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ABSTRACT

This paper attempts to provide a overview of the determinants of unemployment in
Malaysia. Unemployment’s influencing factors are traditionally described as either
micro- or macroeconomic to a nation. A qualitative investigation of the
microeconomic variables for unemployment in Malaysia and a quantitative time
series analysis of macroeconomic variables for unemployment in Malaysia are made.
The shift of the secondary sector towards thetertiary sector and the use of high-tech
production is held to be of importance for the unemploymentrate in Malaysia. On a
macroeconomic level, GDP per capita and the inflation rate, Okun’s Law and the
Phillips Curve, are analyzed. This study provides an overview of Malaysian
unemployment in both a qualitative and quantitative sense. It forms the foundation of
comparison of economical phases gone through by developed countries.

Keywords: Unemployment, Malaysia, GDP, Inflation, Okun’s Law, Phillips Curve,
Manufacturing, Service.



ABSTRAK

Kertas kerja ini cuba untuk memberi gambaran keseluruhan faktor-faktor
penyumbang kepada pengangguran di Malaysia. Faktor yang mempengaruhi kadar
pengangguran secara tradisionalnya digambarkan sebagai samaada dalaman atau
luaran untuk negara. Satu kajian kualitatif pembolehubah dalaman untuk
pengangguran di Malaysia dan analisis siri masa kuantitatif pembolehubah luaran
untuk pengangguran di Malaysia dijalankan. Peralihan daripada ekonomi pembuatan
kepada ekonomi berasaskan industri perkhidmatan dan penggunaan pengeluaran
berteknologi tinggi didapati menjadi penting secara dalaman di Malaysia. Pada tahap
keluaran dalam Negara kasar (KDNK) per kapita makroekonomi dan kadar inflasi,
dengan itu Undang-undang Okun dan Keluk Phillips dianalisis. Kajian ini
memberikan gambaran keseluruhan Malaysia dalam erti kata yang kualitatif dan
kuantitatif. la membentuk asas perbandingan fasa ekonomi yang dilalui oleh negara-
negara maju.

Kata Kunci: Pengangguran, Malaysia, KDNK, inflasi, Undang-undang Okun, Keluk
Phillips, Pembuatan, Perkhidmatan.



ACKNOWLEDGEMENT

First of all, I would like to express my gratitude to my supervisor, Assoc. Prof.
Dr.Angappan Regupathi, who has had confidence in me for completingthis research.

I am really thankful for his advice and support throughout this research paper.

Furthermore, | would like to thank Muhammad Haseeb. He has been of great
assistance in explaining the use of statistical programs E-Views and Microfit. | had
no prior knowledge about the interface of either program and he guided me to make

this much less of an obstacle.

I would also like to thank Universiti Utara Malaysia (UUM) in general for accepting
me as a student and to give me the chance of completing a master’s program in

Malaysia.

Lastly, 1 am very grateful for the support and encouragement | received from my
partner, Itsanne Fokkema. She has been of great importance for my ability to think
critically. Her reflective skills have been important during the process of bouncing

creative ideas.

Thank you,

Anton Eise de Vries
Taman Bahagia, Jitra
Kedah, Malaysia



TABLE OF CONTENT

PERMISSION TO USE I
ABSTRACT (ENGLISH) Il

ABSTRAK (MALAY) v
ACKNOWLEDGEMENT \%
TABLE OF CONTENT VII
LIST OF TABLES VIl
LIST OF FIGURES IX
CHAPTER 1: INTRODUCTION 1
1.1 Background of the Study 1
1.2 Problem Statement 2
1.3 Research Questions 2
1.4 Research Objectives 2
1.5 Significance of the Study 3
1.6 Scope and Limitations of the Study 3
1.7 Structure of the Dissertation 4
CHAPTER 2: LITERATURE REVIEW 5
2.1Theoretical framework 5
2.2Microeconomic forces 6
2.2.1 Microeconomic forces in Malaysia 7
2.2.2 Financial crisis 10
2.3Macroeconomic forces 10
2.3.1Unemployment and gross domestic product (GDP) 12
2.3.2 Unemployment and the inflation rate 13
2.4 Non investigated determinants 14
CHAPTER 3: METHODOLOGY 16
3.1 Research design 16
3.2 Hypotheses development 16
3.3 Data collection 18
3.3.1 Unemployment 19
3.3.2 Gross Domestic Product 19
3.3.3 Inflation 20
3.4 Techniques for data analysis 20

Vi



3.4.1 Augmented Dickey-Fuller test
3.4.2 Autoregressive Distributed Lag test
3.4.3 Diagnostic tests
CHAPTER 4: RESULTS
4.1 Descriptive statistics
4.2Unit Root
4.3Cointegration
4.4Robustness
4.5Critical bound test
4.6Results of the long-term relationship
4.7Stability test
CHAPTER 5: CONCLUSION
5.1 Conclusion
5.2 Limitations
5.3 Recommendations
REFERENCES

Vii

26

20
21
22
23
23
25
25

27
29
29
31
31
33
34
35



Table 4.1

Table 4.2

Table 4.3

Table 4.4

Table 4.5.1

Table 4.5.2

Table 4.6

LIST OF TABLES

Descriptive statistics
ADF Results

ARDL Results
Robustness Results
Critical Value Bound
F-Test Results

Long-Run Coefficient Results

viii

Page

23
25
26
27
28
28

29



LIST OF FIGURES

Pages
Figure 4.1 Variables Representation 24
Figure 4.7.1 Plot of Cumulative Recursive Residuals 30

Figure 4.7.2 Plot of Cumulative Squares Recursive Residuals 30



CHAPTER 1
INTRODUCTION
1.1 Background of the Study

Unemployment is associated with periods of time in which an individual actively
seeks to find a job and mentally prepares him or herself to work at any level of wage
in the market. This is referred to as a strict or narrow definition of unemployment,
where the person actively seeks for work. The broad perspective includes those who
are unemployed and not actively looking for a job. Another important type of
unemployment is cyclical unemployment which is a factor of overall unemployment
that relates to the cyclical trends in growth and production that occur within the

business cycle.

Unemployment has been analyzed throughout the last and current century. A large
share of the research has focused on the developed world. The studies have surpassed
the structural economic phases which developing countries are currently going
through. The current states of affair in developing countries are likely to show signs
of similarities to economic phases of developed countries dating years back. As for
developing countries, the trends of unemployment have been extensively analyzed.
Effects of a variety of factors determining unemployment have been extensively
investigated throughout the middle and end of the 20" century for developed
countries. This analysis might prove to show similarities to developing countries. If
we are to analyze the current state of affairs for specific developing countries, the
future might be reflected in what happened to developed countries in the past

decades.
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