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ABSTRACT

The main purpose of this study is to investigate the relationship between education and
economic growth. The study is based on annually time series data range from period
1970 until 2010. The indicators for education are government operating expenditure and
government development expenditure in education sector. Following the endogenous
growth theory, log linear model is build based on Cobb Douglas production function. In
order to answer the three objectives in this study, the tests been carried out included
Augument Dikey Fuller test (ADF) test to test unit root, Ordinary Least Squares (OLS)
test to estimate how dependent variable changes when there is an increase in independent
variables, Johansen cointegration test to investigate the existence of long run relationship
in the model and Granger causality test to determine the direction of causality between all
variables. The finding of the study is consistent with most of the empirical studies and
theory where there is a long run relationship between education and economic growth.
Besides that, the estimated results show that operating expenditure is relatively bring
more impact to gross domestic product compared to development expenditure. In
addition, the empirical evidence demonstrates that operating expenditure exits bilateral

causality relationship with economic growth.

Keywords: Education, Economic growth, Granger causality, Expenditure on education



ACKNOWLEDGEMENT

First of all, 1 would like to thank for the power of my religion for blessing me with good
condition of health and mental to accomplish and complete this project paper. Besides
that, 1 would like to thank to myself for the energy, positive thinking and determination

when encounters with obstacle and problems during the process of writing project paper.

In addition, the credits should go to my supervisor Dr Shamzaeffa bt Samsudin for the
valuable guidance and advice on the ways to present my idea, giving suggestions to
improve my paper and emphasize on the important of the organization in the study. She is
friendly and willing to share the precious knowledge in economic field. Furthermore, my
sincere gratitude must also extend to Dr Hussin bin Abdullah for his willingness to spend

time for assistance and professional advices.

Moreover, sincerely thanks to my beloved family members for their understanding and
giving me freedom in any decision making for greater achievement in my life. Lastly,
friends are always the best accompanies who give support and encouragement when | am
facing difficulty during the period of my study and | really appreciate it from the bottom

of my heart.



TABLE OF CONTENTS

Page
PERMISSION TO USE...ctutiuiitiiiiiiiiieiiiiitiniieiieiiitiietieciisscssssscecssssssasensnns i
N T I ii
ACKNOWLEDGEMENT .uiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiietiieieeiettaiessenscssans iii
TABLE OF CONTENTS..atiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiieiiitenetietsnecnscnnsenes iv
I O IO e I = I vii
LIST OF FIGURES. . .ciitiiiiiiiiiiiiiiiiiiiiiiiiiiietieiiitiecectintnsssstecascnnions viil
LIST OF APPENDICES....uitttiitiiiiitiiniitieatisisssssstsssossssssosssssssssosssssrsnsan IX
CHAPTER ONE: INTRODUCTION
1.1 Background. ... ...ouiinii i e 1
1.2 Problem Statement. ... ... 3
1.3 Objective
1.3.1 General ODJECHIVES. ... .viie e 5
1.3.2 SPeCIfiC ODJECLIVES. ... ettt 5
1.4 SCOPE OF STUAY ... .t 5
1.5 Organization 0F the StUdY.........cooiiii 6

CHAPTER TWO: OVERVIEW OF EDUCATION SYSTEM IN MALAYSIA

2.1 INEOAUCTION. . .. ettt e e e 8
2.2 Education System in Malaysia........c.ooouiiiiiiiiiiii i, 8
2.3 Statistics on Education Sector..........oouiiiiiiiii e 11
2.4 CONCIUSION. ... ettt e e e 17



CHAPTER THREE: THEORETICAL FRAMEWORK FOR EVOLUTION OF
GROWTH THEORY

K J0 I 1011 7o 13 Tod 1 o B P 19
3.2 Harrod Dommar Growth Model............ ..o 19
3.3 S0loW’ S MOMEL. ... et 20
3.4 ENdogenous Growth TheorY........o.iriii e, 22
3.5 Human Capital in Growth Model...............cooii e, 23
3.8 CONCIUSION. ...t 24

CHAPTER FOUR: LITERATURE REVIEW

o 1011 0T 11T o] o 25
4.2 Indicators for EAUCAtION. ... . ..ot 25
4.3 Empirical Studies in MalaysSia...........c.oooiiiiiii i 27
4.4 Empirical Studies for Cross COUNEIY.........oviriiii e, 30
4.5 Empirical Studies in Individual Countries.............coooiiiiiiiiiiie e 33
G O] Tod [V o] PN 38

