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Abstract: The purpose of this study is to investigate the role of government education expenditure on
economic growth in Malaysia. This study emphasizes on the recovery regime, which is after world economic
crises in 2008 as a sample of study. The augmented non-linear Cobb Douglass model is adapted for the study
to achieve its objective. Moreover, the study adopts Ordinary Least Square testing procedure in investigating
the determinant’s magnitude value of each variable. The result suggests that capital, unemployment and
education expenditure are crucial in explaining the dependent variable, economic growth, at 95 percent
significance level. In addition, the literacy rate is important in explaining the economic growth at 90 percent
significance level. The study implies that augmentation of government expenditure on education is necessary in
order to reduce the unemployment rate in Malaysia during crisis scenario. Realistically, well educated,
technically skilled and physically fit workers will further enhance their opportunities in the job market that
would lead towards the reduction in Malaysia’s unemployment. Consequently, it is recommended that
government should expand its education expenditure ratio and spend more on improving the literacy rate in
Malaysia. In effect, increase investments in these two promising factors are essential in the decline of
unemployment level in the country in the long run. For future study, dynamic modeling is useful to examine the
short run and long run relationships among the variables.

Key words: Economic growth, Education expenditure, Economic crisis, Cobb-Douglas Model, Ordinary Least
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. INTRODUCTION

Being one of high middle income countries, Malaysia has been a successful developing country in Asia and has
forged ahead in becoming a developed nation. To illustrate, GDP in Malaysia had shown annual drastic increase from
1988 until 2018. In fact, there have been numerous factors that have influenced Malaysia’s economic growth. A study
done in [1] stated that economy in globalized era had been exposed to external factors through economic, political and
social relationships. Therefore, the country needs knowledgeable human capital in generating its economic growth to
ensure its sustainable and balanced development. Based on the statement, Malaysian government had introduced

knowledge economy (K-Economy) in 2000 to improve its economic growth. Researchers [2], [3], and [4] believe that
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growth is influenced by highly educated and skilled human capital. In other words, individuals have the ability to
increase level of productivity and, in turn, contribute to the economic growth.

This argument is also supported by [5], [6] and [7], they predict that individual literacy will result in positive
economic growth, social and political development at national level. Hence, the role of government expenditure on
education and literacy level has welcomed vast debates among the academic scholars. Indisputably, literacy level as
well as government expenditure bring positive and significance impacts on economic growth. Reasonably, according
to [8], rising literacy level in the population will lead to favorable high productivity in the country. My point being,
the level of readiness among societies for better living standard can be observed through their literacy level.
Nonetheless, discussions regarding the impact of literacy level on county performance are hard to find due to the
difficulty to obtain the results of data extraction results at the macroeconomic level.

Apart from that, unemployment is an undesirable issue that occur in every nation worldwide. In contrast with
positive impact of government education spending on a country's economic growth, unemployment negatively
affected economic growth. Referring to [9], they claim that unemployment will lead to the incidence of depreciation
to the country.

Besides, since this study focuses on a specific period of time, it may produce different results on the same area of
study. The idea of the inclusion of regime is extracted from [10], [11] and [12]. For instance, the crisis regime may
represent the situation during periods of economic crisis, financial crisis or during certain exchange rates regime (fixed
exchange rates or floating exchange rates). The specific time periods may yield dissimilar implications, which can
change the relationships between variables, positive to negative or vice versa. Therefore, this study will focus on a
specific time period in order to observe the changing of the relationship between variables. Many studies including
[13] and [14], have claimed that economic crisis have brought significant impact on economic growth in many
countries.

In line with its aim to investigate the role of government spending on education and literacy levels in the country's
economic growth, under recovery regime after world economic crisis in 2008, some macroeconomic variables are
considered as control variables in this study. Using monthly time series data from 1980 to 2018, this study looks at
the effect of these selected macroeconomic variables, namely capital, unemployment, education, literacy rate and
economic crisis on the country’s GDP. The findings of this study are aimed to provide clear overview of
macroeconomic issues in the country and help policymakers in understanding the impact of the variables in the long
run. Additionally, this study identifies some ideal solutions to ensure the stability of Malaysian economy during the
crisis. Figure 1, shows the trends of education expenditure and services expenditure on education toward economic
growth during the specific timeframe.

