-

THE INFLUENCE OF FOREIGN DIRECT
INVESTMENT AND THE NOMINAL EXCHANGE
RATE ON THE DEVELOPMENT OF MALAYSIAN

STOCK MARKET

DGKU NUR DAYANA AMANI BINTI KIPLI
2014652614

BACHELOR OF BUSINESS ASMINISTRATION
WITH HONOURS (FINANCE)
FACULTY OF BUSINESS MANAGEMENT
UNIVERSITI TEKNOLOGI MARA
SABAH

JUNE 2016



ACKNOWLEGEMENT

Alhamdulillah, praise to Allah because give me strength to
finish this thesis as a student of Bachelor of Business Administrations

(HONS) Finance under faculty of business.

First of all, I would like to represent my sincere special Madam
Rapheedah Musneh, for guiding and supporting me in completing my
research from zero knowledge until | got everything according what this
research requirement. She has a specialty of high patience with me even
though | have a lot of mistake while in progressing of completing this
research. She also gives a full support for me to complete this thesis. And
a special thanks to my second advisor Sir Jasman Tuyon for being the

second judged.

I would like also to gives my special thanks to both of my
parents who’s always support me in term of love, advices and financial

support to finish this thesis.

Last but not least, I would like to thanks to my entire classmates
for the kindness to help me in which every single term or

information that I do not know to complete this thesis.



TABLE OF CONTENT

Pages

TITLE PAGE I
DECLARATION I
LETTER OF SUBMISSION ii
ACKNOWLEDGEMENT 1\
TABLE OF CONTENT V-Vi
LIST OF TABLE vii
LIST OF FIGURE viii
LIST OF ABBREVIATIONS IX
ABSTRACT X
CHAPTER 1 INTRODUCTION

1.1  Background of study 1-2

1.2 Problem statement 3-5

1.3 Research Objective 6

1.4 Scope of study 6

1.5  Limitations of study 7-8

1.6 Organization of the project paper 8-9

CHAPTER 2 LITERATURE REVIEW
2.1 Introduction
2.1.1 What is foreign direct investment (FDI) 10-11
2.2 Theory of Arbitrage Pricing Theory (APT) 11-12
2.3 Emupirical Evidence
2.3.1 Empirical evidence on the relationship between FDI
And stock market development 12-13

2.3.2 Empirical evidence on the relationship between
Nominal exchange rate and FDI 14

2.4  Conceptual Framework 15



CHAPTER 3 RESEARCH METHODOLOGY

3.1 Introduction 16
3.2  Data collection method 16-17
3.3 Data Measurement
3.3.1 Market Capitalization (MCAP) 18
3.3.2 Net foreign direct investment (NFDI)19
3.3.3 Normal exchange rate 19
3.4  Type of Data Analysis
34.1 Descriptive Statistic 20
3.4.2 Unit Roots Test 20
343 Augmented-Dickey Fuller (ADF) Test21
3.4.4 Philips-Perron (PP) Test 21
345 Ordinary Least Square (OLS) Test 22
3.5  Empirical model 23
3.6 Hypothesis development 25
3.7  Research Methodology flow chart 25-26
CHAPTER 4 RESULT
4.1 Result 27-28
4.2 Unit roots test 28-29
4.3  Diagnostic test 30-31
4.4  Ordinary Least Square (OLS) (Newey-west) 32
4.5  Johansen cointegration test 33-35
CHAPTER 5 CONCLUSIONS & RECOMMENDATION
5.1  Conclusion and Recommendation 36-37
REFERENCES 38-40
APPENDICES 41-55

Vi



Abstract

Foreign direct investment (FDI) is a marker of worldwide flow of capital
and also one of the macroeconomics variable as well as the nominal
exchange rates (EXRT). These two variables have relation towards stock
market development of the host country. But, the FDI getting more
consideration since capital control liberalizing policies being practiced by
developing countries had increased their growth in recent past. Since
limited studies done on the issue related to the influence of FDI on a
country’s stock market, besides few such studies has been conducted in
Malaysia. Therefore this paper will study the response of stock markets
towards FDI and EXRT as in general stock markets give an estimate of
investors” trust and economic activity. This study examined the
relationship between the stock market development which represents as
MCAP, FDI and EXRT as a dependent and independent variables. The
data were collected from Q1 1997 until Q4 2015 using quarterly data.
The results show that there is no significant relationship between the FDI
and stock market development but a significant relationship between
EXRT and the stock market development. The cointegration test had
been conducted in this study and proved that all these three variables

have long run relationship using the Johansen Cointegration test.

Keywords: Foreign direct investment, nominal exchange rate, stock market

development (MCAP), co-integration test.





