
* J%.9 4 

UNIVERSITI TEKNOLOGI MARA 
CAWANGAN KELANTAN 

"A STUDY ON THE EFFECTS OF BROAD MONEY, GDP, AND INFLATION 

RATE TOWARDS THE MOVEMENT OF MALAYSIAN CURRENCY 

AGAINST JAPANESE YEN" 

ADVISOR: 

ASSOCIATE PROFFESOR ROSLAN BIN AB RAHIM 

BACHELOR OF BUSINESS ADMINISTRATION WITH HONORS (FINANCE) 

FACULTY OF BUSINESS MANAGEMENT 

MARA UNIVERSITY OF TECHNOLOGY 

APRIL 2007 



ACKNOWLEDGEMENT 

"In the name of Allah The Almighty, The Merciful, The Beneficent" 

First and foremost Alhamdulillah, praise to Allah s.w.t the most 

gracious, the most merciful and peace to upon his messenger Holy Prophet 

Muhammad s.a.w. All the worship belongs to only Allah S.W.T. This project 

paper is prepared to fulfill the partial requirement for degree of Bachelor of 

Business Administration (Hons) Finance of the Faculty of Business and 

Management. 

First and foremost, I would like to express my special thanks and 

gratitude to my supervisor's, Assoc. Prof Roslan b. Ab Rahim and second 

examiner Pn. Azizah bt Isa for their guidance and comments in helping me to 

get some ideas regarding my topic and also to their valuable advice and 

encouragement. Their constructive comments and advices have been valuable in 

making this project paper successfully. It would have been impossible without 

his guidance. 

My grateful thanks also to my entire beloved lecturers, my friends and to 

all who are directly or indirectly contribute their continuous ideas, support and 

help to produce this thesis. 

In the implementation process of this project paper, any individuals that 

have been helpful and giving me unending support, thank you to all of you. May 

God bless you. 

Last but not least, my deepest grateful to my beloved parents for their 

prayers and encouragement during my studies. Without, this project paper 

cannot be done successfully. 

Thank you from the bottom of my heart. 

11 



ABSTRACT 

This paper investigates the relationship between broad money (M3), gross 

domestic product (GDP), inflation rate, and interest rate towards the movement 

of Malaysian currency against Japanese Yen. Nowadays Malaysian currency is 

fluctuated against other currency. Local newspaper News Strait Time January 

30, 2007 reported that Ringgit currently rise against the major currencies. The 

study focuses on changes that occur in Malaysia in year 1998-2006. The data 

has been collected on monthly basis. This purpose of the study is to know the 

effects of broad money (M3), gross domestic product (GDP), inflation rate and 

interest rate (BLR) towards the movement of Malaysian Ringgit against 

Japanese Yen. The researcher found that inflation rate and exchange rate have 

significant relation with exchange rate, while money supply (M3) and gross 

domestic product have not significant relationship with the exchange rate. 
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"A STUDY ON THE EFFECTS OF BROAD MONEY, GDP, INTEREST RATE AND INFLATION RATE TOWARDS THE MO VEMENT OF 

MALAYSIAN CURRENCY AGAINST JAPANESE YEN" 

CHAPTER 1 

INTRODUCTION 

1.1 BACKGROUND OF THE STUDY 

Japan has the world's second-biggest economy, but it remains a traditional society 

with strong social and employment Main exports of Japan are vehicles, computer 

parts, chemicals, scientific instruments and watches. Therefore Japan becomes 

one of major trading to Asian and development country, as well as to Malaysia, 

Indonesia and Singapore. Malaysian and Japan had established diplomatic relation 

since 1957. Malaysian export to Japan estimated 1,562 billion yen for 2000 

(LNG, timber, machinery and equipment) and imports are 1,496 billion yen for 

2000 (electronically parts, machinery, steel). The total of Direct Investment from 

Japan is 58.6 billion yen (1999). 

On 25th May 2005, the Prime Minister of Japan, Mr Junichiro Koizumi, and the 

Prime Minister of Malaysia, Dato' Seri Abdullah bin Haji Ahmad Badawi met, 

whereby it was confirmed that agreement in principle has been reached on major 

elements of the Japan-Malaysia Economic Partnership Agreement (JMEPA ). The 

JMEPA will mark a new era for Japan-Malaysia strategic partnership, by forging 

closer economic relations through cooperation, liberalization and facilitation in 

trade and investment between the two countries. The JMEPA will also cover a 

wide range of economic activities including intellectual property, competition 

policy, enhancement of business environment, and bilateral cooperation in the 
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