Figure 1 Trend analysis of Education expenditure in Malaysia
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. LITERATURE REVIEW

Previous discussions on the issues of education expenditure and economic growth, give insightful guidelines in
choosing the precise determination for the current study. Thus, this section does in depth discussions about past
literature review before setting up a model to rigorously test the long run relationships and estimate the magnitude
values of the independent variables. Along with many studies, this current study focuses on four selected
macroeconomic variables in explaining Malaysian economic growth in the long run, comprising capital,
unemployment, government expenditure on education and literacy rate. Earlier study by [1], has confirmed the role of
education expenditure in improving long run economic growth. According to [1], the progress in the economy of a
country can be measured by the increase in the workforce of a country, whereby the increase in government spending
on education is vital in producing better human capital. This statement is later supported by many studies. Undeniably,
many studies demonstrate positive relationship between education expenditure and economic growth, the relationship
mentioned in studies done by [15], [16], [17], [18], [7] and [19] among others. They point out that education
expenditure and economic growth have positively related and statistically significant in short run and long run.
Contrastingly, in a study of [20], the finding result indicates that education expenditure is negatively impacted
economic growth in short run while [7] shows negative impact in the long run. Though uncertain, recent studies
involving the role of government spending in education is still in dire need to be carried out and studied when dealing
with specific economic situations, such as in the event of an economic crisis or shock, spread of diseases such as
Covid-19 that can potentially disrupt a force in the country's economy. As emphasized earlier, the focus of this study
is merely on the regime after the global financial crisis in 2008.

Likewise, there are several studies that examine the relationship between the fixed capital formation, representing
country’s capital flow, and economic growth. Those studies find that fixed capital formation significantly affects future
economic growth. The argument is consistent with a study conducted by [21]. Nevertheless, [22] claim that the fixed
rate of capital formation does not guarantee economic growth. They suggest better efficient level of resource allocation
from low to high productivity can produce better economic growth. This is coherent with the finding by [23], where
capital formation does not affect economic growth. Moreover, [24] examines causal relationship between gross fixed
capital formation and economic growth using panel data analysis. The result reveals significant relationship between
capital and economic growth across selected developing countries. The study is consistent with the result by [4], where
the finding unveils short and long run relationship between capital and economic growth in Malaysia. From the regime
analysis point of view, previous studies still neglect the idea of regime analysis. As mentioned earlier, for analysis
purposes, this study focuses on recovery regime in Malaysia after world economic crisis in 2008. This effort will
further enhance the existence literature on the related studies.

1. METHODOLOGY, DATA AND MODEL SPECIFICATION

Initially, this study is inspired by [1] and [4]. However, those studies do not put their emphases on world crisis
recovery regime. Thus, the current study fills the research gap by investigating the relationship between Malaysian
government spending on education and its economic growth. In order to achieve this study aims, this research employs
the deterministic econometrics tools, by utilizing ordinary least square approach in developing multiple linear
regression model. According to [25], [26], [27], [28] and [29], the method is one of powerful approaches, among other
econometrics tools, to estimate the magnitude values of independent variables in the long run. The ordinary least
square estimator can produce the minimum variance, thus the estimated result is efficient. In our case, capital,
government expenditure on education, literacy level and unemployment are used as independent variables whereas

economic growth is considered as dependent variable.
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For analysis purpose, this study uses the E-views software, in estimating the magnitudes of the variables (Bi). This

study employs the time series data, in monthly frequency basis, from 2010 to 2018 with total number of observation

is 216 (N=216). Due to unit differences between variables, data has been converted to a linear form of natural logarithm

to avoid problems in the model specification. Equation (1), presents the augmented non-linear Cobb Douglass model.

