P PENANG
ISSUES 2019

ANALYSING PENANG, MALAYSIA AND THE REGION

On the Many Economic Benefits of Flexible Work
Arrangements

By Darshan Joshi (Research Analyst, Socioeconomics & Statistics Programme) and Dr Khor Swee
Kheng (Senior Fellow, Health Cluster)

Executive Summary

«  Flexible work arrangements (FWAs), a term which describes any manner of adaptation to
the traditional 9-5 office-based work schedule, provoke profound changes to society and its
relationship to work

- FWAs are typically employed in order to maximise benefits that accrue to employers or their
employees; its provision has been found to positively affect productivity, morale, and
workplace satisfaction; and contribute to reductions in cases of absenteeism, attrition,
tardiness and the use of sick leave, among other factors

« In addition to these immediate benefits, we postulate that the pervasive adoption of FWAs
creates three key positive economic externalities: the encouragement of
geographically-decentralised and diversified economic growth; a larger, more accessible,
diverse and equitable labour force; and a reduction in the economic costs of traffic
congestion

« The presence of these positive externalities creates room for productive and
efficiency-improving intervention by policymakers, in promoting and incentivising the wider
acceptance and adoption of FWAs as an avenue through which to maximise aggregate
social welfare

* Additionally, FWAs create positive non-economic externalities, which we discuss in a
separate, forthcoming paper

«  We suggest that the Ministry of Human Resources and other relevant agencies work with
companies across a spectrum of industries to promote the cause and concept of FWAs
which can best serve everyone's interests

PENANG INSTITUTE CARRIES OUT RESEARCH ON PENANG. MALAYSIA AND THE REGION, FACILITATES INTELLECTUAL EXCHANGES, MAINTAINS A RESEARCH DATABANK AND
DISSEMINATES RESEARCH FINDINGS TO ENRICH PUBLIC DISCOURSES. IT WAS FOUNDED IN 1997 AS SERI (SOCIO-ECONOMIC AND ENVIRONMENTAL RESEARCH INSTITUTE).
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Introduction

Flexible work arrangements (FWAs) undeniably provoke profound changes to society and its
relationship to work. While there may be disadvantages, we believe that the myriad
advantages of FWAs outweigh any possible drawbacks. The immediate benefits of FWAs
accrue to the companies and organisations that promote it, in the form of improved talent
acquisition, employee morale and overall productivity.

We propose that FWAs also create positive economic externalities that will be enjoyed by
society at large, in the form of geographically-decentralised and diversified economic growth;
a larger and more accessible, diverse and equitable labour force; and a reduction in the
economic costs of traffic congestion.

The History of Work

Work is central to the existence of human beings. For society, it provides economic growth,
delivers goods and services, and allows citizens to be occupied. For individuals, work
provides a salary, an identity, a structure to their daily routines, and for those lucky enough,
purpose and meaning to their lives. Much has been written about the virtues of work and
labour in philosophical, religious and literary texts, yet the nature of our relationship to work
has always been evolving over the centuries.

Humanity's original societies were hunter-gatherers, and they were arguably the most equal
of societies. Over time, populations grew and humans required new ways to organise
themselves — and grow richer. Until the 1600s, most of humanity still suffered in slavery,
whether in direct servitude, as a serf in a feudal society, or in extreme poverty; the more
fortunate were self-employed as artisans or merchants. The advent of companies in the
1400-1500s was both a cause and effect of urbanisation, where an increasing number of
people became employed by these companies, moved to cities and became dependent on
the company for their livelihoods. This economic system is known as capitalism.

Inherent tensions between capitalists (for example, factory owners then and start-up venture
capitalists now) and labourers (factory workers then and software developers now) are built
into capitalism. Over the past few centuries, the rights of workers became more asserted.
During that time, workers worked as many hours as they physically could — or their employers
wanted, sometimes up to 100 hours a week. The 40-hour workweek, for example, only came



in stages, beginning in the 1860s in the US city of Chicago." Today, some argue for a 35- (like
the French) or even a 30-hour workweek.

The length of the workweek is only one example of how society's relationship with work has
evolved. Using this evolutionary perspective, we can posit that the modern nature of work is
already being disrupted, as citizens do not need to be physically present at the workplace to
provide economic output. Work, like history, does not stand still.

