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ABSTRACT

The objective of the present paper is to address the question whether the less developed states, namely; Kedah,
Kelantan, Pahang, Perlis, Sabah, Sarawak and Terengganu are catching-up with the more richer state of
Selangor. In this study, we determine the time required for the less developed states to converge to the level
of economic development of a richer state, Selangor. In terms of real GDP, the less developed states will take
longer to converge to the state of Selangor, however, in terms of per capita real GDP, the less developed states
can converge at a faster rate to the level of economic development of Selangor if these states can grow more
than double than the growth in Selangor. In this respect, the state government has an important role to play in
enhancing growth by continuously providing stable economic environment for investment and other
productive economic activities. This will ensure full convergence can take place at a faster rate in the future.
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1. INTRODUCTION

One of the important issues in the economic agenda of many countries is equitable and sustains
economic growth. Despite different countries having different perceptions of what equitable is and
how best to achieve it, there is a general consensus that extreme inequality of income, wealth or
opportunity is unfair and those efforts should be made to raise the income of the poorest members
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of the society. Accordingly, to achieve both development and equity at the same time, policies and
strategies are continuously being formulated and implemented across the globe. In Malaysia,
regional income disparity has been a never ending story. For the last forty years narrowing the
regional income gap has been a daunting task faced by the Malaysian government.

Malaysia comprises of a federation of thirteen states and three Federal Territories. The thirteen
states in the Federation are Perlis, Kedah, Kelantan, Terengganu, Penang, Perak, Pahang, Selangor,
Negeri Sembilan, Melaka, Johor, Sabah and Sarawak while the Federal Territories are Kuala
Lumpur and Putrajaya in West Malaysia and Labuan in East Malaysia. These states can be
categorized into two, namely; the more developed states and the less developed states. The more
developed states are Johor, Melaka, Negeri Sembilan, Perak, Penang and Selangor; while the less
developed states comprises of Kedah, Kelantan, Pahang, Perlis, Sabah, Sarawak and Terengganu.
The Federal Territory of Kuala Lumpur and Putrajaya are categorized as more developed states,
while the Federal Territory of Labuan is classified as less developed states. Between these states
the income gap has been widening.

Avrief (1982) argues that regional disparity do not benefit the population by depriving better socio-
economic conditions. Sundaram and Hui (2014) show that less developed states have higher
unemployment rates and lower wages than the developed states. Therefore, poor states are most
likely to have more inequality and social problems since fewer people participate in the earning
process. The existence of disparities for example in per capita income does not only indicate that
there are states where the average household is less wealthy and has fewer resources to spend on
consumption, but more than that, income disparities are also go hand-in-hand with social
disparities.

Aslam and Hassan (2003) assert that the government effort to promote development through the
various programs (for example, the Five-Years Malaysia Plans), in the less developed regions has
failed. Mohit (2009) found that the regional disparities in income and employment in Malaysia
was due to unequal economic growth among the states. The unfair treatment of the Malaysian
government relative to the less developed states leads to the unequal growth among the states (see
also Sundaram and Hui, 2014). Mohit (2009: 42) concludes that the “federal government
development expenditure and private investments in different states of Malaysia have not been
proportionate to their shares of national population and this partially explains the reason for the
growth of regional imbalances in the country despite that the national economy has undergone
transformation”.

Another reason for regional disparity is due to the disproportionate inflows of capital investment
to the states. Ghani (2014) reveals that foreign direct investment (FDI) inflows was more focused
on developed states in particular, Selangor, Johor, Penang, Perak, Negeri Sembilan and Melaka,
and this bias towards the developed states hamper economic growth in the less developed states.
Furthermore, Ghani (2014) argues that since Malaysia adopts the model of fiscal federalism, the
states in Malaysia are heavily dependent on the fiscal transfers from the federal government to
meet their budgetary needs. To meet their obligations to the society in their respective states, over
the years due to their limited revenue and continuous increase in expenditure has led the states to
experience widening deficits, and ultimately widening income among states. On the other hand,
Abdullah et al. (2015) agree that the NEP was successful in reducing poverty and inequality at the
national level, but it was not successful at reducing regional inequality. They also found out that
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regional inequality rose gradually after the 1997-Asian financial crisis and the 2008-global
economic crisis.

Figure 1 and Table 1 show some interesting observations on the performance of the fourteen states
in Malaysia for the period 1970-2010. Figure 1 shows the trends in log per capita real GDP for all
fourteen states in Malaysia. On one extreme we have Wilayah Persekutuan being having highest
income per capita while on the extreme we have Kelantan being the lowest income per capita. All
other states show upward trends in per capita income, and moving together over time.