For estimating purpose, this non-linear form will be transformed into linear form as in equation (2). The non-linear

Cobb-Douglas model is as follows;

GDP = aCAPUNP#**EDU”°LIT ¢4

From equation 1, the general estimation modelling is transformed in to linear form as follows:

INGDR =a + £,INCAP, + £,INUNR + £, InEDU, + B, InLIT, + &, )
Where,
InGDP; = Economic growth in RM million
INCAP: = Real capital value measured from gross investment in RM million
INUNP; = Total of unemployment in a thousand people
INnEDU; = Education expenditure in RM million
InLIT, = Literacy rate in percent
pe = Error term
t = Monthly time series data
a = Constant
L, = Magnitude values (i=1,2,3,4)
V. RESULTS AND DISCUSSION
Accordingly, below is the general estimated model for this study;
INGDP; =0.364 + 0.443INCAP; ¢ - 0.270UN P, + 0.403InEDUs; + 0.003InLIT,;
SE =(0.176) (0.038) (0.063) (0.028) (0.002)
t* =(2.067) (11.667)*** (-4.306)***  (14.442)***  (1.750)*
F* =1594.696, R? = 0.997, R? = 0.996, DW = 1.440
Note: Level of Significance;
*** 09% significance level

** 95% significance level

* 90% significance level
Table 1: t-test Results
Variables Hypothesis Statistical Test Cvr;tliggl Result VIF Rank
car, | P 321 Oi o | 12667 (15225%) Reject Hy 4567 2
UNP, p =0 -4.306 ~1.960 Reject H, 5.671 3
B, # 0 (at 0=5%) 0
gpu, |P2=0 14.442 1.960 Reject H, 3219 1
,83 %0 (at a=5%) 0
Lr, | P ﬂ: Oi o |70 (14?225% : Accept H, 5.776 4
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Table 1 simplifies the t-test results for all analyses under recovery regime in Malaysia. The critical value from

statistical table is 1.960 for two tail test (t,,, =1.960). Thus, Table 1 delineates the results for t-test procedure.

Consistent with the result table, the total capital (CAP;), shows that its statistical value (t*=11.667) is larger than

critical value (t,= 1.960), hence, the null hypothesis (Hy) is rejected. This simply means the capital level (CAP;)
is important in explaining the Malaysian economic growth, at 99 percent significance level. This result supports the
previous outcomes including [30], [31], and [32] along with other studies. Undeniably, capital accumulation plays an
important role in generating positive impact on economic growth. It means that the rise in capital indirectly increase
labour productivity in the long run. Hence, capital accumulation, through enlargement in the production scale and
specialization, increases economic production and productivity; thereby promotes economic growth. The above
statement is in line with the indicators of the positive relationship between capital and the country's economic growth

found in this study.

The second result of significance test is performed on f3,, the total unemployment (UN P;) displays larger
statistical value (t*=-4.306) than its critical value (t,= -1.960), therefore, null hypothesis (Hg) is rejected.

Subsequently, unemployment (U N Py) is imperative in explaining economic growth at 95 percent significance level.
Naturally, unemployment has negative relationship with economic growth. This finding supports the previous results
by [9] and [14], among other studies. Should the unemployment decreases, the labour force that contributes to generate
productivity is rising, thus produce better economic growth to the country.

Government expenditure on education (EDUy) is also significant in influencing economic growth, when the

statistical value (t*=14.442) is larger than its critical value (£, = 1.960), null hypothesis (H) is rejected. Simply put,

the education expenditure by the Malaysian government is extremely important in promoting economic growth at 95
percent significance level. This result supports previous empirical findings by [4], [33], [34], [35] and [36], among
other studies. Rationally, the education expenditure, which is a measure of education quantity, presents human capital
formation which can produce highly skilled labour force. These highly skilled labours can generate high productivity;
in return, it will enhance positive economic growth. This statement is in line with the study result of the positive
relationship between education expenditure and economic growth. From the result, should the expenditure on

education increase by 1%, it will lead to an increase in economic growth at 0.403%.

