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ABSTRACT 

CRIME AND MISERY INDEX IN MALAYSIA 

By 

Melanie Aarti Inbaraj 

This study is undertaken to investigate the relationship between Crime and 

Misery Index in Malaysia. The variables were tested for Unit Root by employing 

Augmented Dickey-Fuller (ADF), Phillips-Perron (PP) and Kwiatkowski-Phillip- 

Schmidt-Shin (KPSS), for cointegration using Johansen and Juselius (1990) 

multivariate cointegration test and causality using the Granger Causality test. The 

above tests were repeated for four sub-categories of the Crime Index in Malaysia, 

namely, Homicide/Murder, Breaking and Entering, Serious Assault and Theta. The 

results showed that there was no causality pattern between the two variables. 

However, the ECT revealed that the Misery Index is endogenous and in the long run 

will be caused by Crime. For the sub-categories of Crime Index, only theft was 

cointegrated with Misery Index. The VEC Granger causality test showed that both 

variables are bidirectional. ECT revealed that Theft is endogenous and hence in the 

long run is caused by the Misery Index. In order to rectify the problem of rising 

inflation and unemployment simultaneously. the government should encourage the 

implementation of supply-side economic policies such as privatization of incfticient 

government businesses, liberalization of the economy, increased spending on 

education and training and the encouragement of SMF's and Entrepreneurship. Such 

policies will help create jobs while curbing the rise of price levels. 



ABSTRAK 

JENAYAH DAN INDEKS KESENGSARAAN DI MALAYSIA 

Oleh 

Melanie Aarti Inbaraj 

Kajian in dilaksanakan untuk menyelidik hubungan antara jenayah dan indeks 

kesengsaraan di Malaysia. Pembolehubah-pembolehubah akan diuji dengan 

menggunakan ujian kepegunan Imbuhan Dickey-Fuller (ADF), Phillip-Perron (PP) 

dan Kwiatkowski-Phillip-Schmidt-Shin (KPSS), Johansen-Juselius untuk mcnguji 

kointegrasi dan ujian penyebab Granger untuk menentukkan arah huhungan. Ujian di 

atas akan diulangi untuk sub-kategori indeks jenayah iaitu Bunuh, Pecah Masuk, 

Mencederakan dan Samun dengan Indeks Kescngsaraan di Malaysia. Keputusan 

menunjukkan bahawa jumlah jenayah dan indeks kesengsaraan tidak mempunyai 

sebarang hubungan. Namun, ujian ECT menunjukkan bahawa indeks kesengsaraan 

adalah endogenous dan dalam jangka masa panjang akan discbabkan olch jumlah 

jenayah. Didapati bahawa hanya pembolehubah kecurian mempunyai huhungan 

dengan indeks kesengsaraan. Kedua-dua pembolehubah mempunyai hubungan dua 

hala. Ujian ECT menunjukkan bahawa kecurian adalah endogenous dan akan 

disebabakan oleh indeks kesengsaraan dalam jangka masa panjang. Langkah yang 

paling efektif adalah untuk mengurang intlasi dan pengangguran dengan serentak. 

Kerajaan harus menggalakkan pelaksanaan polisi ekonomi seperti penswastaan 

perniagaan kerajaan yang kurang cekap, mengalakkan libcrisasi ekonomi, 

meningkatkan perbelanjaan ke atas pendidikan dan latihan serta menggalakkan 

keusahawanan untuk menambahkan pcluang pekerjaan. 
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CHAPTER ONE 

INTRODUCTION 

1.0 Preface 

Until about 1968, most academic research on crime was done by sociologist 

(Rubin, 1978). During this time, research encompassing crime focused on the 

difference between criminals and non-criminals. There was also a general conception 

that punishment did not deter crime, rehabilitation being the most effective solution to 

criminal behavior and that Capital Punishment was ineffective in deterring murder 

(Rubin, 1987). It was not after that time that economist began to tackle the subject. 

The focus shifted as economists such as Becker (1968) stated that criminals behave 

just as anyone else does, as they rationally weigh the cost and benefits of their 

decision, they choose to maximize utility through criminal activities. Economists 

argue that the change in behavior is not explained by irrationality or the difference in 

behavior of criminals and non-criminals but in the changes of the constraints that lead 

to such behavior. 

Ever since, economist have repeatedly and with increasing interest studied the 

relationship between crime rates and other measurable variables such as 

unemployment, inflation, income inequality and juvenile delinquency. However, 

when it comes to explaining theories pertaining to participation in illegal activities 

such as crime, it is assumed that because crime is a deviant activity, the causes must 

be sought in deviant factors and circumstances determining behavior (Ehrlich, 1973). 

