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ABSTRACT

In general, the crude palm oil industry has contributed significantly to the economy of Malaysia.
Furthermore, Malaysia is the world’s second largest palm oil producer and exporter in the world
after Indonesia. However, the price of crude palm oil (CPO) is uncertain, and the trend shows a lot
of fluctuations over the past 20 years. Due to the circumstances, the aim of the study is to
investigate the macroeconomic variables that affected the crude palm oil prices in Malaysia from
1990 to 2019. Using the Ordinary Least Square (OLS) method, the effect of the independent
variables which is money supply, foreign direct investment (FDI), inflation rate and interest rate will
be examined. Data of the Malaysian crude palm oil price is used as the dependent variable while the
other four variables, namely money supply, foreign direct investment (FDI), inflation and interest
rate are used as independent variables. According to the findings, the data revealed that the interest
rate has a considerable impact on the price of crude palm oil. Money supply, foreign direct

investment (FDI), and inflation rate all had statistically minor effects on crude palm oil in Malaysia.



ACKNOWLEDGEMENT

Firstly, Alhamdulillah and thanks to Allah for giving me the opportunity to embark on my
final year project paper and for completing this long and challenging journey successfully.
My gratitude and thanks go to my advisor, Madam Zuraidah Binti Sipon for your
professional support, guidance, encouragement and commitment through the entire project.

Secondly, I would like to express my gratitude towards to the coordinator of this project,
Madam Yuslizawati Binti Mohd Yusoff for guiding us with full of knowledge that related to
the final year project and always giving advices to us to keep focus in doing this project.

My appreciation goes to Universiti Teknologi Mara (UiTM) campus Segamat for giving me
opportunity conduct this study.

Finally, this final year project is dedicated to parents and family who always support me to
complete this project. Special thanks to my fellow friends and classmates for sharing their
knowledge with me and collaborating together in order to complete this research. I am
grateful to all those with whom [ have had pleasured to work during to perform this project.
Alhamdulilah.



TABLE OF CONTENTS

Page
AUTHOR’S DECLARATION ii
ABSTRACT .iissivesscsssasissssosioss iii
ACKNOWLEDGEMENT .... iv
LIST OF TABLES v
LIST OF FIGURES viii
CHAPTER ONE INTRODUCTION 1
L1 INEFOAUCTION ...ttt et ettt et e teeseeseeneesteeneesteeaeens 1
1.2 Research of BACKBIOUN suuvnnimnsisnsnsnnmiie it i mosainiiootsssmassasssssssasssnssassnsanss 2
1.3 Problem: StateMent s susmssasmemverssmmsmss i i i m s i i ssnass 3
1.4 Researchi QUeStIONS v ssvesismsmunsvesssmsss i s o e s e P e s S s 4
1.5 ReSEarch ObBJECHIVES ......ccuiuiiuiiiiiiieeieeeee ettt ettt ea e eeene s ene e 4
1.6 Significance 0f the StUAY ........oceeivieiveiiieceeeee s B
17 S COPE O the SN s sssvsenmnms s T T v S hhe s s e ihs Feb s s s s s s 5
1.8 Limitations:ofithe: StudYs s e s SR 5
1.9 Definition 0f KEY tEIMS . ....cuiiiiriiieiiieieteieeeet ettt ettt et 6
110 SUMMATY ...ttt ettt st e st et e et eeaeeaeeseerae st esseessenssessesssensesesnsensesssensesneens 7
CHAPTER TWO LITERATURE REVIEW ... 8
2. I T O AUCHION oo cnsesssasion wnvassmmansussmssmmumnsasTontamsehsinsassionsss soss o s sEes Lo ORs ST RSO S ST § 5% 8
2.2 Literature Review on Crude Palm 0il Price.........ccoovvuiiieiiuiierieieeecteeeeeeeeeeeeee e 8
2.3 Literature Review on Money SUPPLY ....ccceveveieriiieieieciee ettt 9
2.4 Literature Review on Foreign Direct INVESIMENL .........cceoveveveriereierecreeieieeereeeeeee e 10
2.5 Literature:Review:on Inflation Ratei....uwmammmisavssmnsnsipsamsmassasims 11
2.6 Literature Review on INterest RALE ..........c.cceeuieuieuieieeieeieececceeeeeee e 12
2.7 Theoretical/ Research Framework .........ccceouieuieiieieneeiceeieicceeeeee e 14
2: 8- SUMMATY:ccxssmssimmmsvvmmms s T G G e 14
CHAPTER THREE RESEARCH METHODOLOGY 15

B I O G O Y suutsss 55 T E N e U T S i anemonnnsas sonnanansssasesssatssansmnsnnammsennnsesmms snssansosres 15



CHAPTER ONE
INTRODUCTION

1.1 Introduction

Oil prices have fluctuated significantly over the past few years, rising and falling
dramatically at different intervals. Since oil is a strategic commodity that has a major impact
on the global economy and macroeconomic factors such as inflation, recession, GDP,

interest rates and exchange rates.

In 2017, Malaysia was second-ranked in the export of oil palms worth USD 9.7 billion.
Moreover, the production of palm oil in Malaysia also ranked second in the same year,
totaling 21 million metric tons. The industry also contributes to Malaysia's overall
socioeconomic well-being by creating jobs, supporting the domestic economy, and

increasing government revenue through taxation and royalties.

The palm oil industry is regarded as a vital industry that contributes significantly to
Malaysia's Gross National Income (GNI). The Malaysian Palm Oil Council (MPOC) was
established in 1990 to promote its products and market expansion by improving the image of
palm oil and promoting its acceptance through new technologies, economic benefits, and
environmental sustainability. The MPOC was renamed Malaysian Palm Oil Board (MPOB)
in 1998 to promote and establish goals, strategies, and priorities for the Malaysian palm oil

industry's well-being



