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Abstract. Financial preparedness refers to managing the cost of living to sustain
standard of living and act as an aid during downtime. To achieve financial
preparedness, the process of planning and controlling the expenditure needs to be
systematic to balance with income earning. In Malaysia more than 50% of
households do not meet proper financial preparedness. Low-income earners or
B40 is the crucial individual that need to have their financial preparedness as their
backup during retirement and emergencies. The ability to manage finances will
lead to better life and prevent fall into poverty. B40 groups are encouraged to
prepare their own finances instead of relaying on government assistance solely
because government assistance might be late and possibly once in a blue moon.
Every household, especially the B40 group needs to prepare their finances at least
6 months ahead as their protection. However, B40 groups are unable to afford
and prepare for it. They are not ready for outbreak shock or economic downturn.
Low-income households are struggling with their survivability in daily necessity
and basic needs but at the same time they are not preparing financially for the
future. Every household, especially those in the B40 group, needs to be
financially prepared in order to afford their daily expenses, particularly for health,
retirement and emergencies. The life-cycle model and permanent income
hypothesis have similar predictions that stated consumptions can affect a
household’s income. Thus, the purpose of this study is to examine relationship
financial preparedness among B40 population households in Selangor.

Keywords: Financial Preparedness, B40 households, Low-income, Literacy
and Retirement.

1 Introduction

1.1  Background of study

Financial preparedness can be determined as money management and planning towards
emergencies event. According to the Federal Emergency Management Agency (FEMA,
2019), medical treatment and family emergencies required immediate financial support.
While preparedness is precaution on disaster management and emergency and it is a
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necessary part of an ongoing process to enhance responses and guarantee recovery in
the event of an incident affecting safety(Hémond & Robert, 2012). In Malaysia, finan-
cial preparedness is at a lower point and must make adjustments for a better future.
According to the Malaysian Financial Planning Council (MFPC, 2018) in 2017, 26%
of Malaysians did not have savings at all and 55.3% saved less than 10% of their
monthly income. In 2018 Perbadanan Insurans Deposit Malaysia (PIDM, 2023) re-
ported 60% of those aged 25 and above have savings while 73% who have savings,
come from young adults aged less than 25. It is because less than 50% of people are
poorly educated that leads to financial illiteracy (PIDM, 2023). Graph below shows the
share of people saving money in Malaysia in 2018.

Share of People Saving Any Money In Malaysia In 2018, By
Type of Population
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Fig. 1. Share of people saving any money in Malaysia in 2018, by type of population; Source:
Perbadanan Insurans Deposit Malaysia (2023)

Financial preparedness is crucial for every individual to manage their spending on ex-
penses (Safinah Ibrahim et al., 2023). Financial preparedness also can be planned and
practiced for short- and long-term duration on an individual’s goal (Safinah Ibrahim et
al., 2023). However, financial literacy and knowledge must come first before starting
up the financial preparation. Financial knowledge is information gained by an individ-
ual of their personal financial position and can be measured by their ability to under-
stand financial concepts (Safinah Ibrahim et al., 2023). Besides, financial literacy refers
to an individual who has the ability to organize finances, accumulate and preserve
wealth, make wise choices regarding debt and retirement and apply economic
knowledge (Jamaludin et al., 2019).

The Ministry of Education (MOE) has taken the initiative by empowering the fi-
nance syllabus in level education in KSSR and KSSM to educate students as the role of
the household especially in the B40 economy (Rosman et al., 2022). By implementing
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a finance syllabus, students can sharpen their problem-solving skills (BNM, 2022). In
addition, the School Adoption Program (SAP) is another initiative to educate the
younger generation about financial literacy (BNM, 2022). The pocket money book is
interactive tools under SAP which is developing discipline habits to manage personal
money among students at a young age. The impact indicates in 2023, where almost
8,000 schools gain benefits from the initiative (BNM, 2022). Form 5 Mathematics syl-
labus has included insurance and taxation while financial management becomes one of
the topics in form 4 Mathematics syllabus as the lesson and topic to be learned by stu-
dents (MOE, 2018). Early education on financial management and insurance through
syllabus can help students to build and present financial planning to achieve short-term
and long-term goals. Besides, the topic as insurance can explain the importance of in-
surance and risk and identify the type of insurance as protection towards any risk (MOE,
2018).

