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ABSTRACT

The ageing population has become a crucial concern around the world. Based on the
Department of Statistics Malaysia (2020), Malaysia is experiencing a sharp growth in
the ageing population- leading to an ageing nation. The public pension scheme is
notably inadequate due to its low replacement ratio, while employees provident fund
(EPF) exhibits lower savings of participants. This research aims to propose an Islamic
health protection retirement plan (i-HPRP) for Malaysian employees, followed by
exploring retirees' experiences, investigating the influential factors to the suggested
model's preferences, and the moderating effect of age on the hypotheses' relationship.
This research has applied sequential mixed methodology consist of qualitative and
guantitative; thematic analysis was applied for qualitative, structural equation
modelling for quantitative analysis. A total of 28 interviewees for semi-structured
interviews, six participants in focus group discussion and 498 survey data were used in
this research. The findings from qualitative analysis exhibited that most retirees were
not prepared for retirement. The proposed i-HPRP was supported by the takaful
practitioners understudy, especially on the fund contribution from two sources:
employee and employer. A total of six independent variables from life-cycle theory and
social exchange theory were adopted to investigate the relationships with the
preferences towards i-HPRP model. The quantitative findings showed the significant
role of saving behaviour, future planning and commitment to the preferences towards i-
HPRP. In contrast, perceived benefit, spending behaviour did not exhibit a significant
effect and trust showed a significant negative relationship. Meanwhile, age significantly
moderated the relationship between savings, perceived benefit, future planning,
commitment, and preferences towards i-HPRP. The findings of this research would be
significant for takaful operators and related government agencies to design an
innovative health retirement plan that may assist future retires regarding future financial
preparation and protection.
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CHAPTER ONE
INTRODUCTION

1.1 INTRODUCTION

This chapter presents an overview of this research. It consists of seven parts; the chapter
starts with an introduction, followed by this research's background, including its
importance. It clarifies the research problems in the retirement period, retirement
schemes, retirement planning behaviours, and moderating effect of age on the
retirement plan decisional behaviours in Malaysia. This chapter also presents the
research questions, research objectives and the significance of the research. Finally, this

chapter ends with a summary of the overall structure of this research.

1.2 BACKGROUND OF STUDY

The trend of demographic changes is unfolding globally through a declining fertility
rate and an increase in the ageing population (Harper & Leeson, 2008; Yakupitiyage,
2018). This trend represents fewer young employees to support a large retired
population, leading to economic and financial strain (Ezrati, 2018; Ferreira, 2016;
Nagarajan, Teixeira, & Silva, 2016; Pettinger, 2019). Thus, it leads to a gradual rise in
the dependency ratio. The young generation has to carry out the responsibilities to take
care of retirees (Diaz-Giménez & Diaz-Saavedra, 2009). Consequently, the ageing
population's growth weighs down the active workforce (Alam & Mitra, 2012; Bell &
Rutherford, 2013; Supan & Jiirges, 2012). More so, determining public pensions’
expenditure is significantly influenced by the ratio of the number of retirees and
working-age populations. With an increasing life expectancy, the demand for pension

and retirement benefits rise simultaneously (Pettinger, 2019). Followingly, this absolute



ageing population growth affects national economic growth (Albuquerque & Ferreira,
2015). Besides, an individual’s retirement benefit is growing faster than per capita GDP
in Asian emerging countries (Morgan & Long, 2019). The ageing population exhibits a
sharp growth in Asia. Figure 1.1 display the prediction of the evolution of the ageing

population around the world.

Projected aged population (60 years and above)
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Figure 1.1 Projected ageing population aged 60 years or over

Source: United Nations (2019)

Likewise, Malaysia is experiencing gradual growth in the ageing population
(AGI, 2019; World Bank, 2018; Zahid, 2019a). According to the Department of
Statistics Malaysia, the growth rate for the ageing population (60+ years old) was 10.7
% (2020) from 10.3% (2019) (Department of Statistics Malaysia, 2020). Further, the
growth of the ageing population (65+ years old) for Malaysia is projected to be 14.5%,
and the dependency ratio is 49.5 in 2040 (Department of Statistics Malaysia, 2020). To
this extent, this trend is leading to an increase in public expenditure (Bank Negara

Malaysia, 2019). For instance, pension and retirement expenditures increased nearly



tripled between 2007-2017 for Malaysia, also estimated to be tripled from 2017 to 2030
(Yeap & Alima, 2017). Notably, Malaysia's higher public expenditure led to an increase
in the national debt, approximately one trillion local currency on public finances (The
Edge Markets, 2019). Subsequently, the current retirement system is expected to affect
the public financing system in the long term (Malaysian Institute of Economic Research,
2019).

