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ABSTRACT 
 
 

THE INFLUENCE OF EDUCATIONAL ATTAINMENT AMONG LABOR 
FORCE IN MALAYSIA TOWARDS ECONOMIC GROWTH  

 
 
 

By 
 
 
 

Nundakrisping Meges 
 

 Education brings a wide range of benefits for both individuals and societies. 

Therefore, education has always been recognized as an instrument to economic 

growth. Indeed, measures of educational attainment reflect the knowledge and skills 

of the labor force and human capital of the nation. This study focuses on educational 

attainment among labor force as a determinant of Malaysia’s economic growth. This 

research is carried out for the purpose of examining the causality pattern between 

labor force with primary education (LFPE), labor force with secondary education 

(LFSE), labor force with tertiary education (LFTE) and Malaysia’s economic growth 

particularly in terms of Gross Domestic Product (GDP) by using 30 years time series 

data. The empirical result suggests that all the data applied in this study are 

stationary at their first difference and are integrated of the same order. The Johansen 

Cointegration test has detected a single cointegration vector among the variables 

which indicates a long-run relationship between them. The Granger’s test result 

denotes the existence of a short-run causal relationship between GDP and LFPE, LFSE 

and LFTE. It also entails that Malaysia’s GDP influence the educational attainment 

among labor force in the short-run. 

 



ABSTRAK 
 
 

HUBUNGAN ANTARA TAHAP PENDIDIKAN DI KALANGAN TENAGA 
BURUH DENGAN PERTUMBUHAN EKONOMI DI MALAYSIA 

 
 
 

Oleh  
 
 
 

Nundakrisping Meges 
 

 Pendidikan dapat menjanjikan pelbagai manfaat kepada individu dan 

masyarakat, yang menyebabkannya sentiasa dianggap sebagai salah satu faktor 

penting yang mendorong kepada perkembangan ekonomi negara. Tahap pendidikan 

mencerminkan tahap pengetahuan dan kemahiran tenaga kerja dan modal insan 

negara. Kajian ini menfokuskan prestasi pendidikan di antara tenaga kerja sebagai 

salah satu faktor penentu kepada pertumbuhan ekonomi di Malaysia. Penyelidikan 

ini dijalankan bagi mengenalpasti pola penyebab yang wujud di antara tenaga kerja 

yang mempunyai tahap pendidikan peringkat rendah, tenaga kerja yang mempunyai 

tahap pendidikan peringkat menengah, tenaga kerja yang mempunyai tahap 

pendidikan peringkat ijazah dan Keluaran Dalam Negara Kasar (KDNK) dengan 

menggunakan data siri masa selama 30 tahun. Keputusan empirikal menunjukkan 

bahawa kesemua pembolehubah tidak pegun pada tahap asas tetapi mencapai 

kepegunan pada tahap pembezaan pertama. Keputusan Ujian Kopengamiran 

Johansen telah mengesan kewujudan hubungan jangka panjang antara semua 

pembolehubah. Keputusan Ujian Penyebab Granger pula menunjukkan hubungan 

jangka pendek antara semua pembolehubah, di samping membuktikan bahawa pada 

jangka pendek, KDNK yang mempengaruhi tahap pendidikan antara tenaga kerja. 
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CHAPTER 1 

INTRODUCTION 

 

1.0 Research Background 

 Nowadays, the world economy is rapidly being altered into a knowledge and 

informative network economy. Lall (2001:154) stated that coinciding with rapid 

globalization and the spread of new information and communication technology, 

human capital development is viewed increasingly as a key engine of economic 

growth. The labor force qualifications of an individual correspond to the “human 

capital” he or she offers to the labor market. Highly-skilled, educated and hard 

working, yet competitive are the attributes of a good quality labor force or human 

capital. It is important to develop critical, creative and innovative minds among 

human capital to ensure a global competitiveness among the nation.  Educational 

attainment represents part of a labor force qualifications. Labor force refers to 

citizens who are between the age group of 15 to 64 years old and they are either 

employed or unemployed and are willing to work with the wage level that has been 

offered to them.  

