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The growing presence of foreign labours in Malaysia can be explained by excess demand
for cheap labour due to rapid economic growth and industrialization. Consequently, when
the foreign labours flux a country, it becomes necessary that their impact towards
productivity and output in this country be analysed. Thus, this study determines the
impact of foreign labours on labour productivity as well as their effect on output growth
in Malaysian manufacturing sector. The Cobb-Douglas production function is used to
derive the model specification in this study. The results in this study showed that foreign
labours have positive and significant impact on labour productivity. Foreign labours also
have positive influence on output growth in Malaysian manufacturing sector.
Furthermore, the study also revealed that foreign labours are complements to domestic

labours.
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Pertambahan pesat kemasukan buruh asing di Malaysia telah disebabkan oleh lebihan
permintaan terhadap buruh kos rendah apabila Malaysia mengalami pertumbuhan
ekonomi yang pesat dalam perindustrian. Apabila buruh asing mengerumuni sesebuah
negara, analisis terhadap sumbangan mereka terhadap produktiviti dan output perlu
dilakukan. Oleh itu, kajian ini dijalankan bagi mengenalpasti kesan buruh asing terhadap
produktiviti buruh dan seterusnya kesan terhadap pertumbuhan output dalam sektor
pembuatan di Malaysia. Dalam kajian ini, fungsi pengeluaran Cobb-Douglas digunakan
untuk menerbitkan spesifikasi model. Keputusan kajian menunjukkan buruh asing
mempunyai kesan yang positif dan signifikan terhadap produktiviti buruh. Buruh asing
turut memberikan pengaruh yang positif kepada pertumbuhan output dalam sektor
pembuatan di Malaysia. Selain itu, kajian ini mendapati bahawa buruh asing merupakan

pelengkap kepada buruh domestik.




ACKNOWLEDGEMENT

Syukur Alhamdulilah, praise be to ALLAH in giving me the strength, patience and good

health throughout the journey of completing this study.

I would like to express my sincere thanks and deepest gratitude to the chairman of my
supervisory committee, Dr Zaleha Mohd Noor for her guidance, supervision, patience,
suggestions, encouragement and personal support throughout the preparation of this
thesis. My utmost gratitude also goes to a member of my supervisory committee, Dr

Rusmawati Said for her valuable suggestions and advice in improving my thesis.

My sincere thanks are extended to the lecturers and staff of Faculty of Economics and
Management, all librarians of Perpustakaan Sultan Abdul Samad for providing me with

valuable knowledge and kind assistance during my study.

My honest appreciation and gratitude also goes to my beloved parents and younger
brother for their prayer, support, sacrifice and love during my troublesome years of
writing this dissertation. My hearty appreciation also goes to Muhamad Rizwan Kasman,
for his moral support, understanding and patience during my stressful moments of

completing this thesis.

Special thanks to all my fellow friends, especially Syairah Aimy Shahron, Nur Faizah

Mohd Noor, Siti Naili Nasir, Khairiah Baha, Nor Hanim Nordin and Tan Juinn Woei, for



their help, moral support, encouragement and concern during the conduct of this thesis.

Thank you so much.

Last but not least, to all individuals who have directly or indirectly contributed to the

completion of my thesis, their support and help is highly appreciated.



| certify that a Thesis Examination Committee has met on 25" November 2011 to
conduct the final examination of Noraini binti Isa on her thesis entitled “Impact of
Foreign Labour on Labour Productivity and Output Growth in the Malaysian
Manufacturing Sector” in accordance with the Universities and University Colleges Act
1971 and the Constitution of the Universiti Putra Malaysia [P.U.(A) 106] 15 March 1998.
The Committee recommends that the student be awarded the Master of Science.