Unemployment, which does not necessarily result in (or is considered) as a deviant 
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circumstance, has been concluded by Becker (1968) to have a positive expected 

relationship to crime as unemployment may result in individuals turning to criminal 

activity to maximize utility (Elliot & Ellingworth, 1996) although, others have arrived 

at a negative relationship, arguing that unemployment leads to increased guardianship 

and reduced opportunity for criminal activity; hence, a lower expected economic gain 

from crime (Osborne at al., 1992). Therefore, in certain situations and cases, theories 

as such may not hold true as conditions and constraints may change as circumstances 

change. 

Most research on crime has been conducted in the United States and European 

countries. Economist such as Becker (1968), Ehrlich (1973), Fleisher (1966), Tullock 

(1967) and Rotemberg (1968) have spurred research in crime economics in their 

country, not to mention it is also contributed to, by issues pertaining to gun control, 

drug abuse, income inequality, and inflation among others in those countries. Recent 

upward trends in crime rates have caused widespread public concern about issues 

related to crime and insecurity, which now attract more attention than traditional 

economic issues such as unemployment, inflation, and taxes (Fajnr. ylber et al., 2000). 

In Malaysia, however, though not as abundant, several studies on crime have 

been conducted, namely by Baliarom and Hahibullah (2008), Hahihullah and Law 

(2008) and Sidhu (2005) on different categories of' crime and their relationship to 

economic variables, income inequality, unemployment, as well as studies on crime 

trends and determinants of corporate crime. The increased availability of crime 

literature in context to Malaysia reflects the importance that crime economics has 

gained over the years. Thus, it encourages the need fir effective analysis of criminal 
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activities in an effort to better understand its nature, particularly in regards to 

Malaysia and curb its harmful effects to society while maintaining the economic and 

political integrity of this country. 

1.1 Definition of Terms 

There are several terms used in the completion of this research, for the purpose 

of clarity for the reader, definitions or the terms used will be explained in this section. 

1.1.1 Unemployment Rate 

Unemployment Rate is defined as the number of unemployed persons divided 

by the labor force, where the labor tierce is the number of unemployed persons who 

are within the legal working age and are able to work, plus the number of employed 

persons. 

Unemployment rate = 
Total Employed 

x 1001% 
Total Labour Force 
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1.1.2 Consumer Price Index (CPI) 

Consumer Price Index is an indicator of Inflation. It measures the cost of a 

fixed basket of goods and services. It is also known as the cost of living index 

1.1.3 Inflation Rate 

Inflation rate is a continuous increase in general price levels over time, usually 

annually. It is derived from Consumer Price Index, the percentage difference of CPI 

from the year before. 

1.1.4 Crime Index' 

The crime Index consists of Crimes that are reported with sufficient regularity 

and with sufficient significance to be meaningful as an index to the crime situation. 

1.1.5 Misery Index2 

The Misery Index was initiated by Arthur Okun, an adviser to President 

Lyndon. It is the unemployment rate added to the Inflation Rate. It is assumed that a 

higher rate of unemployment and a worsening of inflation rate can both create 

economic and social costs to the society, and a deterioration of economic perfirrmance. 

I AJapIcJ from Sidhu I: IM151 

2 AJaptcd from I amg and I can i : IMn$ i 
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1.2 Theoretical Framework' 

Tracing studies conducted by Becker (1968) and Ehrlich (1973), they 

suggested that the unemployed individual acts rationally and weighs the cost and 

benefits of engaging in criminal activity as opposed to working. Becker (1968) 

concluded that unemployment does indeed have a positive effect on the occurrence of 

crime. Employing the Misery Index, Arthur Okun assumed that an increase in 

unemployment and a worsening of inflation will create an undesirable economic 

situation for any individual. In this case, the individual then has the option to seek 

employment, if unemployed or to seek better employment opportunities from his/her 

current job or he/she could revert to criminal activity. 

The following equation expresses the expected returns it' the individual 

chooses criminal activity over honest employment (1); 

E(Wc)>E(W) 

Where; 

W= individuals wages from legal employment 

W, = individuals returns from criminal activities 

(1) 

From equation (1), the individual will choose to indulge in criminal activity if 

returns are indeed higher than being legally employed. It' criminal activity has higher 

returns as compared to honest employment, then, the individual will have a higher 

I Adapted Iio III Iic. Acr 0 'Hr\I and I IIIIIiII I I'j'4 
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tendency to engage in crime. Vice versa, if the returns from honest employment is 

more than that of criminal activity, then the individual will have a higher tendency to 

choose legal employment all else being equal, 

E (W, ) =E (W) 

The returns from crime W, is a probability weighed average of returns in the 

case the individual is caught p, and if the individual is not caught (/-/p). Hence, 

assuming that the individual chooses criminal activity and is caught, the returns are 

reduced by the cost of punishment and is represented as fiollows (2); 

E (W, ) = (1 - P) W, + (Wc - C) (2) 

Where; 

We = the returns from crime 

p= probability that the individual gets caught 

C= Cost of punishment. 

