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Abstract

The growth in the Malaysia stock market and the economy raises some
questions with regards to the relationship between the stock price index and the
key element of macroeconomic variables. This study investigates on the
selected macroeconomic variables mainly the gross domestic product,
exchange rate, consumer price index, interest rate, and money supply on the
Malaysia stock market index. This study uses time-series data from the year
1977 to year 2008 with the intention to indentify the long-run and short-run
relationship between the selected varlab!es It applies Unit-Root test to

_demonstrate the level of stationary for the variables with the stock market index.

Besides that, it also applies the Johansen s Cointegration test to measure the
long-run relationship between Malay}sia stock market and the macroeconomic
variables. The Vector Error Correctlon Model (VECM) of causality will be apply
in this test to see either there is a uni- dlrectlonal or bi-difactional relationship

from the variables to stock market Malaysia.
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Chapter|

Introduction

Chapter Summary

The impact of ‘a country’s domestic macroeconomic variables on ifs stock
_market has been one of the main rssues to be investigated in macroeconomics.

he macroeconomic fundamental plays a very important role in signaling the
:_mdvement of stock price is well-documented in the literatures. From some
'existing studies such as Rahman: et. al, 2009, they investigated on the
macroeconomic determinates on gﬂalaysia stock market and glocumented that

. there is a dynamic relationship between macro-variables arid stock price.

| There is broad consensus in literature showing- there is a strong positive
"_'{_association between st&‘ck prices and economic growth indicators. This means
'_'a' strong market performance aiW;ys céncur[ent with an excellent economy

stage. The movement of the macro economic variables lgaad to the fluctuations
" in stock price, affecting the real activity and thereby, the economic performance.
Establishing of a clear lead—lag interrelationship is necessary for financial
decision making and policy planning purposes in increasing the weli being of
the population. Thus, the nature and strength of the dynamic interactions
among them (i.e. macroeconomic variable and stock price) is of high interest of
researchers.
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Background of study
'i.2.1 The Malaysia Stock Market

The term ‘stock market’ is a concept for the mechanism that enables the trading
S company stocks (collective shares), other securities, and derivatives. Bonds
- “are still traditionally traded in an informal and, over-the-counter market.
Commodities are traded in commodities markets, and derivatives are traded in
Qariety of markets. Stock market can be considering one of the most important
'Qrces for companies to raise fund. This may allow businesses to go public, or
ise additionalu capital for expansion. Stock market can be considered as a
corporatson or mutual organisation WhICh provides facilities for stock brokers
'6"traders to trade company stock§ and other securities. Supply and demand

ock markets can be driven by vanous macroeconomic factors.

International investors and brokerg_ begin to focus on emerging financial market
instead of the developed market. ??Economic arjicles also ;gpnéerned about the
shbrtfatl of the investors in developed market which perhaps caused by the shift
of investors to the financial market. Returns and risk of the stock market has
n found to be higher‘é‘compared,_?‘fto developed market (Harvey 1995a). Asian
rging stock market appealed as investment icons in the global financial

kets and received considerable attention.

The stock market in Malaysia can be traced back to the 1930s with the
_'-":__m:ergence of the Bursa Saham Kuala Lumpur. Kuala Lumpur Composite Index
(KLCI) is Bursa Malaysia main index. The Kuala Lumpur Composite Index
- (KLCI) is generally termed as the local stock market barometer and it is the true

. representative of Malaysia financial market trends.

- Bursa Malaysia is an important member of the global stock markets, with a
| history stretching back almost 80 years. In the year of 1960, the public trading
was inaugurated with the public Malaysian market which was called the
Malayan Stock Exchange. In the 1970s, it was split into the Stock Exchange of
Singapore and the Kuala Lumpur Stock Exchange (KLSE) Board in 1973,

following by the separation of Malayan and Singapore currencies.

=
.
E
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_u:fe 1.1 below can conclude that the Malaysia stock market was still above at
. 200 in the composite index in the start of year 1997. It goes down dramatically
when the Malaysia Ringgit attacked by speculators. This crisis started in
%hailand with their financial collapse of the Thai baht. By the end of year 1997,
the KLC! only at the level of not more than 600, and also the Ringgit Malaysia
all"so felt to the worst ever. It was falling from 2.50 to not more than 4.10 to the
dollar. Later on in the year of 1998, the side effect such as recession arrived. To

fércome this, the bank Negara of Malaysia set a fix rate in exchange rate

ra_fher than free float. Therefore, the ringgit was fixed 3.80 to US dollar.

