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ABSTRACT

Fisher’s Hypothesis stated that the ex-
pected rate of return on assets consists of a
“real return” and "expected inflation rate”.
When applied to stock investment, it it said
that the stock market should provide a complete
hedge against inflation, thereby indicating a
positive relation between inflation and stock

returns.

The study try to determine whether
Fisher’ s proposition are acceptable in the
Malaysian stock market. The period from 1984 to
1993 is examined, using aquarterly Consumer
Price Index (CPI) and selected stock indices
data. The returns on stock indices are re-
aressed against the growth of CPI using Least

Square Method on a $ingle Linear Function.

The empirical study shows mixed results.
The Industrial Index indicates a negative
relationship, while the EMAS, Composite, Fi-
nance and Property Indices proposed a positive

relationships. Although the latter Indices
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CHAPTER 1

INTRODUCTION

1.1 INTRODUCTION

Inflation is an economic phenomenon asso-
ciated with general rise in price level. 1t may
brought about by an earlier rise in the cost
of production, which is not accompanied by a
corresponding increase in productivity, or an
increase in demand for goods and services
without a corresponding increase in supply, or
both. Although Malaysia has been able to con-
tain inflation at an average rate at about 4%
per annum as measured by the Customer Price
Index (CPI) over the years, the CPI registered
a growth of 4.7% in 1992, the highest attained
since 1982.The growth of CPI moderated to 3.6%
in the following vyear and subsequently in-
creased to 4.5% in the first quarter in 19941.
This has cause concern among the public and

prompted the government to set up a cabinet

1. ey C@ INflation Be Control” Public Bank Econom-

ic Review (Mac ~ April 19%4) : 4 - 6,



