THE DETERMINANTS OF THE EXCHANGE RATES
IN MALAYSIA

NURUL AMYZA BINTI MISWAN
2016565435

BACHELOR OF BUSINESS ADMINISTRATION (FINANCE)
FACULTY OF BUSINESS AND MANAGEMENT
UNIVERSITI TEKNOLOGI MARA (TERENGGANU)

JUNE 2019



TABLE OF CONTENT

CONTENT PAGES

DECLARATION OF ORIGINAL WORK

LETTER OF SUBMISSION... .ottt ettt e et e e e s e b e e e e e e s sannneeeee s i
LIST OF FIGURES. ...ttt ettt e e et e e e e e s e e s b e e e e e e e e e abbrreeeeeeeaas Vi
I IS IO e I ] I P Vi
GLOSSARY ..ttt bbbttt a bt bttt bt ettt te et eeaeaeaeeaaas viii
ACKNOWLEDGEMENT ...ttt et e et e ettt et e e e e e e e taaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaans iX
A B ST R A T ettt bbbttt e ettt e et et e e e e e e e e e e aaaaaaas X
CHAPTER 1 : INTRODUCTION
(R [ (Yo ¥ [od 1o o FE TSP PP P PPPPPPP 1
1.2 Background Of the STUAY.........eoiiiiiiii e 3
1.3 Problem STAtEIMENT........cooiiiiiiiiiiii ettt e e srn e e e e snreeeeaaes 5
1.4 RESEAIrCH QUESTION......uuiiiiiiiiiieieieeee et rrreees 7
1.5 RESEAICh ODJECTHIVES.......oiiiiiiiiieii et 7
1.6 SCOPE OF STUAY.....eiiiiiiiiei ittt e e 8
1.7 Significance Of the STUAY........cuviiiiiii e 8
1.8 Limitation Of the STUAY.......c.uiiiiiiiie e 9
1.8.1 The various opinion fromthe author.............cccoiiiiiiii e 9
1.9 Operational DefiNitiON...........cooiiiiiiiii e 10
1.9.1  EXChange RALE.......cooiiiiiiiie e 10
1.9.2  INEreSt RALE......ooiiiiiiiii e 10
1.9.3 Gross DOMESHCPIOUUCES..........ccoveiiiiiiieieii e 10
1.9.4  INflAatioN RATE.......c.uiiiiiiiie e 10
CHAPTER 2 : LITERATURE REVIEW
% R 011 (o Te [ [ox 1 o] o FE O TP PP PP PPPPPN 11
2.2 LItErature REVIEW......uiiiiiiiiiiiiiieie ettt etttk e b e e et e e s b e e e s anbeeeeans 11
2.2.1 Gross DOMESHC ProdUCT..........ccoiiiiiiieiie e 11
2.2.2 INflAtION RALE........eiiiiicieieieee e 12



CHAPTER 5 : CONCLUSION AND RECOMMENDATIONS

LT R [ 11 Yo L8 o1 110 ) o T 34
ST O o] o [od [V 1= o] o R 34
SRCIN R {=ToT0] 0 a1 aa =] gl F=N1T0] o [T 35
L o NN (O S 36
YN o o N1 T (O s T 38



ACKNOWLEDGEMENT

Alhamdulillah, in the name of ALLAH, the most Merciful and Compassionate, |
am so grateful with the Blessings and can complete this report successfully in the specified
time. | am deeply indebted and most grateful to many people for their help and guidance

throughout the accomplishment of this report.

First and foremost, | would like to take this opportunity to express my deepest
appreciation to all those who have provided the assistance to complete this research. A special
gratitude to my lecturer, Madam Fathiyah bt Ismail for her contribution, suggestions and
encouragement to complete the research. | really appreciate her passion and input especially
when | am facing difficulties in completing my research. Madam Fathiyah bt Ismail really
inspired me to be more confidence when | were in doubt and loss of direction during the
progress. | am extremely thankful to her. An appreciation and thanks also goes to my second
advisor as well as will be my examiner, Madam Salwani bt Affandi for her contribution and

effort towards this research paper who had been so courteous in examining my project paper.

Not forgetting, a thousand thanks to my father, Miswan bin Hambali for his blessing,
adviced and inspirational motivation when | faced difficulties during my time to finish this
research. | would not reach this stage without prayers from my beloved parent and also to all

my siblings who always giving me supports.

Finally, | am thankful for the supports and facilities provided by Universiti Teknologi
Mara (UiTM) Kampus Dungun. | am able to obtain the data required in a more convenient
provided in the library. Besides, | would like to acknowledge every lecturers and tutors from
UiTM who have provided me the knowledge and lending hand for me to be able to finish my

research.

Thank you.



ABSTRACT

The study aims to measure the relationship between exchange rates and
macroeconomics variables that can influence the movement or the trends of the exchange
rates for the year 2008 to 2018. This study is conducted by using Ordinary Least Square (OLS)
Method that used regression model to determined 3 indicators of inflation rates (INF), gross
domestic products (GDP) and interest rates (INT). The regression method used the time series
data of 11 years quarterly data from year 2008 to 2018 that have 44 observations. As a result,
exchange rates (ER) showed positive relationship between inflation rates (INF) and gross
domestic products (GDP). Meanwhile, interest rates (INT) showed a negative relationship with
the exchange rates (ER). Moreover, the most significant level of variable that influences

exchange rates is gross domestic product (GDP) at 1%.

Keyword: exchange rate, inflation rate, exchange rate and gross domestic product



