

  
    
            
        
      
      
        
          
        

        
          
            
          
        
        
          
            
              
                
              
            

            
              
                
                  Nokarohina vao haingana
                

              

                
                  
                      
                      
                        
                      
                  

                
              
                Tiada Hasil Ditemukan
              

            

          

          
            
              

                
              
            

            
              
                Tags
              

              
                
                  
                      
                  
                
              

              
                

              

              
                Tiada Hasil Ditemukan
              

            

          

          
            
              
                
              
            

            
              
                Dokumen
              

              
                
                  
                      
                  
                
              

              
                

              

              
                Tiada Hasil Ditemukan
              

            

          

        

      

    

    
      
        
          
        
      
              

                        
  
  

                
            
            
        
        Bahasa Melayu
                        
          
            
            
              
                Laman utama
                
                  
                
              
              
                Sekoly
                
                  
                
              
              
                Topik
                
                  
                
              
            

          

        


        
          Log Masuk
        
        
        
        
        
          

  





  
    
      
      	
            
              
              
            
            Padamkan
          
	
            
              
              
            
          
	
            
              
                
              
              
            
          
	
          

        
	Tiada Hasil Ditemukan


      
        
          
        
      
    

  







  
      
  
    
    	
                                    
              Laman utama
            
            




	
                          
                
              
                        
              Lain-lain
            
            


      
                  A research project submitted in partial fulfillment of the  requirement for the degree of  
      

      
        
          
            
              
                
              
            
            
            
              
                Share "A research project submitted in partial fulfillment of the  requirement for the degree of  "

                
                  
                    
                  
                  
                    
                  
                  
                    
                  
                  
                    
                  
                

                
                  

                  
                    COPY
                  
                

              

            

          

          
            
              

                
              
            
          

        

      

    

    
      
        
          
            
              
            
                          
                N/A
              
                      


          
            
              
            
                          
                N/A
              
                      

        

        
                      
              
                
              
                               Protected
                          

                    
            
              
            
            
              Taom-pianarana: 
                2022
              
            

          

        

        
          
            
            
                
                    
                
                Info
                
                

            
            

            

                        
  

                
        Muat turun
          
              

          
            
              
                
                Protected

              

              
                
                
                  Academic year: 2022
                

              

            

            
              
                
                  
                
                
                
                  
                    Share "A research project submitted in partial fulfillment of the  requirement for the degree of  "

                    
                      
                        
                      
                      
                        
                      
                      
                        
                      
                      
                        
                      
                    

                    
                      

                      
                        
                      
                    

                    Copied!

                  

                

              

              
                
                  
                
              

            

            
              
                
                91
              

              
                
                0
              

              
                
                0
              

            

          

        

      

      
        
                              
            
            91
          

          
            
            0
          

          
            
            0
          

        

      

    

  



  
        
                    
  
    
    
      
        Memuatkan....
        (lihat teks penuh sekarang)
      

      
        
      

      
      

    

  




  
      

                    Tunjuk Lagi (   halaman )
        
  


  
      

                    Muat turun sekarang ( 91 halaman )
      



      
            
  
    Tekspenuh

    
      (1)UNEMPLOYMENT? THE CASE OF MALAYSIA


BY


HO WEI XIN  LAU SIN YI  LEE ZI TONG   TAN WEI BOON


A research project submitted in partial fulfillment of the  requirement for the degree of


BACHELOR OF ECONOMICS (HONS)  FINANCIAL ECONOMICS


UNIVERSITI TUNKU ABDUL RAHMAN


FACULTY OF BUSINESS AND FINANCE  DEPARTMENT OF ECONOMICS


AUGUST 2014



(2)ALL RIGHTS RESERVED. No part of this paper may be reproduced, stored in a 
retrieval system, or transmitted in any form or by any means, graphic, electronic, 
mechanical,  photocopying,  recording,  scanning,  or  otherwise,  without  the  prior 
consent of the authors.  



(3)DECLARATION

We hereby declare that: 


(1) This undergraduate research project is the end result of our own work and 
 that  due  acknowledgement  has  been  given  in  the  references  to  ALL 
 sources of information be they printed, electronic, or personal.  


(2) No  portion  of  this  research  project  has  been  submitted  in  support  of  any 
 application  for  any  other  degree  or  qualification  of  this  or  any  other 
 university, or other institutes of learning.  


(3) Equal  contribution  has  been  made  by  each  group  member  in  completing 
 the research project. 


(4) The word count of this research report is 11160. 


Name of Student:  Student ID:  Signature: 


1.  HO WEI XIN  11ABB06674  ________________

2.  LAU SIN YI  10ABB06782  ________________ 


3.  LEE ZI TONG  10ABB03077  ________________ 


4.  TAN WEI BOON  11ABB06675  ________________ 


Date: August 27, 2014 



(4)The  completion  of  this  research  required  the  help  of  various  individuals. 


Without them, we might not meet our objectives in doing this research. Therefore, 
 we  would  like  to  give  our  gratitude  to  the  people  for  their  invaluable  help  and 
 support in our research. 


First  and  foremost,  we  would  like  to  express  our  sincere  thanks  of 
 gratitude to our supervisor, Ms. Siti Rohaya Binti Mat Rahim who has helped and 
 supported  us  all  the  time  of  research.  Our  research  project  could  not  complete 
 without  her  guidance  because  of  her  patience,  motivation,  enthusiasm  and 
 immense knowledge in the field of economics. We are greatly indebted to her for 
 supervising  our  group  when  we  have  encountered  numerous  obstacles  from  data 
 collection,  analysis  and  interpretation.  Besides  that,  we  will  always  cherish  the 
 wonderful experience of working with her. 


We would also like to thank our project coordinator, Ms. Lim Shiau Mooi, 
 for  coordinating  everything  pertaining  to  the  completion  undergraduate  project 
 and  keeping  us  updated  with  the  latest  information  regarding  it.  We  do  really 
 appreciate  her  willingness  to  clarify  to  us  when  we  confused  about  the 
 requirement that we had to meet for our project. 


Furthermore, we would like to offer our regards and blessing to all of those 
 who supported in any respect during the completion of the project, particularly to 
 our second examiner, Ms. Tan Ai Lian, who has guided us directly and indirectly 
 with new insights and ideas in finalizing the project within the limited time frame. 


Last but not least, this project would have not been done without the team 
spirits, hardwork and the enormous work pressures that we faced together. We are 
very appreciative on such a team spirit. We would also like to thank to our parents 
and  friends  who  supported  and  helped  us  a  lot  on  the  path  of  completing  this 
research. 