Results on ranking states by their real GDP and per capita real GDP for 1970, 1980, 1990, 2000
and 2010 are presented in Table 1. In Panel A, we can observe that the state of Selangor has been
the richest state in Malaysia for the last four decades. This is followed by Wilayah Persekutuan,
and surprisingly Sarawak is in the third place. Sarawak has been the third richest state in Malaysia
for the last decade or more. On the other hand, Panel B suggests that in terms of per capita income,
the state of Selangor is second to Wilayah Persekutuan, except in the year 2000 that Selangor
ranked fourth after Penang and Sarawak. Among the developed states, Perak has been falling
behind for the last thirty years, and become the fifth poorest states in Malaysia. Other interesting
observations are the states of Sabah and Sarawak. Sabah has been the third richest state in 1970;
however, for the last decades or more, Sabah has been lagging behind and placing her as the third
poorest state in Malaysia. Sarawak on the other hand, has an amazing economic performance,
catching-up and position herself as the fourth richest state in Malaysia after Wilayah Persekutuan,
Selangor and Penang.

Figure 1: Trends in log per capita real GDP for all states in Malaysia
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Nevertheless, our main concern is whether the less developed states in Malaysia showing any
convergence with the more developed states for the last forty years? Economics convergence
usually refers to a process in which national economies display increasing similarities in the
patterns of their performance and eventually lead to similar living standards across regions. In the
case of persistently large (or widening) gaps between poor and rich regions, there could be a need
for economic policy measures to stimulate a catch-up process. Thus, the purpose of the present
study is to determine how long will it takes for a less developed state to catch-up with a more
developed state such as Selangor? In other words, for example, how many years does it takes for
Kelantan to achieve Selangor’s present level of economic development?

The remaining sections of the paper are organized as follows. Section 2 illustrates on determining
the time required for convergence, section 3 discusses the main findings while section 4 contains
our conclusion.

2. TIME REQUIRED FOR CONVERGENCE WITH SELANGOR

As demonstrate in Figures 1 and 2, we observed that the less developed states exhibit (visually)
catching-up and/or convergence with the richer state of Selangor. Our question is: what is the
length of time needed for the less developed states to converge to the economy of Selangor. In
other words, how long will it takes for the less developed states to catch-up with Selangor (in terms
of both real GDP and per capita real GDP)?

To assess the convergence period between the less developed states and Selangor, we follow lancu
(2007) by specifying the following relationship (see also Bowman and Felipe, 2001; Hsiao and
Hsiao, 2004),

YA+t =y2A+n)t 1)

Equation (1) suggests that at time ¢t the economic development between the less developed states,
Jj will equals the economic development of Selangor, i, given their respective initial level of GDP
(y}), y?); when the less developed states are able to achieve annual average economic growth rate
(1) much higher than those achieved by the state of Selangor (r;), that is, 7; > ;. Transforming
both sides of the above equations into logarithm and rearranging the terms, we can assess the period
of time (t) when the convergence of the GDP (real GDP and per capita GDP) of the two states is
achieved,

_ logy;—logy;

- log(1+7j)-log(1+7;) (2)
Equation (2) calculates the period of time (in years) when each of the developed states can catch-
up with Selangor.
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Table 1: States’ Ranking by Real GDP and Per Capita Real GDP, 1970-2010
States 1970 1980 1990 2000 2010
Panel A: Ranking by real GDP:
Less developed states:

Kedah 8 9 10 8 10
Kelantan 13 12 13 13 13
Pahang 10 8 9 9 8
Perlis 14 14 14 14 14
Sabah 6 6 6 7 6
Sarawak 5 7 4 3 3
Terengganu 11 10 8 10 12
Developed states:
Johor 4 4 3 4 4
Melaka 12 13 12 12 11
Negeri Sembilan 9 11 11 11 9
Perak 1 3 5 6 7
Penang 7 5 7 5 5
Selangor 2 1 1 1 1
Wilayah Persekutuan 3 2 2 2 2

Panel B: Ranking by per capita real GDP:
Less developed states:

Kedah 13 13 13 13 13
Kelantan 14 14 14 14 14
Pahang 9 6 10 10 8
Perlis 12 12 12 11 11
Sabah 3 7 8 12 12
Sarawak 7 11 5 3 4
Terengganu 8 3 4 8 9
Developed states:
Johor 10 8 6 6 7
Melaka 11 10 7 5 5
Negeri Sembilan 4 5 9 7 6
Perak 5 9 11 9 10
Penang 6 4 3 2 3
Selangor 2 2 2 4 2
Wilayah Persekutuan 1 1 1 1 1

Notes: Authors’ calculation.
Sources: Five Year Malaysia Plans and Department of Statistics Malaysia, various issues.

2.1 Sources of Data

The data used in this study are annual observations on states per capita gross domestic product
(GDP) in constant 2005 prices. The sample covers the period 1970 to 2013. Data for states GDP
at constant 2005 prices are collected from the various issues of the Five-Year Malaysia Plans
(Government of Malaysia, 1971, 1973, 1976, 1981, 1986, 1991, 1996, 2001, 2006) and Department
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of Statistics Malaysia. A complete range of time-series data for states per capita real GDP were
interpolated using information on time, time-squared and one-year lagged Malaysia’s per capita
real GDP. These states are Perlis, Kedah, Kelantan, Terengganu, Penang, Perak, Pahang, Selangor,
Negeri Sembilan, Melaka, Johor, Sabah, Sarawak and Wilayah Persekutuan. In Appendix A we
present the Malaysia’s states real GDP per capita for the year 1970 to 2013 used in the analysis. In
this study, throughout the analysis all variables were transformed into natural logarithm.

