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ABSTRACT

WHO ARE THE POOR IN MALAYS1IA?
SENSITTIVITY 7O INCOME MEASUREMENT

Income inequality and ethnic difterences in income are important
political issues in Malavsia.  This paperv uses 1976-77 data on over 1000
houscholds in Peninsulaor Malaysia to show that estimates of the extent
ot income anequality and of the relative incidence of poverty are
sensitive Lo several dimensions of income measurement.  For example,
when the detinition of income is broadened to include nonmarket sources
of well-berng, inequality falls and the rvelative position of rural
Malays improves.  However, standarvdizing to remove variations in hours
of work increases estimotes of the proportion of rural Malays who are
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Income inequality and poverty are important political issues in all
countries.  However, these issues become particularly sensitive in
multiracial societies, especially if income levels diftfer (or appear Lo
differ) considerably among ethnic groups. In Malaysia, perceived
cconomic imbalances among ethnic groups and dissatisfaction with
government policies attempting to reduce them led to violent and
prolonged race riots in May 1909. The government responded to the
ethnic violence by enunciating a "New Economic Policy'" (NEP), whose main
objectives were "eradicating poverty irrespeetive of race and
restructuring society to eliminate the identification of race with
cconomic tunction” (Government of Malaysia, 1970, p. 2). This ethnic
violence and the policies prescribed in response to it have generated
increased interest in documenting ethnic inequalities in Malaysia,
npderstanding their causes, and evaluating progress toward the NEP geals
ol reducing them,

Three major ethnic groups inhabit Peninsular Malaysia., A little
over halt of the population are Malays. The Malays tend to live in
rurial arcas and to work in agriculturce, but in recent years their
representation in the government sector has increased.  Chinese
constitute just over one-third of the population, and tend to live in
nrban areas, and are much more heavily represented than Malays in trade
and in the more modern sectors of the cconomy.  Indians comprise just
over 10 percent of the population. Many of them work on rubber estales,
but they are also overrvepresented in professionatl and clervical
occupations.  Indians arve more iikely than Malays, but less likely than

Chinese, to live in urban areas.



Studies investigating income difterences among the three cthnic
groups typically show that the Chinese have higher income and less
poverty than the Malays and Iondians rank in the middle, as shown by mean
houschold monthly incomes (in Malaysian dollars) for 1957/58, 1966767,

and 1970 for the three ethnic groups. | 1]

1957/58 1966/67 1970

Ethnic Group
Malays 139 125 177
Chinese 300 290 399
Indians 237 234 310

How accurately do these figures reflect ethnic disparities in
income and their trends over time? As in most countries, the income
measures typically used o Malaysia are biased toward casily measured
monetary income.  For example, the 1967/68 Socioeconomic Survey, which
provided the 1966/67 income data above, limited itself strictly to cash
income. Even where explicit attempts are made to measure norn-cash
income, as in the 1970 Post Enumeration Survey, they are often
restricted to such sources as employee payments in kind, production for
owitconsumption, and implicd rent on owner-occupied housing. Other
sonrces of economic well-being, such as value of cottage industry and
housework, are ignored oy preatly understated.

In this paper, we consider how sensitive conclusions about levels
and ionequaiity ol income and incidence ()“f" poverty are to alternative
ways of measuring 1ncome.  We use 1976-77 data on a sample of over 1,000

(1] 1957/98 data arve from the 1957-58 Houschold Budget Survey of
the Federation of Malayva; 1906/607 data are from Lhe 1967/68 Social
Economic Sampl Survey ot Houscholds; 1570 data are from Lhe Post

Enumeration Snrvey of the 1970 Population Census.  All figures are from
Snodgrass (1980, Sec. V).
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households in Peninsular Malaysia to explore the sensitivity to five
dimensions of measurement of income: (1) how broadly income is defined,
(2) what adjustments are made for househola size and composition, (3)
how the recipient units are defined (households or individuals), (4)
whether estimates are standardized for differences in hours of work
(and, hence, in amount of leisvre consumption), and (5) what measures
are used to summarize the central tendency (e.g., means vs. medians) or
inequality of the distribution. We examine these issues for the total
sample and for ethnogeographic subgroups, and consider the extent to
which different measures of income imply different answers to the

question:  "Who are the poor in Malaysia?"

EMPIRICAL METHODOLOGY

The study uses 1976-77 data on a sample of 1,064 households in
Peninsular Malaysia, provided by the Malaysian Family Life Survey
(MFLS).[2]  Although the MFLS was I vimarily designed to provide data for

analyzing tertility-related Lopics, detailed information was also

]

collected on families' time allocation, earnings, assets, business and

agricultural activities, and other income-carning activities. Thus, the
data are well suited for a study of the level and distribution of income
among sample members.

Because of the initial purposc of the MFLS, the sample is composed
of private households that contained at least one ever-married women

Less than 50 years of age at the time of the initial visit.[3] Although

[2] For more information about the snrvey, sece Botz and DaVanzo,
1978,

[3] Inittally, contacts were made with o random sample of all
praivate houscholds in Peninsular Mataysia. Ot those contacted, 7.8 per-
cent had no ever-married voman ond 1o, 3 percent had only an ever-married
woman over 49 vears of age. For the analysis we have restricted the
sample to Malay, Chinese, and Indian households who responded in all
three rounds of the SUrvev.,



the MFLS sample is not representative of the entire population of
Peninsular Malayvsia (and our estimates of levels and inequality of
income should therelfore be interpreted with some care), we nonetheless
teel that this sample, representing around three-quarters ol the
poputation of Peninsular Malaysia, can provide useful information on
what happens to the distribution of income and to the poverty profile
:
when the definition of income 15 broadened.

