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Inclusive Growth: Comprehensive Dimension of Income Distribution:

The article aims to solve the problem of unequal income distribution in Malaysia. Income inequality did
not change significantly since 1990. Inclusive growth is an alternative way that can help the government over-
come the unequal distribution of income. However, there are no measurements or detailed studies conducted
in Malaysia. Moreover, the country’s distribution policy for the 2016—2030 period focuses on inclusive eco-
nomic growth. Based on the above gaps, we constructed the Malaysia Inclusive Index and estimated the in-
come distribution using this new composite index. To construct the index, we applied the Z-score method. We
obtained data for this study from the World Development Indicator, Economic Planning Unit, Department
of Statistics, Malaysia and annual reports from various ministries. The main research findings show year-
on-year growth from 1990 to 2016, indicating that economic growth in Malaysia is increasingly inclusive.
Therefore, to achieve inclusive and equitable economic growth in distribution, the government is advised to
consider not only fiscal aspects, but also holistic components comprised of education, health, housing and
employment of the B40 group (lower class). Simultaneously, the M40 group (middle class) should not be left
out. Income distribution factors and the Malaysia Inclusive Index (MII) determinants such as investment, in-
flation, education and national income should be considered when developing national distribution policies,
as these factors are crucial for inclusive growth in Malaysia.
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HMNHK/II03UBHBIN pocT: KOMIIJIEKCHBIN MOAX0H, K paciipeneieHnI0 10X0a0B

B cmamve paccmampusaemcs peuserue npobnemuvl HepaseHcmea 6 pacnpedeneHuu 00x0006 6 Manatisuu. C 1990 e. do-
X00bl pacnpedensiomcst HepasHomepHo. Buibop anvmepramusHoti cmpamezuu UHKIIO3UBHO20 POCINA MOHE HOMOUb 8 pe-
wieHuu npobremvl pacnpedeneHusi 00x0008, 00Haxko 8 Manatizuu uccedo08aHuti 8 IMom HANPAsaeHUU HeMHO20. B mo e
8pemst, nonumuxa pacnpedenenust 00x0008 cmparvi Ha nepuod 2016-2030 ez. OpueHMUPOBAHA HA UHKTIIO3UBHDLT IKOHOM U e-
ckuti pocm. Ha 0cHO8AHUU 6b1UU4eU3TIONEHHO20 Mbl PA3PAOOMANU KOMNIIEKCHYLI NOKA3amens «MAnau3utickuii uHoexkc K-
HeHHOCUY» U NPUMEHUU e20 O7IS1 OueHKU pacnpedeneHuss 00x0006. Insi pacuema 0aHHO20 NOKA3amMens Mol UCNONb308ATIU
Mermo0onoeuto Z-oueHox. Vcmounukamu 0anHvix 075 aHanusa cmany mamepuanvt «Ilokazamens mMuposozo paseumusi»
(World Development Indicator), omdena sxoHomuueckozo naaHuposanus denapmamenma cmamucmuxu Manatizuu u 2000-
BbIX OMUEMO08 PASTUMHBIX MUHUCMePCcME. Pe3ynomarmot uccie008anHUsl NOKA3ANU exce200HbIll pocm noxasamernetl 3a nepuoo
1990-2016 ez., umo 2080pum o mom, 4mo IKOHOMuUecKuti pocm 6 Manaiisuu cmanosumcs crmano8Umcs 6ce cyujecteeHmee.
Taxum 06pasom, 07151 00CTUNEHUS UHKIIIO3UEHO20 IKOHOMUHECKO20 POCHA NPABUMENIbCBY HEOOXO0UMO He MOMbKO PAccMa-
mpusamp nokazamenu 00x0008, HaceneHus, maxue kax 06pazosaniie, 30pasooxXpanere, Humve U 3aHImocmy, 07 HU3Ue20
knacca (B40), Ho u npunumamv 60 8HUMAHUe nokazamenu cpedHeeo knacca (M40). Ipu paspabomke eocydapcmeeHHoti
nonumuky pacnpedenerusi 00x0008 He0OX00UMO YHUMbI6AMb Kak PakmopvL 00x0008, max u nokazamenu Manaiizutickoeo
uHoexca 8KkoHeHHocmu (UHBecmuLul, UHPAUUS, 06pasosarue, HAYUOHANLHBLL 00X00), NOCKONbKY OHU 3HAUUINETILHO 671U~
SI0M HA UHKTII03UBHDL pocm 6 Manatizuu.

KnroueBble c10Ba: MHK/IIO3MBHBIN POCT, HEPABEHCTBO, JOMOXO03AICTBO, paclipefiefieHNe J0X0/I0B, PacXObl

BiaromapHocTb

Asmoput svipascaiom 6nazodaprocmv Yuusepcumemy Manatisuu Tepeneeany, npenodasamenim, compyoHuxam u
cmydeHmam 3a mamepuanvHo-mexHu4eckoe obecneueHue 80 6pems uccnedosamenvckotli pabomuvt. Taxsie asmopoi 8vipa-
AHaom uckpenniow npusnamenvrocmo Vexaxy KOccogy, Moxo Asnany lllaxy 3auou u Hypacaiie Cyneiimany ¢ paxynvmema
akoHomMuku u meHedxmmenma Havyuonanvroeo ynusepcumema Manatizuu 3a nocmosHHyo no00epuKy MOn00blX YUeHDbLX.
Hccnedosanue svimonnero npu gunarcosoti noodepscke Yruusepcumema Manatizuu Tepeneeany.

Ona umutupoBaHusa: Ye Cyneriman H. @., A6-Xamug M. @., Puasyan A. P. MHK/TIO3MBHbIM POCT: KOMMAEKCHbIA MOAXOA, K
pacnpeneneHuio [,oxon0B // JkoHomuKa pernona. 2021.T. 17,8bin. 1.C. 301-317. https://doi.org/10.17059/ekon.reg.2021-1-23

Introduction ginalized from the country’s development (Habito

Various efforts made by the Malaysian gov-
ernment to combat poverty have succeeded and
gained international recognition in addressing
poverty issues by the United Nation Development
Program (UNDP). Population poverty has dropped
from 49.3 % in 1970 to 0.6 % in 2014, according
to the Economic Planning Unit (EPU)!. However,
it must be acknowledged that all sectors of society
face the problem of the rising cost of living, espe-
cially the poor and disadvantaged in urban and ru-
ral areas. Those who belong to the lower-income
group require special attention from the govern-
ment to get them out of the poverty line by im-
proving their standard of living and income. It is
undeniable that income inequality will remain in a
country and the community as the rich will exploit
the poor so that the poor will continue to be mar-

! Economic Planning Unit (EPU). (2016). Report of Household
and Basic Amenities Survey 2016.
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[1], McKinley [2]).