":-3ﬁ:the august of 2007, a worst financial crisis after the Great Depression by the
.é'r_.national Monetary Fund started in the USA, the subprime crisis that started
he USA. This crisis leads to a ;ﬁiancial shock and damaging the global
fiﬁéhéiai system. This was very different from the economy crisis that Malaysia -
féjced in the year of 1998. In that time, we are facing Gross Domestic Product
(GDP) decline. This crisis was hgppened because the ”\A.;_e’ak?'ness in the U.S.
fiﬁéh_cia] industry. The country such as European countriés and Japan were the
_c'_:o'u_ntries that get the worst economic reduction. This external shock cannot be

:éérate from Malaysfé due to, we are an e)iport—dependent economy.

T[iéfefore, the Gross Domestic Product (EGDP) was significantly not more than

01% in the fourth quarter of 2008. Compare to the previous three quarter in the

ar, it was in an average of 6%. Therefore, this brings down the KLCI in that

INTI international University (2010)




Figure 1.1 shows the time series plot for Malaysia stock index from January
1990 to Dec 2008.
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Figure 1.1: Time series plot of Malaysiaj?tock index
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1.2.2 The Macroeconomic Variables

There are also several macroeco%omic \%}ariabies that will give an impact on the
m.ovement of the Malaysia Stock market. ‘Gross Domestic Product (GDP) can
'say is a number in economic that tells us the total value of a country in final
goods and the services sectors in a particular year. The Gross Domestic
Product (GDP) is important for a country to determining the monetary policy and
also the domestic economic. The Gross Domestic Product (GDP) is an
economic number that tells us the total value of all the finished goods and also
services produced by resources that located in a particular country during a
period of one year. There are basically three major groups that carry a high
percentage in the Gross Domestic Product (GDP). The consumer goods
already account for a nearly two-thirds of the total Gross Domestic Product
(GDP) of a country. Basically there are few important factors that are not taken
into count when calculating the Gross Domestic Product (GDP). Firstly, the

irﬁpoﬂs and the income from outside the country are not included, so that the

INTI International University (2010)



pact on the exchange rate of a nation doesn’t muddy up the number. Besides

t'h_i'é',"the effect of the inflation is not taking into consideration. Only the final

gd'ods of product are taking into account. The Gross Domestic Product (GDP) is

also: important for determining the domestic economic policies and monetary
p'dli"c':ies. These include durable goods, nondurable goods, and also services in

t’hié country. The second group can be considering as investment goods such

as new plants and equipment, housing, and business inventory. The third major
group is basically government sector which includes the services and also
p.ffdzd.uction of the public goods. The relationship between the Gross Domestic
oduct (GDP) and stock market was stated in some studies such as
':c}fﬁzfi;c_jbangpo and Sharma (2002). This was also supported by Dritsak (2005} in

tudy on Greek stock market, and also Rahman et al (2009) on a Malaysia

PN
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Figure 1.2: Time series plot of Malaysia gross domestic product
g " Based on the graft above (Figure 1.2), the Gross Domestic Product (GDP) of

Malaysia had increased in the year of 1998 to the year of 2008 which illustrated
above. We can see that there was a falling in GDP in the year of 1998 and in
the year of 2009. This happened due to the Asian Financial Crisis that wrapped
up much of Asia beginning in July 1997. Therefore, in the year of 1998, the
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output of the Malaysia real economy declined sinking the country economy into

e first recession for so many years. The construction sector contracted 23.5%,
rﬁanufacturing shrunk 9% and the agriculture sector 5.9%. Overall, Malaysia
eross domestic product sinks 6.2% in 1998. On the other hand, as we can see
m the year of 2009, the GDP fall again due to the 2008 financial crisis in the
United States is the excessive use of credit, especially in the housing market
é'nd the real estate bubble. It also considered by many economists to be the
worst financial crisis since the Great Depression of the 1930s. The Government
of__'fs'l\.flalaysia is continuing efforts to boost domestic demand therefore, the
'f_momy not or:IIy dependence on exports. However, exports as in electronics

main a significant driver of the Malaéeysia economy.