In addition, saving can reduce the number of poverty issues by assisting the house-
hold with financial knowledge (Abdullah et al., 2022). A study indicates poverty occurs
among people who live in urban areas due to high cost of living and most of them are
at the age of 55 and above (Johari et al., 2014). In the context of Islam, poverty is
determined as inability of the income to prepare the basic necessity(Johari et al., 2014).
The government encourages the B40 households to prioritize purchasing necessities
while spending and saving monthly to combat poverty issues (Ibhrim et al., 2022).

2 Literature Review

Several economic theories mentioned saving, consumption and income as main things
in the households. Keynesian theory, life cycle model and Engel's law emphasized dis-
posable income earned by households needing to be saved and consume it well. There-
fore, financial preparedness includes retirement saving, insurance and income suffi-
ciency must be available for every single household especially B40 group. Income
earned will influence expenditure while the excessive will become saving for house-
holds (Aryal & Aryal, 2022).

This chapter will provide an overview of financial preparedness among B40 house-
holds with empirical study. Financial preparedness has connections between financial
knowledge, financial behavior, financial awareness and financial literacy. An increase
of financial literacy among individuals will lead to an increase in financial preparation
(Mourine et al., 2017). The importance of financial preparedness can be shown by ex-
ploring disaster risk and level maturity to have financial capacities in the long term
(Coutaz, 2018).

3 Significance Study

Issues of financial preparedness among B40 households is very crucial and still at low
penetration. This study is to examine B40 households by preparing their finances for
future uncertainty. Economic shock, natural disaster risk and emergency events are the
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possible situations that can occur anytime without alerting the households. Hence, fi-
nancial preparedness is a must for every single household as their protection and shield
to overcome shortage of resources.

In addition, financial preparedness can reflect through retirement funding, insurance
affordability and income distribution. The impact for those preparing these important
matters will reduce the burden during hard times and being able to be independent with-
out inconveniencing any parties.

In conclusion, financial preparedness can become a weapon during golden age, un-
certainty events and emergency cases. To have a great and consistent financial prepar-
edness, several elements need to be adapted in life such as literacy, knowledge and good
behaviour. Then, B40 households can kill the sceptical thought that B40 households are
unable to create financial preparations.

4 Limitation of Study

The scope of this study is confined to nine districts in Selangor and does not include
the entirety of Malaysia. Time constraints and cost involved become main factors that
lead to the decision to restrict the study’s geographic scope. By concentrating on Se-
langor allowed for a more manageable and economical strategy especially given the
broad scope of a countrywide study and huge expenses related to a larger sample size.
It may not fully capture the diversity. However, it may not capture the diversity and
variability but it offers insightful information about the specific distinct characteristics
of these 9 districts.

In addition, the sample technique used is stratified sampling to represent different
strata within the selected districts and set the limitations. It also to enhance the reliabil-
ity of the study’s result when these techniques are applied.

5 Underlying Theories

Several economic theories mentioned saving, consumption and income as main things
in the households. Keynesian theory, life cycle model and Engel's law emphasized dis-
posable income earned by households needing to be saved and consume it well. There-
fore, financial preparedness includes retirement saving, insurance and income suffi-
ciency must be available for every single household especially B40 group. Income
earned will influence expenditure while the excessive will become saving for house-
holds (Aryal & Aryal, 2022).

Keynesian believes every disposable income needs to be consumed rather than sav-
ing to enhance economic growth (Drakopoulos, 2021). However, Keynesian also stated
saving is depending on disposable income, the higher the income the higher the saving
(Yousop et al., 2020). Keynesian theory has stated, if consumption is spending more
than income, average to save would be less or may be nothing to save (Boug et al.,
2021; Smyth, 1993). According to Keynes (1936), the rising or declining of consump-
tion is determined by disposable income. Therefore, it will be hard for households to



Modelling Financial Preparedness of Low-Income Households 289

cut their consumption when the disposable income is decreasing and probably the
amount of savings also would be less (Smyth, 1993; Trezzini, 2024).

