Constructing a social accounting matrix framework to analyse the impact of public
expenditure on income distribution in Malaysia

ABSTRACT
The use of the social accounting matrix (SAM) in income distribution analysis is a method
recommended by economists. However, until now, there have only been a few SAM
developed in Malaysia. The last SAM produced for Malaysia was developed in 1984 based
upon data from 1970 and has not been updated since this time despite the significance
changes in the structure of the Malaysian economy. The paper proposes a new Malaysian
SAM framework to analyse public expenditure impact on income distribution in Malaysia.
The SAM developed in the present paper is based on more recent data, providing an up-to
date and coherent picture of the complexity of the Malaysian economy.The paper describes
the structure of the SAM framework with a detailed aggregation and disaggregation of
accounts related to public expenditure and income distribution issues. In the SAM utilized in
the present study, the detailed framework of the different components of public expenditure
in the production sectors and household groups is essential in the analysis of the different
effects of the various public expenditure programmes on the incomes of households among
different groups. The SAM utilized in the present study can be applied to answer questions
concerning whether components of public expenditure expansion would benefit the poor and,
if so, which components are most likely to be beneficial. Other accounts are in aggregate
form, such as the accounts for companies, accounts for private capital investment, and
accounts for the Rest of the World (ROW). When evaluating public sector expenditure
impacts on income distribution, most economists use a variety of policy tools including
econometric models, cost-effectiveness analysis and social cost benefit analysis. These
existing tools rely on estimation procedures that do not account for the complex interactions
between poverty; income distribution; the endogeneity of the income distributions; and other
variables. The strength of the SAM utilized in the present study over the tools mentioned
above lies in the consistency of the modelling of the distribution of income and its ability to
trace out chains of linkages from changes in demand to changes in production, factor
incomes, household incomes and final demands.
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