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More realistic to use disposable income as yardstick
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g power and ahllity

OME economlsts argue that - tatlons w5 “could

the B40;M40,and T20 For wereflects  ofactual spendi
classificationsare oversimpli-  overall earnlng, whlch canbe useful

fied and led toa lotof exclu-  for

sionsintermsofsubsidyand financial
aid.- - 3

According to them, income alone
may not capture the full picture of a
household’s economic wellbeing, as
other factors, such as family size and
regional cost of! livmgcanslgnlﬁcam—
lyimpacttheiroverall

5 to engage m consumption activities.

stability and provides msighls into
their earning potential.

This information can be valuable
for evaluating job opportunities and
career prospectsin the nation.

L|kew1se. gross mcome provxdes a

ofil that

This kind of income classification

may overlook householdsthat fallinto

different categories but face snmllar
financial challenges.

Consistent with the
Economy Minister -Rafizi Ramli,
recently announced that next year,
the government plans to phase out
the B40, M40, and T20 income clas-
sifications, which are based on gross
income, and shift towards household
disposable income. -

Disposable income, which repre-
sents the amount of money a house-
hold has available for spending and
saving after subtracting taxes is
clalmed to bea better reflection of a

foryariations in tax policies
and structures, which makes iteasier

Fori a father with 10 chil-
dren who lives in Kuala Lumpur may
be categonsed as T20 based on his
gross income, but he could be in B40
category.based on disposable income
cofisidering his commitments.

Although calculating disposable
income can be more complex and
time-consuming, this categorisation
could provide a more comprehensive

for government and p to- and pective of house-
analyse income levels and fi holds’fi i d market
differenth Ids. potential. *

Gross income categorisation has Vanous factors mcludmg dispos-
also proven to be more stable and powerneed

predictable Thlsstabllitycanbevalu
ablefort purpose:
forecasting and assessing a house-
hold’s ability to meet fixed ﬁnanclal
obligations.

However, it is important to recog-
nisethat household gross income cat-
egorisation, like B40, M40, and T20,
may not capture income inequality
within a society. '

This is mainly because it doesn’t

powerand abil-

ity to consufme, save and invest.
Itis worth noting that both gross
and disposable income categorisa-
tions have their strengths and limi-

kei countthecostofliving fac-
tor, such as the number of household
dependents.

Therefore, categorising a house-

hold based on disposable income

to be considered v when determining
the poverty line as those with high
income might not necessarily have a
strong spendmg power.

The dnew ‘hbased
on net household disposable income
ratherthanthecurrent staticincome-
based approach under the B40, M40
and T20could minimiseerrorsin aid
or subsidy distribution.
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