e

f-f'Exchange Rate (EXE), it can?‘-'be defined as the difference rate for
__ _CHénging currency of one country for currency of another country. In Malaysia, .
we don't have a flexible exchque rate system like others development
t_ir_\tries (Pan -et al., 2007). Eichange Rate (EXE) ig> normally used to
_Cj‘o’_ﬁverting one currency to another currency, as well for ehgagingﬁ in speculation
_'Qr?-_t'rading in the foreign exchange market. There are many factors which may

ff_’;iénce on the excha;ige rate of a country, such as the interest rates, the

inflation rate, and also the politics issues ‘and also the economy growth in each
h'gle country. Exchange Rate (EXE) can be considered as a price either a ratio

at which one nation's currency can be converted into another. Therefore,

.___-_)d.:'hange Rate (EXE) for every country is different. There can be floating
éIS(:'change rate or either fixed exchange rate. A floating exchange rate may flow
freely, exhibiting movement from day to day. A fixed exchange rate is influenced
- by the government central bank. The purpose of the fixed exchange rate is to
procuring a more stable international trade. In the study of Rahman et al (2009)
- do mentioned on the Exchange Rate (EXE) is one of the factors of Malaysia
. - stock market. Besides that, this was also supported by lbrahim and Aziz (2003)
g - in a Malaysia context and Wongbangpo and Sharma (2002) on ASEAN 5
. countries. This was also supported by Agrawalla and Tuteja (2008) share prices

and macroeconomic in India context and etc.

E
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1.3 shows the time series plot for Malaysia exchange rate from year
1990 to year 2008.

MALAYSIA - OFFICIAL EXCHANGE RATE QLCU PER U5 D@LL&R; FERIOD AVERAGE}
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Figure 1.3: Time series plot of Malaysia exchange rate

Based on the graft above (Figure 1.3), the Exchange Rate (EXE) of Malaysia.
Duting the year of 1998, the ringgit plunged" below ringgit 4.7. The principal
m "'asure taken was to move the ringgit from a free float to a fixed exchange rate
e nment. Malaysia government, Bank Negara fixed the ringgit at 3.8 to the
ollar. Capital controls were impesed whale assist offered from the IMF was
_fused by Malaysia. Therefore, the currency was pegged from September
998 to 21 July 2005. After the year of 2005, the exchange rate was not
_any_n'iore being pegged.

~or Consumer Price Index (CPI), it is well known to be used as economic
_iﬁdicators. The index closely link in the changes of prices for goods and also
services. The Consumer Price Index (CPI) also called as the inflation by many
people. Can say that inflation rate is the major indicator for the Consumer Price
Index (CPI). The Consumer Price Index (CP!) is used to measure the change in
prices that pay for a fixed basket of goods and services for a country. The
Consumer Price Index (CPI) itself has an impact on the price level of a product
or services, because it is used to adjust the payments to individuals, such as
cost of living, and also wage adjustments. To calculate Gonsumer Price Index
(CPI) inflation rate, it is comparing the Consumer Price Index (CPl) for the

INTI International University (2010)
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jufrent month, with the Consumer Price Index (CP!) of the corresponding month
- of .the previous year. Inflation is the way in which goods and services become
more expensive, over a period of time. Inflation is normally express in a yearly
e. The relationship between Consumer Price Index (CP!) and the stock
arket was supported by Ibrahim (1999} in his study that was on this variable
:_d Malaysia stock market. In Wongbangpo and Sharma (2002) study, it was
ing on ASEAN 5 countries. On the other hand, this was supported in Dritsak
:05) study that was major on Greek stock market.

Figure 1.4 shows the time series plot for Malaysia consumer price index from
ar 1990 to year 2008.
H]
&
MALAYSIA - INFLATION; CONSUMER PRICES (ANNUAL %)

sed on the graft above (Figure 1.4), the Consumer Price Index (CPI) of
:Y’sia. The consumer prices (annual %) in Malaysia was reported at 5.44 in
. Inflation as measured by the consumer price index reflects the annual
entage change in the cost to the average consumer of acquiring a basket of
s and services that may be fixed or changed at specified intervals, such as
rearly.

