from the household income, based on the Household 
Income Survey, which was 0.401 in 2014. Given that the contribution rate and dividend rate 
are constant across all salary levels, it is reasonable to deduce that changes in the Gini coeffi-
cient of EPF accounts are driven primarily by changes in wage inequality.

FIGURE 16: GINI COEFFICIENT OF EPF SAVINGS ACCOUNTS, 2004–2014

Source: Lee and Muhammed, 2016.

Other changes to consider in a reform agenda to ensure adequate income for retirement age, 
especially for employees in the private sector, include redefining “wages”, extending the re-
tirement age and aligning the full withdrawal age to life expectancy, which means to abolish 
all together the compulsory retirement age. 

The proposal to define wages can increase savings for workers. Currently, the definition of 
wage in the Employees Provident Fund Act excludes overtime payments, which can be a 
significant portion of gross monthly income for workers in the service industry. 

The current retirement age in Malaysia is lower than in neighbouring countries, such as the 
Philippines (at 65) and Singapore (at 62), and in industrialized countries, such as the Re-
public of Korea (at 65) and the United States (at 66). While the retirement age in Malaysia 
has increased to 60, full withdrawal is allowed at the age of 55 (contribution from age 55 to 
60 can be withdrawn at age 60), despite the huge increase in life expectancy in the past few 
decades. 

12  This figure differs slightly from the EPF calculations (Gini of 0.6563).
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These reforms would allow participants of the labour force to increase their savings and con-
tributions and to lengthen the accumulation phase for retirement savings. The longer savings 
period would also leverage the interest accumulations. 

Additionally, a reform agenda must also address labour market issues, particularly the lower 
labour force participation rate among women (figure 17) and the gender wage gap. The lower 
labour force participation rate and shorter working life lead to lower savings in later years, 
both of which pose a great challenge in old age. The main reason why women drop out of 
the labour market is due to childcare responsibilities. Data from a National Population and 
Family Development Board survey shows that 32.4 per cent of women left their job because 
of the need to take care of their children (LPPKN, 2016). It is therefore crucial that employers 
take a role in tackling the issue of childcare among working women. More than one third 
(34.2 per cent) of women working in the private and public sectors stated that they need 
childcare facilities at their place of work. Slightly less than one fifth (17.8 per cent) said they 
need greater flexibility to take leave when their children fall ill, while13.7 per cent stated the 
need for flexible hours (LPPKN, 2016).

There is also a wage gap between the sexes (figure 18), in which the earnings for women is 
much lower than for men. Men make more money than women across all jobs in the formal 
economy. In 2008, the gap was widest at the top-end jobs (such as at the senior and man-
agerial levels), at MYR1,774. Even in women-dominated occupations (such as services and 
clerical), men earn a higher wage for doing the same work. Notably, the gap between women’s 
earnings and that of men among the highest-paid professionals is larger than between women 
and men at the lower occupational levels. In contrast, the wage gap between men and women 
narrows as earnings increase in a number of sectors, such as crafts and services (UNDP, 2014, 
p. 196–197). The 2013 Malaysia Human Development Report stated that Malaysian women 
who work, similar to their counterparts in other parts of the world, earn only $0.42 for every 
$1 earned by men—the lowest among all ASEAN member States (UNDP, 2014). 

The relatively lower income and participation rates for women in the informal economy 
(including self-employment, part-time and home-based work) are attributed to a number of 
reasons. Importantly, the Employment Act has limited application in the informal economy, 
which leads to a situation in which informal workers are rarely engaged on certain terms and 
with little or no long-term security. Thus, they are rarely covered by the EPF or any other 
pension scheme. Another reason is that informal workers generally are in a weak bargaining 
position when negotiating their contracts. This leads to no legally enforceable sick or mater-
nity benefits, annual leave, EPF coverages, social security or overtime claims. 
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FIGURE 17: LABOUR FORCE PARTICIPATION RATE IN MALAYSIA, BY SEX, 2011–2015 (PERCENTAGE)

Source: DOS (2016b)

FIGURE 18: MEAN GAP OF SALARIES AND WAGES BETWEEN THE SEXES IN MALAYSIA, 2010–2015

Source: DOS, 2016a.