Four successively broader income composites, cach measuring
houscholds' annual belore-tax income in the period 197.¢.-77, were
selected for the analyvsis.[4] Our tirst, and narrowest, income
composite is Market lncome, the sum ¢f a household's monetary receipts
from formal market transactions, comprirsing wage income, business
income, and capital and interest income.  Next o is Total Observable
Income, the total of the household's monetary and nonmonetary receipts.
It comprises Market Tocome plus four types of nenmoney income that
clearly aftect @ nhouschold’s well-being but are often not reported in
income data: in-Kind income, transfer income, value of housing services
from living in one's own house, and nommonetary cottage industry income.
Total Actual Income | is our third income composite. 1t adds to Total
Observable Income the value of time adult members of the houschold
(persons aged 15 or over) spend performing common houscwork tasks such
as cleaning the house, washing clothes, and shopping. We include the

value of time devoted to housework becanse it is a productive use of

[4] Seo Kusnic and DaVanzo, ]080, for (nrl»l;(;i‘ details on defini-

tions.
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Lime, time Lhat could have been spent instead in other productive
pursuits. 5] Our final income composite adds to Total Actual Income 1
the value of time housenold adults spend cooking meals and caring for
children o the household.[6] We call this breadest income composite
Total Actual Income 17,

Fn this paper, the value of what is produced with nonmarket time is
approximated by the opportunity cost of the individual's time, measured
by his or her wage rate|7]--the observed wage il he or she works at a
wage-paying job, an imputed wage if there is no observed wage. [8] With

[5] For example, woman A may stay at home and keep house, while
woman B works outside her home but spends all her earnings on a servant
tomaintarn g house as nicely kept as woman A's.  [f we did not value
woman Ay honsework we would conclude that she was cons iderably poorer
than woman B

(Ol We hve separated these two forms of Cime use from the other
types of household work for several reasons: (i) Amonnts of Lime spent
cooking meals and caring tor children are subject Lo protential measure-
ment crroc, tor there is considerable ambiguity in the precise defini-
tion of these activities, both conceptually tor the anatvst and opera-
tionably fon the anterviewer and respondent. (2 Perhaps more than oth-
e househebd activities, cooking and childeare may be done jointly with
olher actaivitics: for example, a woman may watch her children while she
“leans hey honse C3 Finally, there is a question of whether cooking
avad chrldoare are porely productive activities or Jjoint production-
consumplt ion activitices,

[71 e cpportunity cost is o lower-bound estimate of Lhe value of
Lime spent n non-market activitics because we assume the person chose
o spend that time o non=markel activities because he or she felt his
or her time was cqual or higher value in these activities than in Lthe
Porepone macket alternatives,  An alternatlive approach waulbd have been
Lo use the marker price that would have been paid had the househoid pur-
chosed the covvice teopl, hired o housekeeper).  We did not use this ap-
proach hecause (1) the service purchased through the market s not 1ike-
Py to be tbe same g that produced at home; and (2) the market prices
for those evvices (Lo the extent thev exist at all) are not relevant
since they have been explicitly rejected by the household.

[8] Fer those andividuals in the sample who do not pavticipate in

the tormal fibor torce and who consequent ly do not have an observable
Wage rate, e ampute a0 Chypothoethical) wage that woul:d be offered Lo
Chem ot they D hese to seck work.  We have estimatoed SepAarale wage cqua-
Yrons tor o metes and temales that relate natural logarithms of wiage rates

to econen e aned ocrodemographic charcteristics for the sample of indi-
vidus s B whom we observe wages (Rusnic and DaVanro, 1980, Appendix
1o bwe then e the estimated coctiicients from those regressions to
tmpute wavens to nonpartic pants, hased on their characteristics.  We
tound no evadence o signitbicant sclectivity bias in this wage=imputing
procedure rhusasc and DaVanzo, 1980, Appendix Aj.



some rather restrictive assumptions,[9] economic theory implies that an
individual's wage will exactly equal his marginal value of time in terms
of market goods. This implication, coupled with a notion of diminishing
marginal productivity of time in household production (or diminishing
marginal value of leisure), is sufficient to ensure that the total value
of what is produced at home is worth at least the individual's wage rate
multiplied by the amount of time spent producing it.

This study also estimates the effect on income distribution of
including the value of the consumption of leisure time (or the cost of
toregoing leisure) in the definition of income. By 1gnoring this
component of welfare, most other income-distribution studies implicitly
assume that leisure time has zero value. However, any measure of income
that ignores leisure tmplicitly incorporates variation in tastes for
leisure (vis-a-vis work) into the variation in the income
distribution.[10] To adjust for variations in hours of work, we have
constructed three standardized income composites to compare with the
last threce unstandarvdized composites defined above. These new income

[9] Complete flexibility over number ot hours of work, positive
hours of work, zero marginal tax rate, no disutility of work. Although
these assumptions will not holl excetly, deviations trom them should not
bias our findings unduly (see Kaooic and DaVanzo, 984G, pp. 5-0).

f10]  That is, the inevitable conclusion is that individoals with a
relatively Jow taste for leisure are better off than those with stronger
preferences for leirsure, other things being equal.  For example, suppose
that »n the basis of an income measure (aat excludes the value of lei-
sure consumption we have two individeals wvho have tbe same measured in-
come, but one works 16 hours o day while the other works only 8 hours 4
day. A definition that excludes the value of leisure time would con-

clude that these two individuals are equally well off, when in fact one
enjoys 8 hours mare of leisure cach day than the other.



composites are denoted as Standardized Observable Income, Standardized

Actual Income I, and Standardized Actual lncome 11.[11] For each
standardized composite, the estimaced cost (benefit) of high (low) hours
of werk is the product of (1) the ind.vidual's wage rate and (2) the
differcnce between the sample average number of hours of work for a
particu, r definition of income and the individual's hours of work.

(Se~ Kusnic and DaVanzo, 1980, pp. 7-8 and 19-20 for additional
information and rationale.)