- On the other hand, the Interest Rate (INT) tells us about the cost of borrowing
hat charged by banks and the money that we put as saving. In Malaysia, the
- Interest Rate (INT) decisions are taken by the Central Bank of Malaysia (Bank
~ Negara Malaysia). The official Interest Rate (INT) for Malaysia is the overnight

' 3_ IT! International University (2010)



Dritsak (2005) study that was on Gréek stock market.
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Figure 1.5: Time series plot of Malaysia interest rate
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benchmark interest rate was last reported at 2.75 percent.

-ate. Interest Rate (INT) keeps changing basically due to changes in the
‘demand and supply of credit in the economy of a country. Interest Rates (INT)
~may be also different for different types of loans. This rate may helps the
government atiempts to control the inflation rate. Therefore, the changes in the
“Interest Rate (INT) may affect the behavior of consumers, as well in the stock
~‘market. The stock price fluctuates as a result of the different expectations from
the investors about the company at a different time. Due to the differences in
the price, investors are willing to buy or sell shares at different prices. Study
_such as Wongbangpo and Sharma (2002) was doing on the ASEAN 5 countries
at showed the relationship between these two variables. This was supported
by Rahman et al (2009} in a Malaysia context. This was supported also in

Figure 1.5 shows the time series ﬁlot for Malaysia interest rate from year 2005
- to year 2010.

Based on the graft above (Figure 1.5), Malaysia interest rate decisions are
taken by The Central Bank of Malaysia (Bank Negara Malaysia). The official
interest rate is the overnight rate. From 2004 untit 2010, Malaysia's average
interest rate was 2.91 percent reaching an historical high of 3.50 percent in April
of 2006 and a record low of 2.00 percent in February of 2009. The Malaysia
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Supply (MS} is also another macroeconomic variable that having a ciose
'éI;ti.onship with stock market. There are several measures for the Money
pply (MS), such as M1, M2, and M3. The Money Supply (MS) is considered
important instrument for controlling the inflation rate. In order to control the
m'c;hey supply, regulators have to decide which particular measure of the Money
Subpty (MS) to target. The broader the targeted measure, the more difficult it
will be to control that particular target. The movement of Money Supply (MS)
may also affect the stock market. There are many argue that the increasing of
h R.ll.oney Supply (MS) may brings an increase in the stock market index and
ersa. Therefore, the past and current information on the growth of Money
pply (MS) is fully reflected in stoc§ market prices so that the investors will not

0000000 - T 200000000000
'5:‘:55;399@@1339 — 150000000000
£ 100900000000 — ~-+-100600000000
50000500000 50000000000
; ' ' w : .

1992 1906 2000 2004 2008
Figure 1.6: Time series plot of Malaysia money supply
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on the graft above (Figure 1.6), the Money Supply (MS) of Malaysia.
VMalaysia money supply is continuously raised year by year. It only falls in the

‘ear of 1998 due to the financial crisis that faced in the whole Asian that started

Thailand.

Problem Statement

_l\_/_i.:' aysia stock market, started in the year of 1977. The increasing investment
th international investor in the stock market is no longer a new issue since
st two decades. The historical trends show that investors shifted from a
"ped market to emerging financial market which poses a higher risk and a
eturn. The stock market voléﬁlity appears to move rapidly across the
A clearer understanding of: the relationship between macro-variables .
riables (Gross Domestic Product (GDP),. Exchange Rate (EXE), Money
ply (MS), the Interest Rate (!NEF), and the Gonsumer Price Index (CP1)) and
stock market are important for investors, an.d even academics researchers.
y about the dynamic relation between macroeconomic variables and the
::rr_l_.érket Malaysia %‘(KLSE) is, essential for the future development and

f the Malaysia equity market. However, the exact relationships between

riables remain unclear.

the background of the study, the movement of stock market Malaysia
be caused by the dynamic movement of the macroeconomic variables or
~the other way round. Study from previous researcher does alsc mention
that the movement of Malaysia Stock market has an interaction with some
acroeconomic variables. We are going to do this by using a different sample
me period of years compare to the author in their study such as (1986 to 2008).
‘are going to see is there any difference of effect and the relationship
between the variables. We are going to see that what the relationship between
e variables and the stock market. On the other hand, we are going o see are

e variables that we choose does really gives an impact on the stock market.

