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Abstract

The paper studies the distribution and inequality of wealth among the
household per capita in Malaysia, using the 2007 Malaysia’s Household
Income Survey (HIS) data. Consistent with findings from other countries,
the distribution of wealth is more skewed than that of income. The
distribution of wealth shows that the top 10% of Malaysian households per
capita control 35% of the country’s wealth, while the bottom 40% own 8%.
The decomposition of wealth shows that the Gini coefficient for savings is
0.98, while the figure for investment assets and real estate assets are 0.90
and 0.52 respectively. It is expected that wealth inequality will widen in the
future due to several factors such as liberalization of the higher education
policy and pro-rich tax treatment.
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Introduction

Much has been written on the distribution of income and income
inequality in Malaysia (see e.g. Ragayah, 2009; Jomo, 2004; Ragayah,
2004; Ragayah, 1999; Shireen, 1998; Ishak & Ragayah, 1990; Jomo
& Ishak, 1986; Ragayah, 1978; and Ishak & Ragayah, 1978), but
little has been done on the distribution of wealth, perhaps due to
the unavailability of data. This is quite surprising considering that
Malaysia has among the highest level of income inequality in the
region, comparable to those countries in Latin America and Africa.
In 2003, the income share received by the highest income decile
(measured by Gini) was 39.2, a high concentration compared to just
22.5 for Singapore, 28.5 for Indonesia and 32.4 for Thailand (Leete,
2007). Although there is no data on household net worth in Malaysia,
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there is reason to expect more extreme concentration of wealth in
Malaysia compared to income. In all countries where household net
worth data is available, the Gini coefficient for household wealth is
always more than the Gini coefficient for household income (OECD,
2008; Davies, Sandstrom, Shorrocks, & Wolff, 2006). The income
disparity is not reflective of the net worth or economic well- being of a
household or an individual, and to rely solely on the income indicator
is misleading and erroneous.

To get a complete picture of the economic well-being of a citizen, it
is not sufficient to just look at income or earnings; a study on wealth
would be more appropriate. This study will attempt to do just that;
the main focus is the disparity gap on household ownership and
distribution of wealth, focusing on vertical' inequality rather than
horizontal inequality. The analysis will concentrate on the component
of wealth i.e. real estate holdings (land and houses) and financial
assets (savings and stocks). In most international studies on wealth,
the portfolio composition of wealth includes the same components
such as home equity, business equity, financial assets, stocks and
savings from income, although the concentration of different assets
among households varies from one country to another. Our aim
is to find out what the differences in wealth among the Malaysian
households are.

Data and Methodology

For this study, data on wealth distribution will be based on processed
secondary data, derived from the Household Income Survey (HIS)
2007 obtained from the Economic Planning Unit (EPU). The main
objective of the HIS was to collect information on the pattern of income
distribution classified by various socioeconomic characteristics in
Malaysia. The survey was carried out by the Department of Statistics to
collect information on household income and identify poverty groups.
For HIS 2007, a total of 38,083 households were covered, which was
more than 1% of the Malaysian population. This study will estimate
gross wealth based on the following components: financial assets and
real estate holdings. The methodology for deriving at the financial
assets and the real estate is as follows: the financial asset is derived
from the extrapolation of the sum of income from interest (e.g. bank
deposits, bills, bonds, loans, etc) and dividends (e.g. from ownership
of shares, unit trusts, etc).? The extrapolation of interest will give us
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‘total savings’, and dividends will give us ‘total investments’. Different
yields are assigned to both interest and dividends respectively to
get the value of the total savings and total investments. The yield
assigned to savings is 2.5%, which is the average of 12 months fixed
deposit at a rate of 3.71% and conventional bank savings rate of 1.30%
in the year 2007. The yield assigned to investments is 5.8%, which
is based on the returns from the Employee Provident Fund (EPF) in
the year 2007. The real estate asset refers to ownership of residential
property. This is derived from the imputed rent of owner occupied
house and rent from houses or other property — including both land
and house.” In order to get the value of the real estate, a gross rental
yield is assigned to the sum of rent of owner-occupied houses and
rent from houses or other property, and the property value is then
calculated as the annual rental value divided by the rental yield. The
assigned yields are as follows: 4% for urban areas and 3% for rural
areas for all the states, except for Kuala Lumpur where the assigned
yield is 5%.* The official exact figures for the yield based on property
location and types are not available. As such, the yields are derived
from alternate sources.

The analysis is based on the household per capita basis. The inequality
analysis will be done using the Gini coefficient index, the Theil index,
as well as quantile® and decile percentages measurements.