Each of the incoie measures uscd here includes the incomes of all
adult menbers of the household.[12] To examine the impact of variation
in household size on the distribution »f household income, we consider
four different distributions of each measnre of household income, each
representing a different size/composition adjustment and/or population-
unit weighting scheme. The first, hvusehold income, makes no adjustment
for household size and composition; it treats the household as if it
were a homogeneous unit, and considers the distribution of command over
resources of the various houseliol | units in our sample. The second

measure is the per adult income of houscholds, household income divided

[11] We chose not to generate a standardized composite correspond-
ing to Market Tncome because of the ambiguity involved in allucating
hours hetween that composite and Total Observable Income. For example,
Lf a person working as an employee gets paid both money wages and in-
kind payments, his total working hours will show up in Market Income
hours.

[12] To the MFLS, a household is defined as a "group of people who
sleep under the same roof and eat from the same cooking pot" (Jones and
Spoelstra, 1978, p. 10). We have excluded income of children because we
had no reliable way of estimating the value of their time. However, our
household 1ncome measure does not total ly exclude income derived from
the work of children:  To the extent that children have positive margi-
nal products in their work on the family farm or business, income attri-
butable to their efforts is unavoidably incorporated into our measnre of
business/farm income.



by the number of adults in the houschold.  This is o crude way to adjust
for the ftact that hovscholds with more adult income carners may appear
in the Lirst distribution as having higher ncomes, when they may be no
better off than smaller honseholds with proportionately smaller
houschold incomes.  The thivd measure exawined is the per capita income
of hovscholds--household income divided by the total number of houschold
members. [ 13] The final measure is the per capita income of individoals.
For this measure we consider one obscervation on cach household member
and hence give equal weight to cach individual in the sample.  The first
three measures give cqual weight to cach honschold and hence the weights
attached to individual weltare are inversely proportional to houschold

size.

RESULTS FOR THE ENTIRE SAMPLE

In this section we examine how hroadening the definition of income,
adjusting for houschold size and composition, and standardizing to
remove variation in hours ot wvork aftfect income levels and tnequality
for the total sample.  We also consider how these changes affect

households' ranking in the overall income distribution.

Income Levels and Inegquality:  Unstandardized Incomes
Table 1 shows the ifmpact of broadeaang the detinition of

unstandardized Tocome on two measures of central tendency, the mean and

[13] The crade methods of adjustment tor per adult and per capita
income provide no possibility of incorporating into the income measure
any notion of yvains trom specralizatiyon within the houschold, returns to
scale in houschold consumption, or increased efficiency in the alloca-
tion of Lime and eftort within the households.  These issues have been

addressed by others, but are bevond the scope of this paper.,



Table |1

MEASURES OF CENTRAL TENDENCY AND INEQUALTTY IN UNSTANDARDLZED

INCOME COMPOSTTES:  ALTERNATIVE 1NCOML

DEFINTTTONS

AND

HOUSEHOLD STZE/COMPOSTTION ADJUSTMENTS

Mean redian Gini

lncome Composite (MS/vr o) (MS/vr.)

Market Income 5219 i8.a 010
Total Obscervable ITncome Ui/ H0Y | L H67
Total Actual ITneome | Hox7 6443 518
Total Actual Income [ 12781 7958

LA80

Coctftficient

Distribution of Houscholds by Houschold Income (n=1064)

Income Share of
LLowest Quintile

(9%

e
o J/u

PA SN USRS N1
| AR B OV

[Wal

bistribution of Houscholds by Per Adult houschold Income (n=1064)

Market Income 2620 1230 L0614
Total Observable ITncome 064 1582 . 560
Total Actual Tocome | 1550 2051 12

4174 2384 479

Total Actual ITncome 11

Distribntiron of

Market Ineome 1367 tH 025
Fotal Observable Income 1601 Bl 074
Fotal Actual ITncome | 1544 10733 .h28

2147 1306 494

Total Avtual income 11

fiouscholds by Per Capita Houschold Income

2.6%
3.9
4.9
5.4

(n=1064)

<
/0

EA RN OCR %
. .
>N W

v
<~

.0

o

Distribution ot Individuials by Per Capita Household Income (n=6992)

1251 . 008

Market brcome 067

Total vbservable ITncome 1564 7573 L0
rotal Actual Income | 1679 947 Colh
Fotal Actual income 11 A48

1149l

2.067
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median, and on two commonly used measures of income inequality, the Gini
coefficient and the income share of the poorest 20 percent of the
population. These statistics are reported for each of the four
alternative ways of adjusting [or household size and composition
discussed above. There are five major conclusions to be drawn from

Table 1:

1 Expanding the definition of income substantially increases

estimates of the standard of living in Malaysia. For example, the
narrowest household income measure, Market Income, has a mean of
M$8219.[14] Simply addit  transfer income, the value of housing
services, identified in-kind income, and nonmonetary cottage industry
income to Markcet [ncome (to for. Total Observable lncome) increases
average anunual uouschold income by M$1,398--ar increase of 17 percent.

The mean of the broadest income measure, Total Actual Income I1I,

[,

M$12,781, exceeds the mean of the narrowest measure by 56 percent, and
excecds the mean of the more commonly accepted measure, Total Observable
Income, by a tull 33 percent. The iacrease in medians is cven more
dramatic: median household Total Actual Income ! exceeds median
houschold Market Income by 108 percent.,

2. Brnqqquing Lthe detinition of iugoqu'EgyynhiggQuEJy[LQI reduces

income inequality in Mataysia. Fov each household size/composition

of M$2.5 = USS1. Tnis compares te a mean household income in the United
States 1n 1975, ftor a definition very close to Market Income, of
USS13,186.

[15] By "unambiguously" we mean that the distribution generzted by
each successively broader income concept stocnastically dominates the

preceding one.  The existence of stochastic dominance is a powerful
result: it implies that inequality rankings are invariant wi.th respect
to a wide range of choices concerning the appropriate notion of social
welfare (Atlinson, 1970).



adjnstment considered, the reduction in the Gini coefficient averages
about 8 percent for each successive expansion of the income measure.

b. Incorporvating non=monetary sources of weltare into the measure
of income improves the retative position of the poor, Regardless of the
household sivze/composition adjustment, the share of total income
accroing to the poorest 20 percent ol the populalion grows rapidly with
expanston of the ancome concept, more than doubling in the shift from
the narrowest to the hroadest income measure.