(5)TABLE OF CONTENTS

       Page 


Copyright Page ……….  ii 


Declaration ………  iii 


Acknowledgement ………  iv 


Table of Contents ………..  v  


List of Tables ………  vii 


List of Figures ………...  viii 


List of Abbreviations ………  ix 


List of Appendices ………  x 


Preface ………..  xi 


Abstract ……….  xii 


CHAPTER 1  RESEARCH OVERVIEW  
 1.0  Overview ……….  1 


1.1  An Overview of Foreign Direct Investment (FDI)...……...  1 


1.2  Research Background ……….  3 


1.3  Problem Statement ………..  8 


1.4  Research Objectives ………....  10 


  1.4.1  General Objective ………...  10 


  1.4.2  Specific Objectives ……….  10 


1.5  Research Questions ……….  11 


1.6      Significance of the Study ………  12 


  1.6.1  Academia ………  12 


  1.6.2  Policymaker ………  12 


1.7  Chapter Layout ………...  13 


CHAPTER 2  LITERATURE REVIEW  
 2.0  Overview ……….  14 


2.1  Unemployment and FDI Inward ……….  14 


2.2  Unemployment and FDI Outward ………..  18 


2.3  Unemployment, FDI Inward and FDI Outward …………..  19 


CHAPTER 3  METHODOLOGY  
3.0  Overview ……….  20 



(6)3.2  Unit Root Tests ………..….  24 


3.3  Diagnostic Checking ………...  26 


  3.3.1  Stability Condition ………..  26 


  3.3.2  Normality Test ………  27 


  3.3.3  Breusch-Godfrey Serial Correlation LM Test ……  28 


3.4  Vector Autoregressive (VAR) Model …………....…….…  28 


3.5  Granger Causality Test, Impulse Response Function and 
 Forecast Error Variance Decomposition ……….  32 


CHAPTER 4  RESULTS AND INTERPRETATION  
 4.0  Overview ……….  34 


4.1  Unit Root Tests ………...  34 


4.2  Lag Length Selection ………..  36 


4.3  Diagnostic Checking ………...  37 


  4.3.1  Stability Condition ………..  37 


  4.3.2  Normality Test ………  38 


  4.3.3  Breusch-Godfrey Serial Correlation LM Test …....  39 


4.4      Vector Autoregressive (VAR) Model ……….  40 


  4.4.1  VAR Estimate ………...………..  40 


  4.4.2     Granger Causality Test ……..………..…...  41 


  4.4.3  Impulse Response Function ………....  42 


  4.4.4  Variance Decomposition ……….  44 


CHAPTER 5  CONCLUSION  
 5.0  Overview ……….  47 


5.1  Major Findings ………  47 


5.2  Policy Implications ……….  48 


5.3  Limitations and Recommendations for Future Studies …...  50 


References ………  52 


Appendices ………...  54 



(7)LIST OF TABLES

Page 
Table 4.1.1  Augmented Dickey-Fuller (ADF) Test ………  35 
Table 4.1.2  Philips-Perron (PP) Test ………...  35 
Table 4.1.3  Kwiatkowski-Philips-Schmidt-Shin (KPSS) Test …………  35 
Table 4.2.1  Lag Length Selection ………...  36 
Table 4.3.3.1  Breusch-Godfrey Serial Correlation LM Test ………..  39 
Table 4.4.2.1  Granger Causality Test ……….  41 
Table 4.4.4.1  Variance Decomposition of LUE to LFDI_I and LFDI_O..  44 
Table 4.4.4.2  Variance Decomposition of LFDI_I to LFDI_O …………..  45 
Table 4.4.4.3  Variance Decomposition of LFDI_O to LFDI_I …………..  46 



(8)Page 
 Figure 1.2.1  Malaysia‟s Foreign Direct Investment (FDI), Net Inflow 


and Unemployment Rate from 1976 to 2012 ……….  4 
 Figure 1.2.2  Malaysia‟s Foreign Direct Investment (FDI), Net Outflow 


and Unemployment Rate from 1999 to 2013 ……….  7 
Figure 4.3.1.1  Stability Condition of Model ……….………  37 
Figure 4.3.2.1  Normality of Residuals (Jarque-Bera Test) ………...  38 
Figure 4.4.3.1  Impulse Response of LUE to LFDI_I and LFDI_O ………..  42 
Figure 4.4.3.2  Impulse Response of LFDI_I to LFDI_O ………..  43 
Figure 4.4.3.3  Impulse Response of LFDI_O to LFDI_I ………..  43 



(9)LIST OF ABBREVIATIONS

ADF  Augmented Dickey-Fuller 
 AIC  Akaike Information Criterion 


AR  Autoregressive 


CGE  Computable General Equilibrium 


DF  Dickey-Fuller 


FDI  Foreign Direct Investment 
 FPE  Final Prediction Error 
 GDP  Gross Domestic Product 


GMM  Generalized Method of Moments 
 GNP  Gross National Product 


HQ  Hannan-Quinn Information Criterion 
 KPSS  Kwiatkowski-Phillips-Schmidt-Shin 


LFDI_I  Logarithmic Foreign Direct Investment Inward 
 LFDI_O  Logarithmic Foreign Direct Investment Outward 


LOG  Logarithm 


LUE  Logarithmic Unemployment Rate 
 M&A  Mergers and Acquisitions 


OLS  Ordinary Least Square 


PP  Phillips-Perron 


R&D  Research and Development 


RM  Ringgit Malaysia 


SIC  Schwarz Information Criterion 


UK  United Kingdom 


US$  United States Dollar 
 VAR  Vector Autoregressive 


VECM  Vector Error Correction Model 



(10)Page 
 Appendix 1  Unit Root Tests 


1.1  Augmented Dickey-Fuller Test
– (
Level Form - Stationary 

Intercept with No Trend) ……….  54 


1.2  Augmented Dickey-Fuller Test
– (
Level Form - Stationary 
 Intercept with Trend) ………...  57 

1.3  Philips-Perron Test - (Level Form - Stationary Intercept with 
 No Trend) ………  60 


1.4  Philips-Perron Test - (Level form - Stationary Intercept with 
 Trend) ………..  63 


1.5  Kwiatkowski-Phillips-Schmidt-Shin (Level Form - 
 Stationary Intercept with No Trend) ………...  66 


1.6  Kwiatkowski-Phillips-Schmidt-Shin (Level Form - 
 Stationary Intercept with Trend) ……….  69 


Appendix 2  Diagnostic Checking 
 2.1  Lag Order Selection Criteria ………...  72 


2.2  Inverse Roots of AR Characteristic Polynomial ……….  73 


2.3  Breusch-Godfrey Serial Correlation LM Test ………..……...  74 


2.4  Normality Test (Jarque-Bera Test) ………..  75 


Appendix 3  Vector Autoregressive (VAR) Model  
 3.1  Vector Autoregression Estimates ………  76 


3.2  Granger Causality Test ………  77 


3.3  Impulse Response Function ………  78 


3.4  Variance Decomposition ……….  79 



(11)PREFACE

This research paper is submitted as a part of the requirement to fulfill for 
the Bachelor of Economics (Hons) Financial Economics course. We are interested 
about the unemployment and foreign direct investment in Malaysia. Therefore, we 
set  our  research  topic  as  “Is  Foreign  Direct  Investment  Panacea  for 
Unemployment?  The  Case  of  Malaysia”.  It  revolves  around  the  relationship 
between  the  foreign  direct  investment  and  unemployment  in  Malaysia.  Foreign 
Direct Investment (FDI) is one of the key drivers in speeding up the development 
and economic growth in Malaysia. Sound macroeconomic management, presence 
of  a  well-functioning  financial  system  and  sustained  economic  growth  has  made 
Malaysia  an  attractive  country  for  FDI.  Moreover,  FDI  plays  a  crucial  role  in 
Malaysia  economy  as  it  creates  more  job  opportunities.  The  job  opportunities 
created  by  FDI  have  help  to  reduce  the  unemployment  in  Malaysia.  The 
unemployment  problem  is  concern  by  every  country  because  high  in 
unemployment  mean  low  gross  domestic  product.  Meanwhile,  a  country  in  the 
condition of high unemployment, the growth of the county will be slow down. 



(12)This study aims to find out whether FDI is a panacea to the unemployment 
 in the case of Malaysia during 1999 to 2013. The reason of choosing Malaysia as 
 our  target  in  this  research  is  that  the  Malaysia‟s  unemployment  rate  has  been 
 maintained  at  efficient  level  over  the  decades  and  also  because  of  Malaysia  has 
 doing  well  in  attracting  FDI.  Therefore,  these  two  rationales  has  inspired  us  by 
 lifted our concern and motivated us  to  conduct  an empirical  analysis to  examine 
 the  impact  of  Malaysia‟s  FDI  inward,  FDI  outward  and  unemployment.  We  are 
 using the logarithmic data of FDI inward,  FDI outward and unemployment  from 
 the first quarter of 1999 to the fourth quarter of 2013. By applying of VAR model 
 in level form, the result show that FDI inward and FDI outward have an impact to 
 unemployment  in  the  short  run,  but  not  in  long  run.  VAR  method  of  impulse 
 response  function  indicated  that  both  FDI  inward  and  FDI  outward  have  a 
 negative  impact  on  unemployment.  Besides  that,  impulse  response  function 
 indicated  that  there  is  a  positive  relationship  between  FDI  inward  and  FDI 
 outward. Since FDI inward has the significant relationship with FDI outward, so 
 both  variables are playing  a  crucial  role to  influence Malaysia‟s unemployment. 


Based  on  variance  decomposition,  it  shows  noticeably  that  FDI  inward  have  a 
greater impact  compared to  the FDI outward on  unemployment. Current  policies 
have to be revisited in order to attract more FDI, so that the country will be greatly 
contributed and becomes a developed nation.  



(13)CHAPTER 1: RESEARCH OVERVIEW


1.0  Overview


This  chapter  began  with  the  research  background  that  has  inspired  us  to 
 conduct this research by discussing about the foreign direct investment associated 
 with  Malaysia‟s  unemployment.  With  the  aids  of  graphical  analysis,  we 
 understand about the trend of unemployment rate in Malaysia. Several ideas have 
 highlighted  in  the  research  background  in  an  attempt  to  form  the  problem 
 statement  of  our  research.  After  that,  research  objectives  and  research  questions 
 are identified in respect of how the research will be carried out. Last but not least, 
 the significance of study is discussed in this section as well. 