Consequently, if the individual is employed and receives wages W. and it' 

unemployment, receives aid or benefit represented by E3, the equation is written as 

follows: 

E(W) = (1 - u)W + uB (3) 

(1 - p)w, + p(W,. - C) > (1 - u)w + uB (4) 
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Where: 

it = risk of being unemployed 

From, the equation, it is assumed that the risk of being unemployed is less than the 

risk of being caught, u<p and that Cost of Punishment is higher than the cost of being 

unemployed in this case benefits of unemployment, ('>N. Hence, it is safe to deduce 

that engaging in criminal activity is riskier than being employed legally. 

7 



1.3 Background of Inflation, Unemployment and Crime Index in Malaysia 

1.3.1 Inflation in Malaysia 

Figure 1.1 Inflation in Malaysia from 1970 to 2008 
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The Consumer Price Index in Malaysia is based in the Lapeyres tormula. 

measuring the average rate of change in prices of a fixed basket of*goods and services 

which represents the expenditure pattern of' households in Malaysia. The Consumer 

Price Index in Malaysia uses 2005 as its base year. (Department of'Statistics Malaysia, 

2009) 

However, figure 1.1 shows the Inflation rate derived from the Consumer Price 

Index tier Malaysia. There was a jump in the Inflation rate from 3.1 in 1972 to 16.9 in 

1974 respectively hugely credited to the 1973 Oil Crisis. The inflation rate peaked 

once again in 1981 at 9.7, recording 3.5 only two years before in 1979. This peak is a 
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result of the Commodity Crisis in the early 1980's. Inflation was at its lowest from 

1985 to 1987 at 0.4,0.5 and 0.8 respectively. It reached a high in 1998 at 5.3 due to 

the Asian financial crisis and has recently returned to 5.4 in 2008 after recording a 

healthy rate of between 2.0 and 4.0 in the years following the Asian Financial Crisis. 
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1.3.2 Unemployment Rate in Malaysia 

Figure 1.2 Unemployment Rate in Malaysia 1982-2008 
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The unemployment rate in Malaysia began receiving public attention in the 

early 1960s. A simple survey conducted by the department of Statistic Malaysia in 

1963 showed that unemployment was 6%. Due to continued increased unemployment 

since and the severe segregation of races through the economic activity, the New 

Economic Policy was implemented to rectify the problem of increasing 

unemployment issues among other things. Figure 1.2 shows the t Jnemployment Rate 

in Malaysia from 1982 to 2008. The unemployment rate reached an all-time high in 

the mid to late 80's, recording 7.1 ° ö, 6.81o. and 6.7° in 1986,1987, and 1989 

respectively. This is mainly credited to the oil crisis which resulted in it sharp decline 

in oil prices after a sudden hike in the early I980's. Since the 1980's the 

unemployment rate continued to drop till it reached a low of 1.9°0 in I997. 
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1.3.3 Crime in Malaysia 
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Figure 1.3 Crime Statistics in Malaysia 1980-2009 
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According to Sidhu (2006) property crime between 1980 and 2004 made up 90° 

of all reported crime every year and violent crime only 10°o. While, violent crime 

does not seem to have a staggering increase, it is still the commands the most media 

and public attention. In his analysis of the ('rime statistics in Malaysia, Sidhu (2006) 

explains that property crime contributes most to the crime index in Malaysia as it 

records a volatile pattern during the attire mentioned time frame. It is implied that 

such a situation is contributed much by the economic conditions of the country. The 

continual economic downturns and crises like those in the mid ß{0's due to the oil 

crisis and in 1997 due to the financial crisis coincides with the sudden peaks in the 

crime statistics 
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1.4 Problem Statement 

Crime has been on the increase in Malaysia. This can he verified both by the 

rise in the index crime statistics and by the depreciation of the Public Safety Index in 

the Malaysian Quality of Life Index (MQLI) 2004 (Sidhu, 2005). There have been 

many reports of snatch thefts, rapes and other sexual crimes, assaults and murders, 

child abuse and ill-treatment of foreign maids, hold-ups and thefts and kidnappings 

(Sidhu, 2005). The issue of increased crime rates was further highlighted by Datuk 

Seri Najib Tun Abdul Razak, Malaysia's G'' Prime Minister in conjunction with his 

100 days in Office. Crime Prevention was listed as one of the eleven 'People friendly 

Measures'. 

In Sidhu's (2005) descriptive research of Rise of Crime in Malaysia, he 

discussed that within the Crime Statistics of Malaysia between the years 1980 to 2004, 

there were two time frames in which the Crime statistics peaked significantly, once in 

mid 1980's and again from 1997-1999. He believed that these peaks were related to 

the Economic Crises namely the Oil Crisis and Commodity Crises between the years 

1982-1986 and the 1997 Asian Financial Crisis respectively which hit Malaysia. 