 Education will increases productivity, improves health and nutrition, as well 

as reduces the family size, which resulted from the fulfillment and application of the 

individual abilities and talents. This indirectly, will reduce the poverty rate and 

increases the income of the population in the country. In the 1960’s, planners in 

developing countries favored secondary education and higher education that will 

meet the high level labor requirements of the modern sector instead of setting up 

literacy and general education.   
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Higher education is the major force in the implementation of the vision of 

nations producing knowledgeable and skilled citizens. Indeed, people are the 

principal element that make or break business and this will influence the economic 

performance of the country in terms of Gross Domestic Product (GDP). GDP can be 

defined as the total market value of all goods and services produced within the 

country during a specified period of time and it is usually calculated on an annual 

basis. Normally, GDP is used as an indicator of the economic health of a country, as 

well as to measure a country’s standard of living. GDP can also be defined as the 

monetary value of all the finished goods and services within a country in a specific 

period of time which involves all the private and public consumption, government 

expenditure, investments and export less import that exist in the country’s economy 

which can be formulated as below: 

 

GDP = C + I +G + NX 

Where, 

“C” is equal to all private consumption, or consumer spending 

 “I” is equal to the total of all the country’s businesses appending on capital 

“G” is equal to the total of Government spending 

          “NX” is the nation’s total net exports, where (NX = Exports – Imports)  

 

 Human capital development is critical in order to generate higher incomes 

and boost economic growth. The quality of manpower needed to be improved in all 

sectors, which will contribute to the development of the economy. Even though the 

labor productivity in Malaysia has slightly improved in all sectors, it is still not 
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enough to achieve long term productivity growth of the economy in all respected 

sectors. Therefore, education sector plays a crucial role in developing human capital 

which is knowledgeable and high in quality that can help to encourage development 

of the economy in Malaysia. The government has invested millions of ringgit in 

training its workforce and one of the efforts recently is highlighted in the Budget of 

2009, where by 110 primary and 181 secondary schools will be built to meet the 

need for new schools and replace decaying schools. A sum of RM615 million has 

been provided to ensure that the existing schools are well maintained. At the same 

time, the Budget 2009 also has allocated RM14.1 billion to improve the quality of 

learning at institutions of higher learning. 

The human capital theory in the micro-economic terms has strongly 

emphasized on the implicit understanding where by through education, the 

individual will be able to obtain the competencies and skills needed in the 

employment market. This essential characteristic is the capability to be transferable 

and negotiable at the working place in the future and it is also a direct behavior on 

the individual’s average income for a very long period of time. The relationship 

between an individual’s average earnings and the individual’s educational attainment 

related with one another. Postgraduate degrees earn higher salary compared to those 

in the labor force who only attended up to primary or secondary level of education. 

The degree of difference in earnings based on educational attainment has 

increased over time. It has been confirm that the university graduates incomes 

particularly those with advanced degrees have gone up and increases faster than the 

incomes of the labor force that has no university education. This indicates the 
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importance of knowledge based economy for a country’s economic development in 

this modern era which is what Malaysia emphasizing on now.    

 The Malaysian economy has grown tremendously over the decades and has 

successfully achieved on an average of 6.5 percent per annum of real GDP growth 

for 15 years, which is between the year 1990 and 2004. At the same time, the literacy 

rate has also improved to 95.1 percent from 85 percent and the average lifespan has 

expanded to 73 years. As compared to the other Association of Southeast Asian 

Nations (ASEAN) Countries, they grew from 2.4 percent, whereby Thailand 

expanded at a faster average rate of 5 percent from 2001 to 2005 as shown in Table 

1.  

Based on the sub-period between the years 1971 to 1980, the real GDP of 

Malaysia has increased at the average rate of 8.3 percent annually. During this 

period, Malaysia has gained as the result of the increase in the price of world crude 

oil at that time. Malaysia is one of the major countries that produce crude oil. 

Table 1: Growth Rate of Real GDP for Selected Countries, 1971-2005 

Country 1971-1980 1981-1990 1991-2000 2001-2005 

Real GDP 

Indonesia 8.0 5.5 4.3 4.7 

Malaysia 8.3 5.9 7.2 4.52 

Philippines 5.9 1.8 2.9 4.46 

Thailand 6.8 7.9 4.6 5.04 

Singapore 9.1 7.2 7.8 3.94 

South Korea 7.5 8.7 6.3 4.52 

United Kingdom 2.0 2.7 2.3 2.43 

United States 3.2 3.2 3.2 2.39 

Sources: Datastream 
             : International Monetary Fund, International Financial Statistics Yearbook (various issues) 
             : Asian Development Bank, Key Indicators of Developing Asian and Pacific Countries 
 

However, during the year of 1981 to 1990, there was a drop of 5.9 percent. It 

happened due to the global recession which occurred in the early 1980’s and the fall 

of commodity prices, especially the prices for tin and petroleum in the year between 
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1985 and 1986. After that, the GDP increased again at about 7 percent from the year 

1988 until the start of the Asian financial crisis in 1997. However, after 2 years, the 

economic condition has recovered and went back to normal again. Since then, the 

economy continued to grow and at the year 2000, the GDP rose to an encouraging 

level due to the supportive of both external and domestic demands. As for the years 

of 2001 and 2002, it is noticed that the GDP increased to the average of 2 percent 

and rose steadily from then. Malaysia experienced the GDP growth as the result of a 

few factors such as the improvement of export activities, the stable underlying of 

economic fundamentals, as well as low level of interest rates which has contributed 

to the increase of investment that has lead to the development of the country’s 

economy. 