The fourth result of significance tests is performed on 34, total literacy rate (LIT}). The result discloses that the

statistical value (t*=1.750) is less than critical value (£,= 1.960), thus null hypothesis (H) is accepted at 95 percent
significance level. Yet, the variable, i.e. literacy rate is still significant determinant of economic growth at 90 percent
significance level. This result validates previous empirical findings by [1] and [37], among others studies. Still, it is
viable to say that the economy is improved when learners have higher literacy levels. Therefore, the positive
relationship between literacy levels and economic growth are in proportion to the government expenditure on

education in this study.

Table 2: Results for F-Test

Model Hypothesis a l-a Statistical Critical Result
value value
0.01 | 99% 1594.696 3.41 Reject H,
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005 | % 1594.696 2.42 Reject H,
Ho:a1=a2=a3=a4=
fﬂ%”de;" s = 0 010 | 90% 1594.696 1.97 Reject H,
Hl =aq *0 97.5%
0.25 : 1594.696 1.36 Reject H,

Table 2 presents the results of F-test procedure. Overall, the combinations of all independent variables are good in
explaining the dependent variables at 99% significance level (as well as at 95%, 90% and 97.5%). The estimated
model has also passed the diagnostic testing procedure namely, heteroscedasticity, multicollinearity and
autocorrelation. In ranking order, the significant variables in this study are capital, education, unemployment and
finally literacy rate. In addition, the result insinuates that three economic indicators, capital, education and
unemployment, are significant at 99% significance level. Meanwhile, literacy level is significant at 90% significance
level (refer to Table 1).

V. CONCLUSION

In short, this study have identified the determinants of economic growth under recovery regime according to rank,
specifically total of capital (CAP), total of education (EDU), total of unemployment (UNP) and finally, total of literacy
rate (LIT). Customarily, high unemployment is considered as the worst scenario that could happen to any nations as
it will lead toward depreciation. Thus, the unhealthy economic condition will indirectly affect economic growth in the
long run. Therefore, it can be concluded that, in order to reduce the unemployment rate, the optimal effort should be
done by the authority’s bodies such as increasing education expenditure on part of the government. Convincingly,
unemployment level will likely to drop whenever better educated, technically skilled and physically fit workforces are
available in the country. This statement is fully supported by [38] and [39].

The study implies that augmentation of government expenditure on education is necessary in order to reduce the
unemployment rate in Malaysia then support to improve the economic growth. Realistically, well educated, technically
skilled and physically fit workers will further enhance their opportunities in the job market that would lead towards
the reduction in Malaysia’s unemployment.

It is proposed that government has to expand education expenditure ratio and literacy rate to further obstruct
unemployment level from increasing in Malaysia. Huge investment and capital in education sector infer more schools
will improve literacy among the masses; as a result, the situation will lead to a reduction in unemployment in the long
run. Overall, it can be concluded that Malaysia's economic growth is largely driven by education and capital under
recovery regime of world crisis in 2008. These two economic indicators are great contributors in generating better
economic growth. Therefore, to achieve sustainability in economic growth, high level of productivity and improved
competitiveness of the nation cannot be neglected. Positive efforts to improve the efficiency of production factors
should be given greater emphasis. For future study, the dynamic model is needed in order to investigate the relationship
between the variables in both short and long run.

Acknowledgment

This research is based on the results of partial analyses of University Grants (GPUP) (Code: 2019-0072-107-01)
awarded by Universiti Pendidikan Sultan Idris (UPSI), Tanjong Malim, Perak.

VI. REFERENCES

[1] Rahmah, I., (1998). Sumbangan Pendidikan kepada Pertumbuhan Ekonomi Malaysia. Jurnal Ekonomi
Malaysia, Vol.32, pp:3-20. UKM Publisher

7540



International Journal of Psychological Rehabilitation, VVol.24, Issue 07, 2020
“Issn: 1475-7192

[2] Desai, V. S. (2012). Importance of literacy in India’s economic growth. International Journal of Economics
and Research, 3(2), 112-124.

[31 Rehman, A., Jingdong, L., & Hussain, I. (2015). The province-wise literacy rate in Pakistan and its impact on
the economy. Pacific Science Review B: Humanities and Social Sciences, 1(3), 140-144.