Tl International University (2010)
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Research Questions

')':'- Are the selected macro_economic variables such as (Gross Domestic
Product (GDP), Exchange Rate (EXE), the Consumer Price Index (CP1)
the Interest Rate (INT), and the Money Supply (MS)) show any impact on
~Malaysia stock market from the year of 1977 to year 20087

i) What is the relationship between these macroeconomic variables and the

stock market in the short run?

What is the relationship between these macroeconomic variables and

the stock market in the long run?

b B

.5Research Objectives

To identify the impact of the selected macroeconomic variables such
(Gross Domestic Product (GDP), Exchange Rate (EXE), the Consumer
~ Price Index (CPI), the Interest Rate (INT), and the Money Supply (MS}))

that determine the stock ma;ke’i of Malaysia.

Y, b

.'To identify the relationship in the short-run and long-run among
macroeconomic variables ie., the Gross Domgstic Product (GDE’),
Exchange Rate (EXE), the Consumer Price Index (CPI), the Interest
Rate (INT), and the Money Supply (MS) and the Malaysia stock market.

“(iii) To identify the relationship in the short-run and long-run among
macroeconomic variables i.e., GDP, EXE, CPIl, INT, MS and the

Malaysia stock market.

INTI Internationat University (2010)
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;_-Assumptions

e assume that only the macroeconomic factors bring influence towards the
ock market, and the external factors are not affecting the stock market in the
riod that we have chosen. A proper awareness from the investors between

relationship on the selected macroeconomic variables and stock market

é’y’.; lead investors have a better understanding on the stock market and the

e with the economic variables.

Limitations

tudy does have some Iimitation% We are unable to look in-depth what is
ef_féct within the pre-economy crisié and also the post-economy crisis on the
ock market Malaysia and the ecOr;omic variables for the period that we have
chosen. Therefore, additional work can be done on other macroeconomic

_nab!es that can also give an impact on the stock market.”
-Significant of the research . v

1__e_- the existence of ;iumerous émpiriéat studies investigating the issue on
oped markets, yet empirical anaE;ses for emerging markets such .as
sia are limited. The exact patterns of the interactiéns and the dominant
___r;i'_ables in the relationships between the variables are still remained unclear.

his study hopes to contribute to literature in such aspect.

We are going to investigate the interrelation of the selected macroeconomic
:\_I_ariabtes, i.e., the Gross Domestic Product (GDP), industrial production index,
the Consumer Price Index (CPI), the Money Supply (MS), the Interest Rate
f(lNT) and the Exchange Rate (EXE) on the Nlalays:a stock market. Since
Ma!aysm stock market is interact closely with macroeconomic fundamentals,
adequate financial or regulatory policy could bring favourable outcome for a

- nation’s economic growth as a whole.

INTI International University (2010)
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idy may provide an assessment of the stock market efficiency of

ysia i:t increases the predictability and efficiency of the stock market which

investors to make better decision by make used the past information of

e__macroedonomic—variables from study that have been do.

search also holds an implication for other small emerging market for the
_é of policy designation or economic development. In short, establishing
ear lead—lag interrelationship could provide more valuable information for
r policy makers and even academic researchers. A clearer
"téhding of stock market determinants is necessary for the purpose of

d decision making in investments and for hedging and regulatory

Scope of Study

rch mainly focuses on either the seldcted macrégcdnomic variables
,‘c__:é the Malaysia stock market. This study will arrange accordingly with the
1 question, research objectivet. The relatior?ship between the variables
;_|d_éntify and examine to [et invé"stors have a better idea in which
r_cé factors that give an influence fo stock market. Therefore, they may

__et rid from the difficulty in investing in stock market.

Structure of Study

e remainder of the study is organized as follow. Chapter 2 will provides a

ncluding remarks for the study.

INT} International University (2010}
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Chapter Il

Literature Review

ntroduction

fun 'é_': nveétigates on the dynamic interactions between selected macro-
'iC_'.'variabIes and the Malaysia stock market, there are several studies
' about some macro—ecorfgmic variables either they were correlated
_eg'liatéd between the variableé and the stock market. There are also

mentions about the causal of these macro-economic variables on the -

sia ‘stock market. The dynamic linkage between the macroeconomic

les and the stock market will be discussed.