Ageing population particularly vulnerable in natural disasters, pandemic
situation, and economic recession- further suffer from chronic diseases, and lack of
mobility to access any supports including health and financial (UNDP, 2020; UNHCR,
2020). The ageing population has shown the highest risk group in health consequences
from recent COVID-19 (Yukun, Danmeng, & Ge, 2020). As a consequence, the ageing
population's growth gradually demands more healthcare services and medicines, thus
increasing the chronic diseases’ burden in Malaysia (Fitch, 2020). In these
circumstances, ageing and poor people seek public assistance for support and protection
(Gaspar, 2020), leading to higher public debt, thus reducing the national savings rate
(Jorda, Singh, & Taylor, 2020). Public health suggestions, economic considerations and
political restraints are vital aspects of national policy responses (Frieden, 2020; Sayeh
& Chami, 2020). It is noteworthy to ensure measures to protect public health and service
sectors as emerging countries' economies are affected drastically (Gaspar, 2020).
Besides, Malaysian household debt is still high compared to peer countries while bank
profitability, capitalisation and asset quality are improved (IMF, 2020a). Moreover,
private consumption will be ultimately affected, which weigh down the economic
growth in Malaysia (Huat & Alias, 2020), expected to a decline rate of 2.61% with a

significant unemployment rate in 2020 (cited from; Khalid, 2020). An effective social



protection scheme may protect household incomes, retirees’ smooth transition and
health care from a hostile crisis, and fortify pliability (IMF, 2020b; Khalid, 2020).

On the other side, the rapid changes in economic and technological endeavours
have initiated the policymakers, investors, business people, and service providers to
update, develop, and change the existing patterns of various industries, product
segmentation, design, and services. With these transformations in economic practices,
the retirement plan also moves from a ‘defined benefit’ to a ‘defined contribution’
model in both the public and private sectors (Poterba et al., 2009). A defined benefit
generally provides a distinguished outcome that follows a basic formula and that
considers the duration of employment (Alaudin et al., 2017), along with the wage
history. A defined contribution refers to the specified amount allocated to an employee’s
retirement account (Benartzi & Thaler, 2007). Developed countries have specific
retirement plans while developing countries struggle with economic growth rather than
design retirement plans (Gupta & Pradhan, 2017). Some countries follow individuals’
decisions for retirement planning; there is a system to determine the retirement plan
based on personal savings, salary, and income (Pascucci et al., 2012). Other countries
follow defined contributions and defined benefits (Gupta & Pradhan, 2017) observed
by the government (Butt et al., 2018), for example, Malaysia (Tolos, Wang, Zhang, &
Shand, 2014).

According to the Bahagian Pasca Khidmatan (Public Service Department of
Malaysia), three types of pension benefits for public servants as; service pension
(monthly payment), service gratuity (lump sum payment) and cash award in place of
leave (lump sum amount if applicable) (Jabatan Perkhidmatan Awam, 2019). the
Malaysian government provides free medical services to an ageing population (“Public

health care,” 2019). However, due to limited facilities, the waiting period for



appointments and services becomes the usual barrier to receiving such services (Quek,
2009). On the other hand, non-government employees are mandatorily engaged to the
Employee Provident fund (EPF) (Afthanorhan, Mamun, Zainol, Foziah, & Awang,
2020). Employment Provident Fund (EPF) is the fully-funded retirement scheme
designed by defined contribution for all individual employees in the private sector, a
compulsory national saving scheme (AGI, 2019; Tolos et al., 2014). The EPF covers all
private-sector employees and non-pensionable public sector employees and allows
participants to withdraw some benefits for specific segments such as education, house
loans, and health expenses (AGI, 2019; Say, 2018).

Consequently, most people prefer to have a simple and designed retirement plan
offered by employers or insurance companies (Benartzi & Thaler, 2007). Individuals
plan for retirement by evaluating the potential benefits, thus considering the financial
stability and investment approach. The cultural and communal practices drive
individuals’ views, behaviour and beliefs to retirement planning decisions (Gupta &
Pradhan, 2017). Even the growth of the ageing population is considerably smaller for
Malaysia compare to developed countries. However, it is still a concern for
policymakers to initiate an effective policy to provide a sustainable healthy life for
retirees. Regarding citizens, they are still not concerned about retirement life and
uncertain endeavours, such as retirement income (Afthanorhan et al., 2020; Jais &
Asokumar, 2020), medical assistance (Panruti, Liebig, & Duvvuru, 2015), serious
ilIness protection (Gupta & Pradhan, 2017). A design of defined contribution scheme
with several benefits such as monthly retirement income (Vlassoff & Vlassoff, 1980),
treatment, medicines and services (Chen et al., 2018; Panruti et al., 2015), emotional

(spiritual) supports (Gupta & Pradhan, 2017).



