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ABSTRACT

Government bonds are one of the major government debt instruments that the
government uses to provide the required liquidity for project finance. Bonds are seen as
monetary policy instruments as well as low-risk investment products. These products are
issued with maturities ranging from medium to long term. The aim of this research is to
investigate the factors that affect the price of the bond in Malaysia. Particular attention will be
paid to selected factors are interest rate, inflation rate and yield ofthe bond. Using a rich dataset
from Datastream, Bank Negara Malaysia (BNM), and World bank. This study will include a
yearly data set of each variable covering the period from 2005 to 2020 (16 years) by employing
time series data which concentrated on descriptive analysis, correlation analysis, regression
analysis, and the normality test. The outcome is expected to demonstrate a substantial link
between the dependent variable (bond price) and the independent factors (interest rate, inflation
rate and bond yield). It also provides some additional quantitative information for bond

investors when investing in bonds.
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CHAPTER 1: INTRODUCTION

1.1 Introduction

Bonds are financial instruments in which an investor loans money to a firm or
government for a specified length of time in exchange for periodical interest payments. When
the bond matures, the bond issuer repays the investor's money. Bonds are sometimes referred
to as having fixed income since they generate fixed payments during the life of the bond. Bonds
are issued by corporations to fund existing operations, new initiatives, or acquisitions.
Governments sell bonds to raise funds and augment earnings from taxes. When a person
purchases a bond, he becomes a debtholder for the organization that issued the bond. Many
forms of bonds, particularly investment-grade bonds, are less risky than stocks, making them
an important component of a well-diversified investment portfolio.

Bonds, especially investment-grade bonds, are lower-risk investments than stocks,
making them a vital component of a well-diversified investment portfolio. Bonds can help to
mitigate the risk of more volatile investments such as equities, and they can provide a constant
source of income while conserving capital throughout retirement. Aside from that, bonds in
the secondary market are valued based on their face value, or par. Bond prices, like any other
asset, are determined by supply and demand. However, interest rates, inflation rates, and bond
yields all have a significant influence on pricing.

This section will look at the background of the research, a description of the challenges
involved in this analysis, the nature of the study, the study's limitations, and the definition of
words utilized in this study. The study focuses on the factors that influence bond prices in
Malaysia. The study's goal is to look at the variables influencing bond prices in Malaysia's

developing market, and it will use time-series data to do so.

1.2 Background of Study

In the last decade, Malaysia has made great strides in expanding its capital markets,
notably its bond markets. In accordance with the goals of the Capital Market Masterplan 1, this
development took place (CMP 1). Both the government and the private sector have reaped the
benefits of the recent economic boom. Key industries benefitting from the high expansion of

bond markets include the financial industry, infrastructure, and housing. Malaysia has been