The Malaysian government has made many
changes to the country’s development policy by
considering the concept of inclusiveness rang-
ing from the New Economic Model, the 10th and
11th Malaysia Plans (10MP and 11MP, respec-
tively) to address the issue of income inequality.
However, the issue of inequality in income distri-
bution is still debated to this day. Previous stud-
ies by Bulman [3], Flaaen [4] and Aiyar [5] found
that middle high-income countries such as China,
Malaysia and Thailand could no longer move up
the ladder of economic growth. This is due to the
gap in income distribution that will hinder eco-
nomic growth. Furthermore, if government poli-
cies through income redistribution measures are
not on the right track, then the middle-income
trap will always be the problem in these three
countries (Egawa [6]).

Based on the issues related to income distri-
bution inequality discussed earlier, the Gini coef-
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ficients and measures of poverty rates alone are
not sufficient to assess the well-being of people.
Therefore, it is necessary to develop a more com-
prehensive measurement based on the concept
of inclusive growth to measure social well-being.
The inclusive growth index is used to develop the
concept of inclusive growth that is the focus of na-
tional development policy in the 11th Malaysia
Plan. Accordingly, Malaysia should focus on the
transformation agenda to realize Vision 2020
(UNDP [7]). In Vision 2020, high-income commu-
nities are one of the key objectives. However, high
income alone is not sufficient to achieve inclusive
growth (MHDR [8]). As such, Malaysia needs to fo-
cus on new paradigms and establish communi-
ty-based economies, help the lower income group,
reduce their uncertainty and expand the mid-
dle-income households as indicators of inclusive
growth (UNDP [7)).

Motivated by these issues, we examine the im-
portance of equal income distribution and inclu-
sive growth for the development of a country. While
similar studies have been conducted in Asian coun-
tries (Klasen [9], McKinley [2] [10], Rauniyar and
Kanbur [11], Ramos et al. [12]), no such study has
been undertaken in Malaysia. We develop an in-
dex that measures inclusive economic growth us-
ing various dimensions apart from income such as
expenditure, education, health, housing and em-
ployment aspects. We chose Malaysia because this
middle-income country introduced the concept
of inclusive growth in the national development
plan. Besides, the concept of inclusive growth is
the focus of national development policy in the
11MP. As there are limited studies in Malaysia on
the issue, this study contributes to filling the gap
in the literature. Moreover, this inclusive growth
index can be applied to measure the inclusiveness
in other countries.

Inequality Theory

The relationship between growth and ine-
quality has been widely debated. In 1955, Simon
Kuznets found an inverted-U shaped curve be-
tween per capita income and cross-country in-
equality: as per capita income increased, the in-
equality would first widen and eventually im-
prove. Key driving forces are considered as the
structural changes due to the shift of the labour
force from the poor and less productive tradi-
tional to the more productive and different mod-
ern sectors. Adelman and Morris [13], Paukert
[14], Ahluwalia [15], and Robinson [16] supported
the Kuznets’ theory. However, Anand & Kanbur
[17] and Deininger & Squire [18] has challenged
the Kuznets inverted-U curve based on better

data sets and tests in each country. For example,
Deininger & Squire [18] conducted a comprehen-
sive test and confirmed that there was no evidence
of the U-curve for each country. Overall, the com-
plex relationship between growth and poverty is
determined by the degree and extent of change in
equality. Meanwhile, pro-poor growth is related
to the relationship between these three elements:
growth, poverty, and inequality.

According to Ali [19], rapid growth rates have
contributed to an outstanding reduction of pov-
erty incidence, accompanied by rising income, ex-
penditure and non-income inequalities. Pro-poor
growth approaches focus on the welfare of the
poor to reduce inequality (Dinda [20]). The idea
that higher inequality may result in under-invest-
ment in human capital by the poorer segments of
society has also spurred a significant amount of
research on the effect of inequality on social mo-
bility and the allocation of talents across occupa-
tions (Banerjee & Newman [21], Owen & Weil [22],
Maoz & Moav [23], Hassler et al. [24]).

Meanwhile, high inequality may provide the in-
centives to work harder to invest and take advan-
tage of high rates of return (Mirrlees [25], Lazear
& Rosen [26]). For example, if highly educated
people are much more productive, the differences
in rates of return may encourage more people to
seek education. Higher inequality fosters aggre-
gate savings, and therefore capital accumulation
because the rich have a lower propensity to con-
sume (Kaldor [27], Bourguignon [28]).

Nevertheless, the impact of inequality on
growth has often been analysed based on a sin-
gle measure of income inequality (typically, the
Gini coefficient). However, the positive and nega-
tive theoretical mechanisms behind the links be-
tween inequality and growth might be rather as-
sociated with inequality in different parts of the
income distribution (Voitchovsky [29]). Therefore,
it is important to analyse the distribution based
on multiple indicators apart from income such as
consumption expenditure, housing, health, edu-
cation and employment aspect (Stiglitz [30], ADB
[31], Mc Kinley [10], Mlachila et al. [32]).

Inclusive Growth Concepts and Debates

Many studies have been conducted on inclu-
sive growth, but similar to the concept of pro-poor
growth, there is still no single definition of inclu-
sive growth. Klasen [9] highlights that Inclusive
Growth has been a strategic milestone for guid-
ing the activities of the Asian Development Bank
(ADB) in strategic operations. However, “there
exists no clear definition or indicator to moni-
tor the progress of inclusive growth at the coun-
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try, project, or program level” [9, p. 4]. While the
debate continues, ongoing efforts towards creat-
ing a way to measure progress in inclusive growth
have been reviewed and implemented through a
framework analysis by Klasen [9], Ilanchovichina &
Lundstrom [33] and McKinley [2].

Rauniyar & Kanbur [11] have defined inclusive
growth based on the inclusiveness concept neces-
sary to increase equity in income distribution. The
definition is similar to ‘relative pro-poor growth’,
suggested by Grosse et al. [34]. Reviewing on their
definition, Rauniyar & Kanbur [11] point out that
inclusive growth, which is a reduction in income
inequality, can be more or less pro-poor growth
depending on the income level of a country. They
also argue that poverty reduction policy should
focus on the growth that will increase the income
of the lower-income group.

Inclusive growth is a growth that not only cre-
ates new economic opportunities but also ensures
equal access to opportunities created for all peo-
ple including the less fortunate and marginalized.
Growth is inclusive when it allows all members of
the community to participate in the process and
contribute to the growth process irrespective of
their individual circumstances (Ali & Zhuang
2007 [35]). This is also in line with the findings of
Stiglitz et al. [30], where inclusivity is considered
in terms of not only income but also wealth and
consumption expenditure. In addition, inclusivity
takes into account non-economic indicators such
as social stratification, education, health and job
opportunities.

Proposals for measuring inclusivity and ine-
quality have been discussed in Malaysia Human
Development Report (MHDR) 2013 through the
New Economic Paradigm, which distinguished
four components of household capabilities (or
purchasing power), namely, wealth effects, dis-
posable income, leverage and transfers. Ramos et
al. [12] have also used the concept of sharing and
participation benefits. In their study, the bene-
fits of sharing are represented by poverty and in-
equality, commonly used as an important indi-
cator of pro-poor growth and inclusive growth.
Simultaneously, employment—population ratio is
used as a proxy for participation.