 In fact, in 2007, Malaysia’s economy was known as the 29th largest economy 

in the world which recorded a GDP of estimated $357.9 billion. At the same time, it 

has achieved a growth rate of 5 percent to 7 percent since year 2007. The 

international trade has been a major role in Malaysia’s economy as it is also one of 

the countries, besides 3 other countries that have the power over the Strait of 

Malacca. Malaysia also once was known as the largest producer of tin, rubber and 

palm oil in the world. The main sector that has contributed largely to the country’s 

economy is the manufacturing sector. 
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Table 2: Malaysia’s GDP, Population and GDP per capita, 1973-2004 

Year  GDP (RM) 
Million 

POPULATION 
Million 

GDP per capita 

1973 18723 11.31 1655.44 

1974 22858 11.61 1968.82 

1975 22332 11.92 1873.49 

1976 28085 12.24 2294.53 

1977 32340 12.57 2572.79 

1978 37886 12.90 2936.90 

1979 46424 13.28 3495.78 

1980 53308 13.76 3874.13 

1981 57613 14.13 4077.35 

1982 62579 14.51 4312.82 

1983 69941 14.89 4697.18 

1984 79550 15.27 5209.56 

1985 77547 15.68 4945.60 

1986 71594 16.11 4444.07 

1987 81085 16.53 4905.32 

1988 92370 16.94 5452.77 

1989 105223 17.35 6064.73 

1990 119081 17.76 6705.01 

1991 135123 18.55 7284.26 

1992 150682 19.04 7913.97 

1993 172194 19.56 8803.37 

1994 195461 20.11 9719.59 

1995 222473 20.69 10752.68 

1996 253732 21.17 11985.45 

1997 281795 21.67 13003.92 

1998 283243 22.18 12770.20 

1999 300764 22.71 13243.68 

2000 343215 23.27 14749.25 

2001 334404 24.01 13927.70 

2002 361624 24.53 14742.11 

2003 394200 25.05 15736.53 

2004 449609 25.58 17576.58 

2005   26.13   
       Sources: IMF (for GDP) 
        : Economic Planning Unit  
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Table 2 shows the time series data for Malaysia’s GDP, number of 

population and GDP per capita from year 1973 to 2005 (33 years). It is clearly seen 

that the GDP per capita has increased every year. This indicates that Malaysia’s open 

economy is growing from time to time and it is able to benefit the people of the 

country as a whole. It is proven that the economy has progress tremendously 

throughout the year as population increases. One of the main factors that have 

contributed to the development of the economy is the performance of every sector in 

Malaysia which includes the agricultural sector, mining sector, manufacturing sector, 

construction sector, services sector and many other sectors.  

Earlier on, it has been mentioned that the manufacturing sector has 

contributed mainly to the GDP of the country. In order for every sector to achieve a 

sustainable growth, it has to firstly start with the performance of the labor force in 

each sector. In fact, the labor force determines the performance of the respective 

sectors.  Labor force which are skillful and have all the high qualities will be able to 

accomplish the entire task given to them effectively and efficiently. This then can 

lead to the increase in the productivity of output that will encourage the growth of an 

economy in terms of the GDP. The educational level of the labor force is one of the 

criteria to determine the quality of the labor force in the country. Therefore, it is 

important for the labor force to obtain the highest educational level to be more 

productive and efficient in the working place. 
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Table 3: Number of Enrolments in 3 types of Educational Level, 1974-2004 

