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Abstract

This paper studies the relationship between Kuala Lumpur Composite Index Stock Price with
three economic determinants, namely interest rate, exchange rate and gold price from January
2014 to December 2016 on a monthly basis with a total of 36 observations. However, most of
the studies are carried out in developed countries and large economic nations instead of in
developing country such as Malaysia. Thus, this study aims to extend the existing studies to
include the impact of several economics determinants namely interest rate, exchange rate and
gold price on KLCI stock price. This paper employed Multiple Linear Regression to examine the
statistical relationship and to test the hypotheses. The data was analyzed using Eviews. For
diagnostic checking, there is existence of severe multicollinearity problem which is typically
found in time-series data. Interest rates are found to have insignificant relationship with stock
price. Although, the results indicated that there is negative relationship between interest rate;
exchange rate and gold price with stock price due to the existence of severe multicollinearity

problem, the findings cannot be relied.



Table of Contents

LI 4= UUPRTUPUPR [
Declaration of Original WOTK ........uii i e e e e e e e e e aaaa s ii
Letter Of SUDMISSION .cooiiiiiiiiiiiiiiiieeeeeeeee ettt iii
ACKNOWIBAGEMENT ... e e e r e e e e e e e e et et e e e e eaeeeeastta e s aaeaeeaennees iv
TaDIE OF CONTENT ... %
RSy A o) T LU =S iX
LIS OF TADIES ...ttt ettt e e e e e e s iX
ADSTITACT . X
Chapter 1: RESEAICH OVEIVIEW ... ..o 1
1.0 INEFOAUCTION L. e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e aeens 1
1.1 Research BacKgroUNd ..........ccooiiiiiiiiiii i e e e e e e e r e e e 1
1.2 ProbIem SEAEMIENT. ......coiiiiiiiiii e e e e e e e e e e e 3
1.3 RESEAICN ODJECTIVE ... 6
1.3.1 General ODJECHIVE .....uuuuii e 6

1.3.2  SPECITIC ODJECTIVE ...ttt nenee 6

1.4 ReESEAICN QUESHIONS ....uiuiii i ee it e e et e s e e e e e e e e ettt e s e e e e e e s e ettt e aeaaes 7
1.5 SignifiCanCe OF STUAY ..o 7
I O o =1 o) (=T gl I 1Yo U PP 9
1.7 CONCIUSION e a e e e e 10
Chapter 2: LiteratUre REVIEW ... .o 12
P20 I [ 011 o o (1 Tox 1T o PSSR 12
2.1 Previous Empirical Studies on Emerging Stock Market .............ccccooiiiiiiiiiiiiiii s 12
2.2 Research on Malaysia Stock Price (KLCI) .....ooooiiiiiiiie, 13
2.3 Research on Nominal Interest Rate (INT) ... .coii e e e 15
2.4 Research on Exchange Rate (ER).........couuuiiiiiiiiiiiiiiiee et e e 17
2.5 Research on Gold Price (GP) ....coooei oo 19
2.6 HypOthesiS STateMENT ..o e e et e e e e e e eeaet e e e eaeeeeaees 20



2.6.1 NUILHYPONESIS ..o 20

2.6.2 Alternate HYPOtheSIS........oouuiiiii e 20

2.7 TheoretiCal FramEWOTK ..........ouuuiiiie e e e e et e s s e e e e e e e eeatea s s e eaeaeananes 21
2.8 CONCIUSION 1. 24
Chapter 3: Research MethodOlOogY ......uueiii i e 25
G20 I 1o o o [F od 1 o o PP PPPPPPPPPPPPPPN 25
3.1 RESEAICH DESIGN ..cciiiiiiiiiiiiei ettt 25
3.2 Model BACKOIOUNG........ccciiiiiiiiiiiei e e e ettt s e e e e e et e e e e e e e e e eeaataaeeeeaeeaannnes 27
3.2.1 Multiple Linear REGIESSIONS ........ccciiiiiiiiiiiiiiiiiieee ettt 28