While past measures focused on reducing pov-
erty and narrowing the income gap between eth-
nic groups, new priorities have emerged. Now the
goal is to improve the household status. Following
Stiglitz et al. [30], new measures of inclusivity
should not only focus on income but also wealth
and consumption expenditure. In addition, the
measurement of income, consumption and wealth
should be accompanied by indicators that reflect

Ekonomika Regiona [Economy of Region], 17(1), 2021

their distribution. New dimensions of inclusiv-
ity should also consider non-economic indicators
such as social stratification, education, health and
job opportunities.

Continuing the discussion on the incorpora-
tion of the non-income dimension, Rauniyar &
Kanbur [11] distinguish between two concepts,
namely, inclusive growth and inclusive devel-
opment. Inclusive growth refers to the distribu-
tion of income increases, while inclusive devel-
opment refers to the distribution of multi-dimen-
sional improvements as well as income. McKinley
[2] and Klasen [9] also agree on the differences
between inclusive growth and inclusive develop-
ment. They argue that inclusive growth is limited
to the dimensions of income, while inclusive de-
velopment includes other dimensions besides in-
come. However, McKinley [2] uses the term ‘inclu-
sive growth’ similar to inclusive development de-
spite the difference between the terms.

The concept of inclusive growth is more fo-
cused on the outcome of growth, in contrast to
the concept of pro-poor growth. Klasen [9] notes
that the difference between pro-poor growth and
inclusive growth is based on the income recipient
groups from growth. According to Klasen, “pro-
poor growth focuses on people below the poverty
line, while inclusive growth is arguably more gen-
eral: it wants growth to benefit all stripes of so-
ciety, including the poor, the near-poor, middle
income groups, and even the rich” [9, p. 2]. This
concept is related to the definition of inclusivity
based on the distribution of growth. Dagdeviren et
al. [36] noted the importance of issues regarding
the role of income distribution in reducing pov-
erty. According to them, if income redistribution
is used to reduce poverty, the key policy to be con-
sidered is the mechanism of redistribution from
whom, to whom and by what [36].

Inclusive growth involves fair growth or, in
other terms, equity, indicating that the benefit of
growth should be shared equally across the com-
munity. Thus, when growth benefits all societies,
growth should not affect inequality because if this
happens, more people will be affected. Klasen [9]
brought a form of inclusivity concept of the non-
zero amount. Based on this concept, the outcome
of growth benefits not only one group but all soci-
eties, and the poor will benefit more. This concept
is in line with the definition of inclusivity that not
only includes certain groups of growth benefits
but also benefits the less fortunate.

Ali & Son [37] propose an alternative concept
for inclusive growth involving the distribution,
which shifts the policy focus from the outcome
to opportunity. The authors suggest that growth
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is defined as inclusive if the growth improves the
functioning of social opportunities that depend
on: first, the average opportunity available to the
community, and second, how the opportunity is
shared to all societies [37]. While Ianchovichina &
Lundstrom [33] see inclusive growth as positive in
terms of income, they emphasise the importance
of rates and growth patterns, which are intercon-
nected. For them, inclusive growth involves long-
term sustainability and structural changes to di-
versify the economy and competition. Inclusive
growth should also be broad-based across sectors
and inclusive of most of the labour force in the
country [33].

The African Development Bank (AfDB) also
gives importance to the rate and growth pattern.
Given that, high and sustainable long-term eco-
nomic growth is necessary to reduce poverty and
poverty and develop productive jobs. [38]. From
this perspective, AfDB defines inclusive growth as
“economic growth that results in a wider access
to sustainable socio-economic opportunities for
a broader number of people, regions or countries,
while protecting the vulnerable, all being done in
an environment of fairness, equal justice, and po-
litical plurality” [38, p. 2]. AfDB noted its differ-
ence from pro-poor growth, as inclusive growth
provides opportunities for the whole community,
instead of only taking care of the poor.

In line with Bhalla [39] as well as lanchovichina
& Lundstrom [33], Klasen [9] also paid attention
to the occurring growth processes. Klasen iden-
tified two possible focus points for determining
inclusive growth episodes, namely, results and
processes. The definition of inclusive growth is
closely linked to the concept of pro-poor growth,
which focuses on the outcome. The definition of
inclusive growth incorporates an understanding
of how the growth results are aligned with the in-
come aspect. The growth aspect is considered and
merged instead of being a substitute for the out-
come aspect.

According to the International Policy Centre
for Inclusive Growth (IPC-IG), inclusive growth
is defined as participation and sharing benefits.
This concept is in line with Kakwani & Pernia
[40]. Participation is related to active involve-
ment in ensuring inclusive growth and outcome
is the development of the number of produc-
tive individuals that contribute to the economy,
demonstrated by the employment ratio. The ben-
efits of sharing are specifically related to the dis-
tribution of outcome, which, in turn, affects the
participation.

Ramos, Ranieri & Lammens [12] also followed
the concept of sharing and participation bene-

fits. To measure inclusivity, the researchers devel-
oped the concept again by defining the variables
as proxies for both dimensions. The benefits of
sharing are represented by poverty and inequality,
which are used as an important variable for pro-
poor growth and inclusive growth. Meanwhile, the
employment—population ratio is used as a proxy
for participation that demonstrates the primary
goal of involvement, though limited to the eco-
nomic field.

Mello & Dutz [41] show how to find a clear and
concise definition of inclusive growth. Summing
up the presentation and debate at the OECD 2011
conference, White [42] explained that inclusivity
has been used in at least six different meanings.
First, inclusivity is low-income inequality. Second,
inclusivity means the absolute reduction of pov-
erty. Third, inclusivity is the increase in economic
growth. Fourth, inclusivity means reducing the in-
come gap between North and South. Fifth, inclu-
sivity is a reduction in inequality in opportunities,
such as access to education, finance, and the ju-
dicial system. Sixth, inclusivity means to provide
greater space for emerging economies in the gov-
ernance of international financial institutions.

Key Elements of Inclusive Growth

As discussed earlier, the measurement of in-
come distribution alone is not sufficient to illus-
trate the exact nature of income distribution that
occurs in a country. Thus, we attempted to con-
struct an index, namely, the Malaysia Inclusive
Index (MII) that can measure inclusive economic
growth in Malaysia. This study suggests an alter-
native way of measuring income distribution to
achieve inclusive growth in Malaysia. We aim to
construct an index that can complement the use
of the Gini Index in measuring income distribu-
tion from a multi-dimensional perspective. This
index can be used to assess more comprehen-
sive distribution issues in Malaysia. With the es-
tablishment of this index, it is possible to analyse
the inclusivity of distribution by using indicators
that reflect the level of inclusive development in
Malaysia.