The Future of Work

Traditional approaches to work are already being disrupted by FWAs, an umbrella term for all
manners of adaptation to the traditional 9-to-5, 40-hour workweeks spent physically in the office.
They can range from differences in the hours, places, or schedules worked?, and can depend on
factors such as employer (type of industry, comfort level of its leadership and Human Resources
function, existing labour laws), employee (demographics like age, gender, education level, type of
work), technology (broadband speeds, video-conferencing facilities, ability to use technology),
and geography (distance to office, average commute time), among others.

In the US, between 1985 and 1997, the share of the workforce with access to flexible working
hours, or "flextime", a key component of a broader set of FWAs, doubled to almost 28%.° By
2016, roughly half the employers were offering flextime options. At the same time, 43% of
Americans reported having spent at least some time working remotely, up from 39% in 2012*,
with a third of this group doing so at least 80% of the time. In Scandinavia and the
Netherlands, over half the labour force is afforded a degree of flexibility in determining their
working hours; across the European Union (EU) as a whole, almost a third of employees have
such freedom.” These trends are not limited to developed nations in the West; across Asia,
52% offer employees the opportunity to take advantage of FWAs.°

Malaysia, however, lags behind its counterparts. As of 2015, less than 35% of Malaysian firms
reported doing so.” While there have been promotive efforts made by some government
agencies®, data on the extent of its adoption are patchy. In all likelihood, Malaysians are
missing out on the opportunity to enjoy the full extent of social benefits provided by FWAs.®
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analysing flexible work patterns in the Asia-Pacific region.



The increasingly pervasive adoption of FWAs has been enabled by advancements in
information and communication technologies (ICT) and connectivity allowing for remote
meetings and collaboration. Another factor accelerating the adoption of FWAs is the shift
from workplace-based manufacturing output (i.e. factories) towards based-anywhere
knowledge services output (i.e. software developers working from home).

The rapid growth of this shift has created significant and positive effects on employers and
employees alike. Across various countries and industries, FWAs have been found to positively
affect productivity, morale, and workplace satisfaction, and contribute to reductions in cases
of absenteeism, attrition, tardiness and the use of sick leave.” Coupled with the entrance of
millennials into the workforce, for whom the attainment of a healthy work-life balance is an
important factor influencing employment decisions™, FWAs are expected to be ubiquitous
over time. The improvements they engender with regard to productivity and efficiency at the
firm level ultimately translate into improved local and national economic outcomes more
broadly.

Yet while companies are increasingly adopting FWAs to primarily achieve internal benefits for
the firm, there exist numerous positive economic externalities to FWAs™ Employers, in
considering only its privately-realised benefits, are theorised to “"underprovide” FWAs since
they do not directly reap the benefits of these externalities. This creates room for productive
and efficiency-improving intervention by policymakers, in promoting and incentivising the
wider acceptance and adoption of FWAs as an avenue through which to maximise aggregate
social welfare.”

FWAs Encourage Decentralised and Diversified Economic Growth

One common and valid criticism of economic growth in Malaysia is that it is urban-centred,
exacerbating both the rural-urban divide and national-level inequality. Therefore, the most
immediate benefit of FWAs is that it has the potential to allow growth to be geographically
smoother and more harmonious.

Economic activity has always been concentrated within Malaysia's major cities. The
highly-urbanised states of Selangor and Penang, as well as KL, account for almost half the
national GDP, while the share of the population living in rural areas has dwindled from roughly
half in 1990 to under a quarter in 2017. Labour force participants have historically migrated to
urban areas in order to maximise their returns from employment. Such migration presents
costs for both migrants and the towns and villages they emigrate from; life is more expensive

0 Bloom et al (2009); Bloom et al (2013); Future of Work Institute (2012); Origo & Pagani (2008); and
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in cities, while rural areas are deprived of a likely educated and skilled workforce. There is also
an attendant weakening of the social fabric of society, the breakdown of the family unit, and
the economic costs of outsourcing care. In infrastructural terms, anecdotal evidence
suggests a hollowed-out public service manifesting as inconsistent public transport or
security services.

FWAs lessen the importance of inner-city relocation and to some degree weaken the pull
factors of urban areas. This, in enhancing the probability that prospective migrants might
stay put, has positive effects on local (i.e. non-urban) economic activity. Growth in the
prevalence of remote working also assists a range of local-level ancillary industries
supporting these workers. Ultimately, in reducing the concentrations of both income and
wealth within urban areas of Malaysia, FWAs can assist in narrowing the rural-urban divide.