Results
Distribution

The analysis from the Household Income Survey 2007 showed that
about 15% of Malaysian households had no wealth. Although the
figure of Malaysians without wealth seems high, the percentage was
much lower when compared to the situation in the United States in
1995 where the percentage of Americans with zero wealth then was
18.5% (Wolff 1998, p. 2). However, the Americans have more financial
assets than Malaysians, as their figure for zero financial assets stood at
28.7% while in Malaysia it was 38%. The figure was higher in Korea in
1998, where 40% of its households had no savings or financial assets
(Leipziger et al., 1992, p. 40). Closer to Malaysia, it was reported that
the half of the rural and urban households in Indonesia had zero
financial wealth in 1997 (Frankenberg et al., 2003, p. 306, in Davies &
Shorrocks, 2005, p. 17).

75



IJMS 19 (1), 73-86 (2012)

The average wealth holding of a Malaysian in 2007 was RM86,659°,
while the median was RM71,534. The overall distribution of the
wealth holdings is shown in Figure 1 below. The top 10% households
controlled 35.22% of the wealth distribution, while the bottom 10%
controlled nothing. The bottom 40%, meanwhile, had just 0.15% of the
top 20%; their overall ownership of the wealth holdings equalled to
just 8.02%. The average wealth of the bottom 40% stood at RM39,334,
while the figure for the top 20% was RM124,737, translating into a
disparity of 0.31.
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Figure 1. Distribution of wealth in Malaysia in 2007.

The decomposition of wealth showed that the bulk of the wealth, or
about 96%, comprised of real estate assets, while the financial assets
contribution to the wealth holdings was quite negligible at about 4%
(Graph 1). This is consistent with the composition of wealth in other
countries, where the majority of the wealth consisted of real estate or
tangible assets, rather than liquid monetary assets. In Canada, half
of the wealth was held in terms of real estate (Matteo, 1997), in the
United States the figure was 44% (Wolff, 1998), in China it was 67%
(Gustafsson et al., 2001) and in Korea and Indonesia, the figure was
90% and 70% respectively (Leipziger, Dollar, Shorrocks & Song, 1992).
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Graph 1. Wealth decomposition by asset classes in Malaysia in 2007.

Wealth was better distributed compared to real estate assets or
financial assets, at least for the bottom 40%, but not when compared
to the income distribution (Table 1). The financial asset holdings
distribution was the worst, followed by wealth, property assets, and
income. The bottom 40% had a cumulative share of 14.5% in income,
and slightly more than half of that amount in wealth, and zero in
financial assets. The top 20% controlled nearly all of the financial
assets (95%), while the corresponding figures for wealth, property
assets and income were about half of the total holdings. What this
means is that the majority of Malaysians had very limited financial
resources in relation to their normal consumption and expenditures.
The economic insecurity is alarming as the average of the Malaysian
household wealth sufficient to sustain current expenditure in case of
income loss is 3.2 years, while for those at the bottom 40% it is 2.6
years, and the bottom 10% could not survive even one month. Unlike
most calculations that use financial wealth as measurement, we used
overall wealth because families could sell their houses if their income
fell to zero. However, if we measure using liquid assets, the average
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savings of a Malaysian household is enough to cover just 1.8 months
of monthly expenditure, while their financial assets could cover about
6 months of monthly expenditure.

Table 1

Distribution of wealth in Malaysia in 2007

Distribution of household Wealth  Financial Property Income

per capita assets assets
Top 20 52.1% 94.9% 50.9% 49.8%
Middle 40 39.9% 51% 41.7% 35.7%
Bottom 40 8.0% 0% 7.5% 14.5%

Source. HIS 2007.

The skewed distribution of wealth in Malaysia in 2007 was not as
extreme as compared to several developed countries a decade or
two ago (Table 2). For instance, the top 20% of the households in the
United States had 84% of the wealth, while the figures for Korea and
Sweden were 60% and 80% respectively. In fact, the share of wealth of
the top 20% of Malaysia was much lower than in other countries. The
distribution of wealth at the bottom 40% in Malaysia was better than
in the United States as in the latter, the bottom 40% had just 0.2% of
wealth, and 0% of financial assets (Wolff, 1998, p. 6). Using household
balance sheet and survey data, Davies, Sandstrom, Shorrocks and
Wolff, (2006) estimated the level and distribution of global household
wealth and found that the top 10% of the world households control
71% of wealth, with a net worth averaging USD 44,024 (in per capita
purchasing power).

Table 2

International Comparison on the Distribution of Wealth for Top 20%

Country Year Top 20%
Korea 1998 60
Australia 1966 54
France 1975 69
Canada 1970 74
Sweden 1975 80
United States 1995 85
Malaysia 2007 52

Source. Davies, 1979; Harrison, 1979; Kessler and Masson, 1987; Shorrocks, 1987; and
Spant, 1987; in Leipziger, et al., 1992, p- 59.
Figure 2 for Malaysia is from HIS 2007.
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Inequality

Consistent with other findings that show inequality for wealth is
higher than income, the Gini coefficient for wealth in Malaysia in 2007
was 0.5182, higher than the Gini for income which stood at 0.441. In
terms of assets, the Gini for financial asset was the highest at 0.90,
followed by real estate at 0.521. However, the wealth Gini coefficient
for Malaysia was lower compared to the Gini coefficient of global
household wealth, and much lower compared to other developed
countries in the last one or two decades (Table 3). In fact, the figure for
Malaysia was the lowest compared to the rest of the countries listed in
Table 3. Malaysia’s distribution of wealth and its inequality is not an
outlier or extreme to that of other countries.