1.1  An Overview of Foreign Direct Investment (FDI)


Foreign  direct  investment  (FDI)  is  defined  as  an  investment  made  by  a 
company  in  one  country  to  acquire  substantial  shares  of  another  company  in 
foreign  country.  Har  et  al.  (2008)  further  explained  that  FDI  is  an  international 
capital  flows  that  a  company  in  one  country  established  a  subsidiary  in  another 
country.  Hence,  the  company  makes  direct  investment  has  a  major  degree  of 
influence and control over the company into which the  investment is made. This 
implied that engage in FDI is not only transferring the resources but it also involve 
in acquisition of control. 



(14)Companies  commonly  considered  FDI  because  it  can  promote  their 
 company  profitability  and  improve  shareholder  wealth.  According  to  Asari  et  al. 


(2011),  they  stated  that  FDI  may  improve  welfare  of  the  host  country  due  to  its 
 advantages,  for  example,  introduction  of  new  and  advanced  technologies  and 
 innovations,  managerial  and  marketing  expertise,  economies  of  scale  and  scope, 
 financial strength, job opportunities and better working conditions. In most cases, 
 companies involve in FDI are to boosting revenues, minimize costs, or both. 


FDI is expected to be a source of economic growth because it can help to 
 promote  growth  of  host  country.  Therefore,  FDI  is  a  very  important  and  crucial 
 issue for those countries that would like to achieve sustainable economic growth. 


According to Har et al. (2008), FDI brings in several benefits. The major benefit 
 for a developing country like Malaysia is that FDI played an instrumental role in 
 job  creation.  When  there  is  much  more  jobs  created  in  the  country,  its 
 unemployment will definitely reduce.  By creating more job opportunity, FDI can 
 also help countries to improve the development of their country and increase their 
 standard of living. According to Fadli et al. (2011), Malaysia is also one of those 
 developing  countries  that  attract  FDI  for  the  purpose  of  promote  growth  and 
 development. 


According  to  Ministry  of  Finance,  there  are  many  kinds  of  policy  and 
strategy,  such  as  tax  holidays,  tax  allowances  and  export  promotions  have 
implemented by the country government in order to maintain the competitiveness 
and also remain its country as an attractive location for investors. In order to bring 
in FDI, governments attempt to sustain competitiveness of FDI determinants like 
legal  infrastructure.  Moreover,  governments  have  to  implement  various  new 
policy instruments and strategies to enhance the value of the current determinants 
in the country to attract FDI.  



(15)Other than that, there are several factors that may affect a country to be an 
 attractive  prospect  for  FDI.  For  example,  a  predictable  and  non-discriminatory 
 regulatory  environment  with  minimum  administrative  barriers,  like  red-tape.  A 
 sound macroeconomic environment in which it can provide access to international 
 trade  tends  to  attract  more  FDI  as  well.  In  addition,  a  country  with  protracted 
 economic growth and well-functioning of financial system most probably bring in 
 more FDI for that particular country. Availability  of necessary  and better human 
 capital in a country is very crucial for the purpose of attracting FDI. Furthermore, 
 the level of infrastructure may affect the attraction of FDI, as better infrastructure 
 will facilitate production activities as well as the distribution of output.  


Governments of every country around the world are paying much attention 
 on  attraction  of  FDI  in  order  to  stimulate  economic  growth.  However,  every 
 country has their own and different way to attract FDI. This is most likely because 
 each of the country has dissimilar constraint and culture. Tembe & Xu (2012) also 
 indicated that difference among countries in attraction of FDI is probably because 
 of their geographic location, infrastructure‟s condition, corruption, taxes and also 
 the  policies  executed  by  the  governments.  Thus,  successful  policies  in  certain 
 country  should  not  be  duplicated  or  implemented  by  any  other  countries.  FDI  is 
 merely to be operated conforming to the regional conditions.  It must also accord 
 to  certain  performance  requirements  so  as  to  make  sure  that  there  is  a  positive 
 impact on development. 


1.2  Research Background


FDI  is  played  an  importance  role  in  economic  growth.  According  to 
Shahrudin  et  al.  (2010),  among  the  countries  in  Asia,  Malaysia  is  one  of  the 



(16)countries  which  are  benefited  from  strong  FDI  inflow.    FDI  can  be  a  good 
 contributes  for  the  growth  of  the  industrial  sector  and  transforms  Malaysia‟s 
 economy structure, which is from agriculture to manufacture (Jajri, n.d.). The FDI 
 flow  into  Malaysia  has  several  benefits,  for  example,  as  a  capitalization  for 
 companies,  transfer  modern  technologies,  bring  in  technical  skills  and  job 
 opportunities (Shahrudin et al., 2010). 


Figure 1.2.1 Malaysia‟s Foreign Direct Investment (FDI), Net Inflow and Unemployment Rate 
 from 1976 to 2012 


Source: World Development Indicator, World Bank. 


Figure 1.2.1 shows the Malaysia‟s FDI, net inflow and unemployment rate 
 from  1976  to  2012.  The  x-axis  in  the  figure  shows  the  time  periods  in  yearly, 
 whereas  the  left-hand  side  of  the  y-axis  shows  the  number  of  FDI  net  inflow  in 
 Malaysia in terms of United States Dollar (US$) and the right-hand side of the y-
 axis  shows  the  unemployment  rate  in  terms  of  percent  in  Malaysia.  The  figure 
 1.2.1  shows  significantly  that  the  inverse  relationship  between  FDI  inward  and 
 unemployment in Malaysia.  
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(17)In the figure 1.2.1 has shown the trend rose gradually in FDI inward from 
 1976  to  1982.  Although  it  is  an  increasing  trend,  it  stills  a  low  potion  of  FDI 
 inflow  to  Malaysia.  Throughout  the  period  of  1976  to  1982,  it  only  have  about 
 US$ 1 billion or even less of FDI inflow to Malaysia. This is because of the lack 
 of  knowledge,  unpopularity  in  Malaysia,  and  restrictive  of  the  Malaysia‟s 
 government  policies  which  will  make  immobility  of  capital  between  other 
 countries. While the FDI inward is at the low potion, the unemployment rate is not 
 at  the  efficient  level,  which  is  more  than  4%.  After  that,  there  is  a  drop  in  FDI 
 inward which is from US$ 1.4 billion in 1982 to US$ 0.4 billion in 1987. At the 
 same  time,  the  unemployment  rate  increase  rapidly.  In  1982,  the  unemployment 
 rate is about 4.3% and then rises to about 8.2% in 1987. 


   In  1990s,  the  FDI  inward  is  increase  rapidly.  This  is  because  there  are 
 some  policy  had  been  introduced  by  Malaysia  government.  The  government 
 introduced  more  liberal  incentives  including  allowing  a  larger  percentage  of 
 foreign  equity  ownership  in  enterprise  under  the  Promotion  of  Investment  Act 
 (PIA),  1986.  This  policy  offered  many  incentives  which  include  pioneers  status 
 tax  holidays,  expanded  investment  tax  allowances  for  expansion  projects,  tax 
 deduction for export promotions, the establishment of Free Trade Zones and other 
 types  of  incentives  to  draw  FDI  (Ministry  of  Finance,  2001).  While  the  FDI 
 inward increase rapidly, the unemployment rate has decline rapidly, which is from 
 8.2% in 1987 to 2.9% in 1994. However, there is a drop of FDI inward in 1998, 
 which  is  from  about  US$  5.1  billion  in  1997  to  about  US$  2.2  billion  in  1998. 


This  reduction  is  due  to  the  Asia  financial  crisis  occur  in  1997  and  1998.  The 
 reduction  of  FDI  inward  has  affect  the  unemployment  rate  increase  to  3.2%  in 
 1998 and continue increase to 3.4% in 1999. 


There is a huge drop of FDI inward in 2009. It is drop to the lowest point 
of  the  FDI  inward  of  Malaysia.  This  drop  is  mainly  due  to  the  global  financial 
crisis of 2008 and 2009. In 2008 and 2009, there is an increase for unemployment 



(18)rate. In 2008, the unemployment rate increase about 0.1% which is become 3.3% 


and  continue  increase  about  0.3%  to  become  3.6%  in  2009.  After  that,  the  FDI 
 inward  increase  very  rapidly  in  2010  and  2011  to  reach  the  peak  at  about 
 US$ 15.1 billion and the unemployment rate decrease to 3% in 2011. 


