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ABSTRACT

As we know that non- performing loans (NPLs) always happen in our country and
become more serious. A non-performing loan (NPL) may be defined as a loan that has
been unpaid for ninety days or more. There are too many reason why it happens and
most banking institution find alternative strategy on how to handle this problem. A study
show that non performing loans are increase year to year and this situation were
disquiet. The objective of this paper is to investigate the relationship between non-
performing loans in Malaysia and the various factor by using data from year 2004 to-;
2009, which is include 72 month. The data gathered is to prove whether increase in real
interest rate, inflation rate, real exchange rate and GDP growth will increased in non-
performing loans or not. On the other hand, for long run relationship it shows that all
independent variable such as base lending rate, inflation rate, exchange rate and growth
in GDP are negatively significant towards the non performing loans. For the short run
relationship, there is only base lending rate does influence non performing loan where p-
value is more than significant intervals which mean the result should be reject the null
hypothesis. For future recommendation, it is suggested that other researchers will
supplement this research by integrating other factors that might affect the non

performing loans in Malaysia such as unemployment rate and income.

Keywords: Interest rate, inflation rate, real exchange rate, growth in domestic product,

non performing loans.
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