Slowing the urbanisation of Malaysia's population also has benefits for its already congested
cities. Particularly important is the fact that it would place downward pressure on the demand
for real estate within urban areas, and can consequently assist in the mitigation of housing-
and land-price inflation. Malaysia's central bank deems housing in KL and Penang
unaffordable given median local income levels."

Income and wealth variables aside, two factors explain such a situation: a scarcity of supply, or
overabundance of demand, and it is on either side of the equation that corrective action can be
targeted. Given the scarcity and expensiveness of land in these places as it currently stands, it is
unlikely that measures tackling the former will be as effective as those which address the latter.
This is where FWAs can be helpful, as they allow employees to live further from urban areas and
to decongest cities by subduing the importance of commute time in a worker's residential
location decisions. Thus freed from the commuting hell, segments of the population would move
further away from city centres and traditional business districts. In the long run, this will improve
the affordability of real estate within urban areas as prices adjust to contractions in demand.
Finally, such curbing of demand will weaken pressures to develop greenfield sites within urban
areas, which helps in the achievement of sustainability goals.

FWAs Expand Labour Force Accessibility, Size, Diversity and Equity

The International Covenant on Economic, Social and Cultural Rights came into force in 1976,
and states that everyone has the right to work in just and favourable conditions.” In other
words, all Malaysians must have the ability to find employment that is suited to their lifestyle
and life choices, and seasons of their lives. Not only are there economic benefits to more
people working as much as and however they want, there are incalculable social benefits as
well to be accrued from an active population that has possibilities of being flexible. This works
towards a society that is more inclusive in economic terms.

4 Bank Negara Malaysia (2017)
5 United Nations (1967).



It is important to note that we are not advocating forcing people to work if they cannot due to
physical or intellectual limitations. We are, however, advocating that those who want to work
must have more control over how, where, when and how much they want to work. FWAs will
allow them such control. In the historical context of "tensions” between employer and
employee, FWAs are a tool to meet more of the employee's needs without compromising the
crucial economic growth of employers and the country. They allow the empowering of the
previously marginalised.

FWAs serve to encourage and incentivise those outside the labour force to seek employment.
In so doing, FWAs can expand the size and diversity of the labour force, leading to equity
gains. The population subsets hypothesised to benefit most from FWAs at present face
significant internal costs which dissuade them from seeking full- or even part-time work;
these include women, single parents, the disabled, and the elderly. Most importantly, these
are the very groups for which labour force participation (LFP) rates are lowest. In Malaysia,
the LFP rate is highest for prime-age men, defined as those between the ages of 25 and 54,
at 96.5%; this falls to 63.5% for men between 55 and 64 years of age. For women, rates are
significantly lower; it peaks for females between the ages of 25 and 34 at just 75.6%, dropping
to 67.7% for those aged 35-44 and to 57.4% for those aged 45-54. More than two-thirds of
women approaching retirement are unemployed.™

This disparity in LFP rates between men and women is concerning as it exacerbates the issue
of gender inequality, the elimination of which is an important component of sustainable
development.” FWAs can play a role minimising the disparity by allowing mothers (and
fathers) the opportunity to work from home on a regular basis while ensuring non-negative
effects on the quality and quantity of parenting. Flextime is also helpful, as are generous
maternity and paternity schemes. Parents would as a whole have the ability to alter their
schedules to suit their children's needs better.

As a result, FWAs can not only encourage women to seek employment but can also have
positive repercussions for the next generation.” In increasing the prevalence of dual-income
families, household spending power is also multiplied (e.g. increasing the budget for
education and healthcare), providing further indirect economic benefits. And if lower-income
parents are more likely than others to seek employment in the presence of FWAs, reductions
in income inequality can also be achieved.

In the same ways that FWAs can liberate women by mitigating the internal costs they face to
employment, they do for other disadvantaged subgroups as well.” These include the disabled
and especially the elderly, whose mobility may be more limited. Allowing them the ability to
work remotely, and at their own pace, strengthens the incentives they have to seek

6 Department of Statistics Malaysia (2019)
7 United Nations (2015)

'8 Del Boca et al (2013); Jaumotte (2004)
' Duval (2003)



employment. As populations age, for instance, the most common tactic employed by
governments to tackle a shrinking workforce and delay doling out vast sums in pension
payments has been to raise the retirement age, but this measure fails to account for the
retirees’ preferences. FWAs can address these issues by placing greater importance on the
interests of retirees who may have no intention to fully re-enter the labour market. FWAs
provide them with a regular source of income, and provide cognitive stimulation and the
sense of being needed. There are additional benefits from reducing any pressure they may
place on public finances, but this is an incidental good in the context of this paper.

