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ABSTRACT

Debt is beneficiary to individuals and households when their consumption can be
extended with credit. However, the benefits gained from availability of credit have
negative implications, and research on indebtedness has become a focus of many
scholars from different fields of study. Nevertheless, most of the research limit their
analysis within the scope of economics. In addition, the multi-aspect implications of
debt have never been investigated for a single group of individuals. Therefore, this
research sought to explore the implications of household debt on individuals’ social and
economic well-being by using 407 sample data collected from the urban households in
Klang Valley, Malaysia. Several regression models were applied to investigate the
impact of household debt on individual’s wellbeing from various aspectS such as
economic, psychological, physical health and family relationships. The principle
finding was that the impact of household debt extended beyond the economic aspect to
all the other three dimensions as well. However, the analysis shows that there are
differences with regard to the extent of the impact across the four aspects. The highest
impact is on the psychological wellbeing, compared to other dimensions of wellbeing.
Furthermore, the research also found there is a clear difference between the effect of the
type of household debt on the social and economic wellbeing. Unsecured debts have
more severe impact on individual’s wellbeing compared to secured debts in all aspects
considered in this study. Therefore, although an individual’s overall household debt
may not indicate a strong impact on certain aspects of wellbeing, however, the evidence
on the impact of unsecured debt tend to be more obvious. This study also found no
evidence that shows the impact of household debt differing across ethnic groups in
Malaysia.



Cx’u‘\uzi;u

BLEYL 0LtV e sSSlgaal 3,30 s o 3135 A e 337l sl Of gl e
aloza) gl d bl BV BT W8y e OLaNI e Jseml) asall wigd)
Lot BYLL (3 apalasV) bl calig b b ¢Sy (N Caliz o slalall
Coadl 1hs C2iSaay tades ciianll LY Ogs L Vg (0l sl 3,087 6
407 o s D e 53l o3l L;cu:o,-’ﬁ\ o3l e diall JEANEUIVER v
2B Al 23U sae cadiialy bl (Ogul (@3l @ Rl o) e dS L B
) eally ieddl Bl olasVl tes e U oy e 0gul Gl
Sl e s aezaall 2 0 b OF s ) eV 015 iy Y1 Sl
@ Ml rgan gl ) Golses V) s degaz o Solanl) L2V fé V)
b e B A elary LYl ML WY1 (sgres iz ¢Sy il o)
Ual jehiy «o Y mlL B5lhe andd) WA o 1302 8T azall 23 0
LI Slgias il e ddaall 21 0 sl il 50 G Bsly B
Oyaahl ol Cilgr mae B)lie 5,31 03y e 5T 3T G lie a) Y OF e o
oSy b ) Cilex yam e 1S ST adlayl LW 0gl 0O Y K, e s
e OF LSOl V1 o S (3 gy ST 05T Bganall 6 Oguall [T e aoY)

BV O b Gl a2 O 8B OF e s G ag | e



APPROVAL PAGE

The dissertation of Cai Yunchao has been approved by the following:

Ruzita Bt. Mohd Amin
Supervisor

Selamah Bt. Abdullah Yusof
Co-Supervisor

Mohd. Nahar Bin Mohd Arshad
Co-Supervisor

Muhammad Irwan Bin Ariffin
Internal Examiner

Mohamad Fazli Bin Sabri
External Examiner

Shamzaeffa Bt. Samsuddin
External Examiner

El Fatih Abdullahi Abdelsalam
Chairman



DECLARATION

| hereby declare that this dissertation is the result of my own investigations, except
where otherwise stated. | also declare that it has not been previously or concurrently

submitted as a whole for any other degrees at IITUM or other institutions.

Cai Yunchao

SIGNALUIE ..o Date ..o



INTERNATIONAL ISLAMIC UNIVERSITY MALAYSIA

DECLARATION OF COPYRIGHT AND AFFIRMATION OF
FAIR USE OF UNPUBLISHED RESEARCH

THE SOCIOECONOMIC EFECT OF HOUSEHOLD DEBT ON URBAN
INDIVIDUAL WELL-BEING IN KLANG VALLEY

| declare that the copyright holders of this dissertation are jointly owned by the
student and IHUM.