P and the stock market®

__-:s_"'everaf studies that analyze on ther relationship between the Gross
Pfoduct (GDP) and the stock market was documented in these recent
é-:'existing literatures may let us get a deeper understanding on the

ship between these variables.

ording to V. Rasiah (2010) studies, he investigates the long-run
tionships and short-run dynamic interactions between the stock market and
dilSt_._al production rate in Malaysia over the period of year 1980 to 2006. He
pplié Unit-root test, the Johansen's Cointegration test, the Vector Error
relation Model (VECM), and also the Variance Decomposition test in the
udy. The study showed that the variable is stationary at the first differene I(1).
In- he Cointegration Test, there are also a significant positive relationship

'étween the selected variable and the stock market returns.

international University (2010)
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s supported by others researcher such as Kwon and Shin (1999) for
::K. ea, Mayasami and Koh (2000) for Singapore. He suggested that the

ys;a stock market is not seems to be efficient in using it to further forecast

p ed the Granger causality tests. The Granger causality tests have been
0"verify is there any relationship or statistical causality between stock
ces and the selected macroeconomic variable such as GDP. In his
" 'howed that the variable (GDP) is stationary at the first difference 1(1).
 the Granger causality tests we can see that the GDP is Granger
by the stock market index. The result showed that the fluctuation of

by the movement of the Lithuanian stock market (OMXYV) index.

than ihese, from the study by Mahmood and Dinﬁiah (2009), they do
the dynamic relationship between Stock market return and the
mic variable'such as industrial output in Six Asian-Pacific Countries
hailand, Hong Kong, Japan, Korea and also Malaysia) on the short
run. The data that obtained in this study is from January 1993 to
er 2002. Both cointegration test such as Engle and Granger (1987) and
_ nd Juselius (1990) are applied in this study. The selected variables
: tionary at the first difference 1(1). From the result, it provides evidence
_ re is a long-run relationship between the variables in all selected
ritr:iés except for Malaysia. From the Error Correction Model (ECM) test,
owed there don't have any short-run relationship between these two variables,
pﬁ_e_':c_t_ion for Thailand, there is cointegration between the industrial output and
the;_i_-"_,’io'ck market in the short run. To conclude this study, can say the selected

riable industrial output seems to have a negligible impact on the stock market

INTI International University (2010)
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ng to Ekaterini Tsouma (2008), he investigated on the dynamic
terdependent on stock returns and economic activity (industrial production
" the mature and emerging market. In his study, he used monthly data
r from January 1991 to December 2006 as the sample period for this
he study is going to examine on the stock returns and the industrial
ﬁ index either they are having a uni-directional or bi-directional
in. The bivariate VAR test and the Granger causality test have been
n this study. The empirical result showed the industrial production
a mixed effect on the stock market returns, and there is both positive
tp in nine cases and negative relationship in seven cases. It also

it doesn’t show any bi-directional Granger causality relationship

eribd_.._that been use in their study are a total of 132 months for both

anuary 1995 to Dec;%emberé‘ZOOS. They applied the unit root test,

From the result in the study, it showed that the variables are
e first difference I{(1). Result showed there are also significant
tionship between the stock market and the selected macroeconomic
P). Besides that, it also showed there is joint positive effect if the
nomic variables. The results of ECM causality showed that the
-changes on the (GDP) have a positive effect on the percentage

stock market.

Ag awalla and Tuteja (2008) study, they examine on the relationship
the tndia stock market index and the macroeconomic variable (GDP).
he Séfnple period that they examine was between the period of year 1965
November) to year 2000 (October). The data of the study was obtained from

nternational Financial Statistics (IFS) database. They do also apply the unit

ternational University (2010)
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-Johansen’s cointegration test, and also the vector error correction
ECM) causality test. The result reported the GDP do not significantly
the stock market in the long-run. The VECM result showed that there
ated between the both variables. The causality effect is running from
fﬁic growth proxied by GDP to share market price index and not the
round. They conclude either the share market to be the mirror or
flection of the GDP activities in India. Therefore, the Bull Run on the stock

ar’ihot be considered as the major factors for the movement in the GDP.