Finally, in expanding the size of the labour force, FWAs significantly broaden the income tax
base, and can improve public finances. In Malaysia, total tax revenues as a percentage of GDP
was under 14% in 2016, less than half that of the Organisation for Economic Co-operation and
Development average and just over a third that of the EU average. Although this is not the
main reason why we advocate FWAs for a larger swathe of the population, it is a
non-negligible reason. It is imperative that Malaysia takes a wide range of steps to enhance
revenue-collection, and in doing so put the country in line with practices and features of rich
nations whose economic progress it seeks to emulate.

FWAs Alleviate the Economic Costs of Congestion

Every day, we live with one ramification of our current system of urban-centred
workplace-based capitalism: traffic jams. Productivity losses reach up to RM19.6bil annually,
or 1.8% of GDP, due to congestion in KL alone. Including environmental and idling fuel costs,
this figure rises to 2.2% of GDP.” The costs of gridlock in greater KL are higher than those of
New York, Beijing, Chicago and Toronto”, and even higher than national congestion costs of
many advanced countries in the EU.*

Any measures to relieve traffic congestion within Malaysia's cities, particularly during peak
hours, will be invaluable in reducing economic costs. Congestion charges, the progressive
removal of the fuel subsidy, and the imposition of carbon pricing measure such as a tax on
greenhouse gas emissions will all help. These policies would nudge commuters towards the
use of public transportation simply by raising the costs of driving. But without further
investment in expanding public transportation networks and capacity, congestion will merely
be shifted from one mode of transport to another. We propose a solution that is as close to
magic as possible. The widespread adoption of FWAs reduces congestion across all
transport options by reducing, and in some cases eliminating, the need for the labour force to
commute during peak hours, when traffic is worst and when the majority of GDP losses from
congestion occur. In achieving this, traffic delays would subside and those who absolutely
need to get to the office can get there quicker.”

20 World Bank (2015)

21 World Bank (2013)

22 Christidis and Ibanez-Rivas (2012)

23 World Bank (2015) finds that off-peak traffic speeds across primary transport corridors are on average 29km/h quicker
than during peak periods.



A second major drain in the economy comes in the form of traffic accidents. These numbered
over half a million across the country in 2016, with associated medical costs and productivity
losses estimated at a total of RM9.21bil*, in addition to causing the loss of 7,152 lives.” The
Ministry of Transport (MOT) aims to reduce the road accident fatality rate by 50% by 2020*
relative to status quo projections utilising historical fatality rate trends and assuming
unchanging policy efforts”, and evidence indicates a positive relationship between traffic
congestion and accident rates across both cities and countries.” Given the generally higher
level of traffic during peak periods, the widespread adoption of FWAs can assist in reducing
both road accident and fatality rates by suppressing the supply of commuters to Malaysian
roads during these times.

A third major cost of mobility is one that is difficult to calculate, but we can apply a
first-principles logical argument to this because not every cost needs to be (or can be easily)
monetised. It is an easy argument to make. There is strong evidence that congestion
negatively affects mental health; therefore, any time not spent being psychologically injured
by the stresses of a traffic jam can be converted to a more psychologically pleasing time
spent with family, hobbies, exercise — and at work.

Moving Forward with FWAs

As the nature of work changes and we have more means to dictate how we spend our days,
society itself fundamentally changes its philosophies and existence. The positive economic
externalities of FWAs are abundant, yet they are not realised by individual firms. This means
employers are unlikely to provide them up to the socially-optimal level — or the point at which
the quantity of FWAs provided maximises social welfare.

The Ministry of Human Resources and other relevant agencies should work with companies
across a wide spectrum of industries to promote the cause and concept of FWAs which can
best serve everyone's interests. The creation of a flexible work taskforce, joining human
resource professionals, managers, and representatives from industry groups, professional
bodies and trade unions, with government representatives, could provide for a framework of
FWAs to serve as a guide for private firms, and assist in capturing its positive externalities.

In the meantime, we will be moving to the patio to begin work on our next article which covers
the positive non-economic externalities of FWAs.

24 Gan, PL (2017)

25 Malaysian Institute of Road Safety Research (2018); Darma et al (2017)

26 Ministry of Transport (2014)
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