4. The extent of change in income Levels and inequality due to
expansion of the detinition of income is nearly the same regardless of
the method ot adjusting income for var.ation in houschold size and
compositron.  Dividing honschold income by the number of adults reduces
measured doequality slightly, but dividing by the total number of
honseholbd members has oo simple and unambiguous eftect . {16]
voo Treoating individuals, rather than households, as the units of
analysis reduces ancome levels and inequality.  For example, weighting
per o capita ancome by individoals rather than households reduces both
means and medians by an oaverage of 9 percent . reduces the Gini
coctlicient by o modest 2-3 percent, and increases the income share of
the poorest quintile.  This is due to the negative relationship between
hoasehold size and per capita income.  Larger, lower-per=capita-income
houscholds have preater vepresentation in the individually weighted
distribut ion,

[1o] This contrasts with the Pirndings of Danziger and Taussiyg
(1978), whoe tound that the Jdistribution of individuals by per capita
honsehold tneome had o Tower Gind coettficotent than the corrvesponding

distribution of honseholds by houschold income.  Onr results show that
this conchinion depends upon the tncome definition cmployed.



The inequality statistics presented in Table 1 show quite clearly
that broadening the detinition of income tightens the distribution of
income.  However, these data do not tell us whether iU aftects a
hauscholtd's veltative position in the income distribution.,  Broadening
the detinition of income may indecd increase every houschold's income
and may increase that ot the poor relatively move than that ot the rich,
but is the houschold that was judged to be poorest (or richest) in terms
of Market tncome stillb the poorest (or richest) ftor Total Observable
income or Total Actoal ITncome 1 or 11?7 The answer, based on rank
correlations among our four income composites, is no.  Broadening the
detinition changes the ranking of o substantial number of households in
the distribution. The more the definition of income is expanded, the
greater the average change o percentile ranking.  The first expansion
of the income concept--adding nonmonetary receipts to Market [ncome to
form Total Observvable ITncome--has a greater cftect on rankings (10.2
percentage points on average lor per capita houschold income) than the
two successive broadenings to Total Actual Income 1 (6.5 points) and
Total Actual Income [ (6.7 points).  The average absolute change in
percentile ranking produced by moving from the narvrowest definition to
the broadest, 14.3 percent, is Jess than the sum of these three changes
(23.4 percent) implying that cach successive broadening does not change
a household’s vanking in the same way.

Additionally, for cach definition ot income, alternative
adjustments for houscehold sirze and composition aftect a household's

ranking in the income distrvitntion.  Simply dividing houschold income hy
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the mumber of adults in the houschold changes the average household's
percentile vanking in the income distribution by between 13 and 20
perventage points, depending on how broadly income is detfined. Dividing
instead by the total number of household members has o somewhat smaller
cttect, ranging hetween 11 gl 17 percent |17 In both cases, the
houscehold sive/composition adjustment chonges o household's ranking more

the move broadly income s deiined.,

Fncome Levels and Tnequalty: Standardized Incomes

We now turn to the measures of income that adjust for variation in
hours ol work across the population.  The means, medians, Gini
coclficients, and income sharves of the poorest quintile tor these
standardized income composites are shown in Table 2.

In general, standavdizing on alternative values of hours of work
has Tittle ettect on the various means anag medians. Surprisingly,
standavdizing for the variation across Lhe population in hours of work
has Little effect on income inceqgual 1ty s well. dnequality in these
standardized income distributions still falls with an increasc in the
scope of activitices included in o income, but the pure cftect ot the
adjustment , i.e., eliminating variation in hours of work while holding
mean hoors constant, has no unambigoous of fect on incguality. [ 18] In
tact, the most commonly used measure of tnequaltity, the Ginig

PI7] Dividing by number of adults changes rankings more than divid-
ing by total number ot household members becanse he former varies rela-
tively more tr.co, has 0 greater coelliciont of variation) than the
latter,

[15) This vesult sheds come ight on the results of o study similar
Lo ours pertormed on oS data by Gartinke D and Haveman (1977, They
contrast two measures of ncome, Upre-transter o sncome” and “earnings
capacity,” w orch correspond rather closely to oonr Market Tncome and
Standavdaed actual ITncome 1. Thev fand, s we do, that tnequality is
much Test for therr broader standardized measure of rncome than for
their narrover unstandardiced measure.  Our vesults sugpest that their
Pinding resalts trom the fact that theos CArNngn Capacity measure as-
sumes o consaiderable anorease 10 average mount of work, rather than
from 1ts removing vartat ion on those honrs among houscholds.
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Table 2
MEASURES OF CENTRAL TENDENCY AND INEQUALTTY IN STANDARDIZED

INCOME COMPOSTTES:  AUTERNATIVE INCOME DEFINITIONS AND
HOUSEHOLD STZE ADJUSTMENTS

Mean Median Gini Income Share of
Income Composite (M§$/vr.) (MS/vr.) Cocfficient lLowest Quintile

Distribution of Houscholds by Household Income (n=1064)

Sstandardized Observable u4h29 5030 .569 3.1%
Income (H=15490)

Standardizoed Actual 11069 6248 .535 3.7
Income I (H=1934)

Standardizced Actual 13107 78473 .506 4.4

Income 11 (H=2481D)

Distribution of Houscholds by Per Adult Houschold Income (n=1064)

standardized Observable 2975 1618 .557 3.7%
Income

Standardized Actual 3474 20135 .518 4.6
Income |

Standardized Actual 4095 2511 483 5.4

Income 11

Distribution of Houscholds by Per Capita Household Income (n=10064)

Standardized Observable 1559 817 .O7h 3.2%
Income

Standardized Actual 1825 1019 .539 3.9
Income !

