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Malaysia Transformation: Aim to rise from upper middle

Income to high income
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Malaysia economy evolved from a low income economy in the 1960s to lower middle
income in 1980s to middle 1990s, then to upper middle income until present



Economic Activities Growth Performance

v Marked slowdown in GDP and manufacturing growth in recent years.

Sector performance and volatility
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Productivity Growth Performance

A Slowdown in productivity of the Manufacturing sector back to the 1970s.
A Productivity growth recorded lowest growth in the 2000s.
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Average change (%)
2000-2012 | 2000-2007 | 2008-2012

EIETIE A Lower demand for
TFP 1.46 2.13 0.37
Labour 0.05 0.17 -0.14 the eXternal
Capital 1.9 1.63 2.32 sectors due to
GDP 3.4 3.94 2.55 : .

i global financial
TFP 7.1 2.21 -14.92 el
Labour 2.32 0.34 5.48 CTISIS.

Capital 5.14 4.15 6.73
GDP 0.37 2.29 2.71 A Low TFP

Manufacturing i i
a X 1 — contribution to the
Labour 0.46 0.67 0.12 economy.

Capital 2.14 2.86 0.99
GDP 5.12 6.74 2.52 '

PP ___ A Mainly suppor?ed
TFP 0.13 101 3.39 by the domestic
Labour 2.11 251 1.48
Capital 1.7 1.22 2.47 demand'

GDP 3.94 1.82 7.33

Services
TFP 2.03 1.09 3.53
Labour 2.24 2.92 1.16
Capital 2.14 2.5 1.57
GDP 6.41 6.5 6.26

Malaysia
TFP 1.6 2.12 0.76
Labour 1.47 1.46 1.49
Capital 1.99 1.99 2.00
GDP 5.06 557 4.24




Productivity MalaysiavsSelected Countries
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A Malaysia is catching up and narrowing the gap




MalaysiaVsSelected Countries:
Source

s of Growth, 20002012

10.00 15.00
Malaysia Singapore
8.00 4.00 -
10.00 -
6.00 1 2.00 -
4.00 500 | 0.00
2.00
-2.00
0.00 - 0.00 -
-4.00
-2.00
& -5.00 -
-4.00 - 6.00
-6.00 - -10.00 - 8.00
B TFP  mmmm | abour i Capital =——GDP Wmmm TFP  mmmm | abour e Capital =———GDP mmm TFP mmmm | abour e Capital GDP
10.00 5.00 6.00 - .
South Korea United State Finland
8.00 - 4.00 - 2.00 -
3.00 - 2.00
6.00 -
2.00 - A
| O DN > H P S W
4.00 1.00 - 200 8 &SSP g &
2.00 - 0.00 - -4.00
-1.00 6.00 -
0.00 - Vv
P DI O FH LD 2.00 -8.00 -
2008 S S S SRS
3.00 10.00 -
-4.00 - -4.00 - 12.00 -
BN TFP W | abour W Capital ==——GDP e TFP  mmmm labour mem Capital ——GDP B TFP e Labour e Capital ==——GDP
N\ d Ve -’- ol 2\ 2\ 4 -’- P ~7 ~ Fa3 £ P
A/ 2YLI NAYy3 alflearal gA0K aStSOGSR RS@SH

contributed by capital. Whereas, most of selected countries on TFP.
A Malaysia experience high GDP growth, whasour contributed the most.




Malaysia in dilemma in reaching high
Income economy by 2028s slowdown
iIn GDP growth

Productivity growth slowest in 2000s.
ISSUG#% Low TFP contribution to GDP. In 2010,

GDP enormously increased due to
labour, but productivity growth slow.

Big gap between Malaysia and selected
developed countries




Analyselabour productivity using manhours at
national and selected industry level

Examine the contribution ofabour quantity
and quality in selected industries using the
KLEMS growth accounts
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selected countries




Empirical Evidence

N

Denison (1962) Estimateslabourinput by holdingabourquality constant

Jorgenson andsriliches

(1967)

=lerlale el e [clalslolpRERelele Construct a qualinadjusted measure dabourinput for the US
based on a crosslassification of hours worked into a number
cells by observed worker characteristics. Find that in 1P3&5

labourquality grew on average by 0.6% per year in the US.