[4] Rambeli, N., Hashim, E., & Dayang-Affizah, A. M. (2016). Relationship between Education Expenditure,
GFCF, Labor Force and Economic Growth in Malaysia. International Journal of Academic Research in Business
and Social Sciences, 6(12), 459-468.

[5] Jappelli, T. (2010). Economic literacy: An international comparison. The Economic Journal, 120(548), F429-
F451.

[6] Idris, J,. & Rahmabh, I,. (2012). An Analysis of Relationship Between Human Capital and Economic Growth.
Life Science Journal. 9. 3735- 3740.

[7] Kouton, J. (2018). Education Expenditure and Economic Growth: Some Empirical Evidence from Cote
d'lvoire. 1-17.

[8] Syed Khurram Arslan Wasti, Omayma Karrar, & Shumaila Wagar Zaidi. (2017). Impact of Education
Expenditure on the Economic Development. An Empirical Investigation in Case of Kuwait. V, 6(11), 90-98.

[9] Saarela, J., & Finnés, F. (2002). Ethnicity and unemployment in Finland. Ethnic Study Review, 25, 26 — 37
[10] Rambeli, N. (2004). Dynamic Relationship between Money, Output and Exchange Rate in Two Exchange Rate
Regime. Unpublished article.

[11] Rambeli, N. & Podivinsky, J.M. (2013). A Study of Exogeneity Tests on Export-Led Growth Hypothesis: The
Empirical Evidences on Post-Crisis Exchange Rate Regime in Malaysia. International Business Education Journal.,
6(1), 7-20. Retrieve from: http://ojs.upsi.edu.my/index.php/IBEJ/issue/view/184

[12] Rambeli, N., Hashim, E., Hashim, A., Dayang Affizah, A. M., & Podivinsky, J.M. (2017). Empirical analysis
on exchange rate fluctuation and sectoral stock returns in Malaysia. Jurnal Ekonomi Malaysia, 51(1), 33-40. DOI:
10.17576/JEM-2017-5001-3

[13] Rambeli, N., Podivinsky, J.M., Hashim, A., & Hashim, E., (2014) .Issues On Exchange Rate Volatility &
Exports Nexus — “A Case for Asean”. Management Research Journal Vol.3 (2014), 164—184 Retrieve from:
https://docs.wixstatic.com/ugd/7b8359 d4c26c246ac84c22ael1179729d6a6fal.pdf

[14] Rambeli, N., Podivinsky, J.M. and Abdul Jalil, N. (2019). The Re-examination of the Dynamic Relationship
between Money, Output and Economic Growth in Malaysia. International Journal of Innovation, Creativity and
Change, 5(2), 1812-1834.

[15] Islam, M. R. (2014). Education and Economic Growth in Bangladesh - An Econometric Study. Journal of
Humanities and Social Sciense, 19(2), 102-110.

[16] Owusu-Nantwi, V. (2015). Education Expenditure and Economic Growth: Evidence from Ghana. Journal of

Economics and Sustainable Development, 6(16).

[17] Bal, D. P., Dash, D. P., & Subhasish, B. (2016). The Effects of GFCF Formation on Economic Growth in
India; Evidence from ARDL-bound Testing Approach. 17(6), 1-13. doi: 10.1177/0972150916660403

[18] Sunde, T. (2017). Education Expenditure and Economic Growth in Mauritius: An Application of the Bounds
Testing Approach. European Scientific Journal, 13(22), 70-81. doi:doi: 10.19044/esj.2017.v13n22p70

7541


https://docs.wixstatic.com/ugd/7b8359_d4c26c246ac84c22ae1179729d6a6fa1.pdf

International Journal of Psychological Rehabilitation, VVol.24, Issue 07, 2020
“Issn: 1475-7192

[19] Liao, L., Du, M., Wang, B., & Yanni, Y. (2019). The Impact of Educational Investment on Sustainable
Economic Growth in Guangdong, China: A Co-integration and Causality Analysis. Journal of Multidisciplinary
Digital Publishing Institute, 11(766), 1-16. doi:10.3390/su11030766