Copyright © 2019 Cai Yunchao and International Islamic University Malaysia. All rights reserved.

No part of this unpublished research may be reproduced, stored in a retrieval system,
or transmitted, in any form or by any means, electronic, mechanical, photocopying,
recording or otherwise without prior written permission of the copyright holder
except as provided below

1. Any material contained in or derived from this unpublished research
may be used by others in their writing with due acknowledgement.

2. 1IUM or its library will have the right to make and transmit copies (print
or electronic) for institutional and academic purposes.

3. The IHUM library will have the right to make, store in a retrieved system
and supply copies of this unpublished research if requested by other
universities and research libraries.

By signing this form, | acknowledged that | have read and understand the [TUM
Intellectual Property Right and Commercialization policy.

Affirmed by Cai Yunchao

Signature Date

Vi




ACKNOWLEDGEMENTS

In the Name of Allah, the Most Gracious, the Most Merciful

For the accomplishment of this work first of all | thank Allah, the Almighty who gave
me health, courage, strength and endurance to work hard with dedication and will.

Getting to this point would have been impossible were it not for the tremendous
support | have received from a number of people. | wish to express my gratitude to my
main supervisor, Prof. Dr. Ruzita Bt Mohd Amin, and my co-supervisor Prof. Dr.
Selamah Abdullah Yusof and Assoc. Prof. Mohd Nahar Mohd Arshad, for their
invaluable suggestions, advice, guidance, inspiration, insightful comments and precious
time during the whole journey of study. My appreciation also goes to Prof. Dr. Mansor
Hj lbrahim for his advice and comment on my work. Moreover, | would like to thank
them jointly for bring me to this point, from where | will work harder. Their influence
on me goes beyond the contents of this dissertation.

My appreciation is also extended to Prof. Dr. Mohamed Aslam Haneef and Prof.
Dr. Rokia Alavi, for their care and support. 1 would also like to take this opportunity to
thank the Department of Economics for offering me to teach as a part time lecturer
which enriched my teaching experience. |1 would also like to thank Department of
Dconomics as whole for the long-time academic advising. | would like to express my
gratitude to all the academic and administrative staff in the Kulliyyah of Economics and
Management Science for their help and assistance in many ways,

Finally, and most importantly, | have the most pleasure in thanking my family.
This thesis would not have been possible without their continuous love, support, and
endless faith they had in me. | would especially like to thank my mother and father for
their countless dua and trust in me. | would like to also thank my father-in-law and
mother-in-law for their continuous moral support and encouragement. | would also like
to thank my brothers and sister for their understanding and patience. Lastly, but not
least, special thanks to my wife, the patient, dedicated and comprehensive love of my
life, who gave me the support a man must has in order not to give up, to my son and
daughter, the most precious gift that life has ever given to me.

vii



TABLE OF CONTENTS

N o111 = Tod SRR I
ADSTFACT IN ATADIC ... s i
APPIOVAI PAGE ... 1\
DECIATALION ..ottt bbb %
COPYIIGNT PAGE.....eeeeiee s Vi
ACKNOWIEAGEMENTS ...t enes vii
LISt OF TADIES .o xi
S o T [0TSR Xii
CHAPTER ONE: INTRODUCTION ....ccoiiiiiiiiiiieiseeie e 1
1.1 Background Of the StUAY ..........cceoeieieiiiiiiee e 1
1.2 Problem StatemMeNt...........cooiiiiieieiee e 4
1.3 The Objective of the StUdY .........ccovererii 7
1.4 RESEAICN SCOPE....cvieiiiiieitieiestee st te et e ettt reeae et steeneeanaenreas 7
1.5 Significance of the StUY ..........coiieiiiii s 8
1.6 Limitations of the StUAY .........cccooveiiiii e 9
CHAPTER TWO: LITERATURE REVIEW.........cccooviiiieienene e, 11
220 A 1 0 To 1 od £ o o 1SS 11
2.2 Household Debt and Its Situation in Malaysia...........c.ccccceeveiveieenenne. 11
2.2.1 Definition of Household Debt...........cccoocveiivieiiieneeceee e 11
2.2.2 Household Debts in Malaysia ............ccccovevveiieiecie i, 13
2.3 Household Debt and Its Implications on Well-Being...........cc.ccoovvvennene. 17
2.3.1 Household Debt and Its Relationship with Variables from
ECONOMIC ASPECT......eiiiieieieere s 17
2.3.1.1 Household Debts and Consumptions............ccccceeeevvenenne. 18
2.3.1.2 Household Debts and WOrk..........ccccoevvvenieeiniin e 22
2.3.1.3 Household Debts and Financial Wellness.............cc.c........ 25