Another reform that could be undertaken is to re-introduce an annuity plan as an option for 
private sector workers, along with options for full withdrawal if their retirement savings. In 
early 2000, the EPF announced it would introduce an EPF annuity scheme, which allowed 
EPF contributors to withdraw money from their EPF accounts to purchase a single-premi-
um-deferred annuity offered by selected annuity insurance companies, which was to start 
being paid when workers turned 55 years old. The main points of the scheme were to provide 
an option for members who did not want to withdraw their EPF savings in a lump sum 
upon retirement and to provide lifetime income after retirement, which, in the case of the 
conventional EPF scheme, was not guaranteed (Kassim, 2003). 

That proposal, however, was scrapped in 2001 due to public objections, which centred on con-
cerns about the possible low rate of return, compared with the EPF dividends. This concern 
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can be mitigated by ensuring that the return is guaranteed at 2.5 per cent, at the least, which 
is current practice for the EPF scheme, and that the scheme is managed by EPF, given that it 
has a proven track record in managing funds. It is important to ensure that members can opt 
for the annuity plan because the current practice allowing full withdrawal is unsustainable, 
given that the majority of participants use up their savings within a few years. One option 
to encourage the annuity plan is to provide tax incentives for those who opt for the annuity 
plan, as is the practice in Singapore and Indian. 

Another reform to consider to ensure adequacy for retirement is to reduce the schemes that 
allow withdrawal other than for retirement purposes. As discussed earlier, contributors can 
withdraw from their accumulated savings meant for retirement for various reasons prior to 
retirement age, such as for education, health and Hajj pilgrimage. Limiting these “leakages” 
is one option to ensure that the accumulated savings pre-retirement is adequate during the 
retirement period. As a reform option, it may be considered to limit the pre-retirement with-
drawal. Savings for Hajj, for example, should be entirely managed by the existing Pilgrimage 
Fund (Tabung Haji), and savings for retirement should not be used to finance the pilgrimage. 

4.3 Ensure feasibility and financial sustainability

The reform for ensuring financial sustainability is mostly intended for the Civil Service Pen-
sion Scheme. Currently, the scheme is a non-contributory fund and is fully financed by the 
government consolidated fund (via taxation). As discussed previously, the sustainability of 
the fund is a challenge, given the increasing pension liabilities due to several factors. Among 
them are civil servants’ increasing salaries due to promotions and raises as well as the require-
ment for automatic pension adjustment when the pension amount is revised to correspond to 
any revisions of existing salary schemes in the public sector. In addition, the pension liability 
is growing due to the expanding size of the public sector, which currently accounts for about 
11 per cent of the labour force (author’s calculations, based on PSD, 2016a; DOS 2016b). 
Increasing life expectancy is also a factor because pensioners will receive a lifelong pension, 
unlike those in the private sector.

The allocation for pensions has been increasing, in both nominal terms as well as the per-
centage of operational expenditure, and will continue to increase. 

There should be a re-examination of the proposal made in 1987 to have all new staff contrib-
ute to an EPF-like scheme instead of being absorbed into the Civil Service Pension Scheme. 
This can be implemented for new entrants to the civil service. It can be a hybrid scheme that 
combines the defined contribution with the defined benefit—the premium is paid by new 
entrants, but they will also enjoy free medical subsidies like the other pensioners. Future civil 
servants must make defined contributions to the KWAP, which oversees the pension’s scheme 
for the Government and manages both the defined benefits for pensioners and the defined 
contributions by the civil service scheme. 
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4.4 Resolve the fragmentation

The pension system in Malaysia is quite fragmented, as shown in table 18. There are various 
agencies and bodies in charge of each pension scheme, which makes the overall pension 
system ineffective and a barrier to labour mobility. To address this situation, all the pension 
providers could be consolidated into one super pension fund, which would reduce a barrier 
to labour mobility. Another option is to introduce a national social protection council, similar 
to what is practised in Indonesia and the Republic of Korea, to coordinate the various pension 
schemes. Given that there are currently major differences between the various schemes, coor-
dination instead of consolidation might be the better option.