To measure the level of inclusive development
in Malaysia, several components have been se-
lected and established based on the approaches
adopted and adapted from the research of Stiglitz
et. al [30] on inclusive development. The unique-
ness of this index is the use of indicators repre-
senting the B40 household income group (lower
class) by contrast with other inclusive indices
developed by Ianchovichina & Lundstrom [33],
Rauniyar & Kanbur [11], Ali & Son [37], Bhalla
[39], Son & Kakwani [43] and McKinley [10].
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Table 1
Key Elements of Inclusive Growth
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Klasen [9] X X
Tanchovichina and
Lundstrom [33] X X X
Rauniyar and Kanbur [11] X X X X
Groose, Harttgen and X
Klasen [36]
Ali and Son [37] X
Bhalla [39] X X X
Kakwani and Pernia [40] X X X
Kakwani and Son [43] X X X
McKinley [10] X X X X X X X X X X
Ravallion and Chen [44] X
Habito [1] X
White and Anderson [45]
Kakwani, Khandker and X X
Son [46]
Kraay [47] X X

Source: Past Studies Compilation.

The index is important as an alternative and
improvement to the Poverty Line Income (PLI)
and the Gini Index that have been used to meas-
ure the level of poverty and income inequality in
Malaysia. This study focuses on inclusive distri-
bution according to the Malaysian government’s
agenda to strengthen inclusivity and establish eq-
uitable society. Therefore, these alternative meas-
urements are expected to enable government pol-
icies that will help those affected and marginal-
ized groups, especially the B40 income group. The
implemented policies can help them equally enjoy
the well-being, improve living standards and ben-
efit from economic growth in Malaysia.

Improving B40 household status is important
for the country, as currently in Malaysia, there are
about 2.7 million B40 households with an aver-
age monthly income of RM 2,537 as the Economic
Planning Unit 2016 reported. As Malaysia contin-
ues to develop, the B40 household income group
should not be denied opportunities resulting from
the country’s prosperity. If the B40 household in-
come group maintains its socioeconomic position,
this situation will bring social costs to the country.
The social costs, such as the reduction of the re-
quired number of skilled manpower will affect the

Ekonomika Regiona [Economy of Region], 17(1), 2021

growth of the country’s output. In addition, this
situation will also cause an increase in inequality
in the urban areas that will also affect the poten-
tial for economic growth in rural and suburban ar-
eas. Employment opportunities, access to health-
care and education services, and a good social se-
curity network will ensure that B40 household in-
come groups get the chance to enjoy a better life.

Hopefully, as the special attention is paid to the
B40 income group, their income, wellbeing and
quality of life will continue to grow in line with
the country’s economic development to achieve
developed countries by 2020. The B40 household
income group, regardless of ethnicity, shall not be
taken for granted, especially the poor and low-in-
come households in urban and rural areas.

Table 1 shows that the most discussed key el-
ements of inclusive growth mainly concern pov-
erty, inequality, growth and ability or empower-
ment. Then, they are followed by key elements of
productive employment and opportunities. Only a
few literature sources discussed gender inequality,
access to infrastructure, social protection, partici-
pation, policy targeting, basic social services, good
governance, investment restriction and growth
benefit. Therefore, the index components and in-
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Table 2

Components and Indicators for the Malaysia Inclusive Index

Component

Indicators

Income

Gross national income per capita (purchasing power parity)
Average monthly gross household income
Average income B40 and M40 interval

Consumption Expenditure

Household final consumption expenditure (% of GDP)
General government final expenditure (% of GDP)

House Price Index

Housing

Percentage of low-cost housing unit to the group B40
Percentage of households with treated water
Percentage of households with electricity

Education
School dropout rate

High school participation rates
Tertiary education participation rate

Life expectancy at birth
Health
Total fertility rate

Under-five mortality rate (per 1,000 babies)

0,
Employment Aspect Unemployment rate (%)

Labour force participation rate (%)

Ratio of skilled workers to non-skilled workers
Percentage of non-skilled workers

Source: Author’s compilation.

dicators are cross-sectorial and overarching dif-
ferent key elements of inclusive growth. Every MII
component will consider important factors and
indicators that will reflect the B40 household in-
come group in the formation of the index.

Methodology

Based on the above concepts and arguments
from previous studies, we have selected and
adopted several components of inclusive growth
to study the situation in Malaysia. The compo-
nents can be described in detail as below.

Country income will reflect the country’s
overall ability to generate wealth for its people.
Income also represents the size of opportunity for
the country to convert wealth into prosperity at
aggregate level. Most of inequality studies focused
on salary and income. However, to measure ine-
quality in well-being, consumption expenditure
is a more appropriate component. Conceptual ar-
guments often favour consumption expenditure
more than income as a better measure for mate-
rial wellbeing. For example, consumption expend-
iture reflects more on long-term sources. Housing
components are also important in determining in-
clusive economic growth, as they involve living
and social wellbeing. Affordable houses equipped
with basic facilities and amenities such as water
and electricity are an important factor in ensur-
ing the living conditions of a family and society
are optimal.

Education is one of the most powerful in-
struments to reduce poverty and inequality; it is

the basis for sustainable and inclusive economic
growth. Education plays an important role in pro-
viding individuals with the knowledge, skills and
competencies required to participate effectively in
society and in the economy. Health is also one of
the key components of inclusive growth. Physically
and mentally healthy workers are more powerful
and efficient. They are more productive and can
earn higher wages. They are also less likely to ap-
ply for leave (due to their illness or illness in their
families). In addition, aspects and job opportuni-
ties are one of the essential elements of inclusive
growth. Increase in employment (i. e., the num-
ber of jobs) and productivity of employment (i. e.,
income from employment) is important for a sus-
tainable growth strategy that leads to poverty re-
duction. This is because most of the poor consider
labour the most important asset.

Therefore, the above arguments proved that
these components are very important in the de-
termination of inclusive growth. The Malaysia
Inclusive Index is a composite index that includes
six components. A total of 19 indicators were se-
lected to represent the six components, as shown
in Table 2 below.

Selection of the Data

The indicator selected for each component is
an indicator that can represent the component
and the availability of the indicator in the time se-
ries data. All indicators are marked as positive or
negative. Positive indicators (such as life expec-
tancy, literacy rate) mean that any increase in nu-
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merical value indicates a better condition. While
indicators marked negative (such as infant mor-
tality rates) show the opposite. For indicators
marked negative, trends have been corrected to
show the progress of well-being of life, while the
downturn will show a deterioration of well-being
of life. It is necessary to ensure that the reading
flow for each component as well as for the com-
posite index is the same.

Time series data is obtained from the fol-
lowing sources. Data for income and consump-
tion expenditure components were derived
from Bank Negara Malaysia (BNM) data, the
Malaysian Economic Planning Unit (EPU) and the
Department of Statistics, Malaysia (DOSM). Data
on housing components were derived from data
and statistics from the Ministry of Housing and
Local Government (KPKT) as well as the National
Property Information Centre (NAPIC). Data for
educational components are obtained from the
Ministry of Education Malaysia (MOE), Ministry
of Higher Education (MOHE) and Malaysia Time
Series Publication issued by the Department of
Statistics, Malaysia (DOSM). For health compo-
nents, the data were obtained from the Ministry of
Health Malaysia (MOH) as well as Malaysia Time
Series Publications. Employment component
data were obtained from the Ministry of Human
Resources (MOHR) via the Labour Force Survey
(LFS) report as well as Malaysia Time Series
Publication data.

