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Macroeconomic variables are primary indicators that
represent the current state of the economy. Understanding
the relationship between macroeconomic variables and
the stock market return is crucial as the variables have a
systematic influence on the stock market return. The
incident of The Black Monday, The Wall Street Crash of 1929,
the Asian Financial Crisis (AFC), and the Global Financial
Crisis (GFC) are examples of how the domestic and
worldwide economies are affected by the stock market.
Therefore, investors will appraise these macroeconomic
indicators when evaluating stocks to maximize their market
returns and predict price movement. Therefore, this
research evaluates the selected macroeconomic variables
on Malaysia's stock market return. The selected variables of
interest are gross domestic product (GDP), inflation rate
(INF), interest rate (IR), and exchange rate (ER). This study
analyzed 30 years of data dated from 1991-2021 on an
annual basis taken from World Bank Open Data's website.
The data obtained were analyzed through EViews Version
12. Accordingly, descriptive and regression analyses were
conducted and discussed. This study is hopeful to provide
some insight to policymakers concerning the variables and
Malaysia's stock market return.
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1. Introduction

This research focuses on the influence of four macroeconomic variables, which are Gross Domestic
Product (GDP), Inflation Rate (INF), Interest Rate (IR), and Exchange Rate (ER) on the Financial Times
Stock Exchange (FTSE) Bursa Malaysia Kuala Lumpur Composite Index (KLCI). The Minister of
Finance, YB Tengku Datuk Seri Utama Zafrul Tengku Abdul Aziz, said in a media statement that
Malaysia's GDP would increase by 3% in the first nine months of 2021. With this recovery momentum,
Malaysia's GDP is on track to grow between 3% and 4% in 2021, and between 5.5% and 6.5% in
2022, in line with International Monetary Fund (IMF) and World Bank projections of 6.0% and 5.8%,
respectively (Ministry of Finance Malaysia, 2021). Next, Malaysia's inflation rate increased to 2.9% in
October 2021 from the previous year, as measured by the Consumer Price Index (CPI), owing to
increases in transportation costs as well as prices in other segments such as housing, water,
electricity, gas, and other fuels (The Star Online, 2021). Furthermore, Bank Negara Malaysia (BNM)
has kept daily interest rates at a record low of 1.75% to support a strong recovery as the economy
gradually recovered amid high COVID19 vaccination rates. Lastly, The USDMYR rose 0.0005%, or
0.01%, to 4.2155 on 10th December 2021 from 4.2150 in the past frading session (Trading Economics,
2021). According to Economics (2021), the FKLCI declined 134 points or 8.25% since the beginning
of 2021 and has lost about 3.7% through 2021 (Kok, 2021).

Macroeconomic variables significantly affect Malaysia's stock market, followed by
changes in stock prices. The impact will determine whether the stock market expects a higher or
lower return during the investment. As a result, given the asymmetry market, it is critical fo evaluate
and analyze macroeconomic indicators and stock prices (Dhaoui, Goutte, and Guesmi, 2018).
There are various critical factors in forecasting stock return and a country's economic growth as
they are much on the stock market. The incident of The Black Monday, The Wall Street Crash of
1929, the Asian Financial Crisis (AFC), and the Global Financial Crisis (GFC) are examples of how
the domestic and also worldwide economies are affected by the stock market. Bursa Malaysia's
performance declined in 1997 due to the AFC and GFC as affected by the macroeconomic
variables. Furthermore, due to the recent COVID-19 pandemic, the Malaysia Stock market
recorded a substantial decline, with the KLCI dropping sharply from 1602.50 to 1219.72 from
January to March 2020 (Lee, Jais & Chan, 2020). This collapse resulted in uncertainty and massive
losses for stock market investors and incurred large cost debt. These declines in value will cause
investors to be concerned about observing the changes in the stock market to avoid any losses
and make the right decision. Therefore, this study aimed to investigate whether macroeconomic
factors influence Malaysian stock market returns. This study will aid financial analysts and investors
in developing reliable variables that can be used to assess the risk of holding financial assefts.