Year  E1 E2 E3 Ei 

1974 1,547,331 689,154 17,352 2,253,837 

1975 1,586,909 759,941 18,648 2,365,498 

1976 1,602,635 806,360 19,258 2,428,253 

1977 1,609,335 853,063 22,910 2,485,308 

1978 1,637,143 892,864 25,858 2,555,865 

1979 1,719,000 950,832 23,028 2,692,860 

1980 2,008,973 1,115,126 26,410 3,150,509 

1981 2,034,256 1,167,905 30,231 3,232,392 

1982 2,072,393 1,211,603 33,291 3,317,287 

1983 2,119,965 1,258,613 36,361 3,414,939 

1984 2,146,299 1,316,377 40,401 3,503,077 

1985 2,192,528 1,346,155 43,258 3,581,941 

1986 2,232,575 1,381,649 48,655 3,662,879 

1987 2,269,762 1,410,805 48,082 3,728,649 

1988 2,332,171 1,419,175 51,077 3,802,423 

1989 2,390,920 1,418,168 53,476 3,862,564 

1990 2,447,206 1,442,514 58,286 3,948,006 

1991 2,530,815 1,442,427 62,113 4,035,355 

1992 2,641,020 1,509,068 67,366 4,217,454 

1993 2,710,100 1,579,638 82,880 4,372,618 

1994 2,762,116 1,679,831 78,686 4,520,633 

1995 2,802,677 1,651,684 98,364 4,552725 

1996 2,817,623 1,747,358 100,041 4,665,022 

1997 2,851,750 1,945,089 116,379 4,913,218 

1998 2,861,941 2,042,958 141,059 5,045,958 

1999 2,897,927 1,963,490 211,584 5,073,001 

2000 2,907,123 1,998,781 211,585 5,117,489 

2001 2,943,827 2,145,927 245,989 5,335,743 

2002 2,989,284 2,052,956 277,821 5,320,061 

2003 3,071,121 2,098,817 279,121 5,449,059 

2004 3,120,886 2,156,215 285,986 5,563,087 
Sources: Ministry of Education 
             : Ministry of Higher Education Department 
   Notes :  E1 denotes Primary Level of Schooling 
                E2 denotes Secondary Level of Schooling 
                E3 denotes Tertiary Level of Schooling 
                Ei  denotes Total Number of Schooling 
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Table 3 is the time series data for the educational attainment of the labor 

force in Malaysia from year 1974 to 2004 (31 years) which include the primary 

level, secondary level and tertiary level. The number of enrolments for all the 3 

levels of schooling mostly increases every year. For example, the number of total 

enrolments in the year 1999 is higher which are 5,073,001 students compared to 

5,045,958 students in the year 1998. As the number of enrolment increases, the GDP 

per capita also rises where by in 1999, the GDP per capita is RM13243.68 compared 

to RM 12770.20 in 1998. This indicates that the level of educational attainment 

among labor force can influence the performance of the country’s economy. The 

higher the productivity of a worker, the higher the productivity of output will be. 

This will be able to influence the economic performance a country. 

 Education plays an important role in economic development. It is commonly 

known as one of the fundamental factors of development. Therefore, no country can 

achieve sustainable development of economy by not having substantial investment in 

human capital to produce high quality labor force. Education develops people’s 

productivity and creativity. At the same time, it also provides entrepreneurship and 

the advance of technology. Therefore, it has a crucial role in securing economic and 

social progress, as well as in improving income distribution among the people in the 

country.  

 The educational system in Malaysia is highly centralized, especially for 

primary and secondary schools. Primary education consists of six years of education, 

which referred to as Year 1 to Year 6 or also known as Standard 1 to Standard 6. 

Level one consists of Year 1 to Year 3 students, where as Level two consists of Year 

4 to Year 6 students. Primary education begins among children at the age of 7 and 
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ends at the age of 12. During the year 1996 until 2000, students in Year 3 will have 

to sit for the Penilaian Tahap Satu (PTS) or the Level One Evaluation. The students 

who obtain excellent results for this examination will be able to skip Year 4 and 

attend Year 5 directly. From 2001 however, the exam was removed due to some 

concerns that parents and teachers were overly giving pressure to students to pass the 

test which is not good for them. At the end of primary education, students in national 

schools will need to undergo a standardized exam or test known as the Ujian 

Pencapaian Sekolah Rendah (UPSR) or the Primary School Evaluation Test. When 

the students have completed their primary education; they will be promoted to the 

next year in spite of their academic performance and achievement. A mixed medium 

of instruction was initiated in January of 2003 to encourage students in Standard 1 to 

learn Science and Mathematics in English and the rest of the subjects are taught in 

Malay.  

 The Public Secondary Schools are considered as the extensions of the 

national schools. Secondary education consists of students studying in five forms, 

and the time period for each form will take only a year. However, some students will 

have to study in “Remove” before they are qualified to enter Form 1 due to poor 

academic results or simply decide to do, which is not impossible in some schools in 

Malaysia. Students will sit for the Penilaian Menengah Rendah (PMR), previously 

known as Sijil Pelajaran Rendah (SRP) or Lower Certificate of Education (LCE)) or 

Lower Secondary Education, at the end of Form 3 in their secondary level. They will 

be streamed into either the Science stream or Arts stream, based on their choices and 

academic performances. The Sijil Pelajaran Malaysia (SPM) or Malaysian 
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Certificate of Education examination will be taken by the students at the end of Form 

5 as a requirement to graduate from secondary school. 