This study also uses data from HIS and HES for
many years. Data for HIS and HES were taken from
1990 to 2016 with two-year and five-year inter-
vals. Incomplete data were interpolated using the
moving average. For example, if the data in 1990
and 1992 were 100 and 120, the data for 1991 was
calculated as (100 + 120) / 2 = 110. The results of
the study were not sensitive to the other way of
interpolation.

Construction of the Index

MIT’s construction includes two methods. First,
the variable is standardized into the index on the
same scale. Second, these indices are then grouped
into a single index using the same weighting. The
data used for MII covers 27 years (1990-2016). To
enable comparison, the data used should be uni-
formed using the past track record for each indi-
cator. The standard deviation method is used to
measure the standards for each indicator. Standard
deviation is used to standardize each indicator
and allow the attribute to be summed up to gen-
erate a composite index. The standard deviation
will determine the value of the frequency distribu-
tion around the average value with a higher level
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of precision. According to Chebyshev’s theorem,
regardless of the form of distribution, at least 75
percent of the value will fall in + 2 standard devi-
ations from the average distribution value and at
least 89 percent of the value will be between + 3
standard deviation.

The different variables described above repre-
sent different components in MII; the variables
are not specified in the same unit. Therefore, this
study needs to use the same unit for each compo-
nent to construct the index. To address this issue,
we used two methods: the Z-score approach, and
the Min-Max approach. Z-scores are used to con-
vert a variable to an average of p and a standard
deviation of ¢ to the index score or Z-score that
can be expressed as follows:

7 X,
o

(D

With this standardization, all variables are ex-
pressed in the same unit, which is the standard de-
viation, and, therefore, can be summed up into a
single index.

The Min-Max approach also consists of alter-
ing the variable X into the index Z, following the
formula:

z (X X) . (2)
(Xmax _Xmin )

X . and X eachhave the minimum (min) and
maximum (max) X. The variable Z’ differs from
the Z variable mentioned above as Z' has a value
from O to 1.

In this study, the index will be constructed
using four weighting schemes, using one same
weighting schemes and three different weighting
schemes. This weighting scheme is drawn from
previous studies that have constructed indexes for
analysing the distribution and economic growth
stages (Stiglitz [30], ADB [31], Mc Kinley [10], and
Mlachila et al. [32]). The weighted schemes as-
signed to each component are as follows:

The Malaysia Inclusive Index will be con-
structed using a simulation method and these
four weighting schemes. The weighting selection
is based on the findings obtained after the index is
formed. If the value of the indices formed using the
four weighting schemes does not show a signifi-
cant difference, the same weighting scheme will be
selected in the formation of the Malaysia Inclusive
Index. The same weight (y, =y, =v, =7, = v, =
=1v,=16.7 percent) will be given to six sub-compo-
nents namely income, expenses, housing, educa-
tion, health and employment aspect. We selected
the same weighting scheme used in other well-
known indices such as the Human Development
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Table 3
Index Weighting
Component Scheme 1 Scheme 2 Scheme 3 Scheme 4
Income 0.167 0.5 0.3 0.2
Expenditure 0.167 0.1 0.3 0.2
Housing 0.167 0.1 0.1 0.1
Education 0.167 0.1 0.1 0.2
Health 0.167 0.1 0.1 0.1
Employment 0.167 0.1 0.1 0.2

Source: Author’s calculation.

Index (HDI) or Economic Vulnerability Index (EVI)
sue to its simplicity and transparency. However, as
Guillaumont [48] emphasises, the same weighting
scheme does not lead to the formation of biased
indices, because the number of components found
in the index determines the weighting.

Some aggregation alternatives (such as princi-
pal component analysis or regression-based ap-
proaches) are not suitable for this study. The prin-
cipal component analysis is difficult to perform
when the index has more than three variables.
The inclusive index developed in the study has
six components comprising 19 variables. In addi-
tion, the legitimacy of the regression-based ap-
proach depends entirely on the quality of regres-
sions, particularly, issues related to the endogene-
ity of regressors.

Index Calculation

For the formation of the Malaysia Inclusive
Index, we adapted the methods used for the es-
tablishment of the Malaysia Welfare Index (MWTI)
2013 as well as Malaysia’s Quality of Life Index
(MQLI) 2010. These indices are designed to be
a measurement that illustrates the situation in
Malaysia. Adhering to this principle, inclusive
growth is very important to the country because
it is one of the most effective measures to assess
the progress of a community. Inclusive growth is
also an important determinant describing that the
population of a country is enjoying a comfortable
living standard. While there are various aspects
and assessments to measure inclusive growth, in
general, high levels of inclusivity can bring about
the well-being of life. Evaluation of the develop-
ment of a nation should not focus solely on eco-
nomic aspects but should include other aspects
that reflect the change in the quality of life of its
people.

The method of index construction includes
four main steps as follows. The process starts with
the first step of calculating the standard score for
each lead in year i. The second step is the calcula-
tion of sub-indices for each indicator in year i. The
third step involves the calculation indices for each

component in year i. Finally, the final indexing
process, the fourth step is the calculation of the
composite index in year i. The steps in the con-
struction of the Malaysia Inclusive Index to meas-
ure inclusive economic growth in Malaysia are de-
scribed in detail below.

First step: Estimated standard score for each
indicator in year i.

(i) Standard deviation

The standard deviation is a statistic that re-
flects the distribution of indicator values across
min in a dataset. When the values are close to-
gether, the standard deviation is small. When the
values are dispersed, the standard deviation is rel-
atively large. The formula for the standard devia-
tion o for indicator j is given as:

fl il 2
Oy = NZ(th_lvlk) ’ ©))

where: ¢, = standard deviation of the indicator k;
N = number of observations; x,, = k indicator value
at time t; u, = average indicator value k.

(ii) Standard Score

The standard score reflects observations in the
form of standard deviation units above or below
min (changes in observations) by subtracting av-
erage values and dividing them by the standard
deviation. The calculation is as below:

Z:th;'”k ’ 4)

where: x,, = the value of the indicator k at time ¢;
u = average indicator value; ¢ = standard devia-
tion for the data series; z = standard scores.

Second step: Estimated sub-index for each in-
dicator in year i.

(i) Sub-Index for Positive Indicators

The sub-index for each indicator for each year
is obtained by multiplying the standard score by
10 and adding 100 as shown below. However, this
can only be used for positive indicators such as life
expectancy at birth and literacy rate, whose in-
crease in numerical values shows an improvement
of the situation.

I, =100+ zx10. (5)
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(ii) Sub-Index for negative indicator

For negative indicators, such as mortality rates,
where an increase in numerical values indicates a
decline, the sub-index calculations for the indica-
tors have been adjusted. The trend for negative in-
dicators has been corrected to have a consistent
reading with the index by subtracting 100 rather
than adding 100. Examples of negative indica-
tors are infant mortality and unemployment rate,
where an increase in numerical values indicates a
deterioration in living conditions and well-being.