It  is  well  documented  in  literature  that  Malaysia  has  belong  to  a  well-
known  source  of  FDI  outflow  in  the  region  (Bank  Negara  Malaysia,  2009).  The 
major factors that influences Malaysia become emerging sources of FDI outward 
is invest in foreign countries can bring more profit opportunities, can be attributed 
to  progressive  trade  liberalization  in  the  region,  the  strengthening  of  the  Ringgit 
Malaysia (RM) against the United States Dollar (US$), and the search for new and 
expanding  markets  of  major  host  countries.  The  Malaysian  companies  invest 
aboard  can  increase  their  market  size  and  the  demand  of  their  products  and 
services. This strategy not only let the company enlarge their market and increase 
their  profit,  but  it  will  involve  them  in  internationalizing  business  activities  and 
become more comparative. Some companies even close the plant in Malaysia and 
open  in  foreign  country.  This  is  due  to  the  foreign  countries  have  given  more 
comparative  advantage  to  the  company  compare  to  Malaysia,  for  example, 
labour‟s  skills,  wages,  nature  resources,  and  technologies.  Besides  that,  the 
increase in FDI outflow also due to the Malaysian government‟s liberal policy on 
FDI outflow. 



(19)Figure 1.2.2 Malaysia‟s Foreign Direct Investment (FDI), Net Outflow and Unemployment Rate 
 from 1999 to 2013 


Source: UTAR Data Stream. 


Figure  1.2.2  shows  the  Malaysia‟s  FDI,  net  outflow  and  unemployment 
 rate from 1999 to 2013. The x-axis in the figure shows the time period in yearly, 
 whereas the left-hand side of the y-axis shows the number of FDI net outflow of 
 Malaysia in terms of United States Dollar (US$) million and the right-hand side of 
 the  y-axis  shows  the  unemployment  rate  in  terms  of  percent  in  Malaysia.  In 
 generally, the figure 1.2.2 shows an inverse relationship between FDI outward and 
 unemployment,  but  it  does  not  shows  a  significant  effect  of  FDI  outward  on 
 unemployment in Malaysia.  


The  FDI  outward  of  Malaysia  shown  an  increasing  trend  during  2003  to 
 2007,  which  are  from  US$  1151  million  to  US$  11815  million.  While  the  FDI 
 outward  increases,  the  unemployment  rate  of  Malaysia  decreases  from  3.69%  in 
 2003 to 3.2% in 2007. There is a nearly 60% drop of FDI outward in 2009, which 
 is from about US$ 1.5 billion in 2008 to about US$ 0.6 billion in 2009. The drop 


0
 0.5
 1
 1.5
 2
 2.5
 3
 3.5
 4


0
 2000
 4000
 6000
 8000
 10000
 12000
 14000
 16000
 18000
 20000


Foreign direct
 investment, net
 outwards (BoP,
 Current US$


million)


Unemployment,
total (% of total
labor force)



(20)in  2009  is  mainly  due  to  the  global  economic  crisis  which  started  in  2008  and 
 continued  to  2009  (Saat  et  al.,  2012).  When  the  FDI  outward  decreases,  the 
 unemployment  rate  increases  rapidly  from  3.3%  in  2008  to  3.7%  in  2009.  After 
 the  financial  crisis,  the  FDI  outward  bounce  to  the  peak  in  2011  which  is  about 
 US$ 18108 million and the unemployment rate also decrease to 3.1%. 


1.3  Problem Statement


The  contribution  of  FDI  to  unemployment  has  discussed  broadly  in  the 
 literature  over  the  years.  There  are  many  researchers  proved  this  discussion  by 
 agreeing  that  FDI  and  unemployment  indeed  have  a  significant  relationship,  for 
 example,  Mpanju  (2012),  Shaari  et  al.  (2012)  and  Zeb  &  Sharif  (2014).  In  their 
 research,  the  result  showed  that  the  FDI  inward  has  negatively  impact  on 
 unemployment.  In  other  words,  while  the  foreigner  surge  more  FDI  into  the 
 country,  the  unemployment  of  the  country  will  decrease.  This  implied  that  FDI 
 may  cure  unemployment  problem  in  the  country.  For  a  developing  country  like 
 Malaysia, FDI played a crucial role because it can create more job employment in 
 the  country.  In  addition,  FDI  can  help  to  develop  the  country  and  also  improve 
 their  standard  of  living.  Therefore,  in  this  research,  our  focus  will  be  placed  on 
 how FDI affects unemployment and their relationship. 


Unemployment  is  a  very  important  issue  for  every  country,  especially 
developing country with a tremendous population. As long as a person is involved 
in  the  labour  market,  he  or  she  may  one  day  become  unemployed.  High 
unemployment  means  that  labour  resources  are  not  being  used  efficiently.  In 
consequence,  full  employment  should  be  a  major  macroeconomic  goal  of 
government.  This  essential  issue  has  discussed  by  policymakers,  researchers  and 



(21)economists over the several decades. After a long period of discussion and debate, 
 it  seems  no  ultimate  solution  has  found  to  completely  eliminate  unemployment. 


However, we believe that there is an alternative way to reduce the unemployment 
 and maintain it at the efficient level. This is because from the figure on research 
 background,  we  noticed  that  FDI  inward  and  FDI  outward  have  an  inversely 
 impact on the unemployment in Malaysia. This implied that FDI inward and FDI 
 outward  have  played  an  important  role  in  the  reduction  of  unemployment  in 
 Malaysia. Since Malaysia is one of the countries that have lowest unemployment 
 rate compared to the other developing country, we may then believe that FDI has 
 contributed to  the  employment  of Malaysia and that is  the reason  of Malaysia is 
 experiencing  low  and  stable  unemployment  rate  throughout  the  periods.  Hence, 
 this  assumption  has  inspired  us  to  do  the  research  to  see  the  impact  of  FDI  on 
 unemployment in the case of Malaysia. 


Furthermore,  Malaysia  is  considered  as  one  of  the  most  outstanding 
country in attracting FDI among Southeast Asian countries. Malaysia has attracted 
some  big  companies  from  foreign  countries,  for  example  Intel  Corporation  from 
America,  Huawei  from  China  and  Lynas  Corporation  from  Australia.  These 
company  invested  in  Malaysia  are  due  to  the  factors  of  geographical,  resources 
and  exchange  rate.  Since  Malaysia  is  good  in  attracting  FDI  and  thus  this  is  an 
opportunity for Malaysia to maintain the unemployment rate at the efficient level 
through  FDI.  While  the  FDI  flow  into  Malaysia,  it  will  create  many  job 
opportunities. This has proven by the case of Lynas Corporation, when the Lynas 
Corporation plan to move into Malaysia, it has expected to create four hundreds of 
skilled  jobs  plus  a  multiplier  effect  of  five  times  in  secondary  jobs  through  the 
economic  ecosystem. It  will  also  require  two  hundreds  of  permanent  contract 
workers  and  one  thousands  of  indirect  workers  providing  services  to  its 
facility. Since this foreign investment has much contributed to the employment of 
Malaysia, we are greatly motivated to  find out the relationship  between  FDI  and 
unemployment in Malaysia. 



(22)1.4  Research Objectives


This  research  is  aimed  to  find  out  whether  FDI  is  the  panacea  for 
 unemployment in the case of Malaysia.  


1.4.1  General Objective


The issues and rationales stated in the problem statement has inspired and  
 motivated  us  to  conduct  an  empirical  analysis  in  an  attempt  to  find  out  the 
 relationship between the FDI and unemployment, in which how the impact of FDI 
 inward and FDI outward on the unemployment. 


1.4.2  Specific Objectives


The  main  purpose  of  this  research  is  to  find  out  whether  FDI  inward  or 
 FDI  outward  has  a  significant  impact  on  unemployment.  Therefore,  there  are 
 several specific objectives that we would like to investigate in our research: 


1.  To  examine  the  short  run  and  long  run  relationship  between 
 unemployment, FDI inward and FDI outward. 


2.  To  examine  the  effect  of  FDI  inward  and  FDI  outward  on  the 
unemployment. 



(23)3.  To  investigate  various  interrelationships  between  unemployment,  FDI 
 inward and FDI outward. 


1.5  Research Questions


With the research objectives stated, there are several research questions we 
 have  to  answer  in  respect  to  the  problem  statement.  These  research  questions 
 serve as guidance for the argumentation in this research: 


1.  Are there short run and long run relationship between unemployment, FDI 
 inward and FDI outward? 


2.  What  are  the  impacts  of  FDI  inward  and  FDI  outward  on  the 
 unemployment? 


3.  Is  there  any  causal  relationship  between  unemployment,  FDI  inward  and 
FDI outward? 



(24)1.6  Significance of the Study


This  research  is  expected  to  contribute  to  two  groups  of  perspectives, 
 which are academia and policymaker. 