Life cycle model by Modigliani and Brumberg relates to consumption and saving.
In the life cycle model, focus attention is on saving that leads to having purchasing
power (Parker, 2010). The purpose of saving in a life cycle model is to accumulate
resources and use them during retirement time (Parker, 2010).

Connection between income of households and expenditures can be explained using
Engel’s law (Aryal & Aryal, 2022). Ernst Engel (1857), stated income and food ex-
penditures have a close relationship. Engel’s law describes the proportion of income
spent on food reduced when income rises (Kitiona, 2022).

6 Conceptual Frameworks

Based on the conceptual framework below, education is an indicator to financial liter-
acy and financial behavior. Having financial behavior and financial literacy can assist
to prepare retirement funding and insurance as the protection but must be aligned with
income sufficiency. According to RO1 and RQ1, the researcher wants to examine fi-
nancial literacy, level education and financial behavior among B40 groups. A study by
En Ma et.al., was indicating people with high level education gravitate to have good
financial literacy and financial behavior such as saving attitude as their financial pre-
paredness. Furthermore, individuals with early exposure to financial education in sec-
ondary school are more involved with financial planning (Hauff et al., 2020).

Financial
. —] Behavior
Education .
Retirement
\ Financial Pre-
. . | paredness
Financial P
Literacy
Insurance
Income

Fig. 2. Share of people saving any money in Malaysia in 2018, by type of population; Source:
Perbadanan Insurans Deposit Malaysia (2023)

7 Methodology

In this study 384 samples among B40 households’ income have been chosen using pur-
posive sampling technique. Social science researchers often used Krejcie and Morgan’s
table known as KMT (Ali Memon et al., 2020). In terms of geographic area, Selangor
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has the largest population in Malaysia about 6,994,423 compared to other regions that
have less than 5 million of population (Jamaludin et al., 2019). Selangor is the strategic
place to conduct research due to the distance between districts is nearby and the number
of populations in each district can achieve the target samples (384). Besides, Petaling
Jaya has the largest population at 2,298,130 followed by Ulu Langat (1,400,461) and
Klang (1,088,942) (DOSM, 2023). Because of the largest population for each district,
a study conducted in Selangor can cover several regions of Malaysia. Compared to an-
other study, the researcher chose Penang and Johor as their samples of studies that in-
dicates the population is less than in Selangor. Therefore, Selangor has been chosen to
represent the population of B40 groups and is known as a high urban area.

Multiple Linear regression (MLR), ANOVA, Ordinary Least Square (OLS) and Chi-
Square are being used as empirical methods to examine financial literacy, level educa-
tion, financial behavior, retirement saving, insurance and income towards financial pre-
paredness.

8 Expected Implication and Conclusion

This study offers several meaningful contributions to the financial preparedness among
B40 households. A previous study had been conducted before and was investigated
only for the specific determinants such as retirement and insurance separately. But this
study provides the importance of having financial literacy, financial behavior and level
education toward retirement saving and insurance as their financial preparedness. It will
assist B40 households to enhance their literacy and behavior that lead to well financial
preparation. Furthermore, it helps B40 households to stand by their own feet without
waiting for action from external assistance. Even Though, i-Lindung was provided by
the government towards B40 households as their insurance of protection, they need
private protection and savings because the amount and coverage from the i-Lindung
scheme is just a bare minimum protection. It is also an encouragement especially to-
wards youngsters to have high level education that leads to high income. According to
DOSM (2023), B40 classification income started from RM 1,941 until RM 4,771 and
most of the B40 group who do not have high level education will earn low income. This
study also supplies the information of B40 households about their income, education
level, literacy on saving and insurance, aligned with the Household Survey conducted
by DOSM. The life pattern of B40 also can be indicated by their earning and expendi-
ture also their awareness about saving and financial readiness. The number or percent-
age of B40 households might be reduced by doing this research. It refers to 2016 and
2019 when the number of households among B40 increased from 2.78 million to 2.91
million respectively. At least, this study can show the causes of the rising number of
B40 households and try to reduce the number by educating them. Thus, the purpose of
this study can help B40 households, the government and academicians to enhance the
ability of saving by proportioning the income, put relevant syllabus to gain understand-
ing of financial knowledge and literacy and preserve the systematic idea of saving in
retirement and insurance.
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