Table 3

International Comparison on Gini Coefficient in Wealth

Country Year Gini-coefficient
World 2008 0.8
USA 1998 0.76
France 1986 0.71
Germany 1998 0.69
Canada 1984 0.69
Italy 1987 0.6
Sweden 1985 0.59
Korea 1988 0.58
Japan 1984 0.52
Malaysia 2007 0.52

Source. Davies & Shorrocks, 2000; Table 1, and Davies et al., 2008; Shapiro and Wolff,
2001, p.17.

Future Prospects

The new economic model -NEM- has set the objectives for Malaysia
to be a high-income country by 2020, with an average income per
capita of USD 15,000. Nevertheless, the NEM document seems
ambiguous, as it sometimes emphasizes market-oriented approaches,
and sometimes underplays the need for state intervention to nurture
specific industries. A more definite two-pronged state/private
sector strategy would therefore be essential. The market-oriented
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policies advocated in NEM will likely increase inequality, as it lacks
equalizing policies (e.g. minimum wage, cash transfers, employment
creation etc). The emphasis on opportunities, and not outcomes, as
stated in the NEM document, would perpetuate inequality, which
will directly make the NEM exercise a contradiction to its own stated
objectives. It is important to look at outcomes to allow for hidden
and past inequalities in opportunities. In addition, the NEM seems
less inclined to set targets for its objective, perhaps in consideration
of the problems of target-settings, but such targeting can help in
monitoring and policy reforms, like the United Nations” Millennium
Development Goals (MDGs). It is helpful to consider the national
target for poverty, inequalities and the bottom 40%.

Apart from the NEM, several other factors would widen the wealth
gap, namely the tax structure, the jump of asset prices, and changes in
education policy. The tax structure in Malaysia favours the rich more
than the poor, and is contributing to the widening wealth gap. In
property assets, previously, the real property gains tax is progressive
from zero to 30%, depending on the holding period of the property,
but this tax was put on hold from 1 April 2007. Effective 1 Jan 2010,
the real property gains tax is 5% irrespective of the property disposal
year. In addition, an exemption to the real property gains tax is given
to the sale of a residential property for the first time and transfer of
properties among family members. As inheritance play a major role
in perpetuating inequality and asset accumulation, the exemption on
the transfer of properties inter-generational, regardless of the property
value, would increase the gap of inequality between the rich and the
poor. In addition, monies received as death gratuity is also 100% fully
exempted from income tax. Basically, the current tax structure would
mean that an average salary earner who has an income of RM100,000
will have a marginal maximum tax rate at 26% (at the same rate as
those who earned RM1 million or RM 10 million), the rich person
who has a property gain of RM100,000 is taxed at 5%, while the
capital gain tax from financial investment interest of the same amount
will not be taxed at all. The structure and evolution of taxation in
Malaysia is therefore threatening the distribution of wealth, where
the trend appears to be helping in widening the disparity between
the rich and the poor. The poor or middle class Malaysians, who have
limited sources of income from financial assets or real estate assets
have to pay higher tax compared to the rich, whose income mostly
come from non-labour sources. The poor and the middle class seem
to be taxed much more heavily than the rich, as their interest income
and dividend are not taxed.
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The sharp rise in housing prices, as well as other assets, over the last
few years in Malaysia can only exacerbate the wide gap between the
rich and the poor. We have shown that real estate contributed the most
in the wealth composition compared to other asset classes, and thus
the ownership of real estate, especially a house, played a major role in
wealth holdings. The property value in Malaysia has been increasing
beyond the affordability of the average Malaysian wage earners. An
average terraced house that sold for RM75,000 in 1988 is now valued
around RM191,000 — an increase of 155% over two decades (Ministry
of Finance, 2009). The prices are much higher in main towns and
urban areas such as in Kuala Lumpur, Johor Baharu and Georgetown,
Penang. In comparison, the latest figure shows that the wage trends in
Malaysia indicated a mere 2.6% growth annually for the past 10 years,
while inflation grew at much higher rate during the same period.
The housing price is becoming more and more beyond the means
of average Malaysians, especially for those living in the urban areas.
A study prepared by the Urban Development Authority found that
even the cheapest Malaysian public low-cost housing unit is beyond
the means of at least 80% of the lower income group of the urban
population (Lim, 2001). The high property prices and increasing cost
of living, compounded with lower income growth rate would impede
the ability of the poor, especially the urbanites, to purchase and own
houses or property asset.