3.3 EMPINCAI MOAEL.....ueeei e e e e e e e e et e e e e e e eaanee 29
3.4 HYPOIhESIS TOSNG ...t e e e et e e e e e e e e e e et e e e eaeeeennnes 30
N R e =S ] = ] o3 30
N K =) RS = 1] o 31

3.5 Methods Of Data ANAIYSIS .......ccoviiiiiiiiiiiiiiiiiieee et 32
3.5.1 UNIEROOS TEST..ciiiiiiiiiiiiiiieeee e 32
3.5.1.1 Augmented Dickey-Fuller (ADF) ......cooiioeiiiiiiiiiee e 32

3.5.1.2 PhillipS-Perron (PP) .......uciiii ittt 33

3.5.2  NOMIAITY TSt it e e e e e e e e e e e ar e e eaeas 33
3.5.0.1 JaCqUE-Bera TS ...t 33

3.5.3 DeSCriptive STatiSTIC.........coiiiiiiiiiiii 34
3.54 OrdiNary LEAST SQUAIE ... ...uuuuiiiiiiiiiiiiiiieieeiiiiibiebbeeeieebeeebeeeebebbebebbebebeeeeeeeeeneee 34
3.55 DT T L0 1) o I PRSP 35

1 70 T @ o Tox 113 o o SRR 36
Chapter 4: Data Analysis and FINQiNGS ...cooooioiooeeeeeee e 37
0 T o1 o Yo 11 o 1o SRR 37
N R U 1 A 0T £ I == SRR 38
4.1.1 Augmented Dickey-Fuller (ADF) ..o 38
4.1.2  PRIllIpS-PEITON (PP) ...eitiiitiieiiiiiiiiiiititteiettteiesseseessesesssesssssssssessssssesssssssnnnssssennsnnes 40

Vi



	THE DETERMINANTS ON STOCK PRICE VOLATILITY IN MALAYSIA
	DECLARATION OF ORIGINAL WORK
	Letter of Submission
	Acknowledgement
	Table of Contents
	List of Figures
	List of Tables
	Abstract
	CHAPTER 1- Research Overview
	1.1 Research Background
	1.2 Problem Statement
	1.3 Research Objective
	1.3.1 General Objective
	1.3.2 Specific Objective

	1.4 Research Questions
	1.5 Significance of Study
	1.6 Chapter Layout
	1.7 Conclusions

	CHAPTER 2 - Literature Review
	2.1 Previous Empirical Studies on Emerging Stock Market
	2.2 Research on Malaysia Stock price (KLCI)
	2.3 Research on Nominal Interest Rate (INT)
	2.4 Research on Exchange Rate (ER)
	2.5 Research on Gold Price (GP)
	2.6 Hypothesis Statement
	2.7 Theoretical Framework
	2.8 Conclusion

	CHAPTER 3 – Research Methodology
	3.1 Research Design
	3.2 Model Background
	3.2.1 Multiple Linear Regressions

	3.3 Empirical Model
	3.4 Hypothesis Testing
	3.4.1 F-Test Statistic
	3.4.2 T-Test Statistic

	3.5 Methods of Data Analysis
	3.5.1 Unit Roots Test
	3.5.2 Normality Test
	3.5.3 Descriptive Statistic
	3.5.4 Ordinary Least Square
	3.5.5 Diagnostic Test

	3.6 Conclusion

	CHAPTER 4 – Data Analysis and Findings
	4.1 Unit Root Test
	4.1.1 Augmented Dickey-Fuller Test (ADF)
	4.1.2 Phillips-Perron Test (PP)

	4.2 Normality test
	4.2.1 Jarque-Bera Test

	4.3 Ordinary Least Square
	4.4 Diagnostic Test
	4.4.1 Coefficient Diagnostic
	4.4.2 Residual Diagnostic
	4.4.3 Stability Diagnostic

	4.5 Findings on Empirical Model
	4.6 Model Interpretation
	4.7 Summary of Statistical Analysis
	4.8 Conclusion

	CHAPTER 5 – Conclusion
	5.1 Discussion on Major Findings
	5.2 Implication of Study
	5.3 Suggestion for Future Research
	5.4 Conclusion

	References
	Appendices



