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 Background: The increase in life expectancy along with the demographic pattern 

moving towards ageing population especially among women has exposed women to 

face higher risk of poverty in later life. Employees Provident Fund in Malaysia is a 

defined contribution plan that provides benefits during retirement based on the amount 

saved in the fund. However, the allowance of making pre-retirement withdrawals 

during employment leads to problems in the adequacy of retirement income and this in 
turn gives impact upon the quality of life in retirement. Objective: The objectives of 

this study are to examine the impact of pre-retirement withdrawals on income during 

employment and to identify either men or women would face higher risk of poverty 
during old age. Results: The results has found that with pre-retirement withdrawals, 

women are unlikely to maintain their standard of living under the present retirement 

scheme due to low replacement rates and they face higher risk of poverty compared to 
men. Conclusion: In conclusion, the implementation of pre-retirement withdrawal 

exposed women to face higher risk of poverty in old age. Therefore, the policymaker 

should review the implementation of this policy by giving options to employees in 
Malaysia in order to balance a comfortable living during employment and after 

retirement.  
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INTRODUCTION 

 

 The ageing population has started to show in developing countries, especially countries of Southeast Asia, 

and this includes Malaysia. This phenomenon is a result due to improvements of life expectancy and changes in 

fertility rates. In Malaysia, the number of older people aged 60 and over is expected to increase from 1,398.5 

million in 2000 to 3,439.6 million in 2020 (DOS, 2000). This growing number of older population has led to 

issues concerning income in later life and the sustainability of the current pension system in Malaysia; whether 

the system will provide a sufficient value of retirement income to ensure a decent standard of living in later life. 

 Planning for retirement has become a necessity as it influences the standard of living in retirement years. In 

Malaysia, there are two types of retirement scheme; Employees Provident Fund (EPF) and Pension Scheme. 

Employees under the public sectors are given the choice to either opt for Pension Scheme or EPF. However, 

employees under private sector only rely on EPF to provide for their retirement income. 

 Apart from that, given the inconsistency between men and women’s standard of living in old age due to 

different life expectancy and patterns of employment, and also the main objective in providing a sufficient 

income in retirement, the purpose of allowing pre-retirement withdrawals policy remains a question whether it 

can provide sufficient retirement savings for retirees.  

 

Objectives and Significance of the Study: 

 Too many pre-retirement withdrawals actually divert the main objective of a retirement fund, which is to 

provide sufficient income for old age or at retirement (Asher, 2001). The employee should realize that making 

pre-retirement withdrawals not for retirement purposes can lower the balance in their retirement fund. Myopic 

savers would normally make high pre-retirement withdrawals without considering the consequences they might 

face upon reaching retiring. Thus, the objectives of this study are as follows: 

i) To examine the impact of making pre-retirement withdrawals during employment 

ii) To identify either men or women would face higher risk of poverty during old age 
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Sources of Income for Older People in Retirement: 

 Income can be defined as a certain amount of money that is received from various sources within a certain 

period (Masud and Haron, 2008). These various sources can be monthly salaries, pension funds, investments, 

children or other relatives. Income can also be used as a measure of the economic position, household welfare, 

poverty status and well-being (Weisbrod and Hansen, 1968). The higher the income, the better quality of life 

one can achieve, especially during old age.  

 The increasing number of the ageing population in Malaysia (refer to Figure 1 below) has started to 

generate concern among social institutions and Government ministers due to the need to meet older individuals’ 

growing needs. Older people usually require more attention in terms of health care and financial support. 

Reportedly, there is a strong relationship between all indicators of health and age (Grundy, 1998), where poor 

health leads to low productivity during employment and this contributes to an early retirement (Feldman, 1994; 

Cremer et al., 2004). Although this may lead to not having adequate savings in their retirement fund, this may 

not be the case for all as some elderly people have other sources of income apart from their pension during their 

old age.  