Members of the Thesis Examination Committee were as follows:

Wan Azman Saini Bin Wan Ngah, PhD
Senior Lecturer

Faculty of Economics and Management
Universiti Putra Malaysia

(Chairman)

Normaz Wana Bt Ismail, PhD
Associate Professor

Faculty of Economics and Management
Universiti Putra Malaysia

(Internal Examiner)

Law Siong Hook, PhD

Associate Professor

Faculty of Economics and Management
Universiti Putra Malaysia

(Internal Examiner)

Thirunaukarasu A/L Subramaniam, PhD
Associate Professor

Faculty of Arts and Social Sciences
Universiti Malaya

(External Examiner)

SEOW HENG FONG, PhD
Professor and Deputy Dean
School of Graduate Studies
Universiti Putra Malaysia

Date: 27 August 2012

Vi



This thesis was submitted to the Senate of Universiti Putra Malaysia and has been
accepted as fulfillment of the requirement for the degree of Master of Science. The
members of the Supervisory Committee were follows:

Zaleha Mohd Noor, PhD

Senior Lecturer

Faculty of Economics and Management
Universiti Putra Malaysia

(Chairman)

Rusmawati Said, PhD

Senior Lecturer

Faculty of Economics and Management
Universiti Putra Malaysia

(Member)

BUJANG BIN KIM HUAT, PhD
Profesor and Dean

School of Graduate Studies
Universiti Putra Malaysia

Date:

Vii



DECLARATION

I declare that the thesis is my original work except for quotations and citations which
have been duly acknowledged. | also declare that it has not been previously, and is not
concurrently, submitted for any other degree at Universiti Putra Malaysia or at any other

institution.

NORAINI ISA
GS 22636

Date: 25 November 2011

viii



TABLE OF CONTENTS

Page
ABSTRACT ii
ABSTRAK iii
ACKNOWLEDGEMENTS iv
APPROVAL Vi
DECLARATION viii
LIST OF TABLES Xi
LIST OF ABBREVATIONS Xii
CHAPTER
1 INTRODUCTION 1
11 Introduction 1
1.2 Background of the Study 2
1.2.1 Productivity Performance and Output in the 2
Manufacturing Sector
1.2.2 Labour Force and Foreign Labour 5
1.2.3 Overview of Malaysian Manufacturing Sector 13
1.3 Problem Statements 14
1.4 Objectives of the Research 16
1.5  Significance of the Study 16
1.6 Organization of the Study 17
2 LITERATURE REVIEW 19
2.1  The Impact and Contribution of Employing Foreign Labour 19
2.1.1 Economic Issues 20
2.1.2 Social Aspect 24
2.2 Productivity, Labour Productivity and Total Factor 25

Productivity (TFP) in Manufacturing Sector
2.2.1 Concept of Productivity, Labour Productivity and TFP 25
2.2.2 Labour and It’s Impact on Productivity in 29
Manufacturing Sector

2.3 The Substitution or Complementary Role Between Domestic 31
Workers and Foreign Workers

2.4 Production Functions and Related Methods of Estimation 34

2.5 Conclusion 36

3 RESEARCH METHODOLOGY AND DATA 39
3.1 Model Specification of the Study 40

3.2 Estimation Methods 44

3.2.1 Stationary versus Non-stationary Data 44



3.3
3.4
3.5
3.6

3.7

3.2.2 Testing of Stationary: Unit Root Test
3.2.3 Johansen and Juselius Cointegration Test
Vector Error-Correction Model (VECM)
Diagnostic Checking

The Source of Data

Definition of the Variables

3.6.1 Independent Variables

3.6.2 Dependent Variables

Conclusions

4 RESULTS AND ANALYSIS

4.1
4.2
4.3
4.4

4.5

4.6

Unit Root Test Results

Johansen Cointegration Test

Diagnostic Testing

Impact of Foreign Labour on Labour Productivity in
Malaysian Manufacturing Sector

Effect of Foreign Labour on Output Growth in Malaysian
Manufacturing Sector

Conclusions

5 DISCUSSION AND CONCLUSION

51
52
53

REFERENCES
APPENDICES

A Summary of the Study

Policy Implications

Limitations of the Study and Recommendation for
Future Research

BIODATA OF STUDENT

45
47
50
51
52
52
53
54
55

56
57
59
61
61

64

66

67
67
69
72

75
81
88



	COVER PAGE
	FULL ABSTRACT
	FULL CHAPTER



