
 

 

FACTORS AFFECTING FOREIGN DIRECT INVESTMENT (FDI) IN 

MALAYSIA 

 

 

SUREENASUHA BINTI SUMSUDIN 

(2016650534) 

SERI NAZUA BINTI MOHD HASHIM 

(2016629404)  

 

 

BACHELOR OF BUSINESS ADMINISTRATION (HONS) FINANCE 

FACULTY OF BUSINESS MANAGEMENT 

UNIVERSITI TEKNOLOGI MARA 

KAMPUS BANDARAYA MELAKA 

 

 

JANUARY 2019 



iv 
 

ACKNOWLEDGEMENT 

 

Assalamualaikum 

In the name of Allah, the Most Gracious and the Most Merciful Alhamdulillah, all praises to 

Allah for the strengths and His blessing in completing this study. First and foremost, We would 

like to thanks to the Almighty for giving us health for completing this study.  

Second, special appreciation goes to our lecturer,  Professor Madya Doctor Maheran Binti 

Katan for her supervision and constant support. It is not usually that one finds and lecturer 

who always finds time for listening to the little problems in performing this study. Without her 

support and recommendations, we may not be able to finish this study completely. Thank you 

once again on the service and knowledge that has been provide. 

Next, thanks to the lectures of UiTM Campus Bandaraya Melaka who involves direct or 

indirectly because have give our group a lot of support in order to finish up this thesis. Besides 

that, not forgetten thanks to the our family who have assisted financially and encourage the 

spirit, which is the most needed due to complete this report.  

Last but not least, we are proud to ourself who has struggled to spend time, contribute ideas 

and to complete this task perfectly without thinking of relaxing after a day of working and willing 

to stay awake at night just to complete this study on time. Without commitment and punctuality 

this task will not be able to complete with successfully.  

 

 

 

 

 

 

 



v 
 

TABLE OF CONTENT 

TITLE PAGE…………………………………………………………………………………….…...i  

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

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

ACKNOWLEDGMENET……………………………………………………………………..........vi 

TABLE OF CONTENTS………………………………………………………………………..v-viii  

LIST OF TABLES…………………………………………………………………………….…….ix 

LIST OF FIGURES………………………………………………………………………………....x 

LIST OF ABBREVIATIONS……………………………………………………………………….xi 

ABSTRACT……………………………………………………………………………………..….xii 

 

1.0 INTRODUCTION.…………………………………………………….………….…….1 

  1.0 Introduction…………………………………………………………………….1 

1.1 Research Background…………………………….……………..………...2-4 

  1.2 Problem Statement…………………………………………………….…..4-9 

  1.3 Research Objectives…………………………………….………………….10 

  1.4 Research Questions………………………………………………….……. 11 

  1.5 Significance of Study.………………………………………………….……12  

   1.5.1 To Policymaker ……………………………………..………….12 

   1.5.2 Industry………………………………………………………….12 

   1.5.3 Literature Review ……………………………………..……….12  

  1.6 Scope of Study………………………………………………………………13 

  1.7 Limitations of Study………………………………………………….…......13 

  1.8 Definition of Term……………………………………………………………14 

   1.8.1 Foreign Direct Investment…………………………………….…14 

1.8. 2 Exchange Rate………………………………………………..…14 

   1.8.3 Inflation Rate…………………………….…………………..……15 

   1.8.4 Interest Rate…………………………………………………..…..15 

   1.8.5 Export……………………………………………………..…….....16 

….   1.8.6 Import………………………………………………………………16 

   1.8.7 Gross Domestic Product…..…………………………………16-17 



vi 
 

  1.9 Conclusion………………………………………………….........................17  

 

 2.0 LITERATURE REVIEW………………………………………………………...…..18 

  2.0 Introduction……………………………….. …………………...…..............18 

  2.1 Literature Review on Dependent Variable.….……………………………18  

   2.1.1 Foreign Direct Investment …………………………...……..18-19 

2.2 Literature Review on Dependent Variable ………….…...……...............20 

   2.2.1 Exchange Rate………………………………………………..20-22 

   2.2.2 Inflation Rate………………………………………………….22=24 

   2.2.3 Interest Rate……………………....……………………….....24-25 

   2.2.4 Export………………………………………………………….26-27 

   2.2.5 Import………………………………………………………….27-29 

   2.2.6 Gross Domestic Product…..…………………………………29-31 

  2.3 Theoretical Framework……………………………………………………..32 

  2.4 Conclusion…………………………………………………………..…........33 

 

3.0 RESEARCH METHODOLOGY……………………………………………..……..34 

  3.1 Research Design…………………………………………………..………..34 

  3.2 Data Collection Method…………………………………………….…..35-36 

  3.3 Data Processing………………….………………………………………….37   

  3.4 Data Analysis………………………………………………........................38 

   3.4.1 E-views……………………………………………………………38 

  3.5 Classical Linear Regression Model…………………………..............38-39 

   3.5.1 Multiple Linear Regression………...………………….…….39-40 

  3.6 Stationary Test………………………………………………………………40 

   3.6.1 Unit Root Test………………………………………….…......40-42 

  3.7 Descriptive Statistics………………………….…………………….......42-43 

  3.8 Diagnostic Test………………………………………………………….......44 

   3.8.1 Model Specification and Normality Test……………………….44 

   3.8.2 Autocorrelation ………………………………............................45 

   3.8.3 Heteroscedasticity………………………………………….........45 

   3.8.4 Multicollinearity…………………………………………..............46 



xii 
 

ABSTRACT 

 

This study investigates factors affecting foreign direct investment by examining the 

relationships among macroeconomic variables such as exchange rate, inflation rate, interest 

rate, export, import and gross domestic product. Foreign Direct Investment is one of indicator 

of the country’s economic growth. The movements of FDI inflow are based on their 

determinants. Different countries will have different determinants that affect the movement of 

FDI inflow. The FDI inflow in Malaysia shows fluctuation from year 1992-2017 and this volatility 

attract the researcher’s attention to examine the determinants that affect the movements of 

Foreign Direct Investment (FDI) in Malaysia. Therefore, the purpose of this study is to examine 

the determinants that affect the movement of Foreign Direct Investment (FDI) in Malaysia by 

using quarterly data from the year the 1992-2017. The multiple linear regression is being used 

in this study to assess the relationship between the dependent variable (FDI inflow) and 

independent variable (exchange rate, inflation rate, interest rate, export, import and gross 

domestic product). The result of this study shows that export and gross domestic product are 

significantly related to the FDI in Malaysia. 
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