Standardiazed Actual 2156 1276 .508 4.6

Income 11

Distribution ot Individuals by Per Capita Houschold Income (n=6992)

Standardized Obscervable 14730 783 .

57 3.57
lncome
standardized Actual 1686 986 521 4.2
Income 1
Standardized Actual 1996 1238 .491 4.8

Income 11

Rote:  H o= pumber of standard hours ot which each adult's income was
caleulated, see pp. 6H-7.



coctlicient, i usually larger for the standardized measures than for
the corresponding unstandardized ones.

However, the hours-of-work adjustment does cause an important
change in the income share of the peor.  Whercas one of the important
conclusions drawn earlier was that failure to consider nonmarket sources
of income lTeads to a serious understatement of the relative position of
the poorest 20 percent of the population, the data in Table 2 imply that
failure to adjost for variation in hours of work leads Lo an
overstatement of the relative position of the peor. The reconciliation
of these two points is worth noting: The poor (in terms of Market
Income) in Malayvsia appear Lo attempt to compensate for their relatively
low Market Income by producing many goods and services for their own
consumption.  Ignoring this substitution among productive activities
vnderstates the relative income position of the poor. .Howovor, in the
procevs of producing those goods and services in Lhe household, Lhe poor
tend to work relatively loung hours and hence forego relatively large
amounts of potential leisure consumption, Ignoring this implicit cost
ol housechold producticn tends to hias upward estimates of their relative
welfare position,

Standardizing for hours of work changes houscholds' rank ordering
in the itncome distribution. In fact it changes them somewhat more (an
average of 16 to 19 percentage points) than did broadening the

definition ot income or adjusting for houschold size.

IMPLICATIONS FOR POVERTY PROFILES
In the preceding section we showed that broadening the definition

of Income, adjusting for variation in houscehold size and composition,
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and standardizing torv hours of work can substantially affect the ranking
ol houscholds in the income distribution. We now cansider how these

alternative wavs ol measuring income affect conclusions about the

composilion ol the poorest 20 percent of the Matavsian population.  The
detinition ot poverty emploved here--=the probability of heing in the
poorest 20 percent ot the population=--is o purely relative one.  In our

context an absolote poverty line would be inappropriate, as it would
have confounded changes in the composition of the poor with a reduclion
in the number of houscholds falling below Lhe poverty threshold,  Our
purpose here is to isolate the compositional effect of changing the

measure of  income.

The Definition of Income and the I'ltlmi(’/(‘:vugr;lphi(‘ Incidence of Poverty

Tabl 3 shows how broadening the definition of income affects the
relative incidence of poverty among the three main cthnic groups in
Malaysia.  Becanse ethoicity and urban/rural location are not
independent o Penitnsulav Malavsia, we also stratify by urban/rural
residence.  (Seventy-tive percent of the Malays, bot only 50 percent of
the tondians and 38 percent of the Chinese, in our sample bive in rural
areas.)

Poverty in Malaysia is primarily a rural phenomenon.  Within each
ethnic group, rural residents are more likely to be poor.  Ruial Malays
and rural Indians are the two most poverty-prone subgroups. Within
urban/rural strata, Chinese are least poverty-prone of the three ethaic
aroups, especially in rural areas,

Broadening the detinition of income withont standavdizing for hours

of work tends to redistribute the iacidence of poverty, reducing it
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EFFECT OF BROADENING THE DEFINITION OF INCOME AND STANDARDIZING
FOR HOURS OF WORK ON THE ETHNTC/GEOGRAPHIC POVERTY PROFILE:

THE DESTRIBUTTON OF

Income Compuosite

Parket ITncome

Total Obscervable Income
Total actual Income
Total Actual Iancome 11

Sstandardized Observable
fncome

Standavdized Actual
Income |

Standardized Actunl

Income

Noter kntries are the percentage of individuals withi

Malavs

Rural

.3
.9

.7

)

.0

.9

INDIVIDUALS BY

Urban

8.
13,
13.
16.
13.

13.

13,

3
Rl
S
@

J

0

L

PERCAPTTA HOUSEHOLD

Chinese

Rural

(n=2528)  (n=824) (n=1077) (n=1733) (n=415) (n=419)

10.
14,
16,
15,

9.

10.

10.

’

4

0

0

Urban Rura

1

8.3 36.
Y.4 48.
9,2 39,
8.3 42,
5.1 36.
6.3 312,
5.9 31.

4

INCOME

Indians

Urban

13.3
21.0
21.4
17.1
10.8

7.7

10.1

n each subgroup

that are included amony the poorest twenty percent of the total

sample,
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somewhat tor rural Malays, while sucreasing it for all other subgroup
The most dramatic change in the poverty protile occurs in the shitt {
Market lncome to Total Observable Income, the two income concepls mos
commonly used in the literatnre.  For example, on the basis of o Mark
Tncome definition, ruval Matavs and rural Indians arve cqually poverty
prone.  However, when the comparison is wmade using the more generally
preferved Total Observable ITncome composite, the incidence of poverty
amony rural Indians is nearly twice that of varal Malays. This is
because cach of the four components that are added to Market Income t
form Total Observable Income (i.e., transfer income, value of honsing
services, in-kind income, and cottage industry income) has a smaller
mean and median for rural Indians than for rural Malays (Kusnic and
DaVinzo 1980, p. 65). Beyond Total Observable Tncome further broaden
of the income definition genevates no systematic or dramatic differen
in the poverty protile.

Standardivzing on hours of work increases the measured incidence
poverty among rural Malavs (who work more hours than others in our
sample) and decreases it considerably for Chinese and Indians, urban
rural alike.  The difterences between rural Malays and rural lodians
evident in the unstandardized measures disappear when adjustments are

made for ditterences 1o honrs ol work.

