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CHILD’S EDUCATION

In Asian societies, education draws many sensitive and heartfelt opinions. To most people, a child’s higher
education is essential, needed for today’s ever-competitive society. Most people need to save and invest to
pay for their child’s education, which in itself is an investment in the child's future career and act as a
stepping stone in life. The importance of such a life changing event, which takes years to prepare for and
whose effects last for life, should rightly commensurate with a sound education investment plan.

Why does your child need a sound tertiary education?

Society places a huge importance on education. If you read the success stories of people in the media, the
successful person’s good education background, where applicable, would inevitably be highlighted. It does
not matter if the person is in his 40s or 50s and has gained decades of working experience - the media would
still note that ‘So-and-So’ was a graduate of some Top University.

Or some harder facts - it is estimated that over 70% of jobs today require a tertiary qualification. Tertiary
education is a must in most lucrative professions. People with a university degree or higher earn 80% more
on average than those with only a diploma. Over a lifetime, the gap in earnings potential between an
employed person holding a diploma and one with a degree could be more than RM1,000,000. In addition, a
good tertiary education would also enhance a child’s intellect, unearth hidden talents and broaden her
outlook of life.

Why save and invest for education?

What has been the major trend in the past 20 years for education? Governments are increasingly playing a
smaller role in many aspects of tertiary education. This has resulted in the privatisation or incorporation of
universities leading to basically lower or zero funding for education. Universities are turning into businesses
— they have to cover their costs and make some profits. And in line with the growth of the country, these
costs rise year by year.

As a result, cost of higher education has been rising by 5-6% per year. This trend is expected to continue in
the foreseeable future. Simple mathematics tells us that putting money in bank accounts earning less than
6% a year is not enough to fund your child’s education. The money needs to be working harder in higher risk
but potentially higher return assets. If the money were invested early enough, you would have time on your
side to ride out the volatility of your investment.

If you want to send your child to higher education, you need to save and invest. The option of getting a
scholarship for your child would probably place too much stress on your child and at the same time you
cannot predict if they would eventually qualify for a scholarship. Often times, even overachieving in national
examinations does not get your child even a whiff of education funding manna from heaven.

If you are targeting an overseas education for your child, it is imperative you factor in the likely currency
fluctuations relative to the Ringgit. Failing to do so might lead to a massive shortfall in the sums required
especially if foreign currencies appreciate and remain strong for a long period up to the time the funds are to
be utilized. E.g. a popular foreign country for tertiary education, Australia, has seen its Dollar rise by 50%
relative to the Ringgit in the last 11 years.

What are some of the common saving and investment options available to fund my childrens’
education?

Investing via unit trusts and equities: Unit trusts are an excellent vehicle for diversifying your assets and
obtaining access to a broad range of investments including equities, government and corporate bonds and
money market securities. By investing regularly, your investment decisions would be less affected by market
sentiments and volatile cycles/swings. Direct investment in equities may also play a part in building your
child’s education fund but would require time, effort and much investment savvy.



Children’s insurance endowment plans: These are low risk, lower return insurance policies that can be part
of your child's education portfolio. They are also valuable in that in the event of the death of the policy
contributor (i.e. the parent), the future insurance premiums are waived. The premiums are also tax deductible
to the parent who pays the premiums.

Special bank accounts: Certain banks have special savings accounts that cater specifically for children’s
education. These accounts bear higher interest rates (usually calculated monthly or even daily) than regular
savings accounts and often provide term insurance and even critical illness cover for parents. These are
viable for maintaining education funds needed within one to two years but are not ideal for long term growth
of your money to match the rising cost of education.

Can | withdraw EPF funds to finance my child’s education?

Contributors may withdraw funds only from Account 2 of their EPF account to finance their childrens’ higher
education (diploma level and above) locally and abroad. The amount that could be withdrawn is the lower of
the cost of the education or the total amount in Account 2. Withdrawals can be made in each academic year,
provided that there is a balance in Account 2. Unless you have very substantial amounts in EPF, this source
is unlikely to be sufficient to fully fund your child’s education and besides the main reason for EPF is to fund
your retirement. Hence, there is still a need to save and invest separately for your child’s education.

When should one start?

As any good money manager would, always start saving and investing the soonest possible. Let
compounding work to your advantage. Start planning and investing for your childrens’ education early in their
lives, even as early as at their birth.

Starting early also allows you the flexibility to choose from a variety of higher risk investments that potentially
offer greater returns. With a longer time period, you also have the chance to recover from shorter-term
losses that may occur in your investment portfolio but still ultimately achieve your financial goal.

What is a viable strategy?

The best strategy to take in investing for your child’s education would be one based on time to
commencement of her education. When the child is younger, based on your risk tolerance, you may want to
allocate a large portion of the education funds to higher risk-higher return assets such as equity unit trusts
and equities. However, if your child will commence his or her education in one to two years, it would be
prudent to allocate most or all of the funds to investments such as bank accounts or bond funds with lower
returns but that do not fluctuate too much in value. There is also the issue of having a diversified portfolio, if
you are accumulating stocks and/or unit trusts for a 10-15 year period towards your child’s education, many
investors today have a portfolio of several funds and/or stocks and this makes good sense but again, note
the fundamental point that whether you decide to accumulate 1 fund or 10 funds, make sure you do your
homework and find out all the details of the various funds so that it is comfortable with your objectives and
always have a plan to review this portfolio over time as things will change.

As noted above, you cannot depend on the EPF to fund your child’s education. Also, it would not be wise to
depend on your child to obtain a scholarship to fund his or her own education — it may never happen.
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