I, =100+2zx10. (6)

(iii) Index with the year 2000 as the base year

Once this step is completed, to get the index
value that can be compared to the starting year or
the base value, the score should be divided by the
base value. The value for the year 2000 will always

be 100.
I
Lyoosi :[Itk JIOO.
2000k

Third step: Estimates of the index for each
component in Year i.

The index of each component is obtained using
an average indicator value with the year 2000 base
value for the component as follows:

1
Id :N;Itk’

where: I, = component index; N = number of indi-
cators; I, = the index value of indicator k with the
base year 2000 in year t.

Fourth step: Estimated composite index in
Year i.

The Composite Index is obtained by calculating
the average number of indices for each component.

1
M ==Y, 9
N;d )

where: MII = composite index; I, = component in-
dex; N = number of components.

()

®)

Result and Findings

This section describes the results of steps in the
construction of the Malaysia Inclusive Index. The
first two steps are to get the Standard Score and
the Sub Index for each indicator. The next step is
to obtain the Base Year Index before the Index of
Each Component can be constructed.

Generally, the index value of each indica-
tor with the base year 2000 shows year-on-year
growth from 1990 to 2016. Although some indi-
cator indices are demonstrating a downward and
upward trend, most indicators show an increase,
indicating that the components of income, hous-
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ing, education, health and employment are gain-
ing momentum in Malaysia. In this section, we
will explain the findings concerning the indices of
each component of the Malaysia Inclusive Index.
Table 4 shows the findings for the indices of each
component using the year 2000 as the base year.
As can be seen in Table 4, each Component Index
increases from time to time, demonstrating an in-
crease in the level and quality of each component
in the Malaysia Inclusive Index.

This section begins by analysing trends for
each selected indicator as a component of the
Malaysian Inclusive Index. For the income compo-
nent, the gross national income per capita (GNI)
the average monthly gross household income
(HHINC) indicators showed an increase in the pe-
riod from 1990 to 2016. Simultaneously, the gap in
the average gross income between the B40 (lower
class) and M40 (middle class) household groups
(GAP) increased from 1990 to 2016. Then, in 2000,
the GAP declined dramatically to 87,945 from
117,278 in 1999. The GAP indicator then showed
year-by-year increase from 2000 to 2016. This fur-
ther reinforces the fact that the M40 and T20 (up-
per class) household income grew larger than the
B40 household income. The components of in-
come represented by household and national in-
come are improving.

For components of expenditure, the household
final consumption expenditure (HHEX) and the
general government final expenditure (percent
of GDP) (GOVEXP) showed a downtrend and up-
ward trend from 1990 to 2016. The housing com-
ponent comprises four indicators, namely, the
Malaysia House Price Index (HPI), the percent-
age of low-cost housing units to the B40 (LCOST),
the percentage of households with treated water
(WATER), and the percentage of households with
electricity (ELECTR). The HPI Indicator showed an
upward trend from 1990 to 1997, but experienced a
decline in the world economic crisis from 1998 to
1999. HPI indicators showed an increasing trend
from 2000 to 2016. Moreover, indicators such as
LCOST, WATER and ELECTR showed an upward
trend during the period from 1990 to 2016.

While the expenditure component index
showed a downtrend and upward trend over the
period, the components of income showed an in-
crease of 24.623 percent in 2016 with an index
value of 124.623 compared to the base year 2000.
Meanwhile, comparisons showed that the index
value increased by 26.888 percent in 2016 com-
pared to 1990 with the index value of 97.735. Most
surprisingly, the components of the expenditure
showed a decline of 2.012 percent in 2016 with
an index value of 129.989 compared to the begin-

www.economyofregion.com




Nor Fatimah Che Sulaiman, Mohd Fahmee Ab-Hamid, Abdul Rahim Ridzuan

311

ning of the study (1990) with the index value of
132.001. Nevertheless, the expenditure compo-
nent showed an increase of 29.989 percent in 2016
compared to the base year 2000.

The housing component showed an increase
of 18.872 percent in 2016 with the index value
of 118.872 compared to the base year 2000.
Meanwhile, the housing component showed an
increase of 31.411 percent in the year 2016 com-
pared to 1990 with index value only at 87.461. This
result indicated that, in the context of Malaysia,
the main component of household spending apart
from food and non-alcoholic beverages is hous-
ing, water, electricity, gas and fuel. Housing prices
in Malaysia shown a sharp increase from 1990 to
2016. This situation illustrates that the B40 house-
hold is improving its standard of living by having
proper housing conditions, electricity and water
facilities.

The education component comprises three in-
dicators, namely, higher school participation rate
(SECON), tertiary education participation rate
(TER) and school dropout rate (DROP). The three
indicators, SECON, TER and DROP show an up-
ward and downward trend over the period 1990 to
2016. Furthermore, the components of education
showed an increase of 6.926 in 2016 with an index
value of 106.926 compared to the base year 2000.
The education index showed a significant increase
in 2016 compared to 1990 at 82.931 with an in-
crease of 23.995 percent. Therefore, this result
further strengthens the fact that the education
level in Malaysia has shown a significant increase
from 1990 to 2016. The school dropout rate has
declined significantly from 1990 to 2016, demon-
strating that education is for all, regardless of age
and ethnicity. Malaysia is moving towards a better
future with educated human capital.

The health component included three indica-
tors, namely, life expectancy at birth (LEXPEC),
under-five mortality rates (per 1,000 babies)
(MORTAL), and total fertility rate (FERTI). The
LEXPEC, MORTAL and FERTTI indicators were in-
creasing year by year from 1990 to 2016. The health
component index showed an increase of 13.896
percent in 2016 with an index value of 113.896
compared to the base year 2000. The health com-
ponent index also showed a high increase in 2016,
which was 31.238 percent compared to 1990,
which had an index value of 82.658. This fact indi-
cates that health status in Malaysia has improved
from 1990 to 2016. Households in Malaysia (B40,
M40 as well as T20) showed a significant increase
in life expectancy, going from 70.86 years in 1990
to 75.65 years in 2016. Meanwhile, the fertility rate
has declined sharply in 26 years, from 3.55 in 1990

to 2.04 in 2016. This situation illustrates that the
Malaysian household is improving its standard of
living by maintaining a healthy lifestyle. The in-
crease in the average age of mothers at first birth
indicates a shorter reproductive period in women.
Meanwhile, changes in the age structure of the
population lead to an increase in the number and
mortality rate in Malaysia.

The employment component has four indica-
tors, namely, the labour force participation rate
(EMPLY), unemployment rate (UNEMP), the ratio
of skilled workers to non-skilled workers (SKILL)
and percentage unskilled workers (UNSKILL). All
four indicators showed an upward trend from 1990
to 2016. In addition, the employment component
index showed an increase of 12.834 percent in
2016 with an index value of 112.834 compared to
the base year 2000. Meanwhile, the employment
aspect index showed an increase of 24.298 per-
cent with the index value of 88.536 in 1990 com-
pared to 2016. The employment aspect compo-
nents showed the least improvement compared to
other components due to various factors. The fac-
tors include rising unemployment rates, increas-
ing demand for skilled workers compared to non-
skilled workers who are increasingly becoming a
topic of discussion in government policy formu-
lation. When non-skilled workers are replaced
with automated machines and hardware, employ-
ment opportunities are decreasing. This situa-
tion will make income distribution in the country
less equal and will affect those in need, especially
among the B40 household income group.