1.6.1  Academia


The  past  studies  on  the  nexus  of  FDI  and  unemployment  are  limited  and 
 most of the researchers are merely focused on FDI inward in the investigation of 
 relationship between FDI and unemployment, such as Shaari et al. (2012), Mucuk 


&  Demirsel  (2013)  and  Zeb  et  al.  (2014).  Nevertheless,  they  are  omitted  the 
 important  variable  which  is  FDI  outward  in  examining  the  relationship  between 
 FDI  and  unemployment.  Therefore,  this  empirical  research  is  aimed  to  bring 
 contribution to the literature by examining the effect of unemployment by both the 
 FDI inward and FDI outward. 


1.6.2  Policymaker


This empirical research also aimed to contribute to the policymaker as they 
will  have  a  better  understanding  on  the  impact  of  FDI  on  unemployment.  The 
understanding  on  whether  attracting  FDI  inward  or  discouraging  FDI  outward  is 
very  crucial  to  the  policymaker  in  implementing  policies.  As  FDI  inward  may 
create  more  job  employment,  while  FDI  outward  may  tend  to  increase 
unemployment.  Thus,  this  research  contribute  to  policymaker  by  displaying  a 
clear  picture  regarding  the  FDI  inward  and  FDI  outward  in  affecting 
unemployment.  



(25)1.7  Chapter Layout


The remaining sections in this research are organized as follow: chapter 2 
discussed  the  existing  literature  regarding  on  the  relationship  between 
unemployment,  FDI  inward  and  FDI  outward,  followed  by  chapter  3  which 
described the data and methodology used in the research. The subsequent chapter 
explained  and  interpreted  the  empirical  results.  The  final  chapter  emphasized  on 
major  findings,  policy  implications,  and  limitations  and  recommendations  for 
future studies. 



(26)CHAPTER 2: LITERATURE REVIEW


2.0  Overview


FDI is one of the tools that helped a country to capitalize. In general, most 
 of the economists agreed that FDI can promote employment. In other words, FDI 
 can  reduce  the  unemployment  for  a  country.    The  unemployment  problem  will 
 slow down the growth and lead to economic downturn for a country. According to 
 Chang (2005), decrease in unemployment will promote the economic growth. To 
 further discuss  this  problem, there are several  literature studies  existed  regarding 
 the relationship between FDI and unemployment. This chapter consisted of three 
 sections, which are provided the literature reviews about the relationship between 
 unemployment  and  FDI  inward,  followed  by  the  literature  reviews  regarding  the 
 relationship  between  unemployment  and  FDI  outward,  whereas  the  last  part  is 
 provided  the  literature  reviews  of  the  relationship  between  unemployment,  FDI 
 inward and FDI outward. 


2.1  Unemployment and FDI Inward


There  are  only  some  researcher  shows  the  existing  of  the  relationship 
between  FDI  inward  and  unemployment.  Palat  (2011)  use  the  data  on  FDI  in 
Japan  for  the  period  from  1983  to  2009  to  examine  statistically  the  existence  of 
correlation  between  FDI  and  unemployment.  The  result  show  that  there  is 
existence of correlation is evident between FDI and unemployment in Japan. 



(27)However, there are some researcher had proven that the FDI inward does 
 not  has  relationship  with  unemployment.  Brincikova  &  Darmo  (2014)  had  done 
 the  research  on  the  impact  of  FDI  inward  on  employment  from  the 
 macroeconomic perspective. The research is use the data for V4 (Czech Republic, 
 Hungary, Poland and Slovakia) countries in period 1993 to 2012. The results show 
 that  there  is  no  statistically  significant  impact  of  FDI  inflow  on  employment. 


Rizvi  &  Nishat  (2009)  also  proven  that  there  is  no  impact  between  FDI  inward 
 and unemployment. Employment, FDI inward and gross domestic product (GDP) 
 for the countries, which are Pakistan, India and China with the time period of 24 
 years from 1985 to 2008, is tested. The result from the empirical analysis shows 
 that the FDI inward doesn‟t have any impact upon the creation of employment in 
 Pakistan,  India  and  China.  In  other  word,  there  is  on  relationship  between  FDI 
 inward and unemployment. 


Majority of the researchers found that FDI inward have a negative impact 
 on unemployment in  different  extent, depending  on various factor and  countries. 


Mpanju (2012) has conducted a research to examine the impact of FDI inflow on 
 employment  generation  and  creation  in  Tanzania.  The  research  is  based  on  the 
 secondary  data  with  the  period  from  1990  to  2008  by  using  the  ordinary  least 
 squares  method.  In  the  research,  the  empirical  analysis  shows  that  there  is  a 
 positive  relationship  between  FDI  inflow  and  employment.  This  also  means  that 
 there  is  a  negative  relationship  between  FDI  inflow  and  unemployment  rate. 


According to Shaari et al. (2012), FDI inflow also has a negative relationship with 
unemployment rate. The paper of Shaari et al. (2012) is aim to analyze the impact 
of  FDI  inflow  on  the  unemployment  rate  and  economic  growth  in  Malaysia  by 
using the empirical analysis. The Simple Ordinary Least Square regression is used 
to test the impact of FDI inflow on the unemployment rate and economic growth 
in  Malaysia  from  year  1980  to  2010.  The  result  show  that  increase  1%  of  FDI 
inflow  can  lead  to  the  unemployment  rate  to  decrease  0.009%  and  real  GDP  to 
increase 1.219% in Malaysia. Ciurila (n.d.) has test the relationship between FDI 
inflow, the real exchange rate, the unemployment rate, labour productivity and the 



(28)average wealth tax rate for the six Central and East European countries: Bulgaria, 
 Czech, Hungary, Poland, Republic, Romania and Slovakia. The research is using 
 quarterly  data  which  is  from  the  period  1997  Q1  to  2007  Q1  with  Vector  Error 
 Correction  model  (VECM).  This  research  found  that  there  is  a  statistically 
 significant negative relationship between FDI inflow and unemployment rate. Zeb 


&  Sharif  (2014)  has  done  a  research  which  aims  to  explore  the  impact  of  FDI 
 inward  and  unemployment  in  Pakistan.  In  this  research  also  include  other 
 variables, which are corruption, population size and inflation. The research using 
 time series data of 17 years which is from 1995 to 2011.The research has a small 
 period  of  sample  size  because  there  is  unavailability  of  data.  Ordinary  Least 
 Square  (OLS)  technique  is  used  and  the  result  shows  that  FDI  inward  is 
 significant  in  reducing  unemployment  in  Pakistan.  The  inflow  of  FDI  can  create 
 more  employment  opportunities,  hence  resulting  in  reduction  of  unemployment 
 rate in the countries. Ciftcioglu et al. (n.d.) use theoretical expectations has shown 
 that  the  FDI  inward  adversely  impact  on  unemployment  over  the  period  from 
 1995 to 2003. 


On the other hand, there are some researcher found that there are a positive 
relationship between FDI inward and unemployment rate. Hisarciklar et al. (n.d.) 
is  examined  the  impact  of  FDI  inward  on  employment  in  Turkey.  This  paper  is 
using  panel  data  analysis  on  19  sectors  for  the  period  of  2000  to  2007  with  the 
system Generalized Method of Moments (GMM). The result shows that there is a 
negative impact of FDI inward on employment level.  In other word, FDI inward 
has  a  positive  relationship  with  the  unemployment.  Bailey  &  Driffield  (2007) 
found that the FDI inward will reduces the demand for the unskilled workers with 
the data period from 1980 to 1996 for United Kingdom (UK). The demand of the 
unskilled labour decrease will lead to the decrease of employment and increase of 
unemployment. Therefore, the result shows that the FDI inward will decrease the 
unemployment  in  UK.  Wang  et  al.  (2013)  are  using  a  panel  database  compiled 
from four major sources on 287 Chinese cities over the period of 1999 to 2005 to 
examine  the  multi  impact  of  FDI  inward.  The  FDI  inflow  has  an  impact  on 



(29)unemployment and the environment from the international business research. The 
 result shows that the FDI inward have negative impact on the employment and the 
 environment for the host city by using the city-level panel data. This  also means 
 that the FDI inward is positively related to unemployment. 