Dritsaki (2005), he examine on the long-run relationship between

S tock Market Index (GEN) with the macroeconomic variables such as

.ionship between stock market index and the macroeconomic

GDP). In another study, Wongbangpo and Sharma (2002) examine on
hip between the exchange rate and the stock price for the ASEAN-
s {Indonesia, Malaysia, Philippines, Singapore, and Thailand). They
d both the Augmented Dickey-Fuller (ADF) and the Phillips Perron (PP)

to examine the monthly data from year 1985 to year 1996 that collected

ernal Financial Statistics (IFS). They also test on the causal relationship
the Granger causality test through the vector error correction model
CM) They found that there is positive relationship between GNP and the
Gck:market price for the five different nations (Indonesia, Malaysia, Philippines,
Slngapore and Thailand) in the long-run. The Granger causality test showed

that the stock market for the 5 selected nation Granger-cause towards the GNP.

INTI International University (2010)
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to Ibrahim and Aziz (2001) studies, they analyze about the dynamic
p between the stock market Malaysia and the GDP. The sample
d that used in the study is a monthly data that started from January 1977 to
't.--19958. They applied the standard Augmented Dickey-Fuiler (ADF) test
S0 he (PP) unit root tests. Besides that, Johansen and Juselius (1990)
sen-Juselius cointegration tests, and also regressions of the VAR model
een applied in the study. The GDP is noted to be at the first difference I(1)
t-root test. The long run relationship between the GDP and the stock
ave a positively relationship. They also found that the GDP is having a
al Qranger cause towards the Malaysia stock market. Therefore, it
be inefficiency for Mgaiaysia stock market to change the
mic variable such as GDP. For investors, they may need to take

e on the fluctuation in macroeconomic variables before make any

‘Kwon and Shin (1959), they investigate the causality on the
o} '.mic variable such as GDP (industrial productibn) and stock returns
ey obtain a monthly data in the study*that collected from January
e__c__:é'mber 1992. Besides ‘t@at, they do emplﬂoy the Augmented Dickey-
-_-(ADF) unit root test and also éxami‘fned on the causality relationship
.;fthe Granger causality test from a Vector Error Correction Moaei
_".ﬁé:finding of the study showed that the GDP is cointegrated with the
"""i.:hdex in the long-run relationships. Even though the stock market
'é_)('-"and the GDP (production index) are affecting each other, but the

ket price index is not a leading indicator for the economic variables

trass, in the study of Maysami and Koh (2000), they examine on the
_hip between the GDP (industrial production) and the Singapore stock
k‘;e:_ 'Endices. A monthly data for the sample period of January 1988 to
uary 1995 is used in this study. The Augmented Dickey-Fuller (ADF) and
___ll_l'ilb's Perron (PP) test are applied, and also the vector error-correction
CM) test is conducted in their study. They found that the variable are not

grated at the order of first difference 1(1).For the empirical results, it showed

nternational University (2010)
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ignificant cointegrating between GDP with the Singapore stock

ange rate and the stock market

~veral studies that analyze on the linkage between macroeconomic
s exchange rate and the stock market was documented in

of literature for so many years.

V Rasiah (2010), he investigates on the short-run and long-run
.a'j/_'namic interactions between Malaysia stock market and the
.' Malaysia over the pfriod of year 1980 to 2006. He applied the
th "'::Johansen’s Cointeb’ration test, the Vector Error Correlation
VECM) test and also the variance decomposition in the study. With the
éét, result show th?t it strongly support that the selected
m variable is non stgtionary in the level i(D)\,J,J@t?stationary at the
: :.":I'('1). It also shows that there is a positive relétionsﬁip in the fong-
je_n_::'the stock market return and the exchange rate. He conciudes the
entioning thé’ exchange rate does signal change the stock market
_§ho_ff:term dynamic relafionshib between the variables exist. He
hat the economic activities do play a role in the stock marketwof
ahman et. al (2009) also do on the same macroeconomics
na s on the stock market in Malaysia for the period of year from 1986
They applied the unit root ADF (Augmented Dickey-Fuller) and PP

_s'fIF:’erron) test, the Johansen’s Cointegration test and also the Vector

_-Cbrrelation Model (VECM) test. Result shows that the exchange rate and
stock market have a negative relationship. They found that there is a long-
ffect between the exchange rate and stock market with the VECM frame
dﬂ(_.- As documented in Phylaktis and Ravazzola(2005) study, they analyze on
long-run relationship and the short-run relationship linkage between the
stock prices and exchange rate for five Pacific Basin countries such as Hong
- Kong, Malaysia, Singapore, Thailand, and Philippines from the period of year