2.3.1.4 Household Debts and Arrear, Default and Bankruptcy....27
2.3.2 Household Debts and Its Relationship with Variables from

PSychological ASPECL..........cccoiiiiiiiieieeee s 29
2.3.2.1 Household Debts and Mental Health..............ccccceveennenne 30
2.3.2.2 Household Debts and Common Mental Disorder............. 33
2.3.2.3 Household Debts and Depression..........cccevveveveeivecnenne, 35
2.3.2.4 Household Debts and AXIELY ........ccccerereieneninieninieeenns 38
2.3.2.5 Household Debts and Self-harm, Suicide ldeation and
SUICTR .o 39
2.3.3 Household Debts and Its Relationship with Variables from
Physical Health ..o 41
2.3.4 Household Debts and Its Relationship with Family
RelationSNIPS ..o 42
2.3.5 More Complex Relationships between Housheold Debt and
Wellbeing Variables ..., 45
2.3.6 Summary of Literatures and Variables for Research ................... 47

viii



2.4 Conceptual Model of Household Debts Influences Wellbeing .............. 49

2.5 Summary of Literature REVIEW .........ccccovieieiiniiecee e 54
CHAPTER THREE: RESEARCH METHODOLOGY .....ccccceevviviiiieieienen, 57
3.1 RESEArCh DESION ...ccvvevveieceecsieee et 57
3L L POPUIALION ..o 57
3.1.2 SampPling DESIGN .....c.ooiieiieieceee e 59
3.1.3.SaAMPIE SIZE...c.eiiiee 60
3.1.4 Data Collection and SCreening.........ccccevveverieeneeresieesesreeseesnens 61
3.2 Measurement of The Variables...........ccccoovviiiiiii 63
3.2.1 Variables from ECONOMIC ASPECL ........cccveveerieiiieieieere e, 65
3.2.1.1 Consumption Depreviation...........cccceoereieneneniesieeiennens 65
3.2.1.2 Financial WellNess.........ccccoovviiininienenese e 67
3.2.1.3 WOrk ProducCtiVity .........ccccoourerinieienene s 68
3.2.2 Variables from Psychological ASPeCt.........ccccecveveviiervevieseennn, 69
3.2.2.1 DEPIESSION ...ttt 69
3.2.2.2 SIIESS...eeeeeetee ettt 69
3.2. 2.3 ANXIELY ..t e 70
3.2.3 Variables from Physical Health ...............ccccooeviiiiiiiceee, 71
3.2.3.1 Health Status.......ccccveivereiieieee e 71
3.2.3.2 SmoKing BEhaviour ...........cccccveviiieiieie e, 71
3.2.3.3 Alcohol Drinking Behaviour ...........ccccoooviininiiinincne, 72
3.2.4 Variables from Family Relationships .........ccccocveveviiiiiiciienen, 72
3.2.4.1 Marriage Satisfaction..........ccccevvevieierenc i 72
3.2.4.2 Parent-Child Relationship..........ccccccevvveviiiiciiececc e, 73
3.2.5 HOUuSENOId DEDLS .....ceveeveiieeceee e 74
3.2.5.1 Measurement of Household Debt in Questionnaire ......... 75
3.2.5.2 Transform Measurement in Questionnaire to
Household Debt Variables...........cccoooeveiiieniiiiniicen, 76
3.2.6 Demographic CharaCteristiCs ...........cuvveveieieneieseseseeeeeeens 77
3.3 StAtiStICS ANAIYSIS.....ccuiiiiiiieiteee e 79
3.3.1 Methods Applied for Objective ONe.........cceceevvereiieereee e, 79
3.3.2 Methods Applied for Objective TWO .......ccccccvevveieiievecie e, 81
3.3.3 Methods Applied for Objective Three .......cccccevvvieiiverrseennnn, 83
34 CONCIUSION ..ttt 84
CHAPTER FOUR: RESULT ..ottt 85
4.1 Characteristics of the Sample ... 85
4.1.1 Characteristics of the DemographicC...........cccoeeveriiiiiniiniicieen, 85
4.1.2 Characteristics of the Household Debt...........cccocoviiiiinininnnn, 89
4.2 Socioeconomic Impact of Household Debt on Invidual Well-being......92
4.2.1 Characteristic and Impact on Variables from Economic
ASPECT .. 92
4.2.1.1 Characteristic of consumption deprivation, financial
wellness, and Work productivity ............ccoevveverininnnennen, 92
4.2.1.2 Impact of household debt to variables from economic
ASPECT s 95
4.2.2 Characteristics and Impact on Variables from Psychological
ASPECT .. s 101