There  are  some  research  produce  the  mixed  results  on  the  impact  of  FDI 
inward  on  unemployment  rate.  Balcerzak  &  Zurek  (2011),  who  had  done  the 
research  on  the  proven  of  the  interdependency  between  FDI  inward  and 
unemployment rate by using aggregate data and Vector Autoregressive Modeling 
(VAR) methodology. The investigation is based on the period from  year 1995 to 
2009  for  Poland.  the  result  from  the  impulse  response  function  show  when  FDI 
inflow  increase,  the  decrease  of  unemployment  rate  and  then  slowly  growth  to 
initial state of this rate takes a place. According to Balcerzak & Zurek (2011), the 
FDI  have  potential  to  deteriorate  the  unemployment  in  short  run  but  the 
government  implement  policies to  attract  the FDI which would result in  positive 
long term results of foreign capital inflow. It will bring positive result for labour 
market. Hua (n.d.) selected the sample period from 1995 to 2009 to test the FDI‟s 
employment effect in Jiangxi. The results show that the relationship between FDI 
inward  and  employment  in  primary  industry,  secondary  industry  and  tertiary 
industry are negative, positive and positive respectively.  In other words, the FDI 
inward  have  a  positive  impact  on  unemployment  in  primary  industry  and  a 
negative  impact  for  the  secondary  and  tertiary  industries.  Mucuk  &  Demirsel 
(2013)  is  determine  the  impact  of  FDI  inward  on  employment  for  the  seven 
developing  countries,  which  are  Argentina,  Chile,  Colombia,  Philippines, 
Thailand, Turkey and Uruguay by panel data technique for the period of 1981 to 
2009. The results show that Argentina Thailand and Turkey indicated there are co-
integrated in the long run between FDI inward and unemployment. Argentina and 
Turkey show a positive relationship between FDI inward and unemployment, but 
Thailand  shows  the  negative  relationship.  The  result  from  the  causality  test 
indicate that that there is only a causal relationship from FDI to unemployment in 
the long run even though there is no relationship between the variables in the short 



(30)run.  However,  Chile,  Colombia,  Philippines  and  Uruguay  show  that  there  is  no 
 relationship between FDI inward and unemployment. 


2.2  Unemployment and FDI Outward


There are some researcher tests the relationship between FDI outward and 
 unemployment. Chen & Zukifli (2012) are using the logarithm of Gross Domestic 
 Product (GDP), FDI outward, domestic investment and labour for the period from 
 year  1980  to  2010  to  investigate  the  association  between  FDI  outward  and 
 economic  growth  in  Malaysia.  The  result  from  the  Granger-causality  test  shows 
 that  there  is  a  long-run  causality  from  GDP,  domestic  investment,  and 
 employment to FDI outward in Malaysia. This shows that the FDI outward has a 
 long-run relationship with the unemployment. 


Chen  (2011)  are  using  Computable  General  Equilibrium  (CGE)  model  to 
 examine  the  effect  of  FDI  outward  on  the  domestic  economy  in  Taiwan.  The 
 result show that when FDI outward increase by 100%, the simulation reveals that 
 the  GDP  and  gross  national  product  (GNP)  are  reduce  by  1.43%  and  0.51% 


respectively, but the unemployment level will increases by 4.98%. 


Lin  &  Wang  (n.d.)  are  study  the  correlation  between  FDI  outward  and 
unemployment by using the empirical evidence of G-7 (Canada, France, Germany, 
Italy, Japan, United Kingdom and United States) countries for the periods of 1981 
to 2002. In the result, they found that it has a mixed result. Based on their findings, 
there is a negative relationship between FDI outward and unemployment in all the 



(31)countries excluded United States. United States case gave a different result, which 
 is the FDI outward positively correlated to unemployment rate. 


2.3  Unemployment, FDI Inward and FDI Outward


There  are  less  researcher  are  examine  the  interrelationship  on  the 
unemployment,  FDI  inward  and  FDI  outward.  Chang  (2005)  used  the  VAR 
method  of  decomposition  and  impulse  response  function  analysis  to  analyze  the 
interrelationship between FDI, exports, unemployment and GDP for Taiwan over 
1981Q1 to 2003Q3. The result show that there is the FDI inward and outward has 
positive  relationship  on  unemployment  in  Taiwan.  It  is  shows  a  positive 
relationship,  but  the  impact  is  not  so  obvious.  The  results  show  no  significant 
effect  from  unemployment  to  FDI  outward  and  barely  significant  from 
unemployment to FDI inward. The FDI inward does not have significant effect on 
FDI outward, but the FDI outward positively significant to FDI inward. 



(32)CHAPTER 3: METHODOLOGY


3.0  Overview


In  this  chapter,  we  discussed  the  methodology  that  we  have  used  to 
 execute  our  research.  At  first,  we  defined  the  variables  that  we  used  in  our 
 research. After that, Augmented Dickey-Fuller (ADF) and Phillips-Perron (PP) of 
 unit  root  tests  are  carried  out  to  determine  the  stationary  of  the  variables  in  the 
 regression model. Moreover, Kwiatkowski-Phillips-Schmidt-Shin (KPSS) is used 
 in  our  research  to  ensure  that  the  results  from  ADF  and  PP  tests  are  correct.  In 
 order  to  test  the  relationship  between  unemployment,  FDI  inward  and  FDI 
 outward in Malaysia, we are applied Vector Autoregressive (VAR) model. Before 
 that,  we  performed  diagnostic  checking  in  our  research  by  using  stability 
 condition,  normality  test  and  Breusch-Godfrey  serial  correlation  LM  test.  It  is 
 important  to  make  sure  that  model  in  our  research  is  "dynamic"  stable  when 
 employing VAR model. Lastly, Granger causality test is applied in this research to 
 test the direction of the causality between the variables and then followed by the 
 impulse response function and variance decomposition.  


3.1  Data Description


The data we used in this research is obtained from only one source, which 
is  data  stream  in  UTAR  library.  We  used  quantitative  method  with  a  total  of  60 
sample size in  our research. The data periods in  this research is  started from  the 



(33)first quarter (Q1) of 1999 to the fourth quarter (Q4) of 2013.  We chose quarterly 
 data  as  the  same  proposed  to  use  quarterly  data  in  our  employed  methodology 
 (Balcerzak  &  Zurek,  2011).  In  fact,  there  are  few  advantages  of  using  quarterly 
 data.  One  of  the  advantages  is  quarterly  data  allows  for  important  intra-year 
 dynamics as the unemployment rate will change along the year.  Hence, quarterly 
 data  will  be  better  in  capturing  the  rich  dynamic  pattern  of  decision  making 
 process compared to the yearly data. Moreover, yearly data will always cause the 
 result be more complicated, as well as more difficult in interpretation of the results. 


Other than that, quarterly data are also helping in the increase in sample size and 
 ease  up  the  problem  of  decreasing  degree  of  freedom.  In  this  research,  our  data 
 used are all logarithmically transformed. The reason that we logarithm the data is 
 because we want to ensure that the data are in linear form. Besides that, we want 
 to  ensure  that  the  variables  are  normally  distributed.    This  shows  that  applied 
 logarithm form to the data can renovated symmetric of the data. Last but not least, 
 data transformation is also to guarantee that the data have constant variance.  


There  are  three  variables  which  are  unemployment,  FDI  inward  and  FDI 
 outward has included in our regression model. In general, unemployment rate can 
 be  define  as  the  percentage  of  the  total  labour  force  who  are  over  the  age  of  16 
 that is unemployed, but they are still willing to work and try their best in seeking 
 for job. People who are jobless and do not active in seeking job are not included in 
 labour  force,  thus  these  people  will  not  counted  in  unemployment  rate. 


Unemployment is one of the components that will affect the economic growth of 
the  country.  The  economic  theory  of  Okun‟s  Law  empirically  describes  this 
relationship  between unemployment  and  gross  domestic product  (GDP).   Okun‟s 
Law shows that every 1% increase in a country‟s unemployment rate, the national 
GDP  will  suffer  about  2%  loss  in  potential.  In  the  view  of  economists, 
unemployment happened when people are able to work, but they are unable to get 
a  job.  In  consequence,  it  will  reduce  the  production  and  also  human  capital  of  a 
country. Unemployment will be more serious when recession because demand for 
the  labour  will  decrease  hugely  during  economic  downturn.  Hence,  supply  of 



(34)labour is much more than demand for the labour. If unemployment does not cure 
 immediately, it will affect a person‟s job prospects by damaging the human capital. 


In  Malaysia  case,  population  grows  faster  than  employment  opportunities, 
 therefore unemployment occurred. 


Unemployment  can  be  differentiated  into  four  different  types,  which  are 
 frictional  unemployment,  structural  unemployment,  cyclical  unemployment  and 
 seasonal  unemployment.  Frictional  unemployment  is  less  problematic  than  other 
 types  of  unemployment.  It  can  be  define  as  a  person  quit  the  job,  but  he  or  she 
 does not get the new job immediately. During this period, he or she will count in 
 the frictional unemployment. Frictional unemployment occurred is mainly due to 
 people  are  too  concerned  about  the  wages,  locations  of  the  job,  working  hours, 
 personality  and  also  the  skills  of  labour.  It  is  not  specifically  problematic  in  the 
 stand  of  economy  because  it  only  happens  in  short  period.  Secondly,  structural 
 unemployment  happened  mainly  because  of  the  mismatch  of  workers‟  skill  and 
 the employers‟ needs. In other words, it is inefficient in labour market. Structural 
 unemployment  may  be  an  issue  that  economist  concerns.  It  mainly  because  of 
 structural unemployment may tend to take a long period and the retaining workers 
 are not a cheap or easy task for the firms.  When structural unemployment rate is 
 high, it may cause the productivity of the country reduce and then slow down the 
 economy. Next, cyclical unemployment happened during recession and depression. 