[20] Ifa, A., & Guetat, I. (2018). Does Public Expenditure on Education Promote Tunisian and Moroccoan GDP
per GFCF. The Journal of Finance and Data Science(4), 234-246

[21] Albiman, M., & Suleiman. (2016). The Relationship among Export, Import, Capital Formation and Economic
Growth in Malaysia . Journal of Global Economics, 4(2), 1-6. doi:10.4172/2375-4389.1000186

[22] Bashir, A., & Amir, A. (2019). Relationship between Government Expenditure on Education and GDP Per
Capita in Pakistan: An ARDL Approach to Co-integration. Advances and Applications in Statistics, 55(1), 77-103.
doi:10.17654/AS055010077

[23] Adhikary BK (2011) FDI, trade openness, capital formation and economic growth in Bangladesh: A linkage
analysis. International Journal of Business and Management 6: 17-27.

[24] Ahmet Gokge Akpolat (2014), “The Long-Term Impact of Human Capital Investment on GDP: A Panel
Cointegrated Regression Analysis,” Economics Research International, vol. 2014, Article ID 646518, 10 pages,
2014. https://doi.org/10.1155/2014/646518

[25] Guijarati, D.N. (2004). Basic Econometrics (4th ed.). McGraw-Hill Companies.

[26] Guijarati, D.N. (2009). Basic Econometrics. Tata McGraw-Hill Education, 7(4).

[27] George, E. P. B., Gwilym, M. J., & Gregory C. R. (2016). Time Series Analysis: Forcasting and Control. 5th
Edition. Wiley.

[28] Carter H., William, E. G., & Guay, C. L., (2018) Introduction to Econometrics. Wiley.

[29] Rambeli, N. (2019). An Econometrics Module. 3rd Edition. Awal Hijrah Publisher.

[30] Lukasz, L. (2010). Fixed capital and long run economic growth: evidence from Poland. 36(4), 34-50.

[31] Meyer, D. F., & Sanusi, K. A. (2019). A Causality Analysis of the Relationship Between Gross Fixed Capital
Formation, Economic Growth and Employment in South Africa. 64(1), 33-44. DOI: 10.2478/subboec-2019-0003
[32] Moreno, G., Haiyun, L., & Nouman, M. (2019). Gross Fixed Capital Formation, Manufacturing Productivity,

Government Consumption and Economic Growth in Colombia: An ARDL Bound Testing Approach. North
American Academic Research, 2(3), 1-9.

[33] Islam. (2016). Education and Human capital Effect on Malaysian Economic Growth. International Journal of
Economics and Financial Issues , 6(4), 1722-1728.

[34] Mallick, L., & Dash, D. P. (2015). Does Expenditure on Education Affect Economic Growth in India?
Evidence from Cointegration and Granger Causality Analysis. Theoretical and Applied Economics, XXII (4), 63-
74.

[35] Mallick, L., Das, P. K., & Pradhan, K. C. (2016). Impact of educational expenditure on economic growth in
major Asian countries: Evidence from econometric analysis. Theoretical and Applied Economics, XXIII (2), 173-
186.

[36] Mallick, L., & Dash, D. D. (2015). Does Expenditure on Education Affect Economic Growth in India?
Evidence from Cointegration and Granger Causality Analysis. Theoretical and Applied Economics, XXII (4), 63-
74.

[37] Rehman, A., Jingdong, L., & Hussain, I. (2015). The province-wise literacy rate in Pakistan and its impact on
the economy. Pacific Science Review B: Humanities and Social Sciences, 1(3), 140-144.

[38] Muhammad Shahid. (2014). Impact of Labour Force Participation on Economic Growth in Pakistan. Journal

of Economics and Sustainable Development, 5(11), 89-93.

7542


https://doi.org/10.1155/2014/646518

International Journal of Psychological Rehabilitation, VVol.24, Issue 07, 2020
“Issn: 1475-7192

[39] Yuliyusman, F., & Rahmah Ismail. (2012). Impact of Globalization on Labour Productivity in the Malaysian
Construction Sector. Life Science Journal, 9(4), 3235-324.

7543