4.2.2.1 Characteristic of Depression, Anxiety, and Stress ........... 101
4.2.2.2 Impact of household debt to variables from
psychological aspect .........cccecveveiievicieseee e 102
4.2.3 Characteristic and Impact on Variables from Physical Health ....106
4.2.3.1 Characteristic of health status, smoking behaviour, and
alcohol drinking behaviour ... 106
4.2.3.2 Impact of household debt to physiological wellbeing ...107
4.2.4 Characteristic and Impact on Variables from Family

RelatioNSNIPS ...veeviiie e 110
4.2.4.1 Characteristic of marriage satisfaction and child
FRIATION .o 110
4.2.4.2 Impact of household debt on variables from family
relationShips .....c.ooveeiece e 112
4.4 Overview of Overall RESUILS ........cooveviiiiiieece s 115

4.4.1 Objective One: The Impact of Household Debt on Variables
from Economic Aspect, Psychological Aspect, Physical
Health and Family Relationships .........ccccocvveiiievi i, 115
4.4.2 Objective Two: The Impact Between Different Type of
Household Debt with Economic Wellbeing, Psychological
Wellbeing, Physiological Wellbeing and Family Relationships..118
4.4.3 Objective Three: The Impact of Household Debt on Variables
Economic Aspect, Psychological Aspect, Physical Health and
Family Relationships Differs between Different Ethnic

GIOUPS oottt 119

4.5 CONCIUSION ...ttt 120
CHAPTER FIVE: SUMMARY, RECOMMENDATIONS, AND FUTURE
RESEARCH. ... 122

5.1 Summary of The FINAINGS ....ccoviiiiiciceceee e 122

5.2 RECOMMENAALIONS. ......eeivieieieieeiiesieeie et se et see e sreenee e sreeeeanes 125

5.3 Suggestion for Future ReSEarches ..........cccovveveivieiieie e 130
BIBLIOGRAPHY ..ottt 133
APPEND DX A o 150
APPENDIX B ..ottt ettt 157



LIST OF TABLES

Table 2.1 Summary of literatures and variables for research

Table 3.1 Variables employed for the analysis

Table 3.2 Measurement of demographics

Table 3.3 Analytical methods for objective one

Table 4.1 Demographic of respondents (N=407)

Table 4.2 Characteristic of household debt from sample (N=407)

Table 4.3 Characteristic of different type of household debt

Table 4.4 Summary of Consumption Deprivation

Table 4.5 Summary of Financial Wellness

Table 4.6 Summary of Work Productivity

Table 4.7 Impact of household debt on variables from economic aspect
Table 4.8 Impact of different type debt on variables from economic aspect
Table 4.9 Summary of Depression, Anxiety and Stress