3. THE RESULTS

Panel A in Table 2 illustrates the time required for convergence in real GDP; while in Panel B is
the time required for the less developed states to converge with Selangor in per capita real GDP.
In this study we simulated alternatives annual average growth rates for the less developed states,
with ry;=3%; ry;=4%,; 1y;=5%; 1,;=6%; and r,;=7%; while assuming the economic growth of
Selangor to be sustained at 5.2% in real GDP and 2.1% in per capita real GDP.

Table 2: Time required for convergence for less developed states to Selangor

States Initial Average Number of years (t) to achieve the convergence using
GDP 2013 growth alternative annual average growth rates for the less
(RM 2009- developed states
million) 2013 3% 4% 5% 6% 7%
(%)
Panel A: Time to convergence in real
GDP
Kedah 27,129 5.1 - - - 16.0 7.5
Kelantan 14,707 5.6 - - - 21.2 10.0
Pahang 34,285 54 - - - 141 6.6
Perlis 3,672 2.5 - - - 33.0 15.5
Sabah 53166 6.5 - - - 10.3 4.8
Sarawak 87,824 6.4 - - - 6.1 2.8
Terengganu 21,170 2.8 - - - 18.1 8.5

Selangor 179,682 5.2 - - - - R

Panel B: Time to convergence in per capita real GDP

Kedah 13,480 4.1 3.2 1.7 1.3 1.0 0.9
Kelantan 8,780 4.8 49 2.6 1.9 15 1.3
Pahang 21,814 4.4 14 0.7 0.5 0.4 0.4
Perlis 15,289 2.0 2.7 15 11 0.9 0.7
Sabah 15,205 44 2.7 15 11 0.9 0.7
Sarawak 33,530 4.8 -0.3 -0.2 -0.1 -0.1 -0.1
Terengganu 18,818 0.9 1.9 1.0 0.8 0.6 0.5

Selangor 31,059 2.1 - - - - R
Source: Authors’ calculations
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Interestingly as presented in Panel A, while Perlis takes 33 years to catch-up with Selangor,
Sarawak only takes about 6 years to be at par with the state of Selangor, if both states be able to
sustain an average annual growth rate of 6%. On the other hand, if each of the less developed states
can sustain an average annual growth rate of 7%, the less developed states can shorten the time
period for convergence to the state of Selangor by one-half compared to an average annual growth
rate of 6%. For example, with a 6% average annual growth rate it will take Kelantan 21 years to
reach the economy of Selangor; but with an average annual growth rate of 7%, Kelantan will be
able to converge to the economy of Selangor in 10 years, that is the catch-up rate has been shorten
by one-half. The same conclusion can be reach for other less developed states.

On the other hand, in Panel B, in terms of per capita real GDP, with a 3% average annual growth
rate, Kedah will converge to the same level of economic development as Selangor in per capita
real GDP in 3 years; while Sabah will take about more than 4 years to reach the per capita real
GDP of the state of Selangor. However, the state of Sarawak has reached convergence or surpassed
Selangor as shown by the negative figure of -0.3. This fact can be observed in Figure 2, as the per
capita real GDP for Sarawak has surpassed the per capita real GDP of Selangor (horizontal line)
since 1999. The results for convergence in Panel B suggest that it will be much faster for the less
developed states to catch-up with the richer state of Selangor in terms of per capita real GDP than
real GDP. Further, for the less developed states to catch-up with the state of Selangor with less
than one year; Kedah needs an average annual growth rate of 7%; Pahang 4%; Perlis and Sabah
6%; Terengganu 5%; while Kelantan probably needs between 8-10% average annual growth rates;
when given that Selangor’s average annual growth rate sustained at 2.1% for the whole period.

4. CONCLUSION

The last forty years has made the state of Selangor the richest state in Malaysia in terms of gross
domestic product. Selangor has benefited from the strategies and policies of the Malaysia’s five-
year plans and has able to attract investors to invest in the states. Unfortunately, many other states
in Malaysia are lagging behind in particular the less developed states of Kedah, Kelantan, Perlis,
Pahang, Sabah and Terengganu; except for the state of Sarawak which has shown an amazing
catching-up to Selangor.

In the present study, we investigate the time required for the less developed states to converge to
the level of economic development of Selangor. In terms of real GDP, the less developed states
will take longer to converge to the state of Selangor, however, in terms of per capita real GDP, the
less developed states can converge at a faster rate to the level of economic development of Selangor
if these states can grow more than double than the growth in Selangor. In this respect, the state
government has an important role to play in enhancing growth by continuously providing stable
economic environment for investment and other productive economic activities. This will ensure
full convergence can take place at a faster rate in the future.
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Figure 2: Income deviation of less developed states from Selangor
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How Long Does It Takes for A Poor State To Catch-Up To A Richer State In Malaysia: A Note?
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