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ABSTRACT

The objective of this study is to examine the factors that influence
the short-term capital movements in Malaysia for the past 15 years. This
paper also try to examine the relationship between four variables and to
evaluate the significance of these variables in influencing the magnitude
and direction of short-term capital. From the regression result, this paper
suggests several general strategies that can be used in controlling the
magnitude of the flows. The general strategies suggested are more to the
monetary measure that can be used in the control and regulation process.

From the regression analysis, it is found that the most significant
factors that influence the magnitude and direction of the inflows of short-
term capital are the increase in activities in the Kuala Lumpur Stock
Exchange (KLSE), followed by the interest rate differentials in favor to
Malaysia that stimulate short-term funds to come in.

It is found that there is no relationship between the mﬂows of short- |
term capital to the GDP and the movements of ringgit exchange: rate. Itis
suggested that this is due to the investors’ perceptlon ‘and character that
never regard the GDP as an important factor TIQQ GDP is more important
when the investment is for long-term. gh irn in KLSE can absorb
the exchange loss to make the forei eq'(fe ofs ignored the movements in
exchange rates as important. Ve



ACKNOWLEDGMENT

Syukur Alhamdulillah to Allah All Mighty for His consent to make it happen.

First of all, I would like to express my gratitude to my project advisor, Puan
Hajjah Raskinah Md. Noor for her guidance and assistance in preparing and
completing this paper. Her willingness to share her knowledge and experience as
well as willingness to spare her valuable time is very much appreciated.

My appreciation also goes to Puan Faridzah Ahmad, Senior Economist in the
Economics Department, Bank Negara Malaysia for her advice in choosing the
topic, scope and layout of the study.

Further appreciation and thanks to Puan Hazlah Harun, Cik Mariani Ahmad,
Encik Azmi and Wak of the Economics Department, Bank Negara Malaysia for
their assistance in providing relevant data and to Encik Zahari Taridi for his
support and encouragement which very much contribute to the completion of
this paper. Not to forget, Encik Mohd. Fauz and Encik Manan, the Librarian,
Bank Negara Malaysia for their assistance and cooperation.

Lastly, I would like to express my appreciation and thanks to Ezren, Zali, Zot,
Kili and other friends for their ideas, cooperation, support, encouragement and
motivation all the way from the beginning until the completion of this paper.

To all of you, I am very much obliged.



TABLE OF CONTENT

Acknowledgment
Abstract
Table of Content
List of Tables and Figures
Abbreviation
CHAPTER ONE: INTRODUCTION 1
1.1  Objective of the Study 3
1.2 Scope of the Study 3
1.3  Limitations 6
CHAPTER TWO: LITERATURE REVIEW 7
CHAPTER THREE: SHORT-TERM CAPITAL FLOWS
3.1  Definitions 12
3.2 Short-term Capital Flows 15
3.3  Theory of International Capital Flows 20
CHAPTER FOUR: METHODOLOGY, HYPOTHESIS
AND DATA RESOURCES
4.1 Methodology 27
4.2  Hypothesis 28
4.3  Computation of Variables 35
4.4  Data Resources 36
CHAPTER FIVE: TREND ANALYSIS
5.1 Introduction ' 37
5.2 The Short-term Capital Movements
in Malaysia 38
5.3  Short-term Capital Inflows and
the Stock Market 41
CHAPTER SIX: MONETARY MANAGEMENT
6.1  The Objective and Targets of
Monetary Policy 44

6.2  Management of Short-term Capital
Movements 47



CHAPTER SEVEN:
7.1
7.2
7.3
7.4
7.5
7.6
CHAPTER EIGHT:
CHAPTER NINE:
Bibliography

Appendix

FINDINGS AND ANALYSIS
Simple-Linear Regression
Multi-Linear Regression
Correlation Analysis
Hypothesis Testing

F-Test

Conclusion

CONCLUSION

RECOMMENDATION FOR
FURTHER STUDIES

57
62
64
64
65
66

71

74



