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Three main points

> Persistent inequality is a serious issue in Malaysia, which hinders its
development progress.

»>The social contract encompasses much more than social protection.
Social protection provides a “floor” that should eliminate extreme negative
outcomes. It needs to be complemented by investments in people and

institutions that guarantee equality of opportunities and realization of
people’s full potential.

>The social contract is a two-way street. It’s not only what government

provides to the governed, but equally what the governed contributes to
make the system work (e.g., taxes and fair participation).



Relative income inequality has not decreased since 2014

Relative Gini coefficient Absolute Gini index (1970 = 100)

> Absolute income inequality has been
increasing. However, this is normal in a
growing economy, and need not be a big
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> Some evidence that wealth inequality has

been increasing.
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Source: World Bank, PovcalNet




Strong evidence that inequality has increased during the pandemic

Work interruptions since onset Continued working but Experienced income Food insecurity
of the COVID-19 pandemic changed jobs after onset losses
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Source: World Bank High-Frequency COVID-19 phone survey, Round 1 (May — June 2021)



The digital divide also hurts low-income families, especially when
it comes learning or working at home during the pandemic

Internet access at home, by household income Children who engaged in online classes or used mobile learning

(% households in each subgroup) apps, by household income
(% among households with children engaged in at-home learning)
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Malaysia’s income inequality is high relative to other ASEAN
countries, recent high-income “graduates”, and OECD countries
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Sources: World Development Indicators; World Bank, PovcalNet
Note: Data points are average values for 2010-2017 for regional comparators and 8-year average values ending in the index year for transitional and aspirational comparators.




Malaysia’s fiscal policy does little to reduce income inequality,
in part because of low spending on social safety nets

Income Gini before and after taxes & transfers Government spending on social safety nets

Gini coefficient Share of GDP, Percentage
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Revenue collection has steadily declined since 2012, and is
well below the average of comparator countries

General government revenue, Percentage of GDP General government revenue, Percentage of GDP
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Personal income tax and consumption tax collection both trail
comparator countries by a large margin

“Taxes are what we pay for a civilized society....” (Oliver Wendell Holmes, 1927)

Personal income tax, Percentage of GDP, Average 2012-2017 Goods and services tax, Percentage of GDP, Average 2012-2017
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