 

  
Fig. 1: Growth rates for senior citizens and total population in Malaysia, 1970-2020. 
Source: DOS (2000) 

 

 As older people are identified as a vulnerable group, the Ministry of Social Welfare has taken on the 

responsibility for providing shelter and care services to them (SWD, 2013). In a survey carried in Malaysia, 

women and the elderly were categorised as being in poverty-prone groups and these elderly people who enter 

poverty before retirement are likely to stay in this economic condition throughout their remaining years (Masud 

et al., 2006). During employment years, earnings or salaries are the major source of income for both men and 

women. However, when retired and no longer in the labour market and receiving a steady income from 

employment, older people have to rely on income from other sources, such as pension funds, investments or 

children and relatives, rents as well as interest on savings. 

 In the United States, the most common source of income for 90 per cent of men and women during 

retirement is from social security, while more than half of older people also receive income from interest on 

savings and rent (Lee and Shaw, 2003). However, frequently these sources still do not provide adequate 

retirement security for the elderly, and women are particularly disadvantaged in facing poverty in later life. In 

Malaysia, older people secure income from a various number of sources: remittances from working children, 

savings, private insurance, pension, and the state (Yaacob, 2000). Older people have to rely on a variety of 

resources if they no longer work and have no savings. Traditionally, older people were looked after by their 

family, but with the gradual transformation of the family in society due to industrialisation and urbanisation, the 

state and the society have taken on the responsibility for ensuring the elderly population is looked after  

(Subrahmanya, 2002). An analysis on the changes towards older people’s source of income by Ginn and Arber 

(1999) based on British men and women from mid 1980s to mid 1990s suggests that single women receive 

larger incomes from private pension income, whereas married women’s major source of income are likely to be 

on state benefits. An (2004) found that in Korea, the major sources of income of the elderly people were, in 

descending order: from the family (mainly from children), earnings, rental property, private pensions, state 

pensions, and other sources. 

 A study by Ofstedal et al (2004) has showed that the main source of income for older men and women in 

Asian countries comes from their children or relatives followed by either salary (from work) or pension fund. 

The main source of income for older men in Malaysia is from a pension or retirement income. This is not 

surprising since men are more likely to earn an income from work due to less disruption in their career life and 
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to have the ability to make more contributions to their retirement fund than women that are more likely to 

depend on financial and material support from adult and family members (Ofstedal et al., 2004; Masud et al., 

2006). Similarly in Thailand, Sobieszczyk et al. (2003) found that older women expect to receive financial 

support from their children and older men are more dependent on their employment income. Though for older 

Indonesian women, their main source of income comes from a salary (work) rather than from children and 

relative.  

 Another study by Masud et al. (2006) which compared and identified the sources and amount of income 

received among the elderly in Malaysia, similarly found that older women in Malaysia are highly dependent on 

financial support from their older children, whereas the main source of income of older men is employment-

related that also includes on pension. Their study also indicated that women reported a lower amount of total 

income derived from employment and investment than men. Table 1 below present a summary of the study 

findings reported by Masud et al. (2008). 

 
Table 1: Percentage of older men and women who reported receiving income from a particular source. 

 Male Female 

Employment-related income per cent per cent 

Salary 31.58 10.58 

Business profit 11.48 4.1 

Agriculture 9.73 5.4 

Pension 26.23 10.69 

Investment-related income   

Rental 4.15 3.78 

Dividends 2.3 0.86 

Annuity 0.11 0.32 

Other 2.84 2.92 

Social income   

Son 51.26 65.23 

Daughter 35.52 44.17 

Grandchildren 2.51 3.24 

Source: Masud et al. (2008) 

 

 Table 1 clearly indicates that the design and form of social security has to be amended and reformed to 

cater for the increasing number of elderly people in the population in Malaysia, especially women. Although the 

total older population is still relatively small, it is expected to increase. The pension system may not currently be 

coming under pressure as the number of older people is still at a relatively low level. However, as the number 

will continue to increase, it is important that the Government start to reform the present pension system policy 

now in order to cater for the needs of a much larger number of older people, especially women retirees. 

