
THE RELATIONSHIPS BETWEEN EXCHANGE RATE AND MACROECONOMIC

VARIABLES

MUHAMMAD FIRDAUZ BIN MOHD RASID

2010668122

BACHELOR OF BUSINESS ADMINISTRATION

WITH HONOURS (FINANCE)

FACULTY OF BUSINESS MANAGEMENT

UNIVERSITI TEKNOLOGI MARA

DUNGUN TERENGGANU

JUNE 2012

I



ACKNOWLEDGMENT

Praised is to Allah S.W.T, the most Beneficent and the most Merciful, for His 

blessing in enabling me to undertake this project paper.

I am indeed indebted to my advisor Prof Madya Hj Wan Abd Manan Wan Muda for 

her patience and assistance, advice and guidance. I would also like to express my sincere 

appreciation to the examiner, Prof Dr. Wan Mansor Wan Mahmood of this project paper 

who always been there and supported the study undertakings.

My profound thanks also go to all lectures who have taught the BBA (Hons) 

Finance program. Thank you for the knowledge and experience that you have imparted to 

me throughout the program. Also not to forget, all Elektro-Sains (M) Sdn Bhd staff for their 

support and cooperation given at the time I make a research at the bank.

Finally I would like to express my deepest gratitude to my beloved family especially 

to my parents, Encik Mohd Rasid B Abd Ghani and Puan Laili Bt Abd Manap who have 

always encouraged me in my study. Last but not least I would like to thank all my friends 

(BM 222 6B) for their encouragement, patience and support throughout my study. Thank 

you.

iii



TABLE OF CONTENT

CONTENT PAGE

TITLE PAGE i

DECLARATION OF ORIGINAL WORK ii

LETTER OF TRANSMITTAL iii

ACKNOWLEDGEMENT iv

TABLE OF CONTENTS v-vii

LIST OF TABLES viii

ABSTRACT xi

Chapter 1: INTRODUCTION

1.0 INTRODUCTION 1

1.1 BACKGROUND OF STUDY 1-2

1.2 BACKGROUND OF COMPANY 2

1.3 PROBLEM STATEMENT 3

1.4 RESEARCH QUESTION 4

1.5 OBJECTIVE OF STUDY 4

1.5.1 Specific objective

1.6 SCOPE OF STUDY 5

1.6.1 INDONESIA 6

1.6.2 LAO DPR 7

1.6.3 MALAYSIA 8

1.6.4 PHILIPPINES 9

1.6.5 SINGAPORE 10

1.6.6 THAILAND 11

1.7 SIGNIFICANCE OF STUDY 12

1.7.1 Government 12

IV



1.7.2 Central Banks 12

1.7.3 Body of knowledge 13

1.8 LIMITATION OF STUDY 14

1.8.1 Limited number of literature reviews

1.8.2 Availability of the data

1.8.3 Lack of knowledge

1.9 OPERATIONAL DEFINITION

1.9.1 Central bank 15

1.9.2 Exchange rate 15

1.9.3 Export’s Gross Domestic Products (GDPs) 16

1.9.4 Inflation rates( CPIs) 16

1.9.5 Interest rates (BLR) 16

1.9.6 Foreign Direct Investments (FDIs) 17

Chapter 2: Literature Review

2.0 PREVIOUS STUDIES ON EXCHANGE RATE 18

2.1 PREVIOUS STUDIES ON RELATIONSHIP BETWEEN EXCHANGE 19
RATE AND EXPORT GROSS DOMESTIC PRODUCT (GDP)

2.2 PREVIOUS STUDIES ON RELATIONSHIPS BETWEEN EXCHANGE 20 
RATES AND INFLATION RATES

2.3 PREVIOUS STUDIES ON RELATIONSHIP BETWEEN EXCHANGE 21 
RATES AND INFLATION RATES

2.4 PREVIOUS STUDIES ON RELATIONSHIP BETWEEN EXCHANGE 22-23 
RATE AND FOREIGN DIRECT INVESTMENTS

Chapter 3: Research methodology

3.0 INTRODUCTION 24

3.1 DATA COLLECTION 24

3.2 SOURCE OF DATA 24-25

V



ABSTRACT

The topic of this research is the Exchange rate Volatility: the relationship between 

exchange rate and macroeconomic variable in Southeast Asia. This research investigates 

the relationship of macroeconomic variable that can be influence of exchange rate volatility 

in Southeast Asia. The for factor of macroeconomic are using to include in this study such 

as export GDP, inflation rate, base lending rate and foreign direct investment. There are 

102 of data had gathered by 6 countries and 17 years (1995-2011). The researcher uses 

the Stata Software to process the data to find the result. The result of the study will 

indentify the hypotheses is accepted or rejected and the factor have significant or does not 

have significant with the exchange rate volatility in Southeast Asian.

IX