Lin (2011) investigate the relationship
betweenlabourquality and FDI distribution in Chir@inds that
labourquality measured by education level plays an important
role on deciding the distribution of FDI babourquality
measured by working certificates lose their significance.
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Approach by Jorgensp@ollopand Fraumenwas used to estimate changeslabour
guality.

Assumed that the flow dhbourservices for eaclabourtype is proportional to hours
worked, and workers are paid their marginal product. Hence the corresponding index of

labourd S NIWA OS 4 tranglagdmantitind@x okikdivitlual types, indexed byand
given by

YI'bD B OgYI 10 (1)

where weights are given by the average share of each type in the valaleaoir
compensation

Ur=-|0p Uf | (2)
And
0 (B flﬁ"Oﬁ) Np Ok 3)

with 1 the price of one hour work dabourtypel.

In this way, aggregation takes into account the changing compositi@botirforce. This

variable indicates thé&bourservices per hour worked. It is measured as the difference in
growth oflabourservice and hours worked.



Methodology

The growth inabourquality is equal to growth in aggregdtgour
input and growth in the raw measure of hours worked:

ntQEN ten tH/ (4)



First Objectiveg measuringlabour productivity by man
hour

DataVariables

value added

total man hours work

Sample

31 industries according to Asia KLEMS categories
Period

20002012

Second Objective measuringlabour quality growth
index

DataVariables

total man hours work
salaries and wages
Sample

31 industries according to Asia KLEMS categories
Period

20002012

} by gender, education and age



é Dataused in thestudyare taken from the preliminary version of the
MalaysiaKLEMS database, which is constructed in close cooperation with
the Department of Statistical Malaysia (DOSM) and Economic Planning Ul
(EPU).

6 Themalin sources of data afeom various officiapublications such as
National Accounts Statistics (NAS), InQuittput tables, Annual Industries
Survey (AlS), Household Income Survey (HhBShurForce Survey (LFS),
and Salarand Wages Survey (SYW&hd supplementetty many
unpublished sources documents provided by the DOSM for the Malaysia
KLEMS project.

6 Other externakourcesdatabaseof the TheConference Board (TCB).



Findings: Malaysid.abourProductivity

MalaysiaLabourProductivity Level and Growth
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LabourProductivity Indices of the
Major Economic Activities
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Findings: MalaysidabourMarket, 20002012

Growth Rate of Employment by Major Economic Growth Rate of Employment by Skilled by Major
Activities, 20002012 (%per annum) Economic Activities20002012 (%per annum)
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A In period 20082012, Services sector
recorded the highest growth of 5.5% pa
In number of employee

A All economic sectors towards high

145 skilled workers

150 A Agriculture recorded the highest growth

in wage rate, while low in employment
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Findings:LabourQuality Growth, 20062012

| 20012005 | 20062010 | 2001-2012 _
0.028 0.011 0.018
(Mining  [EEOYGEL -0.029 -0.001
0.029 0.032 0.026
0.007 10.010 0.001
Service ~ [BEENEY, -0.038 -0.054
-0.208 10.068 -0.123
0.927 0.586 0.656

A Malaysiadabourquality experience an average growth of 0.65% in period of
20002012

A Thedecline growth for some of the major economic activities was due to the
growth oflabourquantity man hours is smaller than tleoour services.

A A shiftin the share of hours worked by leskilled workers to higiskilled
workers will lead to a growth débourservices which is bigger than the
growth in total hours worked.



Findings:LabourQuality Growth, 20062012

A For the manufacturing

sector, coke, refined
petroleum products &
nuclear fuel industry
recorded the highest
average growth with
4.73%.

Post&
telecommunications
recorded the highest
average growth with
6.76% for the services
sector.