 

Employees Provident Fund and Pre-retirement Withdrawals: 

 Employees Provident Fund (EPF) is one of the saving vehicles for retirees in Malaysia and its mission is to 

provide the best retirement savings scheme. However, its mission and function seems to conflict where it allows 

the members to make pre-retirement withdrawals during employment, and thus this resulted in a reduced of the 

total accumulated amount in the fund upon reaching retirement age. A pre-retirement withdrawal is a 

withdrawal that is made before attaining the retirement age. It could be a withdrawal for investment, housing, 

education or health purposes or even due to early retirement.  

 The number of active members making contributions to the EPF increased from 5.71 million in 2008 to 

6.26 million members in 2011 (EPF, 2011). The number of active male and female members as of 31
st
 

December 2011 was 3,504,114 and 2,758,718, respectively. This shows that the number of registered male 

members under the EPF was larger than the number of registered female members. 

 EPF is a Defined Contribution Pension Plan and the total volume of savings in the fund is dependent on the 

amount contributed by the employees and employers, where the current contribution rates is 11 per cent of the 

employee’s salary contributed by the employee and 12 per cent by the employer. This retirement saving 

scheme’s objective is to provide social security protection for old age retirement and during unforeseen 

occurrences such as death or incapacity. Since its inception in 1951, changes have been made continuously by 

the management to further improve the fund and achieve its objective. Several recent examples include 

restructuring members’ accounts in January 2007; restructuring members’ investment accounts by introducing 

‘Basic Savings’ in 2008; and reducing members’ contribution rates from 11 per cent to 8 per cent in 2009.  

 Each member registered under the EPF has two accounts: Account One and Account Two. Account Two 

comprises 70 per cent of the total accumulation contributed to the fund whilst Account Two consists of the other 

30 per cent. A certain amount in Account One can be invested through approved external fund managers. Before 

‘Basic Savings’ were introduced, members were allowed to invest 20 per cent of their savings in Account One 

in excess of RM 50,000. However, since ‘Basic Savings’ structures were introduced in February 2008, members 

have more flexibility to make investments if they have in excess of a certain amount at a specific age. The 
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purpose of this new structure is to enable members to accumulate a minimum amount of at least RM 120,000 by 

the age of 55 years. 

 EPF has introduced this policy to achieve the objective of improving and enhancing the financial security of 

the members upon retirement. To have an accumulated amount of at least RM 120,000 in the retirement fund by 

55 years enables each member to receive approximately RM 500 every month up to 20 years. ‘Basic Savings’ is 

a Government initiative introduced in 2008 to help provide a higher level of savings in the fund in order to 

improve employees’ savings amount upon reaching retirement age. However, an income of RM500 per month 

in retirement can be categorized as living in poverty as it is below the poverty level set by the Government in 

Malaysia.  

 The key difference between the two Accounts is that Account Two allows members to make pre-retirement 

withdrawals during their employment for specific purposes, such as housing, health and education. Apart from 

its dual role to provide both retirement benefits and savings, the scheme’s allowance of pre-retirement 

withdrawals is designed to help members prepare for their retirement. Withdrawals for housing, health and 

education purposes from Account Two can be made during employment, and the full amount in this account can 

be withdrawn upon reaching the age of 50. Statistics has shown the amount of pre-retirement withdrawal is 

rather high especially for the three main purposes. The highest number of pre-retirement withdrawals in 2011 

was for housing purposes (1,343935,240 application), followed by withdrawals for education and health 

purposes (62,537 applications and 4,438 applications, respectively) (EPF, 2013). 

 It is a good initiative by the Government to allow employees to make pre-retirement withdrawals during 

employment as it helps to reduce the burden purchasing a house or due to other possible reasons. However, this 

can result in the member being exposed to the risk of not having an adequate income at retirement if the amount 

in the fund is not carefully managed. Does making this allowance could promise them at least a comfortable 

standard of living in retirement years? Or does reducing the amount employees allowed to make pre-retirement 

withdrawals have any impact on the amount accumulated?  