Table 4.10 Impact of household debt on variables from psychological aspect

Table 4.11 Impact of different type of debt on variables from psychological
aspect

Table 4.12 Summary of Health Status, Smoking and Alcoholic Drinking
Table 4.13 Impact of household debt on variables from physical health
Table 4.14 Impact of different type of debt on variables from physical health
Table 4.15 Summary of Marriage Satisfaction

Table 4.16 Summary of Child Relationship

Table 4.17 Impact of household debt on family relationships

Table 4.18 Impact of differeent types of household debt on family relationships

Xi

48

63

78

80

87

90

91

93

94

95

97

99

102

103

106

107

108

110

111

112

113

114



Table 4.19 Summary of household debt to socioeconomic variables 116
Table 4.20 Summary of impact of different type of household debt 117

Table 4.21 Summary of socioeconomic variables with household debt by ethnic
groups 120

xii



LIST OF FIGURES

Figure 1.1 Household debt growth and Debt-to-GDP ratio in Malaysia (2005
—2018)

Figure 2.1 Household Debt-to-Income Ratio in Malaysia between 2004-2018

Figure 2.2 Annual growth of household debts contributed by components
between 2014-2018

Figure 2.3 Household Profile of Borrowing in Malaysia in 2017

Figure 2.4 Household Debt by Monthly Income Group between 2014-2018

Figure 2.5 Conceptual model linking household debt to variables from
different aspect of wellbeing

Figure 3.1 Klang Valley Malaysia

Xiii

14
15

16

50

57



CHAPTER ONE

INTRODUCTION

1.1 BACKGROUND OF THE STUDY

The growth of global debt has been a common phenomenon over the past few decades.
Household debt as part of global debt has increased tremendously in many developed
countries and was the cause of the financial crisis in 2008 (Lombardi, Mohanty and
Shim, 2017). Malaysia as a fast-growing developing economy experienced the same
trend as many other developed countries. Aggregate household debt in Malaysia grew
rapidly at an average of 11.7 percent per annum for the decade from 2005 to 2014
(Figure 1.1). The fast-increasing rate of household debt compared to GDP has led to
the household debt-to-GDP ratio reaching a historic high of 89.1 percent in 2015.
Compared to other countries like South Korea (97.5%, 2017%) and Thailand (78.6%,
20182), Malaysia’s household debt-to-GDP ratio remains one of the highest among
Asian countries.

As the benefit of a loan, the ability to borrow enables households to expand their
purchasing ability and increase their utility. Whereas, once the loan has been borrowed,
the credit obtained will turn from a financial resource into a financial burden for the
households, as a form of debt. The increase in utility through higher current credit
consumption may not prevail indefinitely as portions of future incomes will need to be
allocated for debt repayments. Subsequently, the continued build-up of indebtedness

may expose debtors to greater financial vulnerability (Lindner, 2013; Yusof, Rokis &

1 Source: FRED, Federal Reserve Economic Data
2 Source: Bank of Thailand (central bank)



Jusoh, 2015) and financial risks (Boheim & Taylor, 2000; Gross & Souleles, 2002;
Whitley, Windram & Cox, 2004; May & Tudela, 2005). An indebted household may
become more vulnerable when there are external shocks such as an increase in interest
rate, reduction in housing prices, reduction in income, and domestic recession. More
severely, the micro-level indebtedness may also amplify to the macro level by

generating the risk of general financial instability (Mian, Sufi & Verner, 2017).
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Source: Bank Negara Malaysia Financial Stability and Payment System Report various years

Figure 1.1 Household debt growth and Debt-to-GDP ratio in Malaysia (2005-2018)

Apart from the financial pressure caused by a household’s indebtedness,
scholars from different fields of study have found that the effect of household debt
extends to economic and psychological wellbeing, physical health, and family
relationship. Research on household wellbeing has found that household debt is not
only a source of financial stress (Worthington, 2006) but also negatively impacts
financial wellness (Plagnol, 2011; Xiao & Yao, 2014), deprives consumption (Bunn &
Rostom, 2014; Kukk, 2016), and impacts work productivity (Kim & Garman, 2004;

Kim, Sorhaindo & Garman, 2006). Household consumption pattern may also be



impacted as debtors compared to non-debtors tend to spend more money on luxury
commaodities (Fan, 2000).

