Journal of International Business and Economics

June 2016, Vol. 4, No. 1, pp. 61-75

ISSN: 2374-2208(Print), 2374-2194(Online)

Copyright © The Author(s). 2015. All Rights Reserved.

Published by American Research Institute for Policy Development
DOI: 10.15640/jibe.v4nla6

URL: https://doi.org/10.15640/jibe.v4nla6

Determinants of Export: Empirical Study in Malaysia

Lee Sin Yee', Har WaiMun?, Tee Zhengyi®, Lee Jie Ying,' & Khoo Kai Xin®

Abstract

This research aims to study the relationship of export with four determinants, namely import, inflation,
foreign direct investment (FDI), and exchange rate. Sample years are 1975 to 2013. Ordinary least square
(OLS) is used. Results revealed that import has positive relationship with export. This implied that Malaysia
import may be an “assembly point exporter”. Electric and electrical (E&E), which is Malaysia major export
component has high possibly where inputs are imported, then assembly and exported. Foreign exchange rate
(domestic currency in term of foreign) has positive relationship with export, thus validating Marshall Learner
hypothesis. Inflation has negative relationship as higher aggregate price increase cost of production and
decreasing price competitiveness of export. Foreign direct investment has an inverted-U curve relationship,
which give further insight into conflicting evidence of linear relationship between export and FDI. Facilities
provided to promote export may attract inflow of foreign investment. However, if FDI is targeted to
produce for domestic market, it may not contribute to export growth.
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1. Introduction

Export can defined as selling the goods or services produced in a country to another country as an
international trade. Normally, the sellers of goods and services are called "exporter” and abroad based buyer is called
as an "importer". The main concern on exporting was always its benefits to the international trade and the country
and also its risk on the possibility that certain domestic industries (or laborers, or culture) could be harmed by foreign
competition. Since 1970, Malaysia economy has changed rapidly and not only depends on a few primary commodities.
In the same time, Malaysia has developed rapidly from a commodity economy to manufacturing and service sector.
Therefore, Malaysia economy has become more outward looking and liberalizes in many sectors.

An economy crisis in 1997 knocks down many countries and this included Malaysia where a drastic drop in
demand for goods and service from main countries such as United States (US) and China causes a huge financial
crisis.
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According to World Bank (2015), export growth in Malaysia is decreased sharply in 2009, which is -10.9%
since the economy crisis occurred and hurt Malaysia's exports and economic growth in 2009. To save the country,
Malaysia government have implemented few policies and many development plans to solve the economy crisis
problem. Fortunately, export sector also in Malaysia also became stable after few years of the world recovery. On the
other side imports showed that total import growth is declined and became lowest growth, which is -18.8% in 1998
(World Bank, 2015).Besides that, the import growth also decrease sharply became -12.7% in 2009(World Bank, 2015).
It is expected export sector should decline with import because the imported intermediate goods are required to use
for production of export. From the perspective of macroeconomic view, it is shown that there might have a
significant effect from inflation, Foreign Direct Investment (FDI) and foreign exchange rate to export sector.

In 1980, Malaysia is experienced a higher price because of increase prices of oil prices. Inflation in Malaysia
increased from 3.7 % in 1979 to 6.7% in 1980 and a highest inflation rate 9.7% in 1981. Other than that, the inflation
rate is low at 2.6% in 1990 after a significant growth since growth in the industrial sectors is slower down (World
Bank, 2015). Government has reforms policy such as establishment of free trade zones, Investment Incentives Act in
1968 and export incentives alongside the open economy practices have attracted FDI inflow in late 1980 (Ang,
2008).Malaysia FDI net inflows (BoP, current US dollar) is increased sharply from 2009 to 2010 and achieved
15119371105 US$ in 2010 (World Bank, 2015).In the 1997 until 1998, Malaysia currency faced the depreciation
because of economy crisis. In this case, Bank Negara Malaysia(BMN) supported the value of the Ringgit Malaysia
(RM) by increase the short-term interest rates. However, this effort failed, thus BNM discontinueto defend RM (Ariff
and Yap, 2001).