Overall, the indices of the components for in-
come, housing, education, health, and employ-
ment showed improvement throughout the pe-
riod from 1990 to 2016. The overall improvement
in the index values of the components of income,
expenditure, housing, education, health and em-
ployment aspects indicates that economic growth
in Malaysia is increasingly inclusive and fair. The
new index proposed in this research that meas-
ures the inclusiveness have taken into account
several important dimension apart from the tra-
ditional approach, which focuses solely on the in-
come dimension. This new index includes expend-
iture, education, health, housing, and employ-
ment aspects dimensions to measure inclusivity.
Therefore, economic growth in the country should
be measured based on these components to en-
sure that all households regardless of their income
level share inclusive and equal opportunity. This
index differs from the traditional approach (in-
come distribution) that only evaluates household
income level to measure their standard of living
and economic growth. Thus, this new index can
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Table 4
Indices for Each Component

Year Income Expenditure Housing Education Health Employment Aspect
1990 97.735 132.001 87.461 82.931 82.658 88.536
1991 99.248 132.023 89.141 83.942 84.422 91.635
1992 100.738 125.403 90.531 84.927 86.059 94.799
1993 102.558 120.324 91.748 84.191 87.681 98.252
1994 104.352 118.100 93.063 84.607 89.213 98.112
1995 106.218 118.366 94.826 84.912 90.679 97.901
1996 109.487 108.579 96.504 89.567 92.124 100.574
1997 112.582 105.696 97.661 90.245 93.786 101.356
1998 111.021 94.513 97.947 98.366 95.653 98.706
1999 110.266 101.187 98.755 99.237 97.822 97.866
2000 100.000 100.000 100.000 100.000 100.000 100.000
2001 100.789 113.816 100.803 101.166 102.125 101.728
2002 101.893 117.145 102.169 104.074 103.806 102.170
2003 102.865 116.544 104.107 106.292 105.109 101.437
2004 103.941 113.548 106.435 101.482 106.263 101.931
2005 105.044 107.796 108.169 105.312 107.159 101.809
2006 106.305 106.351 109.669 102.302 107.843 102.448
2007 107.910 109.768 110.976 104.154 108.489 102.764
2008 108.916 108.753 112.011 105.318 109.034 101.401
2009 109.370 123.445 112.653 105.458 109.607 100.964
2010 111.103 119.797 113.298 106.668 110.208 102.575
2011 113.069 123.334 114.591 105.804 110.835 106.118
2012 114.852 129.005 115.844 107.258 111.342 108.365
2013 117.312 131.585 116.853 107.426 111.933 111.313
2014 119.964 130.397 117.799 108.074 112.607 113.539
2015 122.375 131.903 118.324 107.500 113.252 113.681
2016 124.623 129.989 118.872 106.926 113.896 112.834

Source: Author’s own calculation.

be applied to other countries using the same in-
dicators and components to reflect the level of the
country’s economic growth.

Malaysia Inclusive Index

The Malaysia Inclusive Index (MII) comprises
six components. These components are important
in determining the level of inclusivity in Malaysia.
Table 5 shows the Malaysia Inclusive Index for the
period from 1990 to 2016 using the same weight
and several different weights. The first weighting
scheme uses the same weighting to the six compo-
nents. Meanwhile, the second weighting scheme
provided a bigger weight on one component,
namely, the income component with a weight of
0.5, while other components such as expendi-
ture components, education, housing, health, and
employment opportunities had the same weight
of 0.1. The third weighing scheme puts greater
weight on two components, namely the compo-
nents of income and expenditure of 0.3 per com-
ponent. The components of housing, health, ed-
ucation, and job opportunities were equal to 0.1.
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The fourth weighting scheme provides 0.2 weight-
ings to the components of income, expenditure,
education and employment opportunities. The
housing and health components received a weight
of 0.1. The weighting selection is based on past
studies as developed by McKinley [2], Stiglitz et al.
[49] and Coskun et al. [50].

Overall, the findings show that the Malaysia
Inclusive Index has improved from 1990 to
2016 despite using four different weighting
schemes. The results of the index construc-
tion using four different weights showed simi-
lar results. As shown in Table 5, the index val-
ues formed do not show significant changes de-
spite the same weighting schemes and different
weighting schemes applied. Therefore, this study
uses the same weighting schemes to the Malaysia
Inclusive Index. The main rationale for selecting
the same weighting scheme lies in its simplic-
ity and transparency. The same weight has been
used in other well-known indexes such as the
Human Development Index (HDI) or Economic
Vulnerability Index (EVT).
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Table 5
Malaysia Inclusive Index
Year Weighting Scheme
1 3 4

1990 95.220 96.226 103.079 97.253
1991 96.735 97.740 104.295 98.726
1992 97.076 98.541 103.474 98.832
1993 97.459 99.499 103.052 99.008
1994 97.908 100.485 103.235 99.262
1995 98.817 101.778 104.207 100.030
1996 99.472 103.478 103.297 100.504
1997 100.221 105.165 103.788 101.120
1998 99.368 104.029 100.727 99.881
1999 100.856 104.620 102.804 101.369
2000 100.000 100.000 100.000 100.000
2001 103.405 102.358 104.964 103.793
2002 105.209 103.883 106.933 105.654
2003 106.059 104.781 107.517 106.349
2004 105.600 104.936 106.858 105.450
2005 105.881 105.546 106.097 105.525
2006 105.820 106.014 106.023 105.233
2007 107.344 107.570 107.942 106.866
2008 107.572 108.110 108.077 106.982
2009 110.249 109.898 112.713 110.073
2010 110.608 110.806 112.545 110.379
2011 112.292 112.603 114.656 112.208
2012 114.444 114.607 117.438 114.614
2013 116.070 116.567 119.422 116.406
2014 117.064 118.224 120.310 117.436
2015 117.839 119.654 121.559 118.250
2016 117.857 120.563 121.636 118.151

Source: Author’s own calculation.

Referring to Table 5 below, in the first weighting
scheme where all weights were equal, the Malaysia
Inclusive Index increased to 117.857 in 2016 com-
pared to the base year 2000 which showed an in-
crease of 17.857 percent over 17 years. In addition,
the Malaysia Inclusive Index in 1990 only recorded
95.220 and showed an increase of 22.637 percent
to 117.857 in 2016 over 27 years. This proves that
economy in Malaysia is growing rapidly and inclu-
sively in line with the government policy, which
emphasizes the development and growth of the
economy inclusively.

Discussion

The findings of this study are also aligned with
the concepts and theories presented by some
previous researchers in their study. Klasen [9]
brought a form of inclusivity concept of the non-
zero amount. Based on this concept, the outcome
of growth benefits not only one group, but also
all societies, and the poor will benefit more. This
concept is in line with the definition of inclusiv-

ity stating that growth benefits not only certain
groups but also the less fortunate group.