Beyond economists, psychologists have also paid close attention to the impact
of household debt. Psychological studies have found that indebtedness is associated
with different psychological problems such as depression (Bridges & Disney, 2010),
anxiety (Drentea & Reynolds, 2012), mental disorder (Meltzer et al., 2012), compulsive
buying (Koran et al., 2006), psychotic disorder (Jenkins et al., 2008), and others (e.g.,
Chen etal., 2006, 2007; Kidger et al., 2011; Meltzer et al., 2011). Psychological studies
into the relationship between household debt and health and health-related behaviour
also suggest that higher household debt raises the risk of poor health, specifically poorer
general health (Lee, Lown & Sharpe, 2007); obesity and alcohol drinking (Webley &
Nyhus, 2001), back pain (Ochsmann et al., 2009), smoking (Drentea & Lavrakas, 2000),
and drug dependency (Jenkins et al., 2008; Meltzer et al., 2012). Household debt has
also been associated with aspects of family relationship such as declining marital
satisfaction (Dew, 2008), likelihood of divorce (Dew, 2011b), poorer child relation
(Conger et al., 1992, 1993), and marital conflict (Dew, 2007).

Despite the increasing level of household debt in Malaysia, studies so far have
focused less on the impact of household debt on Malaysian households. Previous
studies have mostly covered the causes rather than the consequences of debt to
Malaysian households. Studies on the impact of household debt in Malaysia have been
limited only to issues related to bankruptcy (Nazni et al., 2012; Hilmy, Mohd Z. &
Fahami, 2013), vulnerability (Yusof, Rokis & Jusoh, 2015), and financial wellness
(Delafrooz & Paim, 2013). Studies on the implications of household debt on various

dimensions of wellbeing are scarce.



1.2 PROBLEM STATEMENT

As discussed above, the impact of household debt has been examined in literature from
four dimensions of wellbeing. Household debt affects variables from the economic,
psychological, physical health and health-related behaviour, and family relationship
dimensions. Studies on a dimension of wellbeing provide evidence of the impact of
household debt on variables in that dimension only. However, studies examining the
effect of household debt across different dimensions are limited and the impact of debt
beyond the economic dimension rarely concerns economic studies. Particularly, there
has been no economic studies examining the effect of household debt on variables from
all the four dimensions of wellbeing.

Findings of studies in each dimension confirm the impact of debt on the
respective dimensions of wellbeing. However, it is difficult to draw a general
conclusion of the impact of debt on an indebted individual in all four dimensions of
wellbeing. This is because different studies have examined the impact of household
debt using different sets of respondents; the debt measurement and sample focus vary
between studies. Studies have examined respondents having debt problem (Brown,
Taylor & Wheatley Price, 2005; Bridges & Disney, 2010; Gathergood, 2012b), based
on debt status (Drentea & Reynolds, 2012; Meltzer et al., 2012), with foreclosure
experience (Cannuscio; Carolyn C. et al., 2012), and with recession experience (Bunn
& Rostom, 2014; Kukk, 2017). Therefore, it is necessary to examine the effect of
household debt on variables in the four dimensions of wellbeing using one set of
respondents to provide evidence of the effect of household debt on individual wellbeing
in all four dimensions. This extends the study of the impact of debt beyond the

economic dimension to psychological, physical health and health-related behaviour,



and family relationship dimensions; and provides a more comprehensive review of the
economic impacts of debt.