Another factor that will widen the wealth distribution is the changes
in education policy, namely in the liberalization of higher education.
According to a report by the Ministry of Higher Education, as
published in the 10" Malaysian Plan (2010), some 50% of public
funds for higher education will be disbursed based on the needs of
the government by 2015, and 25% of all public university places will
be fee-paying seats. Currently, the government subsidizes all seats
in public institutions of higher learning at the rate of 90%. Students
only have to pay a relatively smaller fee for critical courses compared
to those in private institutions. This is made possible because the
government subsidized nearly RMS8.5 billion a year in order to
maintain these low tuition fees. However, it is predicted that by 2020
as many as 90% of higher education students will have to go through
a private institution to obtain their degrees. The implications of the
changes in the education policy will affect the poor the most. As about
60% of Malaysians have zero financial assets, the financial constraints
are making it harder for these parents to finance the education of
their children. In addition, the meritocracy system is penalizing the
rural and poor students as they lack better schools, infrastructure
and teachers while the urban students have the better facilities and
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infrastructures. The poor students who are discriminated in the
admission process have limited opportunity in gaining admission
compared to the relatively well-equipped rich urban students. Unlike
the rich students who could afford to enrol in private institutions, the
poor have nowhere to go as the higher cost of tertiary education in
private colleges or universities is a serious obstacle. The result will
be the share of the poor acquiring higher education will probably
decrease relative to the rich. The trend will be getting worse, as the
10" Malaysian Plan indicated that the Malaysian government does
not plan to build anymore public universities, while the private sector
will not be prevented from expanding or setting up private higher
education institutions.

Conclusion

Many approaches are potentially viable when considering ways to
improve asset or wealth accumulations, especially for households
that have constraints in starting to generate wealth. These may
range from regional development strategies to reduce the effects
of race and class segregation, job trainings to increase income from
earnings, boosting employment, and incentives to assist families in
building wealth through asset accumulation. In Malaysia, several
policies could be implemented in order to reduce the disparity gap
between ethnicity and between income classes. Several ideas have
been proposed. Ragayah (2009) proposed more focus on education,
mainly in assistance and conducive eco-system for students from
the rural areas, increase the income of the poor and of the bottom
households, re-stressing on rural developments, more involvement
from the government, restructure taxation, and caring society. The
Malaysia National Economic Advisory Council (NEAC), in their
New Economic Model (NEM) report issued in 2010, suggested that
the government should widen the social safety net and restructure
the affirmative action from ethnic-based to need-based for the bottom
40% of households (National Economic Advisory Council, 2010).
CMI (2005) suggested, among others, reform in basic schooling,
introducing child grant, upgrading productivity in agriculture
sector, and anti-discrimination policies in order to reduce the
economic disparity. Other proposals included the need to promote
asset acquisitions among those at the bottom of the social structure
who have been locked out of the wealth accumulation process. The
focus is on facilitating savings and the accumulation of assets for low
income families and the poor who usually fall outside of traditional
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asset building opportunities. Additionally, the massive concentration
of wealth that is held by the richest Malaysians must be addressed.
Without redistributing the wealth, the creation of just and harmonious
society will never be achieved.

Inaction in addressing the wealth gap is a recipe for disaster. Correct
and immediate policy changes are required to address this unjust
imbalance, as not only that it is unfair and detrimental to economic
growth and well-being, but also will create divisions and strain
relations amongst the people, and could tear the country apart.
Unless bold and drastic actions are taken soon, a harmonious future
for Malaysia is uncertain. There must be an urgency to give every
Malaysian economic security, for better and sustainable futures that
are essential for a stable, harmonious and a prosperous society.

End Notes

L Horizontal inequality is the inequality between groups - such as
citizenship, race, ethnicity, religion, gender, region, and others.
Vertical inequality refers to inequality between individuals or
households with respect to income, consumption and asset.
Vertical inequality can be decomposed into two elements:
between group inequality and within group inequality.

2 In HIS, the interest and dividend income is coded as INCS 33
and INCS 34 respectively.

5 The code from HIS 2007 from imputed rent from owner-
occupied house and rent from other houses and property are
incs22 and incs23 respectively. Incs23 includes both land and
house, but since we cannot isolate them, the sum of incs22
and incs23 is referred to as real estate. Otherwise, it could be
labelled as house and land separately.

& The figures for the yields are from author conversations and
email correspondences with several Malaysian property
developers and reputable real estate agents. The exact yields
are not available from official reports.

> Quantiles are a set of ‘cut points’ that divide a sample of
data into groups containing equal numbers of observations.
Examples of quantiles include quintile (five groups), quartile
(four groups) and percentile (one hundred groups).

6 RM 1 =0.25€
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