When  recession occurred, the demand for the goods  and services  may  fall  and it 
will  cause  the  firms  to  reduce  the  production.  While  the  production  decrease, 
firms will choose to downsizing by reduce the employment rather than reduce the 
labour‟s  wages  to  minimize  the  cost  of  production.  Therefore,  cyclical 
unemployment  happened.  However,  it  may  not  sustain  longer.  This  is  because 
cyclical unemployment  will not exist when the economy of the country out from 
the  recession.  Lastly,  seasonal  unemployment  is  less  serious  than  structural 
unemployment. However, seasonal unemployment can be considered as structural 
unemployment, but it is only happened in the certain period of the year. Seasonal 



(35)unemployment is more predictable and it is consider as part of the “conditions of 
 employment”. 


Next, FDI can be defined as the direct investment which the companies are 
 from other country or business which carry out in a country by the individual. FDI 
 is one of the components that will contribute  to the economic growth of the host 
 country.  Besides that, FDI  can be investors who are abroad buying the company 
 or factory in the targeted country to start the business or expand the operation of 
 the business. As so, FDI has the intention to merge and acquisition, building new 
 facilities in the country and also it helps to reinvest profits earned from overseas 
 operations  and  intra  company  loans.  It  normally  involves  the  participant  of  the 
 expertise from other country, transfer of the technology especially form the high-
 end  country  to  the  low-end  country  and  also  joint  venture.  FDI  is  stated  in  the 
 national account that will affect the GDP of the existing country. FDI is a category 
 of  cross-border  investment  associated  with  a  resident  in  one  economy  having 
 control  or  a  significant  degree  of  influence  on  the  management  of  an  enterprise 
 that  is  resident  in  another  economy.  It  acts  as  an  important  role  for  boosting  the 
 economic growth of the country especially for developing country. Besides that, it 
 also helps to solve economic problem.  


There are two types of FDI, which are FDI inward and FDI outward. For 
 host  country,  FDI  inward  not  only  transfers  the  new  technology,  but  also  create 
 jobs for the host country. It includes all liabilities and assets transferred between 
 resident  and  non-resident  and  direct  investment  enterprises  and  their  direct 
 investors.  It  also  covers  transfers  of  assets  and  liabilities  between  resident  and 
 non-resident  fellow enterprises, if the ultimate  controlling parent  is  non-resident. 


Other  than  this,  it  also  brings  innovation  in  operational  practices  to  the  country 
and therefore it may help to increase the productivity of the host country. It helps 
in  creating  jobs  and  boosts  the  economy.  At  last,  they  enhance  their  employees' 
lifestyles, helping to create a better standard of living for the recipient country.  



(36)FDI outward is kind of investment which is conducted abroad. It includes 
 assets  and  liabilities  transferred  between  resident  and  non-resident  and  investor 
 and their direct investment enterprises. Employing outward direct investment is a 
 natural progression for firms as a better business opportunity will be available in 
 foreign  countries  when  domestic markets  become too  saturated. While the rising 
 levels  of  outward  FDI  from  developed  countries  have  raised  concerns  regarding 
 its impact on their domestic investment, little or no attention has been paid to such 
 effects  in  developing  and  transition  economies.  Policymakers  in  these  countries 
 need  to  assess  how  domestic  investment  is  affected  by  FDI  outflows;  domestic 
 investment  determines  the  rate  at  which  physical  capital  is  accumulated,  which 
 subsequently  determines  the  rate  of  economic  growth.  Understanding  the  impact 
 of  FDI  outflow  on  domestic  investment  may  therefore  be  a  vital  step  toward 
 introducing  market  reforms  that  can  boost  domestic  investment  and  enhance 
 growth.  


3.2  Unit Root Tests


Unit root test is used to test whether a time series variable is non-stationary 
 or  stationary,  as  well  as  to  determine  the  number  of  integrated  orders  for  the 
 variables of unemployment, FDI inward and FDI outward individually. If they are 
 having a long run relationship, these variables will then follow the same integrated 
 order.  


The unit root test was firstly developed by Dickey and Fuller (1979). Unit 
root  test  assumed  that  the  first  difference  in  the  series  is  serially  uncorrelated  in 
the unit root null hypothesis. However, this model will lead to the autocorrelation 
problem because it does not consider the dynamic effect of time series data. Due 



(37)to  the  limitation  of  Dickey-Fuller  (DF)  test,  the  researcher  further  developed  the 
 test, which is ADF test (1981).  


ADF  test  is  the  value  which  used  in  the  test  is  a  negative  number.  The 
 more  negative  it  is,  the  greater  the  possibility  of  rejecting  the  null  hypothesis 
 where  is  a  unit  root  at  some  level  of  confidence.  Besides  that,  it  relies  on 
 parametric  transformation  of  the  model that  removes  the  serial  correlation  in  the 
 error term, leaving the asymptotic distributions of the various τ statistics.  


PP test statistics can be viewed as DF test statistics, which is being used in 
 time  series  analysis  to  test  the  null  hypothesis  that  the  series  is  an  integrated  of 
 order 1. The PP test is different from ADF test, as ADF test relies on a parametric 
 transformation,  while PP test  proposes a non-parametric transformations  of the  τ 
 statistics  from  the  original  DF  regressions,  where  the  transformed  statistics  have 
 DF distributions when under the unit root null. Other than that, PP tests have made 
 robust to serial correlation by using the Newey–West (1987) heteroscedascity and 
 autocorrelation-consistent covariance matrix estimator.  


On  the  other  hand,  Kwiatkowski-Phillips-Schmidt-Shin  (KPSS)  test  is 
 intended  to  complement  unit  root  tests,  such  as  the  DF,  ADF  and  PP  tests.  By 
 testing  both  the  unit  root  hypothesis  and  the  stationary  hypothesis,  one  can 
 distinguish series that appear to be stationary, series that appear to have a unit root, 
 and  series  for  which  the  data  are  not  sufficiency  informative  to  be  sure  whether 
 they are stationary or integrated.  


A variety of alternative procedures have been proposed that try to resolve 
these problems, particularly the power problem, but the unit root tests of ADF and 
PP  are  widely  used.  If  the  process  is  stationary,  but  a  root  is  close  to  the  non-



(38)stationary  boundary,  then  the  result  of  the  test  may  not  accurate.  This  is  even 
 obvious  when  the  sample  size  is  small,  it  will  be  harder  to  determine  the  root 
 properly.  Behind  of  this  reason,  KPSS  test  is  proposed  to  find  out  whether  the 
 model has  a deterministic trend or stochastic trend. Hence,  we  able to compared 
 whether the result from the ADF or PP test is the same conclusion. 


3.3  Diagnostic Checking


3.3.1  Stability Condition


Before  estimate  our  VAR  model,  there  is  a  very  important  step  that  we 
 have to do is to make sure that our model is „dynamic‟ stable to check the stability 
 condition.  One  of  the  methods  to  determine  the  stationary  is  by  viewing  on  the 
 characteristic equations that we have formed. First of all, we may like to make it 
 in simple equation, AR(1): - 


=       +   ………...……… (10)  


Equation  (10)  is  an  equation  that  so  call  differences  equation  because  it 
 includes many variables at different time. After this, we may express equation (10) 
 into the lag operator L, which we will get: 


=      +      ……….……….…… (11) 



(39)(1 -   )   =      ………..……… (12)


For the purpose of finding characteristic root in  equation (11) and (12), a 
 variable is take place by the lag operator L. After that, we abolish the   and set it 
 as the    = 0:- 


(1 – βL) = 0   ………...…...……… (13) 


(1 – βZ) = 0   ………..……… (14) 


| | =     ………..…… (15)


Finally, we solve the stability condition by the value of Z which is stated 
 as the characteristic roots. When all of the roots are lie outside the unit circle then 
 the   is  stationary.  This  fact  are  refer  to  at  least  one  of  the  root  is  complex 
 numbers.  If  the  roots  all  are  real  numbers  which  mean  that  none  of  them  are 
 complex numbers, then we can said that   is stationary when the absolute values 
 of the real roots are greater than one.   