An individual started to think about managing risks as part of their
responsibilities, which rapidly inspires people to look for self-protective actions against
catastrophes (Magendans, Gutteling, & Zebel, 2017). Meanwhile, retirement planning
has been a significant concern for Malaysians since it directly affects individual well-
being and social status (Afthanorhan et al., 2020). Hence, three factors, environment,
individual, and psychology, affect employees’ behaviour toward retirement planning
(Engel, Blackwell, & Miniard, 1990). Environment refers to the culture, social
standards, others influence, and working environment; individual refers to demographic
characteristics such as age; and psychology defines an individual's inner governance
(Hassan et al., 2016). Several factors affect an individual to the preference for a
retirement product or service.

Conversely, Malaysia is a hub for implementing Islamic finance and banking in
most aspects and areas (Hossain, 2016). It has shown the rapid growth of Islamic finance
in various aspects. It maintains the leader of Islamic finance and banking globally
recognised by TRIFDI (Thomson Reuter’s Islamic Finance Development Indicator
2017) for the last five years (MIFC, 2018). More so, Malaysia recorded 85.2% of total
Asian Islamic assets under Management for the year 2017, which evidenced the growth
and the sustainability of Malaysian Islamic finance (MIFC, 2018). Figure 1.2 displays
the industry and providers of products and services under the Islamic finance umbrella.
Indeed, Malaysia has already received recognition as a role model for Islamic financial
development (Abdullah, 2019). Thus, several industries and subsidiaries are associated
with the Islamic finance industry in shaping growth and sustainability through
penetrating funds and business opportunities. The takaful sector (Islamic insurance) is

one of the pioneer sectors associating over the decades and supporting its growth. Yet,



the takaful industry could not develop businesses in areas such as micro-takaful,

medical, and retirement in Malaysia (MIFC, 2015).
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Figure 1.2 Industry and providers of Islamic financial services,

Source: (MIFC, 2018)

To sum up the above discussions, the ageing population puts pressure on
policymakers related to social welfares and retirement schemes, including retirement
benefits, health care supports, and medical expenses. To these extents, economic growth
could be affected, such a gradual increase in the ageing population due to higher public
expenditures on non-productive activities (e.g., retirement and health care), greater
demands for care and treatment relevant to deteriorating and chronic diseases, higher
dependency ratio (reduces active workforce) (Maresova, Mohelska, & Kuca, 2015;
Pettinger, 2019). However, these extents open opportunities for both the business sector
and policymakers, for instance, opportunities to offer specialized products and services

for the ageing population, scopes in care homes as business and employment, tourism,



shifting current scheme to contribution-based scheme for all (raising capital funds),
diversifying financing sources, financing health and long term care and so on (Cylus,
Roubal, Ong, & Barber, 2019; MareSova et al., 2015; Pettinger, 2019). To be concluded,
Malaysia can achieve several benefits by designing an Islamic retirement plan,
including health protection. An Islamic health retirement plan may enable to cater to all
employees from different backgrounds. Takaful sectors can be institutional or
idiosyncratically can offer such a plan. With the proper information, diversified and
significant features, effective communication and linkage with employers or/and
government, connection with employees (Gupta & Pradhan, 2017) may achieve the
scheme's sustainability. More so, an Islamic product or service is acceptable by all
religious or non-religious individuals. The next section discusses the problem statement.
Meanwhile, individuals perceive certain features embedded in the retirement plan.
Thus, several factors, like economic and psychological, influence employees to choose

a product, including a retirement plan.

1.3 PROBLEM STATEMENT

Retirement has become a crucial concern for all, including retirees, policymakers, and
working adults. Retirement is the last phase of the human lifecycle, named the golden
age. Supposedly, this phase of life should be spent with relaxation, hassle-free and
protected.

Many Malaysian could not afford retirement due to insufficient savingsin earlier
life (Habib, 2007). A study conducted by Tai and Sapuan (2018) reported that 62% of
Malaysian working adults do not have a formal retirement plan. Similarly, Haron et al.
(2019), and Sabri and Falahati (2013) stated that Malaysian were not prepared for

retirement. A report published by HSBC noted that 85% of Malaysian retirees have



