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[Liu Zhewei Column] The provident fund mortgage method is
flashy and unrealistic

Liu Zhewei
Last updated 11 months ago - Published on 18 May 2023 2:04PM - 0 comments

THE MALAYSIAN INSIGHT

The Provident Fund Account 2 Support Tool Scheme (FSA2) has opened for applications on April 7. (File photo: The Malaysian Insight)

Last week, after MBSB Bank announced the provident fund loan application interest rate, | paid attention to
this matter. | know this may not be a hot topic, and may even attract a lot of criticism, especially from Chinese
people, but | still think it can be discussed further. After all, right is right and wrong is wrong.

| discuss it from two perspectives. One is public policy and the effectiveness of provident fund loan

applications.
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A good public policy can foresee the existence of problems and solve them. | believe most people will
understand this. But in reality, many times, words on paper cannot be translated into the output of good
practice. In other words, the government sets out to achieve something that looks good on paper, but
ultimately fails to achieve it.

This provident fund withdrawal is an example of a goal that cannot be achieved. I'm not sure if this is a
traditional mistake, as | stated above, that can happen to any government, or if the government knows the
end result but insists on launching such a policy just to gain political gain. Benefit, or to block the opponent's
mouth.

The author mentioned, (File photo: The Malaysian Insight)

Why do | say this? This involves the second angle to be discussed above. For those of you who regularly
read my articles, you know that | supported the government’s initial announcement to allow provident fund
withdrawals, and remained neutral on later withdrawals. Although | did not think it was necessary to allow
withdrawals, | also Won't close the door completely because | know some people need it.



| have often questioned the honesty of the governments of Muhyiddin Yassin, Ismail Sabri and Anwar on the
issue of CPF withdrawals. Are you refusing to withdraw deposits because you are worried about the
insecurity of people’s lives after retirement, or is it because you want to protect provident fund investment
funds? If it's the former, as | mentioned in my previous article, there are many suggestions on how to ensure
that people live in retirement without any financial impact. If it's the latter, that's entirely fine, but the
government needs to acknowledge this and not use concerns about people's retirement life as a shield and
excuse.

Returning to this provident fund-based loan, there is a problem. People want to use their money immediately,
but the government is worried about not letting their provident fund accounts run out of money. So the
solution is to let them use provident funds as collateral to apply for loans, which means people can get
instant cash as needed, and the government can also achieve the goal of not using provident funds, which
seems to be the best of both worlds.

There is no doubt that rather than being allowed to withdraw money outright, borrowers have to pay bank
interest and have to pay it in monthly installments, as opposition members questioned. But since the issue is
needing immediate cash, not not wanting to pay it back, having to pay interest is acceptable. For those who
really need cash, this isn't too bad.

-

FSA2 is a facility that assists members of the Provident Fund to obtain loans from financial institutions, that is, by pledging their provident fund deposits to
banks to apply for loans. (File photo: The Malaysian Insight)

Unfortunately, according to various media reports a week ago, MBSB had more than 108,000 applications, of
which 49,000 were eligible. In other words, more than half of all applicants were rejected. The reasons for
rejection are that the applicant is bankrupt or due to a high debt-to-service ratio (DSR).



This sounds very ironic to me, if applicants do not need to use CPF as collateral to get a loan, but only at a
higher interest rate, then there is no urgent need to force the government to allow CPF to be withdrawn or
pledged. It is precisely because they do not meet the loan threshold that they have to consider
unconventional ways to obtain cash, such as direct withdrawal of provident funds, or the current provident
fund mortgage method.

This policy would not make sense if an applicant's debt-to-service ratio was included as one of the
application criteria. Those who really need cash will not be able to apply, while those who do not need money
urgently will benefit (people who are not in urgent need of money can borrow money at low interest rates)
and can get lower loan interest rates from this policy.

Finally, does it mean that the policy is largely ineffective and has loopholes for those who are in urgent need
of money but cannot borrow directly from the bank? This is the same as other public policies such as ASB
investment fund to help Bumiputeras (but really only the rich will benefit as the poor don't have the money to
put there), fuel subsidies (help the poor but actually richer groups use more fuel) Examples of so on.

In short, this time | am neutral on direct withdrawal of provident fund, or in the form of this mortgage loan. But
since the government promises to use mortgages to help those in need, the government must sincerely
ensure that those in need receive help. What disturbs me most is not this policy, but the government’s “lies.”

| cannot directly call this policy a lie. If the government has anticipated the results and shortcomings in
advance and still insists on pursuing it, | would be disappointed with the government. If the government did
not anticipate this consequence, then the government should find ways to make up for this flaw. New
government, new hope. This government should do what it needs to do, rather than muddle along and do
things hastily like the previous government, purely to deal with it rather than solve it.

* Liu Zhewei is currently an assistant professor in the Department of Political Science at the International
Islamic University. Before that, he also taught in other institutions of higher learning. Liu Zhewei obtained a
bachelor's degree and a master's degree in political science from the National University of Malaysia, and a
doctorate in political science from the University of Bristol in the United Kingdom.
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