 The tertiary education or Post-Secondary, are also known as the third-stage, 

third level education and higher education. It is not a compulsory educational level 

that requires students to take after completing secondary education. Normally, 

tertiary education is taken to include undergraduate and postgraduate education as 

well as vocational education and training. The main institutions that offer tertiary 

education are universities and colleges, for both public and private. 

Educational Programmes has been implemented by the government in order 

to produce high quality output needed in the labor market and at the same time, 

produce increase the productivity of the labor force which can influence the 

economic growth of Malaysia. The educational programmes include the pre-school 

and primary education, secondary education and tertiary education. The government 

has always been trying hard to improve the quality of education system to come up 

with a better quality of human capital in the future. For example, to ensure quality, 

the adoption of the National Pre-School Curriculum for children from aged 5 to 6 

years old was made compulsory at all pre-schools beginning 2003.  

Besides that, in year 2005, it has been noticed that the enrolment in primary 

schools has increased to 3.0 millions. The improvement in the class-classroom ratio 

from 1:0.90 in 2000 to 1:0.92 in 2005 is because of the construction of 19930 new 

classrooms that have been done. Many types of educational support programmes 

have been done to encourage greater participation and improve the performance of 

primary school students.  
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Whereas for secondary education, as shown in Table 4, the enrolment in 

Government and Government–assisted Schools rise to 2.1 million in 2005. The 

enrolment in the vocational and technical schools also has increased. In 2005, with 

the construction of 9,936 classrooms that has been done, the class-classroom ratio 

improved from1:0.83 in 2000 to 1:0.85. The ratio of science stream students has 

increased as well, which is a good thing for the country, especially in terms of the 

development of human capital in achieving greater economic growth. 

 

Table 4: Student Enrolment1 in Public Education Institutions, 2000-2010 

                Level of Education          Number of Students  % of Total 

    Increase  

         (%)    

2000 2005 2010 2000 2005 2010 8MP 9MP 

Pre-school
2 (4-6)

 539,469 702,897 784,200 9.8 11.6 11.9 30.3 11.6 

Primary 2,907,123 3,044,977 3,195,977 52.6 50 48.3 4.7 5.0 

Lower Secondary 1,256,772 1,330,229 1,425,231 22.7 21.9 21.6 5.8 7.1 

Government & Government-aided 

Schools  

1,251,466 1,322,212 1,412,235   

 

      

MARA Junior Science Colleges 5,306 8,017 12,996         

Upper Secondary 707,835 763,618 881,247 12.8 12.6 13.3 7.9 15.4 

Government & Government-aided 

Schools (Academic) 637,292 678,646 774,550   

 

      

MARA Junior Science Colleges 10,118 12,145 21,470         

Government & Government-aided 

Schools (Technical & Vocational) 60,425 72,827 85,227   

 

      

Post-Secondary 94,544 199,636 277,904 1.7 3.3 4.2 111.2 39.2 

Government & Government-aided 

Schools 48,035 144,194 202,904   

 

      

Pre-Diploma & Pre-University Courses 46,509 55,442 75,000   

 

      

Teacher Education 23,740 34,672 45,899 0.4 0.6 0.7 46.0 32.4 

Total 5,529,483 6,076,029 6,610,048 100.0 100.0 100.0 9.9 8.8 

Source: Ministry of Education 
Notes  : 1 Enrolment refers to total student population in that particular year 
             2 Includes private pre-schools 
 

As for the tertiary education, the capacity of existing universities was 

expanded to offer greater access to higher education level. This can be proven by the 

establishment of the new universities, branch campuses, university colleges, 
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polytechnics and also community colleges, as shown in Table 5. The number of 

enrolment in both private and public institutions has also increased, as shown in 

Table 6. 

 

           Table 5: Tertiary Education Institutions1, 2000 & 2005 

Institution  2000 2005 

Public:     

University 11 11 

University College 0 6 

Polytechnic 11 20 

Community College 0 34 

Total 22 71 

Private:     

University 5 11 

University College 0 11 

University Campus 3 5 

College 632 532 

Total 640 559 

TOTAL 662 630 
         Source: Ministry of Higher Education 
         Notes  : 1 Refers to university, university college, branch campus, college, polytechtic 
                        and community college 
 
                     
 
 
 
 
 
 
 
 
 
 
 


