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ABSTRACT

This paper has three objectives. The first objective is to examine the long-run relationships among

exports, imports, income and demand for migrant workers. This is followed by a causality test
between these variables as the second objective. Finally, the third objective is to examine the extent
to which exports, imports and income affect the demand for migrant workers. The study utilizes
time series data and a Vector Auto Regressive (VAR) framework while examining two models,
namely, Malaysia and Malaysia-Indonesia (Malindo). The findings show that all variables in the
models are cointegrated. Generally, there is no short-run causality between variables in the
models. In the long-run, causality runs from exports, imports and income to demand for migrant
workers for the Malaysia model. There is bi-directional causality in the long-run between exports
and imports, respectively, and demand for migrant workers in the Malindo model. Exports and
demand for migrant workers in the Malaysia model, and exports and imports, respectively, and
demand for migrant workers from Indonesia in the Malindo model are substitutes. Moreover, the
income per capita for Malaysia has a non-significant negative effect on the demand for total
migrant workers and a significant positive effect on the demand for migrant workers from
Indonesia. The study suggests that trade can be a necessary instrument, but not a sufficient
instrument for reducing the demand for migrant workers.

Keywords: Export, import, income, Malaysia, Indonesia, migrant workers.
JEL classification: P45, P44, J61

INTRODUCTION

Malaysia faces a dilemma concerning migrant workers. On the one hand, Malaysia needs migrant
workers due to the lack of labour supply, especially those who are willing to work in the 3D (Dirty,
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