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ABSTRACT

Several studies show that certain companies were uniquely affected by the changes of
Consumer Price Index (CPI) and foreign exchange (FOREX) fluctuation. This project
paper tries to find the effect of inflation and FOREX fiuctuations on manufacturing sector
by comparing the impact in Malaysia and Singapore. This study tries to achieve two
objectives; (1) to identify the comelation of inflation fluctuations on the manufacturing
sector, and (2) to identify the correlation of exchange rate fluctuations on the
manufacturing sector. The independent variables were the gquarter CPI rates and the
quarter exchange rates from 1996 to 2005, while the dependent variables were 40

companies’ return on equity from Malaysia and Singapore.

The panel data regression was employed to measure the impact of inflation and
exchange rates to the return on equities of the manufacturing companies. The panel
data regression model had regress the data for each forty companies, but the result is
represented in the overall manufacturing sector performance for both countries, The
result found that the manufacturing sector for the Singaporean companies was
negatively affected by the inflation fluctuations, but the manufacturing sector for the
Malaysian companies seems to be not affecied, While the manufa_ctun‘ng sector for bath
countries seems to be affected by the exchange rate fluctuations with Malaysian
companies were negatively affected and the Singaporean companies were positively
affected.



CHAPTER 1
INTRODUCTION

1.0 Background of the Study

Itis a widely held view that exchange-rate movements and inflation fluctuation should
affect corporate expected cash flows, and hence stock returns, by causing changes
in the home currency value of foreign currency denominated revenues (costs) and
the terms of competition for multinationals and firms with international activities
(importers and exporters). To study the implications of exchange rate and infiation
towards company performance, this paper examines the responses of those both
economic exposures to the manufacturing sector by comparing the impact between

Malaysia and Singapore.

This paper answers two guestions. First, what is the correlation between exchange
rate exposure and the manufacturing sector? Second, what is the correlation
between inflation rate exposure and the manufacturing sector? Answering both
questions help to find the effect of exchange rate and inflation rate toward the return

on equity of manufacturing sectors in Malaysia and Singapore.

Two empirical findings are reported to be at the origin of this interest, which is a
negative association between inflation and economic growth (Barro, 1995) and a
positive relationship between the development of the financial system and economic
growth. These two strands of the empirical literature (the finance-growth and
inflation-growth relationship) have lived separate lives but one obvious link is that

infiation might be affecting economic growth trough the financial sector.