Rapid Urbanization has also been credited as a reason for the rise of crime. A recent 

Publication by the Center of I ublic Policy (2008) notes that the more developed states 

have the highest crime rates particularly in petty and violent crimes and are 

committed in high-density populated areas of these states. 

While many studies have been done on the effects of unemployment on crime 

rates, Tang and Lean (2008) and Onlotor (2009) added inflation rates to the standard 
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unemployment rate to analyze the nature of the relationship those variables had with 

crime rates for the United States and Nigeria respectively, the latter, however, used 

the term "Discomfort Index". The Misery Index tested not only the numerous efforts 

by economist to explain crime rates due to unemployment but Curtis's (1981) report 

also states inflation contributing significantly to crime rates in inner cities in America 

(Tang & Lean, 2008) as well as Ralston's (1999) conclusion of*a positive relationship 

between inflation and crime rates. As inflation reduces the standard of living and 

reduces disposable income, people may resort to other activities i. e. crime as a means 

of maximizing utility. They found that the Misery Index and Crime rates were 

cointegrated and is positively related to crime rates. Hence, in order to reach a more 

accurate understanding of why the occurrence of crime is on the rise, the Misery 

Index will be used for this study. 

On a slightly different note, results of research conducted on ('rime and 

Unemployment or Crime and Misery Index are based largely on western countries 

with a vast difference in cultural, socio-economic and ethnic background as compared 

to Asian countries as well as the fact that Malaysia is a developing nation. Malaysia 

prides itself on being a multiracial nation consisting of citizens of numerous cultural 

and religious backgrounds living in hannony. How do cultural and religious 

differences tie in to this research'' As mentioned before, most studies conducted are 

set in western and developed countries with western values which are generally more 

liberal than that of Asian countries including Malaysia. Ehrlich (1 973) argues that the 

motivation to commit a crime cannot be attributed solely to the fact that illegitimate 

activities are a result of deviant circumstances or unique personal characteristics and 

social conditions affecting respect fi)r law, penchant ti)r violence, and preferences for 
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risk as proposed by theories of such approach. It should however, he motivated by 

incentives that arise from such behavior as well as opportunities. Therefore, in a 

cultural setting which entails varying social conditions, the constraints to criminal 

behavior are dissimilar; as such, the outcome of this research may vary from that of 

Tang & Lean (2008) due to the above stated circumstances. 

It should be noted that the difference in culture and religious background will 

not be measured or considered a variable in determining the relationship between 

Misery Index and Crime in Malaysia. Its effects which are purely observatory are only 

mentioned in the problem statement to highlight the existence of dissimilarities in 

social situations between the stated countries that may lead to difference in outcome. 
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1.5 Objective of Study 

The Misery Index has yet to be employed in studies pertaining to Crime in 

Malaysia. As Malaysia grows to achieve developed nation status, problems related to 

inflation, unemployment and crime will continue to be prevalent. Hence, the general 

objective of this study is to explore the relationship between the Misery Index and 

Crime Index in Malaysia. 

The Specific Objectives of this Study include: 

(i) To test the Stationarity of Misery Index and Crime Index in Malaysia 

by conducting a Unit Root Test throughout the sample period. 

(ii) To investigate the long-run relationship of Misery Index and Crime 

Index in Malaysia through Cointegration Testing throughout the 

sample period 

(iii) To examine the Causality pattern between the Misery Index and ('rime 

Index in Malaysia throughout sample period 
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1.6 Significance of Study 

Taking into account the argument proposed by Ehrlich (1973) and Becker's 

(1968) view on utility maximization through criminal activities due to unfavorable 

circumstances such as unemployment as well as Tang and Lean's (2008) study on the 

United States, this research will be conducted in a time frame from 1978-2008 fir 

Malaysia. It will be conducted to determine if a combination of undesirable economic 

conditions i. e. inflation and unemployment will result in a positive relationship with 

crime rates. This research is particularly relevant now as Malaysia is at the forefront 

of another economic crisis, the sub-prime mortgage crisis led by the US and which 

has already resulted in an increase in unemployment from 3.1 % in Q3 of 2008 to 4.0° 

in Q1 of 2009, as published by the Department of Statistic of Malaysia. While surging 

oil prices of late may result in an increase CPI as it did between 2007 and 2008 which 

recorded an increase of 5.4% largely credited to severe hike in oil prices. 

The outcome of this study will highlight the importance of not only 

unemployment to the changes in the Crime Index but also the significance of inflation 

to crime index to policy makers. Consequently, it will assist in determining 

appropriate macroeconomic policies to adopt to curb Inflation and Unemployment 

rates and by association, reduce the crime index. 
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