TABLE 18: AUTHORIZING ENTITIES OVERSEEING PENSION SCHEMES IN MALAYSIA

Pillars Name of programme or institution Authorizing entity

Pillar 0 Cash benefits, retirement homes, 
older persons’ day-care centres

Department of Social Welfare

Pillar 1 SOCSO Ministry of Human Resources

Pillar 2 Armed Forces Fund (LTAT) Ministry of Defence

Employees Provident Fund Ministry of Finance

Civil Service Pension scheme Public Service Department

Pillar 3 Private retirement schemes Securities Commission, Bank 
Negara Malaysia, Inland Revenue 
Board

Source: Holzmann, 2015
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5 Conclusions

Providing income security for older persons is fast becoming one of the key challenges for 
Malaysia towards being an inclusive society. This is driven by demographic changes in which 
the population is getting older. The reduced fertility rate and rising life expectancy, facilitated 
by wider access to education and improved health care, all are moving Malaysia to an ageing 
society. 

The current pension system is lacking in coverage and adequacy to prepare retirees for their 
retirement period. The pension system only covers a limited portion of the total population, 
with about 40 per cent of workers not covered by any scheme, which leaves them vulnerable 
to economic shocks and even prone to falling into poverty. This is in contrast to industri-
alized countries, such as Germany, Japan and the United States, where the pension system 
covers around 90 per cent of the labour force (OECD, 2012). While the EPF scheme is mainly 
compulsory for employees with regular employers, the contribution to the fund is voluntary 
for self-employed people or workers in the informal economy, such as petty traders. Even 
though it is a societal norm in Asian societies, including Malaysia, to provide an informal, 
family-based old-age pension support mechanism for older persons, the ongoing shift to 
small urban-centric nucleus families makes it challenging to rely on intra-family support. 

Financial independence for the majority of older persons remains a bigger challenge. Many 
retirees have little to no support in their old age, and a sizeable number of them remain 
vulnerable to poverty. The vulnerability is more prominent among women than men, with 
about one in two women participating in the labour market, compared with eight in ten men. 

Additionally, it is a monumental task to increase savings and contributions, especially for 
female workers, when three in four workers earn less than MYR3,000 per month. Half of the 
workers in 2015 earned less than MYR1,600 per month, which was about MYR700 more 
than the minimum wage. 

The diagnosis of the current Malaysia pension system points to an urgent need for reform that 
will provide the most coverage possible and will deliver adequate and affordable retirement 
benefits on a sound financial basis. 

One immediate reform proposed is to expand the coverage as wide as possible. It should 
ensure that all employees in the formal economy are fully covered and later extend to work-
ers in the informal economy. There is also a need to enhance the adequacy of the old-age 
pension, which requires changes to the labour laws and the parameters of the pension sys-
tem, especially the retirement age, the contribution rate and the benefits. While the majority 
of workers are covered via a defined contribution model, the financial sustainability of the 
defined-benefit system—the public pension fund—must be re-assessed. 
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At the same time, pension system reform in Malaysia must consider fully covering and ad-
equately providing for older persons who are poor and/or older women. A universal social 
pension system for the poor is a proposed reform that requires immediate attention. Reform 
in the labour market and changes to social policies are equally vital. Firms should be en-
couraged, via certain fiscal incentives, to hire older workers and women, as practised in the 
Republic of Korea. Policymakers might also want to consider providing incentives to reverse 
the declining fertility rate and for taking care of older persons.

Pension system reforms in Malaysia are urgently required to protect older person from fi-
nancial dependency and poverty. An agenda for an inclusive Malaysia, as espoused by the 
Eleventh Malaysia Plan and Vision 2020, is hollow and meaningless if a large and growing 
segment of the population continues to be vulnerable and poor. 
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