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CHAPTER 1

INTRODUCTION

1.1 BACKGROUND OF STUDY

The stock market has become indispensable market in economic opulence to 

accelerate the economic growth as they ensure the stream of resources would be the 

most productive by providing domestic savings and increasing the quality and quantity of 

investment opportunities (Al-Shubiri, 2010). In Wikipedia (2012), stock market is a public 

entity of a company for trading shares and it derived at an agreed price on stock 

exchange that only traded privately. The examples of stock exchange are London Stock 

Exchange, New York Stock Exchange (NYSE), Bombay Stock Exchange, Hong Kong 

Stock Exchange, and Kuala Lumpur Stock Exchange (KLSE).

Corporate finance and economic activity will influence the development of stock 

market. Besides that, the rapid developments in the market will lead to the mechanism of 

liquidity stock market-growth. Investment will less risky and more attractive when the 

equity market is liquidity in order to sell the equity quickly and cheaply for their savings 

and the investors will confidence in market. The more participant in the market, the more 

liquidity market will exist (Riman et al., 2008).

According to Lee et al., (2001), the previous researchers keen to examine the 

short-run and long-run dynamic relationships between the Malaysia stock market and 

macroeconomic variables.lt same case as Ross (1976), she use an arbitrage pricing 

theory (APT) model by Sharpe to measure the return of stock in US market and use the 

macroeconomic variables where she find positive relation of changes in term structure, 

changes in risk premium and industrial production while inflation rate is vice versa.
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Stock market is highly volatile market and they have many factors the changes of 

share price whereas company fundamental factors might influence the stock prices such 

as performance of the company, board of director exchange and formation of new asset, 

dividends, and earnings. Meanwhile, for external factors might be macroeconomic 

volatility like Gross Domestic Product (GDP), inflation rate, exchange rate, interest rate 

and money supply. Moreover, investor behavior or market participant’s behavior and 

environmental circumstances like strikes might be affected (Al- Tamimi ,2007).

Furthermore, stock market development normally measured by stock market 

size, volatility, liquidity, integration with capital market, concentration and the legal rules 

and regulation on the market which is called as a multi-dimensional concept (Garcia & 

Liu, 1999). This paper reflects how stock price is determined by considering the effect of 

different factors whether internal and economic factors have impact on stock pricing.

Malaysia Stock Market (KLCI) from 1997 until 2012 reached high of 1654 in 

September 2012 and low record of 89 in April 1977. KLCI is a major stock market which 

traces the large companies’ performances (Trading Economic) (Wikipedia, 2012). Stock 

prices would be change on daily basis in stock market and can be determined by supply 

and demand as it is easy to expect the stock price may appreciate every morning and it 

would be change in many times in one day for some stocks.

During late 20th century, Malaysia industry sector have experienced an economic 

boom and known as rapid pace or aggressive development (Economy Watch Content, 

2010) .The services sector is the main contributor to the economy where he Government 

has targeted projecting the sector’s share (inclusive of Government services) of GDP at 

67.3% by 2020 where services sector will be the main driver of future growth for 

production and export of others goods and services. Furthermore, services percolate our 

routine life and it is very important to complement the manufacturing sector such as 
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