2. Literature Review

Stock Market Return

Stock market return can be defined as changes in the value of an asset or investment, which can
be positive or negative (MoneySense Editors, 2021). The stock market return is generally generated
through capital gains and dividends by the investors. Malaysia uses KLCI as an indicator to measure
Malaysia's market condition and stock market performance. Malaysian Finance Minister Tengku
Zafrul Aziz presented on 1st November 2021 the 2022 government budget. He stated that the
benchmark FTSE (The Financial Times Stock Exchange) Bursa Malaysia KLCI index has declined to
2.2%, the lowest the stock market has ever formed. The inefficiency of the Malaysian stock market
is also confirmed. Malaysia will suffer severe consequences if the stock market does not take other
measures to strengthen the economy. So, the stock market serves important purposes that help
investors and speculators to increase their business or provide capital for their companies. Other

2 | Page
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than that, the government and private sectors can assure the efficiency of the country's policy
through the stock market.

Inflation Rate

Inflation can be defined as a general indicator of to rise in prices or an increase in the cost of living
(Fernando, 2022). Inflation can be measured using the most widely used proxy, the consumer price
index (CPI) (Fund, 2021). According to Amadeo (2020), inflation can occur for two reasons which
are demand inflation and cost inflation. Kalam (2020) argues in his study that inflation is expected
to have a positive and significant impact on the performance of the Malaysian stock market. It is
further supported by a study by Ridzuan, Aiman, & Norehan (2020) on the impact of
macroeconomic variables on the Malaysian stock 23 market, showing that inflation is positively
correlated with the stock market with an estimated elasticity of 0.28. However, a study by Chauque
and Rayappan (2018) shows that inflation is negatively correlated with the performance of the
Malaysian stock market.

Gross Domestic Product

Gross domestic product (GDP) will represent the overall monetary or market significance of all final
goods produced and services provided inside national boundaries beyond a period (Nam &
Geetha, 2020). MSCI Barra Research Bulletin (2010) then claimed that natfions with better
protracted real GDP growth also have more significant real stock market gains. Along the same
lines, the research by Nam & Geetha (2020) proved that Malaysia's gross domestic product has
negative bond consequences. Based on Kalam (2020) found that some countries had lower
annualized stock market returns while having more excellent long-term GDP growth rates. Apart
from that, Kalam (2020) carried out descriptive statistical research, which showed that the GDP has
the most significant mean, indicating that Malaysia has a robust economic growth rate and the
guts to impact stock market growth.

Exchange Rate

The exchange rate is the currency one country exchanges with another (Chen, 2022). National
governments decide the official exchange rate based on the rate set in a legalized currency
market. It is sometimes referred to as the price one country pays concerning another country's
currency (Kalam, 2020). According to several studies, there is no long-term interrelationship
between stock prices and exchange rates. Asmy et al. (2009) concluded that stock prices and
exchange rates have no long-term correlation. These could be owing to the various collection of
variables utilized in the analysis and the different methods used. On the other hand, Chauque &
Rayappan (2018) stated that the currency rate and the stock market are essential factors affecting
many nations' economic growth.

Interest Rate

The interest rate can be defined as the percentage of the principal that a lender charges a
borrower (Banton, 2022). It is a crucial macroeconomic variable that influences economic growth
directly. Although increasing interest rates drive up the price of stock firms in the stock exchange
return, interest rates have a negative relationship with Malaysia's stock market return. Interest rates
impact macroeconomics because they provide investors with the necessary information to invest
in the capital market. Therefore, the price of a stock market share will rise concerning rising interest
rates (Kalam, 2020). Using daily data, Joseph and Vezos (2006) found that stock returns are
susceptible to fluctuations in interest rates and exchange rates. According to Moya-Martnez,
Ferrer-Lapena, and Escribano-Sotos (2015), interest rate changes might substantially affect non-
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financial companies' value. Higher interest rates tend to boost a firm's cost of capital. Hence, stock
prices are affected negatively.

3. Methodology

Data Collection

World Bank Open Data has been used as the primary source of quantitative data on the variables.
This research has used 30 years of data for each macroeconomic variable from 1991 until 2021. The
website was used to refrieve data on macroeconomic variables, which are inflation, gross
domestic product (GDP), interest rates, and exchange rates. It was also used to find data from the
study's dependent variable representing the performance of the Malaysian stock market. Other
than that, we also use EViews, a software that offers analytical tools.

Dependent Variables

The dependent variable for this research is KLCI Malaysia’s stock market return. The stock market in
Malaysia seems to overreact to financial crises, which is incompatible with the uncertain form of
Efficient Market Theory (Ang, Goetzmann & Schaefer, 2011) because investors can benefit by
buying losers in an overvalued market and selling it next.