Effect of Adjust ing tor Houschold Size and Composition on the Poverty

We now examine how adjust ing houschald income tor ditferences in

S

rom

t

et

¢

ing

ces

of

and

Profile

houschold size and composition affects conclusions about the incidence

ot poverty among ethnogeographic subgroups.  Table 4 preseants results

lor tour measures of rncome~-two unstandardized (Market [ncome and To

tal
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Table 4

EFFECT OF ADJUSTING FOR HOUSEHOLD SIZE AND COMPOSITION
ON THE ETHNIC/CEOGRAPHIC POVERTY PROFLLE

Income Measure

Houschold Income

Per Adult Tacome of Houscholds
Per Capita Income of Houscholds
Per Capita Income of Individuals

Houschold Income
Per Adult Income of Houscholds
Per Capita Income ot Households

Per Capita Income of Individuals .

Houschold Income

Per Adult Income of Houscholds
Per Capita Income of Houscholds
Per Capita Income of Individuals

Houschold Income

Per Adult Income of Houscholds
Per Capita Inceme of Households
Per Capita locome o Individuals

Malays Chinese Indians
Rural Urban Rural Urban Rural Urban
Market Income
34,1 8.6 12.9 9.3 27.1 6.6
33.3 7.2 12,9 9.3 30.5 9.8
34.3 7.2 10.9 8.9 28.8 9.8
34.3 8.3 10.4 8.3 36.4 13.3
Total Observable Income
28.3 12.0 13.6 10.5 40.7 18.0
26.8 12.8 14.3 10.1 47.5 19.7
28.3 8.8 14.3 9.7 44,1 21.3
26.9 13.2 14.9 9.4 48.2 21.0
Standardized Observable Income
33,1 12.8 13.6 5.0 39.0 8.2
33.6 6.4 9.5 5.8 49.2 14.8
34.8 5.8 9.5 5.4 40.7 9.8
35,6 13.6 9,2 5.1 36.9 10.8
standardized aActual Income 1
33.8 12.0 13,6 5.8 33.9 6.5
34,1 7.2 10,2 5.4 45.8 13.1
343 11.2 9,5 5.0 40,7 9.8
35.8 13.1 10.0 6.3 32.5 7.7

Note:  Entries are the percentave of  income recipient units within each

suburoup that are incldued among the poorest twenty percent of

the total sample.
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Observable Income) and two standardized measures (Standardized
Observable 'ncome and Standardized Actual Income 1),

Adjusting income tor variations in household size has 1ittle effect
on estimates of the incidence of poverty for rural Malays or uvban
Chinese.  However, for both urban and vural Iondians, estimates of the
incidence of poverty are quite sensitive to which adjustment is made:
Measured incidence of Indian poverty is greater when unstandardized
household tncome is divided by the number of adults or by the total
number of houschold members.  For per adult income the difference is
even greater vhen standardized measures are considered.
Correspondingly, the apparent incidence of poverty among urban Malays
and rural Chinese is reduced considerably when one looks al the
standardized per adult measures ot income.  When individuals, rather
than households, are the uniis of analysis, urban Malavs are somewhat
more likely to appear to be poor, while Indians are generally more
Fikely to appear poor for unstandardized measures but less likely for

standardized ones.

Multivariate Probit Analysis of Lhe Poverty Profile

Our capirvical analysis concludes with a multivariate probit
analysis explaining the likelihood of being poor.|19] We show how the
relative explanatory power of demographic characteristics of the
housechold reciprent units depends on the detinition and adjustment of

[19] In the regressions, the dependent vaviable s a dummy that
cquals one ot that houschold is amoug the poorest 20 percent of the po-
pulation tor the partrealar definition of income under consideration and
Zevo otherwise. The probit functional form was chosen because il is ap-

propriate whether one assumes that income is normally or log normally
distraibuted,
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income.  Our intent is Lo measurce, in a multivariate regression context,
the relative explanatory power ol a small set of variables describing
the probability of a given houschold being among the poorest 20 percent
of the population and how this differs for different measures of income.
We o are noet ospecifying an empivical theory of poverty; we are merely
altempting to provide a compact way of describing how the poverty
profile depends on the definition of income.

Our explanatory variables include some characteristics of the heads
ol houschold, inclading a quadratic in "houschold age' (the average of
the ages of the male and female heads of household), {20] the education
of the male head of hensehold, and the education of the female head of
houschold.  The sccond group of variables reflects aspects of household
size and composition and includes the number ot other adults in the
houschold (i.e., nonheads of housc old), the number of nonadul Ls
(persons 14 years of age or younger), and a dummy variable indicating
that there is no male head of household. In the last group of
explanatory variables are the ethnic and geographic characteristics of
the houscholds in our sample. By ‘ncluding dummy variaibles for urban,
Chinese, and Indian houscholds, we can examine ULhe size of the
ethnogeographic difterentials in the likelihood of poverty when the
other cconomic and demographic charactervistics of the houschold are held
constant.

Three sets of regressions were performed, on distrvibution of
houscholds by household income, distribution of houscholds by per adult

|20] HALht'r(»- is no male head, the variable is the age ot the fe-
male head.,
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lousehold income, and distribution of individuals by per capita
household income. The second of these is nresented in Table 5 for
illustrative purposes.

The main findings of the regression analysis are the following:

Age.  For each of the unstandardized measures of income, the
relationship between the average age of the household heads and the
probability of inclusion in the poorest quintile is U-shaped. The
relationships are stronger and are statistically significant for the per
household and per capita measures not presented here.

Education. For all measures of income considered, the level of

education of both heads of household is significantly negatively related
to the likelihood that the household is considered to be poor. The
relationships are usually stronger with female education than with male
education. Broadening the definition of income generally increases (in
absolute value) the effect of an additicnal year of education for both
the mate and female head.  Standardizing for hours of work reduces the
effect of an additional year of education for the male head, but
increases Lhe impact of female education. The changes are more dramatic
for the per household and per capita measures than for the per adult
measures reported here.

