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ABSTRACT

This research will examine the factors of carry trade between Malaysia and USA. It
will be look on the Foreign Exchange Market (FOREX), and the interest rate
differential from the failure of Uncovered Interest Parity (UIP) to hold. Carry trade is
a trading strategy that investor borrows funds in a low interest rate currency and lends
those fund in a high interest rate currency (Burnside, 2012). Besides that, a country
that all of sudden increments its interest rate may be anticipated to draw in outside
capital in the short-run, which in a frictionless world, would lead to prompt
appreciation of the money. Other than that, by doing this research it can increase the
knowledge and have a clear view about the relationship each of variables. It is
identified and gives a result from data that had been collected by using method of
research and the data is using monthly from year 2011 to 2017. UIP predicts that the
currency of a country with a high interest rate is expected to depreciate so that the
profit is the same as from investing in a low interest rate bond. In other words, there
is positive correlation between interest rate differentials and the currency appreciation
(Favilukis, 2015).
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