3.3.2  Normality Test


Normality test (Jarque-Bera test) is conducted in our research to determine 
whether  the  error  terms  are  normally  distributed.  Normality  test  is  the  first 
requirement for any of the statistic tests, for example the two way ANOVA, which 
pre-requisite a normally distribution of sample population before proceed to other 



(40)statistic test. If there is not valid in the assumption of normality, then the results of 
 the test that carried out can consider unreliable.  


3.3.3  Breusch-Godfrey Serial Correlation LM Test


The  purpose  of  using  Breusch-Godfrey  serial  correlation  LM  test  is  for 
 testing  the  problems  of  autocorrelation  in  the  regression  model.  The  null 
 hypothesis  of  the  Breusch-Godfey  serial  correlation  LM  test  is  that  there  is  no 
 serial  correlation  up  to  any  numbers  of  lag.  Compared  with  Durbin-Watson 
 statistic,  this  test  will  be  more  popular  which  it  only  valid  non-stochastic 
 regressors.  Other  than  this,  Breusch-Godfrey  serial  correlations  LM  test  also 
 testing for the feasibility of a first- order autoregressive model for the regression 
 errors. 


3.4  Vector Autoregressive (VAR) Model


VAR  model  is  an  extension  of  autoregressive  (AR)  model  by  adding 
 multiple variables. It is a model which disseminate by Sims (1980), who has help 
 to solve major problems that faced in economic area.  


The  VAR  model  is  in  a  sense  a  systems  regression  model  which  means 
there is more than one dependent variable or so  call multivariate model. In other 
words,  the  VAR  model  is  n-equation,  n-variable  linear  model  in  which  each 
variable is explained by its own lagged values, and current and lagged values of n-
1 variables. According to Sims (1980), if there is true simultaneity among a set of 



(41)variables,  there  should  be  no  any  priori  distinction  between  endogenous  and 
 exogenous variables and hence the variables should be treated equally. Generally, 
 this  model  is  able  to  complete  four  tasks  at  once,  which  are  describe  and 
 summarize  microeconomic  data,  forecasting  the  macroeconomic  factors,  analyse 
 the policy and quantify the structure of the macroeconomic. The VAR model has 
 proven to perform better, hence more reliable tools in the sense of forecasting and 
 data description. Meanwhile, for structural inference and policy analysis, they are 
 more  on  "depends"  as  they  require  differentiating  between  correlation  and 
 causality, which is the identification problem in terms of econometrics. However, 
 this problem can be solved by mostly economic theory or institutional knowledge. 


There are few researchers using VAR technique to study the effect of FDI 
 toward  unemployment.  Chang  (2005),  and  Balcerzak  and  Zurek  (2011)  are 
 examine the impact of FDI towards unemployment.  


The benchmark model specification and estimation: 


In  our  research,  we  have  involved  three  variables  in  the  VAR  model.  To 
 make it simple, we consider the lag length 1, thus the equations will be carried as 
 follow: - 


       =    –           –            +            +              + 
               +    ...(1) 


        =    –        –             +           +               + 
              +    ...(2) 



(42)        =    –        –             +           +               + 
               +    ...(3) 


or in vector form, it will be : - 
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where     =  logarithmic  unemployment  rate,        =  logarithmic  foreign 
 direct  investment  inward,  and        =  logarithmic  foreign  direct  investment 
 outward.  The  structural  shocks,   ,    ,  and    are  unobservable  IID  zero  mean 
 error  terms  and  zero  covariance.  The  error  term  is  correlated  over  the  equations 
 only.  Every  variable  in  VAR  model  are  consider  endogenous  variable,  in  which 
 these variables are depending on the lagged values of it and other variables too.  


By  using  recursive  VAR,  we  obtain  zero  restriction  on  some  of  the 
parameters  in  the  matrix  form  which  are                    Since  we  apply  zero 
restrictions,  therefore  we  can  say  that      is  not  affected  by  other  variables  in 
equation  (1).  At  the  same  time,  it  means  that         and         do  not 
simultaneously  affect      .  In  equation  (2),      have 
contemporaneous affect on       Lastly, in equation (3),      is affected 
by the structural shocks of      and        . 



(43)The simplify of the structural VAR in vector form: -  


Z  =             +   ……….…..………  (7)


Equation  (7)  is  the  structural  VAR,  which  is  also  known  as  Primitive 
 System. In this equation, we multiply it with the inverse Z. The reason of multiply 
 with inverse Z is to normalize the right-hand side vector.  


 =         +             +         ..………..……… (8) 


 =    +         +   …….…..……….……… (9)       


In  equation  (9),  it  is  stated  as  a  VAR  in  standard  form  or  reduced-form 
 VAR where   is indicate as the vector of endogenous variables, that is     (     , 
        ,        ) is a three dimension vector in the logarithms.    = (    ,    , 


  )  is  the  vector  of  reduced-form  residuals  when  the  reduced-form  VAR  is  in 
 matrix form: - 
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(44)3.5  Granger Causality Test, Impulse Response Function     and Forecast Error Variance Decomposition


One of the usages of VAR model is to forecast, which is what economists 
 usually  do.  As  the  structure  of  VAR  model  provides  information  about  the  joint 
 generation  process  of  one  variable  to  another  variable,  we  may  use  them  to 
 investigate the relationship between the variables. This specific type of relation is 
 known as Granger causality, which is found out by Granger (1969). It is said that 
 when  a  variable,  or  group  of  variables,  Y1  is  helpful  on  forecasting  another 
 variable  or  group  of  variables,  Y2,  and  then  Y1  can  be  said  to  granger  cause  Y2; 
 otherwise  it  does  not  granger  cause  Y2  if  it  is  found  useless  on  forecasting  the 
 other variable. This means that if the information in past and present values of Y1


may influence on forecast of Y2, then it can be concluded that Y1 granger cause Y2. 
 Granger  causality  test  can  be  tested  out  by  using  F-test  or  Standard  Wald  X2  to 
 find  out  the  significance  of  the  lags  on  the  explanatory  variables.  Besides  that, 
 Granger causality test can be used to test out whether a variable is exogenous. For 
 example,  it  is  known  as  exogenous  if  there  is  no  variables  in  a  model  affect  a 
 particular  variable.  The  null  hypothesis  test  for  Granger  causality  is  that  Y  does 
 not granger causes X. 


Though Granger causality test is used to test out the relationship between 
 the variables, it may not give us the complete story about the interactions between 
 them. To find this relationship in a higher dimensional system, we may find out by 
 the  impulse  response  function.  The  impulse  response  functions  can  be  used  to 
 produce the time path of the dependent variables in the VAR, to shock from all the 
 explanatory variables. An unstable system would produce an explosive time path. 


Impulses  are  usually  treated  as  exogenous  from  a  macroeconomic  point  of  view 
including  the  changes  in  productivity  or  other  technological,  while  the  impulse 



(45)reaction  functions  explain  the  reaction  of  endogenous  macroeconomic  variables, 
 for example consumption, output, investment and employment.   


Other  than  that,  there  is  still  another  tool  to  investigate  the  impact  of 
shocks in VAR models, which is the forecast error variance decomposition. This 
tool  can  investigate  in  a  series  of  time  horizons,  how  much  of  the  forecast  error 
variance  for  any  variable  in  a  system,  is  explained  by  innovations  to  each 
explanatory  variable.  Furthermore,  it  able  to  determine  which  variables  in  the 
model has the short term or long term impact on another variable of interest, thus 
it  able  to  obtain  information  about  the  relative  significance  of  each  random 
innovation in affecting the variables in the estimated model. Furthermore, it is also 
important to determine the ordering of the variables when conducting these tests, 
as the error terms of the equations in VAR will be correlated, thus the result will 
be dependent on the order in which the equations are estimated in the model. 



(46)CHAPTER 4: RESULTS AND INTERPRETATION


4.0  Overview


In  this  chapter,  we  reported  the  findings  of  our  research.  We  employed 
 VAR  model to  examine  the  nexus  between  unemployment,  FDI inward  and FDI 
 outward in  Malaysia based on the observation from  1999 until 2013. The results 
 are  being  reported  and  interpreted  in  this  section.  Unit  root  test  is  performed  by 
 using  Augmented  Dickey-Fuller  (ADF),  Philips-Perron  (PP)  and  Kwiatkowski-
 Phillips-Schmidt-Shin  (KPSS)  tests  to  examine  the  stationary  of  the  variables. 


After  that,  we  carried  out  lag  length  selection.  We  also  performed  diagnostic 
 checking by checking the stability condition on the variables as well as normality 
 test to examine whether the error terms are normally distributed. Besides that, we 
 applied  Breusch-Godfrey  serial  correlation  LM  test  to mak
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