Remarkably, Malaysia as an emerging country has experienced rapid growth in
household debt in the past two decades. The Bank Negara Malaysia®> (BNM) believes
that the high level of household indebtedness may not fall but to endure in the following
years due to the long average maturity of borrowing for housing, transportation, and
rapid urbanization (Bank Negara Malaysia, 2017). The BNM anticipates the situation
for the lower-income group (60% residing in urban areas) and urban borrowers who are
subject to higher living expenses (Bank Negara Malaysia, 2018) will not at ease. The
impact of household debt on the wellbeing of urban households, which goes beyond
economic wellbeing, should not be neglected. Warnings given by psychologists on the
causal relationship between household debt with psychological and physical health
problems (Skapinakis et al., 2006; Gathergood, 2012a; Maya Clayton; Jose Linares-
Zegarra; & John O.S., 2014) suggest that psychological health problems may act as a
“triggering event” to further amplify household financial burden and lead to arrears,
default, and bankruptcy (Béheim & Taylor, 2000; Bertrand et al., 2005; Cairns & Pryce,
2008). These raise the importance of examining the implications of household debt
before the severe consequences of default and bankruptcy affect urban households in
Malaysia. Knowledge of the effect of household debt during debt repayment may help
Malaysian policymakers in formulating and implementing policies and strategies to
tackle this risk before it causes more serious impact. Thus, in order to examine the effect
of household debt on Malaysian urban households, this study uses sample data from

households in the most urban area in Malaysia, the Klang Valley, to analyse the effect

3 Central bank of Malaysia



of household debt on variables from the economic, psychological, physical health and
family relationship dimensions.

Moreover, it is common that, like in other countries, Malaysian households also
engage in various types of debt such as mortgage, credit card debt, motor vehicle loan,
personal loan, and others. Different types of debt have different interest or payment
terms, and different legal consequences for default. This leads to specific types of debt
having different impacts (Fitch et al., 2011). Studies, especially in psychology, have
found different impacts on wellbeing of different types of household debt (Drentea &
Lavrakas, 2000; Brown et al., 2005; Norvilitis et al., 2006; Berger, Collins & Cuesta,
2013; Richardson, Elliott & Roberts, 2013). This, in turn, raises the question of whether
different types of debt have different implications on wellbeing in the context of
Malaysia. Therefore, this study also examines, from the four dimensions of wellbeing,
the implications of household debt by specifying different types of debt.

Lastly, Malaysia has a multiracial population. Among the major ethnic groups
in Malaysia, the Malay, Chinese, and Indian peoples are different in terms of culture,
religion, and language. Different ethnic groups have been found to have different risk-
bearing capacities (Yusof, Rokis & Jusoh, 2015). Moreover, literature has shown that
financial behaviour tends to vary among different ethnic groups (Spencer & Fan, 2002;
Yilmazer & DeVaney, 2005). Therefore, an assessment of the implications of
household debt among the different ethnic groups in Malaysia extends the literature on
the subject. More importantly, if there are differences in the implication of household

debt among ethnic groups, the coping strategies can be adjusted accordingly.



1.3 OBJECTIVES OF THE STUDY

To study the implications of household debt on different dimensions of individual

wellbeing, the objectives of the study are:

To investigate the impact of household debt on variables from the
economic, psychological, physical health, and family relationship
dimensions among urban households in the Klang Valley.

To determine whether the impact of different types of household debt on
variables from the economic, psychological, physical health, and family
relationship dimensions differs among urban households in the Klang
Valley.

To determine whether the impact of household debt on variables from the
economic, psychological, physical health, and family relationship

dimensions differs among different ethnic groups in the Klang Valley.

1.4 RESEARCH SCOPE

This study focuses only on examining the relationship between household debt and four

dimensions of wellbeing mentioned in the objectives. Eleven variables chosen from

different aspects of household life are consumption deprivation, financial wellness, and

work productivity for the economic dimension; depression, anxiety, and stress for the

psychological dimension; health condition, smoking behaviour, and alcohol drinking

for the physical health dimension; and marriage satisfaction and child relation for the

family relationship dimension.

This study also focuses on household debt obtained from financial institutions

such as mortgage, loan for the purchase of motor vehicles, personal loan, credit card



debt, and others. Other debts such as borrowing from a friend or money lender, utilities
in arrears, or outstanding medical expenses are excluded.