 Comparing with employees in Thailand and Indonesia are allowed to make withdrawals upon termination 

of employment, whereas Malaysia allows other pre-retirement withdrawals for other purposes during 

employment to be made. The employee should realise that making pre-retirement withdrawals not for retirement 

purposes can lower the balance in their retirement fund. Too many pre-retirement withdrawals actually may 

distract the main objective of a retirement fund, in providing sufficient income for old age or at retirement. 

Myopic savers make high pre-retirement withdrawals without considering the consequences they might face 

upon reaching retiring. Thus, it is important to know when would be the best time to make pre-retirement 

withdrawals from their fund, either after 5 years of employment service or later. In addition, is it possible to 

make pre-retirement withdrawals without affecting too much the total accumulated fund that will be needed to 

provide an adequate income at retirement? Finally, is it appropriate to make pre-retirement withdrawals during 

employment since such withdrawals do not help to achieve the retirement fund’s objective, which is to provide 

sufficient income at retirement and for old age? 

 Other than that, pre-retirement withdrawals also affect the accumulated savings amount upon reaching 

retirement age. Malaysia’s system allows employees to make withdrawals from their retirement fund before 

reaching retirement age due to reasons such as buying a house and medical purposes. Samad and Kari’s (2007) 

study showed that the value of a monthly payment or a monthly annuity that paid for 20 years after retiring was 

below the poverty level and did not reach the minimum replacement rate level. In addition to that, this will in 

return result to lower accumulated savings in the fund since some of the savings are withdrawn due to fulfil their 

needs during employment. In contrast, Thailand’s system only allows withdrawals upon termination of 

employment and retirement. This may be an advantage for those who are terminated from employment because 

they still have their savings to survive. However, in long term effect, this will reduce the amount in their 

retirement savings fund.  

 

Methodology: 

 Hypothetical life course model for both men and women are developed and this model allows the flexibility 

in the parameters, specifically on the pre-retirement withdrawals amount. The simulation model then generates 

the estimated accumulated retirement income by making pre-retirement withdrawals from Account Two; by 

making single and two-phase withdrawals account that was withdrawn throughout the employment. Employees 

are allowed to make different types of pre-retirement withdrawals, mainly housing, education and health 

withdrawals. Such withdrawals can be taken from Account Two of the Employees Provident Fund only. There 

is an option to make the pre-retirement withdrawals during employment and withdrawals can be made at any 

age or year of employment. In this simulation, the maximum amount that is allowed to be withdrawn during 

employment is the amount available in Account Two.  The withdrawal in this simulation was from Account 

Two, since 30 per cent from the total accumulated fund is automatically credited to Account Two.  

 The assumptions for withdrawal for the simulation was after five years of employment based on the average 

age of a woman’s marriage and birth of first child (Peng, 2002). For life course scenarios involving a single 
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withdrawal, it was assumed that the employee would withdraw 100 per cent of the amount in the EPF five years 

after they started employment. However, for two-phase withdrawals, it was assumed that the second withdrawal 

would be for the purpose of financing one’s children’s education, at the age of 18, because children graduate 

from high school at 17 and are expected to further their undergraduate studies at the age of 18. Thus, the age at 

the second withdrawal was different from that of the first withdrawal for each education level (SPM, Diploma 

and Degree); 38 years old, 43 years old and 48 years old respectively.  

 The focus of this research is on the adequacy of the retirement income for retirees in Malaysia focusing on 

the current retirement benefit scheme in Malaysia. Therefore, based on the hypothetical simulation analysis in 

this study, it is designed to evaluate the adequacy of retirement income and the outputs are evaluated based on 

Replacement Rate Level.  

 Therefore in this study, the rate used is set based by the International Labour Organisation (ILO) at 40 per 

cent of their last drawn salary in order to maintain their standard of living after retirement. Results that show 

below the standard replacement rate level would indicate that the income at retirement is insufficient.  