It is also in line with the UNDP 2014 report,
on which Malaysia relies to define the transfor-
mation agenda that will lead to the realization of
Vision 2020. MHDR’s focus on inclusive growth
and its ambition to contribute “Redesigning an
Inclusive Future” offers an opportunity for collec-
tive remodelling for the future where growth and
high income alone are insufficient. What Malaysia
needs now is to focus the economy on new para-
digms. These include the establishment of com-
munity-based economies, support of the lower in-
come group, reduction of their uncertainty and
expansion of the middle-income households as
indicators of inclusive growth (UNDP?)

The African Development Bank (AfDB) has
stated that inclusive growth is an economic

! United Nations Development Programme. (2013). Malaysian
Human Development Report : Redesigning Inclusive Future:
UNDP Malaysia, pp. 1-8.
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Table 6
Growth and Distribution Policy in Malaysia, 1970-2015
Growth Rate Policy Priority Period, %
1955-1970 Growth 6.5
1971-1985 Distribution 6.7
1986-2000 Growth 7.0
2001-2015 Distribution 5.0
2016-2030 Inclusive and Sustainable Growth 5.0-6.0

Source: Malaysia Human Development Report 2013.

growth, which enables greater access to sustain-
able socio-economic opportunities for more com-
munities, regions or countries. In addition, inclu-
sive growth protects vulnerable groups, in a fair
environment, and political pluralism (AfDB [38]).
In addition, the International Policy for Inclusive
Growth (IPC-IG) brings the concept of inclusive
growth as participation and sharing benefits. This
concept is consistent with Kakwani & Pernia [40],
Ramos et al. [12] who also supported the concept
of sharing and participation benefits.

Inclusive growth not only creates new eco-
nomic opportunities but also ensures equal access
to opportunities created for all groups including
the less fortunate and marginalized. Growth is in-
clusive when it allows all members of the commu-
nity to participate in and contribute to the growth
process on the same track irrespective of their cir-
cumstances (Ali & Zhuang [35]). This is also in
line with the findings of Stiglitz et al. [30], who
considered inclusivity in terms of not only income
but wealth and consumption expenditure, analys-
ing non-economic indicators such as social strati-
fication, education, health and employment.

This is evidenced and supported by government
policy for growth and distribution in Malaysia
shown in Table 6. For the period from 1986 to
2000, policy focused on economic growth, which
registered a growth of 7 percent over the period.
Meanwhile, for the next period of 2001 to 2015,
the priorities were distribution and growth rates
recorded at 5 percent compared to 7 percent in the
previous period. Then, for the 2016-2030 period,
the government has prioritised policies that focus
on sustainable and inclusive growth. The govern-
ment has targeted economic growth rates of 5 to
6 percent during the period. Hence, the findings
from the Malaysia Inclusive Index study are sup-
ported by Malaysia’s growth and distribution poli-
cies as shown below.

Thus, the Malaysia Inclusive Index demon-
strates that Malaysia is at an excellent level,
showing an increase in the value of the index
year by year from 1990 to 2016. This measure-
ment is important as it can provide clarification
to the government and the responsible party on
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the economic situation experienced by the peo-
ple Malaysia today. However, if these measure-
ments are taken and applied in the policy devel-
opment process, the components that show up-
ward and downward trends and components that
exhibit improvements such as education, health
and employment components should be given
more attention to ensure that every citizen gets
a fair share of income and wealth of the country.
The wealth of a nation should be shared to make
Malaysia an inclusive growth country. In addition,
the development and wealth of the nation should
not ignore the less fortunate groups such as the
B40 household income, the near-poor and poor.

Conclusion

Based on the above objectives and questions,
a new measurement in the form of the Malaysia
Inclusive Index has been constructed based on
six components to measure the level of inclusive
growth in Malaysia. Overall, the index has shown
encouraging improvements in the period from
1990 to 2016. The indices for each component,
the income index, housing index, education in-
dex, health index, as well as the employment as-
pect index showed a year-on-year increase from
1990 to 2016. This shows that the level of inclu-
siveness in Malaysia is increasing and improving
year after year. The expenditure index experienced
an upward and downward trend caused by govern-
ment policy during the global economic crisis in
1998 and 2008.

The need to take a more holistic approach to
measuring inequality and inclusivity is neces-
sary for Malaysia and other countries in general.
Therefore, this study has set up a new measure-
ment to estimate the level of inclusiveness that
considers various aspects and components besides
income. Components such as consumption ex-
penditure are very important as vulnerable groups
and the B40 income group spend 60 percent of to-
tal expenditure on food, housing and transport
(EPUY). In addition, education, housing, health

! Economic Planning Unit. (2014). Household Expenditure
Survey (HES) 2014. Retrieved from: https://www.dosm.gov.my/
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and employment are key factors and determinants
in measuring the level of inclusiveness in Malaysia
and are included as components in the construc-
tion of the index. This is because the Gini coeffi-
cient that considers income components alone is
not sufficient to illustrate the standards and qual-
ity of life and the well-being of households. The
quality of life and well-being cover many aspects
and factors to ensure optimal living conditions
of households. Such factors include consumption
expenditure, housing, health, education, and em-
ployment aspects.

The Malaysia Inclusive Index implied that the
main feature of inclusive growth is the benefit
of the country’s economic growth that should be
shared by all segments of society. Malaysia’s eco-
nomic growth and development should benefit all
people. The declining rate of inequality and pov-
erty should be appropriate and in line with eco-
nomic development. The rate of economic growth
in Malaysia is high, sustainable, and resilient.
Malaysia recorded a growth rate of 7.6 percent
during the period 1970 to 2012 (household income
grew by 7.3 percent over the same period) and was
among the highest in the region as recorded by the
IMF World Economic Outlook report in 2012.

vl/index (Date of access: 05.07.2020).

This fact suggests that Malaysia’s inclusive
policy has not hurt the economy. Resilient eco-
nomic growth is supported by strong investment
activity, with an average investment ratio to GDP
of about 30 percent during the period 1970 to
1990, and remains at a similar level even if the
measures are stretched longer for 2012. High and
sustainable growth rates supported by strong in-
vestment activity has created new job opportuni-
ties. This situation led to a decrease in the unem-
ployment rate from 7.4 percent in 1970 to about
3 percent in 2012. Comparison of cross-sectional
studies shows that the unemployment rate in
Malaysia is relatively low compared to regional
countries, and is lower than in most developed
economies (International Monetary Fund (IMF');
International Labor Organization (ILO?); and
World Bank?).

! International Monetary Fund. (2012). World Economic
Outlook Update. Washington DC (October). Retrieved from:
http://www.imf.org/ (Date of access: 05.06.2020).

* International Labour Organization. (2012). World of Work
Report 2012: Better Jobs for a Better Economy, International
Labour Office, International Institute for Labour Studies.
Geneva, pp. 3-9.

> World Bank. (2010). Malaysia Economic Monitor: Inclusive
Growth. World Bank, pp. 64-67.
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