Lastly, to empirically test the above relationships, data for this study is collected
from urban households in the Klang Valley, Malaysia; the sample households are
randomly selected by the Department of Statistics Malaysia. This is due to limitation in

resource for data collection to cover other parts of Malaysia.

1.5 SIGNIFICANCE OF THE STUDY

This paper contributes to the current discussion in the following ways: First, this study
is an attempt to document a more comprehensive understanding of the household debt
issue in Malaysia. Considering Malaysia’s household debt is reaching a historically high
level, and studies on the characteristic of household debt are still limited, this study thus
tries to gain a deeper understanding of the household debt issue in Malaysia before the
debtors end up with more severe consequences. This study may help to determine the
implications of the high level of household debt in Malaysia to assist strategic planning
by credit counsellors and specific planning by general debtors.

Secondly, this study is an attempt to extend research on the implications of
household debt by analysing the relationship between economic, psychological, health
and social factors and household debt in Malaysia. Since a review of literature has found
that debt has different financial, physiology, and social implications, this study attempts
to simultaneously analyse the implications of debt on variables from all four
dimensions. This may reveal existing adverse relationships with household debt and
extend our understanding of these relationships. From the evidence we can further study

the inter-relationships between different household debt implications.



Thirdly, by including different types of debt in the analysis, we may able to see

the different implications of different types of household debt. This slight extension

may enable us to investigate the characteristics of debt and gain a deeper and detailed

understanding of the implications of household debt. This will help in adjusting the

strategy in issuing different types of credit or credit risk evaluation process by

considering the potential impact of different types of debt.

1.6 LIMITATIONS OF THE STUDY

The limitations of this study are as follows:

1.

This research focuses on households in the Klang Valley, Malaysia only.
Even as the findings may be generalized for Malaysian urban households,
data from other parts of Malaysia may give more complete result. The 407-
sample data from the Klang Valley is small relative to Malaysia’s overall
population.

Since this study uses data collected from the Klang Valley Malaysia, which
is an urban area, it may only present the implication of household debt on
urban citizens. Rural household data may generate more insights on the
subject.

The objective of this study is to investigate the implications of household
debt from multiple dimensions of household life covering 11 variables. This
precludes the use of detailed expert designed questions on the
psychological, physical health, and family relations dimensions. If detailed
questions were used, the questionnaire will be too long, making data

collection more challenging.



This study has applied ordinary least square (OLS) method in analysing the
direct relationships. Even as OLS provides accurate estimations of the direct
relationships, other methods like structural equation modelling are more
capable to indicate complex relationships. The availability of more data will
enable the use structural equation modelling to analyse direct and indirect
relationships between debt and the wellbeing indicators.

Lastly, the different types of debt considered has led to small sample sizes
collected for specific debts; for example, less than 100 for property loan.
The problem of limited sample size also affects dependent variables like
child relationship. A larger sample size may reduce this problem for such

multi-dimensional study.
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CHAPTER TWO

LITERATURE REVIEW

2.1 INTRODUCTION

The purpose of this study is to investigate household debt and its relationship with
multiple dimensions of socioeconomic well-being in the context of Malaysia. This
chapter presents a review of related studies on household debt and its implications in
four dimensions. The literature review covers household debt in Malaysia, and the
implications of household debt on variables from the economic, psychological, physical
health, and family relationship dimensions. The conceptual framework and research gap
of this study will also be discussed in this chapter. This chapter ends with a summary

of the literature review.

2.2 HOUSEHOLD DEBT AND ITS SITUATION IN MALAYSIA

2.2.1 Definition of Household Debt

Taking on debt is a central practice in human history. The Oxford English Dictionary
defines debt as “a sum of money that is owed or due” (Oxford, 2016). Someone,
therefore, is ‘in debt’ if they have outstanding money to pay. Debt is also known as
borrowing, credit, loan, and liability (Xiao, 2015). Household debt is a component of
the household balance sheet. It is “all liabilities that require payment or payments of
interest or principal by household to the creditor at a date or dates in the future” (OECD
2019). It comprises loans to purchase properties, securities, durable goods, and finance

family consumptions (McKinsey Global Institute, 2015).
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