 

Research Findings: 

Pre-Retirement Withdrawal Single and Two-phase: 

 Several types of simulation were explored: (i) a single 30 per cent pre-retirement withdrawal; and (ii) a two-

phase withdrawal comprising a 30 per cent pre-retirement withdrawal first in phase one and then again in phase 

two. All simulations were based on EPF policy that allows members to withdraw their savings from Account 

Two before reaching the statutory retirement age for the following reasons: (i) purchasing a house; (ii) financing 

education; and (iii) paying for medical expenses as discussed earlier. Table 2 show results of the replacement 

rate level for single and two-phase pre-retirement withdrawals that were made during employment. 

 
Table 2: Replacement rates for single and two-phase pre-retirement withdrawals with full employment. 

 No withdrawal Withdraw once at 30 per cent Two phase withdrawal-both at 30 per 

cent 

Men Women Men Women Men Women 

SPM 39.94 38.02 38.72 36.86 34.13 32.49 

Diploma 37.09 35.31 35.79 34.07 30.64 29.17 

Degree 35.61 33.90 34.25 32.61 28.05 26.70 

Source: Author’s calculation 

 

 Three simulations were explored for pre-retirement withdrawals: no withdrawals; one withdrawal at 30 per 

cent and two withdrawals having both at 30 per cent. From Table 2, the results show that a woman with a 

Degree, working from 24 to 60, making a constant contribution every month and not making any withdrawal 

throughout her employment years, could be expected to receive about 33.90 per cent of her last drawn salary 

during retirement, compared to a man with 35.61 per cent. This shows that even though no pre-retirement 

withdrawals were made during her employment years, the highest replacement rate level achieved is about 36 

per cent. Similarly, women with Diploma holders also do not achieve 40 per cent of their last drawn salary even 

though no withdrawals were made throughout employment.  

 Another hypothetical simulation of 30 per cent withdrawal made once during their employment years by 

different education levels resulted a reduction of replacement rate level about one per cent to two per cent 

respectively compared to those without pre-retirement withdrawals. A further reduction for a two-phase 

withdrawal and based from the results, women with Degree tends to face the lowest replacement rate level 

compared to men, that is 26.70 per cent.  

 The simulation results has shown that the more frequent pre-retirement withdrawals were made during 

employment, the lower their replacement rate level would be upon reaching retirement. With the higher 

percentage of Malaysian employees making pre-retirement withdrawals during employment due to various 

reasons as discussed earlier, employees in Malaysia will face difficulties in sustaining their living during 

retirement. Apart from that, these results also indicates that women especially faces a higher risk of poverty 

during old age for any levels of education compared to men.  

 This result also suggests that the policy-maker should re-consider on the pre-retirement withdrawals policy 

as this would lead the employees in Malaysia to face higher risk of poverty during old age. Moreover, the 

withdrawals allowed not only due to one reason, but several other reasons, including education, medical and 

housing loans, and thus the number of times pre-retirement withdrawals were made would always be more than 

once. 

 

Conclusion: 

 The growing older population and levels of life expectancy that are projected to keep increasing are 

focusing attention on the adequacy of retirement income (Bloom et al., 2004). Furthermore, the demographic 

trend shows that women tend to live longer than men and are also reported to face a higher risk of poverty 
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during retirement (Bernasek and Shwiff, 2001). Since the lump sum amount received upon reaching retirement 

age has to be spread over more years to support their daily expenses, the amount saved in the retirement fund 

needs to be larger.  

 Outcomes for an individual’s retirement income for three different educational levels were explored, with 

the focus on pre-retirement withdrawals. The results highlighted that this issue is important and that action 

should be taken to achieve a 40 per cent of the replacement rate level in order to provide a comfortable standard 

of living during retirement, especially among women since they face a higher risk of poverty during old age.  

 These results could provide options for employees to plan for the pre-retirement withdrawals as it gives an 

impact towards the accumulated amount upon reaching retirement age. Government and policy makers should 

consider giving options to employees in order to balance between a comfortable living during employment and 

living after retirement. This includes in either increasing the retirement age or increasing the contribution rates 

by both employees and employers; whichever is preferable. If these changes are made, a comfortable standard 

of living could be attained especially for women retirees as a result of receiving a monthly retirement income of 

at least 40 per cent of their last drawn salary. 
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