Independent Variables
The four independent variables used in this study are gross domestic product (GDP), inflation rate,
exchange rate, and interest rate. Table 1.0 below depicts the measurements.

Table 1
Independent Variables Measurement

Variables Measurement
Gross Domestic Product (GDP) GDP=C +1+ G + (X-M)

GDP = Consumption + Investment + Government

Spending + (Exports-Imports)

Inflation Rate (CPlys, - CPI)
CPly
Real Effective Exchange Rate REER = Nominal Exchange Rate x
Domestic Price
Foreign Price
Interest Rate I

pr= R

4 | Page
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Research Framework

Jndependent Varigbles Dependent Variable
é Inflafion Rate h
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al, 2020; Kalam, 2020
N : y,
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Geoss Domealic Rroduct (G0N /Moluysio's Stock Marl«h
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Geetha, 2020; Kalam, 2020)
. J
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Exchange Rate Balachandher, and
Fauzias, 2003;
(Kalam, 2020; Barakat, H.Elgazzar, & Tangjitprom, 2012; El-
M.Hanafy, 2016; Vejzagic & Zarafat, 2013; Nader & Alraimony,
Verma & Bansal, 2019; Hunia, et al, 2014; 2012; Charles Ric'hcrd.
Chauque & Rayappan, 2018; Younas, 2018; Waaqar & Saifullah,
Farooq, & Nasir, 2013; Nam & Geetha, 2020; 2017; Ahmed &
Subhani, Osman, & Gul, 2010; Asmy, Igbinovia, 2015;
Mohamed and Rohilina, Wisam and Bolanlee & Adefemi,
Hassama, & Aris and Fouad, Md, 2009; 2019; Fama, 1981 and
K Ratanapakom & C.Shama, 2007) / \ Chenetal., 1984) /

Interest Rate

(Moya-Martnez, Ferrer-Lapena, and
Escribano-Sotos, 2015; Erdogan and Ozlale,
2005; Reilly and Brown, 2003; Mahmudul and
Gazi, 2009; Joseph and Vezos, 2006; Liow and
Huang, 2006; Kalam, 2020; Zafar et. al., 2008)

Figure 1. Conceptual Framework (along with cited evidence on the relationships)
Hypotheses Development

Inflation Rate

HO: There is no significant relationship between the inflation rate and Malaysia's stock market return.
H1: There is a significant relationship between the inflation rate and Malaysia's stock market return.
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Gross Domestic Product (GDP)

HO: There is no significant relationship exists between gross domestic product (GDP) and Malaysia's
stock market return.

H1: There is a significant relationship between gross domestic product (GDP) and Malaysia’s stock
market return.

Interest Rate

HO: There is no significant relationship between interest rate and Malaysia’s stock market return.
H1: There is a significant relationship between interest rate and Malaysia’s stock market return.

Exchange Rate

HO: There is no significant relationship between the exchange rate and Malaysia's stock market
return.
H1: There is a significant relationship between the exchange rate and Malaysia's stock market
return.

4. Results

In this chapter, the data collected were analyzed by using statistical tools to report results on
descriptive analysis, correlation analysis, and regression analysis. Besides, a multicollinearity test was
used to associate the degree strength of the independent and dependent variables.

Descriptive Analysis

Table 2 presents the descriptive analysis of the data used in this research. Descriptive analysis is a
form of data analysis that quantitatively describes, examines, or summarises the key elements of a
data set. The mean for the exchange rate is higher, while the smallest mean is inflation. The
maximum is the exchange rate, while the minimum is the interest rate. This study found that the
inflation variable has the slightest standard deviation. In contrast, the most significant standard
deviation is the exchange rate variable. The stock market return has positively skewed as the
distribution tailed off to the right. At the same time, the exchange rate is the most negatively
skewed, as the distribution's tail is off to the left. The kurtosis of stock market return has peak data
as ifs kurtosis is more than three, showing less dispersion. In contrast, the exchange rate has the
smallest flatness of data as it is less than three, showing a wide degree of dispersion.