Number of other adults. The presence of an additional adult (other
than the houschold heads) has a different effect depending on the
household size/composition adjustment. For both the per household and
per capita income composites, the effect is negative and significant and
does not vary systematically with the definition of income for the

unstandardized composites. However, the results are just the opposite
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Table 5

PROBIT POVERTY REGRESSTONS: DISTRIBUTION OF HOUSEHOLDS
BY PER ADULT HOUSEHOLD INCOME

Total Standardized Standardized
Observable Total Actual Actual Actual
Variable Market Income Income Income I Income | Income I1

Characteristics of Household Heads

Household Age -.0446 -.0356 -.071%4 -.0299 -.0354
(-1.08) (-.865) (~1.79. (-.686) (-.811)
[-.0111] [-.00903] [-.0184) [-.00679] [-.00795)
lousehold Age . 00054 .000312 .000744 .0000426 . 0000867
Squared (.982) (.570) (1.36) (.073) (.148)
[.000134] [.00008] [.000187) [.00001] [.0000194°
Education of ~-.0516 ~-.0583 -.0608 -.0600 -.0537
Male Head (-2.73) (-3.15) (-3.23) (-3.01) (=2.¢7)
[-.0128] [-.0148] (-.0153} ([-.0136] {-.0120]
Education of -.0450 -.0618 -.0815 ~-.0875 -.0954
Female Head (~2.29) (-3.19) (-4.10) (-4.13) (=4.45)
([-.0112) [-.0157] [-.0205] [-.0199] [-.0214]

Household Size and Comrosition

Number of Other .00413 L0471 131 .0438 . 0496
Adults (.133) “1.57) (4.58) {1.34) (1.51)
{.00104] [.0120]) [.0329) [.00994] [.0111)
Number of Persons -.00251 -.0127 -.0263 -.0782 ~-.0671
< oAge 14 (-.101) (-.52D) (~1.07) (-2.93) (-2.52)
[-.000623} [-.00323) (-.00662) [-.0178] [-.0150]
Female Headed A4 .185 -.0209 ~-.197 -.158
Household (D) (2.71) (1.14) (-.126) (-1.12) (-.893)
[.109] [.0471] [-.00526] [-.0449] [-.0354]

Geoyraphic Location and Ethnicity

Urban (D) -.436 -.219 -.0376 ~-.590 -.554
(-3.75) (-1.97) (-.0340) (-4.83) (-4.53)
[-.108]} [-.0536] [-.009&44) [-.123] [-.124]
Chinese (D) -.430 -.335 -.355 -.604 -.713
(=3.70) (-=2.92) (-3.10) (=4.84) (=5.59)
[-.107) {-.0849] [-.0892] (-.137] [-.160]
Indian (D) -.0818 L4248 . 255 . 264 . 190
(=.533) (2.96) (1.74) (1.78) (1.28)
[-.0203) [.108) [.0641] [.0600] [.0427]
Intercept .629 .550 .429 1.24 1.36
(.836) (.734) (1.72) (1.57) (1.71)
[.156] {.150] [.323] [.282] {.304]
(=2) % log likeli- 132.5 111.4 143.6 185.6 191.7
hood
o D = dummv eringl

First entrvy {n each cell 1s the coefficient in the probit function. Entries
in parentheses are the asvmptotic t-statistics. Entries in brackets are the
derivatives of the probability function evaluated at the means of the independent
variableg,
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for the per adult income composites. For this measure, cach additional
adult increases the probability of poverty, and increases it more the
hroader the definition of income. For aitl three household
size/composition adjustments, standardizing for hours of work reduces
the Tikelihood that multi-adult houscholds are considered poor.

Number of persons « 14, For per houschold and per adult income
measvres, additional dependent children do not increase the probability
of a houschold being considered poor., In tact, the coetf:cient of
number ot persons o 14 is alwayvs negative, though 1t is only
svatistically signiticant for the standardized per adult composites.
However, regardiess of the detinition of income, ad litional children
stgniticantly increase the probability that a household is considered
poor when per capita income measures are usced.

Female-headed heascholds.  The conclusion regarding whether
female=headed households ave more likely to be poor depends crucially on
the income measure nsed. For the houschold and per capita
unstandardized composites the ahsence of the male head significantly
increases the probabitity of being considered poor. Hewever, if one
adjusts for the number ot adult consumers in the honschold (i.e., per
adult income) and uses o relotively broad definition of income (i.e¢. ,
not Market Income), temale-headed houscholds are not significantly
poorer than male-headed households where the male head has zero years of
cducation. [21} o all cases, the standardization for hours ot work

[21] Becanse the male education variable is relevant only when
there is g male head, (e, takes on o value of zero when there is no
male head, it s amplicatly interacted with a dummy variable that takes
on a value ol one when the houschold contains o male head Comparisons

of female-headed houscholds with male-headed-houscholds must include the
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reduces the magnitude of the female-headed-houschold coefficient.  The
sensitivity of conclusions about female-headed houscholds is dine Lo two
tactors: (1) Holding constant the number of other (nonhead) adults, the
absence of o male head reduces the household's consumption requirements;
hence, when we adjnst for this fact, by looking at per adult rather than
touschold income, the relative position of female-headed houscholds
improves; (2) females who head houscholds apparently work tess than the
sample mean number of hours, especially in market activities; when the
income measure includes the value of their nonmarket production and of
the extra leisure they consume, theirv relative income position again
mmproves.,

Urban/rural differences. Houscholds residing in urban areas have a
Lower probability of being considered poor than cural nouscholds.
However, broadening the scope of unstandardized income reduces the
urban/rural difterence: it is insignificant for broader measures of
houscehold and per adult income. Standardizing for hours of work, on the
other hand, increases both the magnitude and signilicance of the
urban/raral poverty ditferential.  This is because urban houscholds work
fewer hours than rural ones.

