SECTORAL EFFECTS OF MONETARY POLICY:
THE EVIDENCE OF MALAYSIA

NORHAYATI ABU ZARIN
2005655903

BACHELOR OF BUSINESS ADMINISTRATION
(HONS) FINANCE
FACULTY OF BUSINESS MANAGEMENT
UNIVERSITI TEKNOLOGI MARA
JOHOR

MAY 2007



SECTORAL EFFECTS OF MONETARY POLICY:
THE EVIDENCE OF MALAYSIA

NORHAYATI ABU ZARIN

ADVISOR
MISS MARDZIYANA MOHD MALOM

Submitted in Partial Fulfillment
of the Requirement for the
Bachelor of Business Administration
(Hons) Finance

FACULTY OF BUSINESS MANAGEMENT
UITM, JOHOR

(MAY 2007)




DECLARATION OF ORIGINAI. WORK

BACHELOR OF BUSINESS ADMINISTRATION

(HONS) FINANCE
FACULTY OF BUSINESS MANAGEMENT

UNIVERSITI TEKNOLOGI MARA
JOHOR

“DECLARATION OF ORIGINAL WORK"

I, NORHAYATI ABU ZARIN, (I/C Number: 841226-05-5124)

Hereby, declare that,
e This work has not previously been accepted in substance for any
degree, locally or overseas and is not being concurrently submitted for
this degree or any other degrees

* This project paper is the result of my independent work and
investigation, except where otherwise stated

e All verbatim extracts have been distinguished by quotation marks and
sources of my information have been specifically acknowledged.

_
Signature: W Date: 4[5 }2001
f




LETTER OF SUBMISSION

4 May 2006

Mr.Muhamad Sukor Bin Jaafar
Finance Department

Faculty of Business Management
Universiti Teknologi MARA
85009 Segamat

Johor,

Dear Sir,

SUBMISSION OF PROJECT PAPER

Attached is the project paper titled “SECTORAL EFFECTS OF
MONETARY POLICY: THE EVIDENCE OF MALAYSIA” to fulfill the
requirement as needed by the Faculty of Business Management, University
Teknologi MARA

Thank you

* Yours sincerely

S
NORHAYATI ABU ZARIN

2005655903
Bachelor of Business Administration (Hons) Finance

i



ABSTRACT

The study analyzes the effect of monetary policy shocks on four sectoral outputs for
Malaysia. This study also analyzes the relations between sectoral output and average
lending rate of commercial banks in a multivariate setting to answer an important
question: whether monetary policy shocks have different sectoral effects. These sectors
are finance, insurance, real estate and business sectors; mining and quarrying;
manufacturing; and in electricity, gas and water. The interest rate (average lending rate of
commercial banks) is used as monetary policy variable and real output (gross domestic
product by kind of economic activity at 1987 constant prices) is used to achieve this
purpose. The data used in this analysis are quarterly, spanning from 1997 to 2006. A
simple regression analysis will be adopted to study the sectoral effects of monetary

policy.

The findings show indicates negative impact monetary policy shocks towards all sectoral
outputs that have been studied. Besides that, the findings also show the different response
or sensitiveness of sectoral outputs on monetary policy shocks. The most responsive or
sensitive sectors are manufacturing and finance, insurance, real estate, and business
sectors. This situation occurs because these sectors rely on bank loans for their working
capital. The study also shows significant result on testing the hypothesis. Therefore, null
hypothesis is rejected and this study concluded that there is effect of monetary policy

shocks towards sectoral output.