Table 2
Descriptive Analysis
Exchange GDP Inflation Interest Rate  Stock Market
Rate

Mean 100.6897 5.2373 2.5345 3.3135 5.0565
Median 97.9617 5.5848 2.4771 3.3507 3.7700
Maximum 124.8821 10.0027 5.4408 11.7824 64.7200
Minimum 83.2494 -7.3594 -1.1387 -3.9034 -34.5600
Std. Dev. 12.5653 4.0517 1.4655 3.6249 20.3001
Skewness 0.7207 -1.6001 -0.0672 -0.0058 0.5744
Kurtosis 2.4149 5.6534 2.9799 2.7813 42818
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Jarque-Bera 3.1258 22.3214 0.0239 0.0619 3.8271

Probability 0.2095 0.0000 0.9881 0.9695 0.1476

Observation 31 31 31 31 31
Muilticollinearity Test

When the independent variables in a regression model are tightly related, this is known as
multicollinearity. The Variance Inflation Factor (VIF) was then used to determine which
independent variables strongly correlate. For example, suppose the centred VIF score is more
significant than 5. In that case, the independent variable is significantly related to each other.
Therefore, the variable should be excluded from the model according to the VIF rule of thumb
(Frost, 2017). Based on Table 3.0, it can be seen that all independent variables have low centred
VIF, which is less than five, which are exchange rate (3.0644), GDP (1.8210), inflation (1.6034), and
interest rate (1.8423). It indicates that all independent variables are not significantly related and
did not have a multicollinearity problem. As a result, there are no independent variables excluded
in this research..

Table 3

Variance Inflation Factors
Variable Coefficient Uncentered Centered VIF

Variance VIF

(of 665.7134 128.1390
Exchange 0.1042 206.3968 3.0644
Rate
GDP 0.6184 5.1559 1.8910
Inflation 4.0076 6.5588 1.6034
Interest Rate 0.7527 3.4329 1.8423

Regression Analysis

Regression analysis is a mathematical method of determining which independent variables affect
the dependent variable. According to the table above, the R? value of 0.6612 indicates that all
the independent variables (GDP, inflation, exchange rate, interest rate) explain 66.12% of the
variance in dependent variables (stock market return). Meanwhile, the adjusted R? value is 0.6092.
It indicates that 60.92% of the variation in the dependent variable (stock market return) can be
explained by one of the independent variables, which is the exchange rate in the model.
Furthermore, the F-statistics value is 12.6907, and the p-value of the F-statistic is 0.0000, which shows
that the sample data provide sufficient evidence to conclude that the regression model fits the
data better than the model without independent variables. Based on Table 5.0, the variable used
in the analysis (interest rate, inflation, and exchange rate) is highly significant at a 1% significance
level. In comparison, GDP is significant at a 10% significant level. Results show that all independent
variables in this study are significant, and it is the evidence to reject the null hypothesis.

Table 5

Regression Analysis
Variable Coefficient Standard Error
(o -69.8253 25.8014
GDP 1.4412* 0.7864
INTEREST_RATE -4,1999%** 0.8676
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INFLATION -6.2891%** 2.0019
EXCHANGE_RATE 0.9652*** 0.3228
Number of observations 31

R-squared 0.6612

Adjusted R-squared 0.6092

Log-likelihood -120.0276

F-statistic 12.6907

Nofte: *** significant at 1%, **significant at 5%, *significant at 10%

Yi = a +B4INFi + B2GDPi + B3ERi + B.IRi + €t

Stock market return = -6.2891INF + 1.4412GDP + 0.9652ER - 4.1999IR

5. Discussion

Relationship between inflation rate and Malaysia’s stock market return

In this research study, inflation was found to have a significant and positive relationship with the
dependent variable, which is Malaysia's stock market return. It indicated that inflation has a strong
relationship with influencing the movement of stock market returns in Malaysia. This finding is similar
to a past study by Kalam (2020) and Ridzuan, Aiman, & Norehan (2020). They found that inflation
positively and significantly affects the stock market return. It implied that in both studies, inflation
positively correlates with Malaysia's stock market return. In a study by Filipe Chauque & AP
Rayappan (2018), it was found that inflation has a significant negative relationship with Malaysia's
stock market return, which indicates that inflation and stock market return in Malaysia are
negatively correlated. Thus, the null hypothesis is rejected, and hypothesis 1 is accepted as an
independent inflation variable.