1980 to the year 1998 by applying the Johansen's cointegration methodology

Tl Internationat University (2010)
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|vanéte granger causality test. The result showed that the
ra e:.:.a'nd the stock market are positively link to each other, and it
the stock market didn't determined by the exchange rate, but the
had a temporary effect on the long-run towards the stock market.
nd, Zubaidi et al. (2002) also investigate on the stock market
r'i'h'g:git: éxchange rate. They used data from year of 1976:Q1 to 1996:Q4
udy of RM/US and the RMAJY exchange rate. The Augmented Dickey-
F)and Phillips Perron (PP) unit root test, and also the Johansen—
_‘!_9_96) cointegration test were conducted in their study. The result
relationship between the stock market and the exchange rate
t This is due to wxhich currency they are comparing in the
Smith, 1992a; Solnik,,1987) mentioned that there are positive
s between the varjables, but (Soenen and Hennigar, 1988)

e are strongly negative relationships between these two variables. |

- The Phllilps Perron Unlt Root Test, the Johansen's

een the stock market, and investors benefit from the exchange-rate due to

It of domestic currency depreciation, but it expected that the stock market

nternational University (2010)
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‘the exchange rate losses. In this study, they emphasized on the

omic variable such as exchange rate and the stock market

nce in a small country.

to'-'ngrawalla and Tuteja (2008) on their study, they examine on the
h:ib'between the exchange rate and the stock market at India from the
:.:5.:‘.('November) to 2000 (October). The unit root test, the Johansen’s
test, the Vector Error Correlation Model (VECM) and also the
st was applied by them in the study. It showed that the exchange
ationary at the [(1). Beside this, it also shows that the exchange rate
are market are having a long-run relationship. The author concludes
:'entioning the bull runfof a éhare market cannot be taken by a

r,qs
such as exchange rate.

;. KWon and Shin (1999) Qinvestigated on the causality of exchange'
th stock returns in Korea from January 1980 untll December 1992 in

They do empioy the Augmented chkey -Fullef test (ADF) test and

ausality test from a Vector Error Correlation Model (VECM).

wed: that the. stock marke:t price index and the exchange rate are

:Ey"_-'_aﬁecting each othér. Th:é study showed that the stock price

'i'n‘t"eézréted with the exchange rate. Other than this, it also showed a

lationship with exchange rate. He summarize that the stock market

h.ot a leading indicator for the economic variables (Fama, 1991,

1983).

oot tests, the Johansen-Juselius cointegration tests, and also the

Hernational University (2010)
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- an‘d:. Dinniah (2009) also examine on the dynamic relationship
.”St(;ck return and exchange rates in Six Asian-Pacific Countries such
traﬂ.a, Thailand, Hong Kong, Japan, Korea and also Malaysia from
. to December 2002. To analyze on the relationship between the
the cointegration test such as Engle and Granger (1987) and
“and Juselius (1990) are performed in this study. The study provides
: .:;at there is a long-run relationship between the exchange rate and
.rket in all the countries. It also support that the cointegration
.':ith exception for Malaysia. Result also show that there is only

nm the short run between the exchange rate and stock price in

 was done by Maysam?“‘“and Koh (2000) on the dynamic linkages
exchange rate and the Singapore stock indices from January 1988 to .
_'99'5.. The Augmented Dickey-Fuller (ADF) and Phillips Perron (PP)
én_d_ also the Vector Error Correlation Model Q&ECM) test are both
e;-_-_'s”tudy. The empirical results showed that changes En'“exchange rate
c_a'ht cointegrating with stock market index in the short-run and in the
sd's':u'ggestea in the stugy, the, changes in the U.S. and Japan stock

also affect the changes in the Singapore stock market in the long-

y Mukherjee and Naka (1995) was regarding about the dynamic
etween the exchange rate and the Japan stock market from
-.:1 to December 1990. In their study, the ADF and PP unit root test,
1sen and Juselius (1990) cointegration test, and also the Vector Error
i .Model (VECM) method was been applied in the study. As the result
t there is equilibrium between the variables and also the Japanese

ket is cointegrated with the exchange rate.

ding to lbrahim (2000) study, he does on the interaction between the
ha '9e rate and the Malaysia stock market from the year 1979 to 1996. He
Pplied the unit root ADF and PP test, the bivariate and multivariate

itegration test and also the Granger causality test in his study. As in his

ernational University (2010)