Ethnicity. Chinese houscholds are significantly less likely than
Malay households to be considered poor, regardless of the income measure
male education coctficient if the male head has ]1()\llIV( y(-;'n‘sm()f" 777777
school ing.

Withowt contrvole, female-headed households appear to have a 0.495
probability of being considered poor (compared with 0.109 for mate-
headed heuseholds) when houschold Market Income is the income measure.
However, when per adult Total Actual Tncome 1 or 11 or Standardized Ac-
tual Toacome T oor 1L are empioyed, the caorresonding probabilities are
0.307, 0.6, 0,207, and 0,257, The last three probabilities are not

signifrcantly ditterent from the corresponding probabilities for male-
headed households,
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used. Consistent with the data in Table 3, broadening the scope of
unstandardized income has no systematic effect on the Chinese/Malay
differential, but standardizing for hours of work further reduces
estimates of the probability that Chinese households are poor. As in
Tables 3 and 4, in the regressions both the sign and magnitude of the
Indian/Malay differential depend crucially on the measure of income.
Broadening the definition of unstandardized income from Market Income Lo
Total OV s-rvable Income substantially increases the probability of an
[ndian household being among the poor. For the per household and per
adult composites, we would conclude that Indian households are somewhat
less likely to be poor than Malay households if Market lncome were our
measure, whereas we would conclude that Indian houscholds are
significantly more likely to be poor if Total Observable Income were our

measure.,

SUMMARY AND CONCLUSIONS

Previous studies of income distribution have used a variety of
different measures of income. How much do these differences affect the
comparability of results from d fferent studies? We addressed this
question here by using detailed data on income and time allocation for a
recent sample of Malaysian households to examine the sensitivity of
conclusions about povertyv and about income levels and inequality to how
income is measured and how its distribution is summarized. We examined
the sensitivity to various dimensions of measurement, focusing on the
marginal difference each makes when all the others (including the
sample) are held constant.  We  nd that conclusions about income levels
and inequality and about the relative incidence of poverty are sensitive

to tive facrtors:
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1. Definition of Income.  Successively broader income measures
that include income received from nomnmarket activities not only yield
considerably higher estimates of the level of income, but also affect
conclusions about the extent of incquatity and the composition of the
"poor.™  For our total sample, inequality falls as the definition of
income s broadened, and the rankings of households in the distribution
change.  The relative position of rural Malays, who derive the greatest
proportion of theiv income from nonmarket sources, improves, while that
of Indicns (both urban and rural) and of urban Malays and rural Chinese
becomes worse.  When broader definitions of income a,e employed, the
cducation of the temale head is more strongly negatively related to the
incidence of poverty, and female-headed housebolds and younger and older
honscholds are less likely to be considered Lo be poor -than they are for
narrower definitions.

2. Adjustment for Household Size and Composition. These
adjustments have no unambiguous effect on conclusions about income
inequality for the total sample, but they do change households' relative
ranking in the rncome distribution., In particolar, the relative
position of Indian houscholds, which tend to be larger than Malay
honscholds | hecomes worse when we divide household income by number of
adults or number of houschold members.

3. Definition of Recipient Units. Average and median per capita
incomes are lower when individuals, rather than households, are the
units of analysis. This is because larger households, who receive more

weight in the distribution of individuals, tend to have smaller per
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capita income. PFurthermore, use of individual weights reduces the
measured incquality in the distribution of per capita incomes.

4. Standardization Lo Remove Variations in Hours of Work,
Variation in hours of work is not an important determinant of overall
income incquality in this sample.  However, standardizing to remove
variation in work hours does change househelds' rankings in the income
distribution and redoces incomes of the poor, who work an above-average
number of hours.  Standardizing on hours of work reduces estimates of
the incidence of poverty for both urban and rural Chinese and Indians
but increases estisates of the proportion of rural Malays who are poor.
Standardization reduces the likelihood that female-headed houscholds and
voung and old houscholds are considered poor.

5. Choice of Statistics to Summarize the Distyoibulion of Income.
Although the various statistics we have used here generally give the
same picture ol what happens to the central tendency or inequality of
the distribution of income when we broaden the definition of income,
standardize for hours ot work, or adjust for houschold size, they
somet imes vield difterent conctusions about the extent of change. For
example, broadening the definition of income from Market Income to Total
Actual Income TH increases the total sample mean for household income by
56 percent, but increases the median by nearly twice as much (108

percent ).

Researchers and policymakers concerned with income distribution
should be aware ot this sensitivity., Those doing comparative studies
should take special care to ensare that a conclusion that two income

distributions are different is duoe to true differences in the underlying
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distributions of economic well-being, and not merely to differences in
the income measures or statistics used.

Finally, we ask the question posed in the title: Who are Lhe poor
in Malaysia?  Although the various measures of income used here yield
different conclusions about the relative incidence of poverty, they
nonetheless often vield the same conclusion about which ethnogeographic
or sociocconomic subgroups are most likely to be poor. Regardless of
which iacome measure is used, rural Matays and rural Indians have the
greatest likelthood of being considered poor. Which of these two
subgroups has the greater incidence of poverty, however, depends on the
measure used. For o few measures (standardized values of broader
definitions of income), rural Malays have a slightly greater incidence
of poverty than rural Indians, but for most definitions, and certainly
the one most commonly used (Total Observanle Income}, rural Indians are
the most poverty-prone group in our sample. [22]  However, current
policies in Malavsia locus on rural Malays as the group to whom
govermment programs should be targeted.  Although our sample of rural
Indirans is relatively small and may nol be representative of the entire
population of rural Indians, our results suggest that Malaysian rural

Indians deserve greater attlention than they have hitherto received.

o ~l_22~]‘ When data are stratified by only elhnicity, Indians appear to
be etter off than Malays because of the greater weight given to the
higuer-income urban subgroup. Only when data are stratified by ethnici-
ty and urban/rural location simultancously does the relative position of
rural Indians become apparent .
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