Relationship between gross domestic product and Malaysia’s stock market return

The gross domestic product (GDP) independent variable is significant in this analysis, indicating a
relationship between Malaysia's stock market return and GDP. It means that the goal of
determining the impact of GDP on Malaysia's stock market return is accomplished. The findings are
supported by prior research by MSCI Barra Research Bulletin (2010) and Nam & Geetha (2020),
which spoftted a significant and negative relationship between gross domestic product (GDP) and
Malaysia's stock market return. It also complies with a study by Kalam (2020), which found a
significant and positive relationship between gross domestic product (GDP) and Malaysia's stock
market return. Therefore, the null hypothesis is rejected since there is a significant relationship
between GDP and Malaysia's stock market return.

Relationship between exchange rate and Malaysia’s stock market return

In this study, it is confirmed that the exchange rate has a significant relationship with Malaysia's
stock return which acts as a dependent variable. It is shown that the exchange rate strongly
influences the movement of stock market returns in Malaysia. This significant relationship is
contradicted by research conducted by Zakaria & Shamsuddin (2012) and Asmy, Mohamed and
Rohilina, Wisam and Hassama, & Aris and Fouad, Md. (2009). They found that the exchange rate
does not have a significant relationship with Malaysia's stock market return because of non-
institutional stakeholders' dominance and the issues of asymmetric information between
shareholders. However, it is supported by research from Kalam (2020) and Vejzagic & Zarafat (2013)
that explains exchange rate has a positive and significant relationship with the stock market return.
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Therefore, the null hypothesis is rejected by the independent variable of the exchange rate, which
is that there is a significant relationship between the exchange rate and Malaysia's stock market
return.

Relationship between interest rate and Malaysia’s stock market return

According to this study, the independent variables of interest rate have a significant negative
relationship with Malaysia's stock market return. Therefore, it indicates that interest rate has a
negative relationship fo the impact on Malaysia's stock market return. The result of this finding
connotes the studies by Alam & Uddin (2009), Moya-Martnez, Ferrer-Lapena, and Escribano-Sotos
(2015), Erdogan and Ozlale (2005), Reilly and Brown (2003), Mahmudul and Gazi (2009), Joseph
and Vezos (2006) and Kalam (2020). They found that the interest rate has a strong negative
relationship with the changes in stock market return. Hence, interest rates and Malaysia's stock
market return are negatively correlated. On the other hand, according to the findings from Zafar
et al. (2008), the one who found that the interest rate has a positive and insignificant relationship
with the stock market return. Therefore, the null hypothesis is rejected by the independent variables
of interest rate, which is that there is a significant relationship between interest rate and Malaysia's
stock market return.

é. Conclusion and Recommendations

The macroeconomic variables included in this research are Inflation, Gross Domestic Product
(GDP), Exchange Rate, and Interest Rate. No macroeconomic variables are excluded from this
research since all variables are not significantly related to each other from the result of the
multicollinearity test. Inflation, GDP, exchange rate, and interest rate are part of critical
macroeconomic variables that will impact the stock market return. For instance, based on the
quantitative and qualitative analysis of the independent variables in response to the dependent
variables, it can be concluded that all the independent variables used are significant in stock
market return. Variable GDP is significant at a 10% level, and the other three variables are highly
significant at a 1% level. Interest rates and inflation have a negative relationship with the stock
market. In contrast, GDP and exchange rate have a positive relationship. A study by Kalam (2020)
stated that currency devaluation occurs when liquidity declines, affecting capital outflows and
lowering interest rates.

The first recommendation is to study more macroeconomic variables not included in this
research, such as the balance of payment (BOP), economic growth, and unemployment rate. The
variables included in this research explain 66.12% of Malaysia's stock market return variation, while
other macroeconomic variables will interpret the remaining 33.88%. Next, it is recommended to do
further study on other countries' stock market returns in order to expand the findings on this topic.
The third recommendation is to control the inflation rate. The government must be essential in
controlling and reducing the inflation rate. One of the ways that the government can do this is by
controlling the price of goods and services to prevent any further rise in the prices. Unfortunately,
the increasing prices of goods and services increased inflation. In December 2021, the consumer
price index (CPI) increased by 0.5%. Overdll, inflation in Malaysia increased by a whopping 7% in
2021, the highest rate in 40 years (Zilber, 2022). Therefore, it is recommended that the government
should play its role in controlling the prices of the goods and services, maybe by setting up a ceiling
price for necessary goods to prevent the goods from being sold at too high a price.
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