
 

 

 

THE DETERMINANTS OF INFLATION RATE IN MALAYSIA 

(1985-2018) 

 

 

 

IZZAH YUHAINAA BINTI YUNUS 

2016351819 

 

 

BACHELOR OF BUSINESS ADMINISTRATION WITH HONOURS (FINANCE) 

FACULTY OF BUSINESS MANAGEMENT UNIVERSITI TEKNOLOGI MARA 

KAMPUS BANDARAYA MELAKA 

 

 

 

JULY 2019 

 



 
 

iv 
 

ACKNOWLEDGMENT 

 

In the name of Allah, The Most Compassionate, The Most Merciful. 

 

First of all, I would like to thank the Al-Mighty for giving me the opportunity and ability in 

participate for this final year project. Thank you to the Most Gracious, ALLAH S.W.T for the 

strength and patience He gave because without His blessing, it is impossible for me to 

complete this final year project paper successfully within the time given. 

Next, I would like to take this opportunity to give a special thanks to my kind advisor, 

Madam Hazalinda Binti Harun whom has given me an opportunity to learn on how to 

conduct a research paper in a right way. Throughout the study, the time she made for me is 

priceless that make it a great experience for me to gain a lot of new knowledge from her. Her 

guidance and also her support are one of the reasons I manage to finish this final year project 

paper. 

Other than that, a sincerely thank you to both my parents and also my fellow friends and 

classmate for the support and encouragement they gave nonetheless in term of mental, 

physics and as well as financial. Their concerns have contributed a fantastic deal in 

completion of this project paper. 

I also learnt a lot during completing this final year project, thus, I am so honoured to 

implement things that I have learnt in the real life. In conclusion, I wish to extend my 

gratefulness to everyone who have involved directly or indirectly in the completion process 

of this final year project. Thank you. 

  



 
 

v 
 

TABLE OF CONTENTS 

 

DECLARATION OF ORIGINAL WORK………………………………………….. ii 

LETTER OF SUBMISSION……………………………………………………… iii 

ACKNOWLEDGEMENT…………………………………………………………… iv 

TABLE OF CONTENTS……………………………………………………………. v 

LIST OF FIGURES…………………………………………………………………. viii 

LIST OF TABLES…………………………………………………………………... viii 

LIST OF ABBREVIATIONS………………………………………………………. ix 

ABSTRACT………………………………………………………………………… x 

 

CHAPTER 1 INTRODUCTION 

 

1.1 Background of Study…………………………………………………………… 1-2 

1.2 Problem Statement……………………………………………………………… 3-6 

1.3 Research Question………………………………………………………………  7 

1.4 Research Objectives……………………………………………………………. 7 

1.5 Significant of Study……………………………………………………………. 8 

1.6 Scope of Study………………………………………………………………… 9 

1.7 Limitations of Study…………………………………………………………… 9 

1.8 Definitions of Study…………………………………………………………… 10-11 

1.9 Conclusion……………………………………………………………………….. 12 

 

CHAPTER 2 LITERATURE REVIEW 

 

2.0 Introduction…………………………………………………………………….. 13 

2.1 Theoretical Review……………………………………………………………… 14-15 

2.2 Literature Review on Dependent Variables 

     2.2.1 Inflation Rate……………………………………………………………... 16-17 

2.3 Literature Review on Independent Variables 

     2.3.1 Money Supply……………………………………………………………. 18-19 

     2.3.2 Gross Domestic Product………………………………………………….. 20-21 



 
 

vi 
 

     2.3.3 Interest Rate……………………………………………………………… 21-22 

     2.3.4 Unemployment Rate……………………………………………………… 23-24 

     2.3.5 Exchange Rate……………………………………………………………. 25 

2.4 Theoretical Framework and Hypothesis 

     2.4.1 Theoretical Framework………………………………………………….. 26 

     2.4.2 Hypothesis……………………………………………………………….. 27 

2.5 Conclusion……………………………………………………………………… 28 

 

CHAPTER 3 RESEARCH METHODOLOGY 

  

3.0 Introduction…………………………………………………………………….    29 

3.1 Research Design……………………………………………………………….. 29-30 

3.2 Sources of Data……………………………………………………………….. 31-32 

3.3 Background Of  Model 

      3.3.1 Single Linear Regressions…………………………………………………. 32 

      3.3.2 Multiple Linear Regressions……………………………………………… 33 

3.4 Empirical Model 

      3.4.1 Single Linear Regressions………………………………………………… 34-36 

      3.4.2 Multiple Linear Regressions……………………………………………… 37-38 

3.5 Unit Root……………………………………………………………………….. 39 

      3.5.1 Augmented Dickey-Fuller Test…………………………………………… 39-40 

      3.5.2 Phillips-Perron Test……………………………………………………….. 40 

3.6 Descriptive Statistic…………………………………………………………….. 41-42 

3.7 Normality Test (Jarque-Bera Test)……………………………………………… 43 

      3.7.1 Ordinary Least Square…………………………………………………….. 44 

3.8 Correlation Analysis…………………………………………………………… 45 

3.9 Diagnostic Test…………………………………………………………………. 46 

3.10 Multicollinearity Test…………………………………………………………. 47 

3.11 Conclusion…………………………………………………………………….. 48 

3.12 Summary……………………………………………………………………….. 49 

 

 

 

 

 



 
 

x 
 

ABSTRACT 

 

Sustaining a low and stable inflation rate has become one of the challenges in the 

macroeconomics (Cheng & Tan, 2002). Among others, Malaysia has a very unique 

experience in terms of inflation. The aim of this study is to investigate the determinants of 

inflation rate in Malaysia in the period of 1985-2018. Inflation rate has always been a major 

economy topic discussed for the development of a country. This sticky situation became very 

serious with the high price level on goods and services in Malaysia (Rabiul Islam et al, 2017). 

This is due to the increase of cost of imported intermediary goods on 1998. As the matter of 

fact, since 1998 inflation rate of Malaysia fluctuated between a low of 0.6 percent in 2009 

and a high of 5.4 percent in 2008 averaging at 2.5 between 1998 and 2017 (Knoema, 2018). 

For unemployment rate, it is consider as the big problem of domestic economic and political 

issues in any country when high unemployment occurs (Furuoka & Munir, 2014). Besides, 

Hall (2018) reported gross domestic product is adjusted for inflation rate. Thus, the selected 

variables or the independent variable consists of money supply, gross domestic product, 

interest rate, unemployment rate and exchange rate for a period from 1985 to 2018 while the 

dependent variable is inflation rate.  The relationship is examined by undertaking regression 

analysis using time series data that are collected from the Thomsons Reuters Eikon. Both 

Single Linear Regressions and Multiple Linear Regressions are used to identify the 

relationship between dependent variable and independent variables.  The result implies that 

all the variables used are insignificant related to inflation rate except only for unemployment 

rate where it is significant and negative related to inflation rate.  The result of this research is 

useful to assist economic institutions in order to minimize the negative effects of inflation 

rate. 

  