CHAPTER FIVE: METHODOLOGY

S.LINEOAUCTION. ... e 39
5.2 S0UICE OF DALA. .. ... eueneni e 39
5.3 Description of Variables. ... 40
5.4 Model SPeCITICAtION. ... ... 41
5.5 Augmented Dickey Fuller TeSt (ADF).......ooiiriiiiii e 43
5.6 Ordinary Least SQuares (OLS)........cooiiriii e, 46
5.7 Johansen Cointegration TeSt........c.viuiitie i e, 47



5.8 Granger Causality TeSt........oeiiii e 49

B0 CONCIUSION. . .ttt e 50

CHAPTER SIX: RESULTS AND ANALYSIS

LCTR N oo [0od 1 o] o TN PP 51
6.2 Results for Augmented Dickey Fuller Test..........coovviiiiiiiiiiiiiiiee 51
6.3 Results for Ordinary Least SQUAreS..........ccouvvriiriniii et 53
6.4 Results for Johansen Cointegration TeSt..........cooiiriiiiiiiiiiiie e, 54
6.5 Results for Granger Causality TeSt...........oouiiiiiiiii e 56
6.6 CONCIUSION. .. ..eiet e e e e, 59

CHAPTER SEVEN: SUMMARY AND IMPLICATIONS

8 101 101 F- T P 60
7.2 .SUggested POLICIES. . ... 61
7.3 Limitations of the StUAY..... ..o 62
T4 CONCIUSION. ... et e e e e e e, 62
= ] N S T 63
APPENDICES. .. titiiiiiiiiiieiiiiieitiiietteesesatessesssessssassssssassssssnssssssnssssssnse 67

Vi



Table

2.1

2.2

5.1

6.1

6.2

6.3

6.4

6.5

LIST OF TABLES

Title

Enrolment rate in local universities for period 2002- 2007

Federal Government Operating and Development
Expenditure in Education for Period 1970-2011

Data Sources

Results for ADF Test

Results for OLS Test

Unrestricted Cointegration Rank Test (Trace)

Unrestricted Cointegration Rank Test
(Maximum-Eigenvalue)

Results for Granger Causality Test

vii

Page

12

13

39

52

53

54

55

56



Figure

11

2.1

2.2

2.3

2.4

2.5

6.1

LIST OF FIGURES

Title

The determinants of economic growth

Enrolment in Public University for Period 1976-2011

Enrolments in Public University at Different Qualification

for Period 2002-2007

Federal Government Operating Expenditure in Education

Federal Government Development Expenditure in Education

Economic Returns to Education

Granger Causality Relationship

viii

Page

12

13

15

16

18

58



LIST OF APPENDICES

Appendix Title

A GDP- Level — Intercept

B GDP- Level - Trend and Intercept

C GDP- First Difference — Intercept

D GDP- First Difference — Trend and Intercept
E CAP- Level - Intercept

F CAP- Level — Trend and Intercept

G CAP- First Difference —Intercept

H CAP-First Difference — Trend and Intercept

I LAB- Level — Intercept

J LAB- Level — Trend and Intercept

K LAB- First Difference — Intercept

L LAB- First Difference — Trend and Intercept
M DEV - Level - Intercept

N DEV- Level — Trend and Intercept

@) DEV- First Difference — Intercept

P DEV- First Difference - Trend and Intercept
Q OPE- Level — Intercept

R OPE- Level - Trend and Intercept

S OPE- First Difference — Intercept

iX

Page

67
67
68
69
70
70
71
72
73
73
74
75
76
76
77
78
79
79

80



OPE- First Difference — Trend and Intercept
Outcome for Ordinary Least Squares (OLS)
Outcome for Johansen Cointegrating Test
Outcome for Granger Causality Test

List for Public and Private University

81

82

83

86

87



CHAPTER 1

INTRODUCTION

1.1 Background

The relationship between education and economic growth has become an issue in the
macroeconomic field. The relationship between these two variables remains controversial
in theory and empirical findings. There are two things to be determined. The first is the
nature of the relationship between the two, if one exists. The second is the direction of
causality between education and economic growth. While several researchers and
academicians have surveyed the theme, the results obtained are not consistent with some
studies suggesting a positive relationship and others a negative or indeterminate

relationship.

The ultimate goal of a country is to achieve economic development through
economic growth, which is distinct from the former. Economic growth refers to rises in
national income per capita from increasing production of goods and services in a country,
while economic development refers to benefits from structural changes in economy and
society. Examples of structural changes in the Malaysian context are the transition from
an agricultural to an industrial economy, reduction in gender inequality, equity of income
distribution and reduction of poverty rate. Economic growth alone is necessary but not
sufficient for economic development. It is important because the increase in the incomes
of the people and increase in government income allow greater expenditure on public

services which raise the standard of living of the nation. While this may not benefit every
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