1.1 Objectives of Study

Better understanding of the changes of the export is vital for Malaysia’s economy to continue to grow and
develop. Main objective is to study about the relationship between import, inflation, FDI, and exchange rate towards
export in Malaysia for the period of 1975-2013. Import materials from other countries into Malaysia to assemble
locally before the production to export from Malaysia. Therefore, those assembles locally will directly increase export
in Malaysia. Is there a relationship between imports towards the export? Inflation will cause the currency of Malaysia
became relatively higher. It would cause the price of input and final goods become higher. Therefore, export goods in
Malaysia will decrease because of inflation effect in Malaysia. Is there a relationship between inflation towards the
export? Previous studies shown that foreign direct investment such as finance, materials and machines in
manufacturing sector will directly cause the export rise in Malaysia. Otherwise, foreign direct investment would make
the export increasing in Malaysia? Based on the Marshall Lerner theory, export in Malaysia would increase during
Malaysia currency (Ringgit Malaysia) is depreciation. Because of Malaysia currency depreciation, it will cause the cost
of export become cheaper in Malaysia. Is Marshall Lerner theory can be used in this study? Is there a relationship
between foreign exchange rates in Malaysia towards the export? It is acknowledged that assessing relationship between
the variables to realize the goal of creating a powerful economy, it is ultimately necessary useful for policymakers
making the various structural adjustments.

1.2 Material Studied

According to Joshi and Rakesh (2005), export is the process of selling goods and services to be produced in
the home country to other markets in International Trade. Most of the countries perhaps relied exports as the
mainstay of their economic growth. Exports are directly influence major source of economic growth that associated as
a part of production, while indirectly influence the economic growth by facilitating imported goods and services. In
order to strengthen static and dynamic efficiency in the economic growth, by encouraging and focusing on
specialization according to comparative advantage would lead to arise in export. Theoretically, a rise in real exchange
rate will reduce the domestic currency nominally (Catdo, 2007) . In another word, the foreign citizen could buy
domestic currency because it is relatively cheaper than the foreign currency. Domestic goods become more
competitive as a result of drop in domestic currency, thus the demand of the domestic country’s product will relatively
increase. According to the study of Van Win coop (2000), a sharp depreciation of currencies of crisis countries would
diminish the countries demand for U.S exports if the recession in the crisis country occurs.

In another word, U.S’s imports from these countries raise as a result of depreciation foreign currencies. Thus,
the Asia crisis was anticipated to contribute negatively to U.S growth through these channels of international trade, in
which causes the U.S net export encounter deficit.
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Melitz and Ottaviano (2008) found an evidence that when the currency is appreciating, it increases the prices
of exports in the foreign markets and decreases the free on board (FOB) export price due to incomplete pass-
through. This had cause FOB export revenues to fall, thus less productive exporters lead to negative profit that causes
them to exit the foreign market.

Besides that, high-performance exporters would increase more markups but less export volume associated
with currency depreciation (Berman, Martin, and Mayer, 2012). The appreciation of Renminbi (RMB) reduces the
probability of export participation. (Li, Ma and Xu, 2011). A 1% currency appreciation is associated with 1.89% fall in
total exports in China. (Liu, Lu and Zhou, 2014) In Pakistan, real exchange rate is positively associated with exports
indicated that appreciation in real exchange rate increase the export price ,in which rise the demand for exports in the
market (Kemal & Qadir, 2005).

There are also some study shows that rise in exchange rate in which depreciate the domestic currency is not
necessarily rise export in that particular domestic country. According to the study by AiniZakaria , Abdul Rahim &
Hazmira Merous (2012) , exchange rate is one of the factors that determine the economic performance of the timber
export during managed floating exchange regime. However, exchange rate in not an only element that affect Malaysia
timber export because the result of the study was insignificant. In US, exports decision by the firms finds no evidence
to identify the relationship between exports and exchange rates (Bernard & Jensen, 2004). In Bangladesh, the impact
of exchange rate depreciation might inconsistent for all sub-sectors of export (Alam R., 2010). It might be both
negative and positive relationship between export and real exchange rate in different sector of export.

Inflations worst off the economic by reducing the purchasing power of incomes, eroding living standards as
well as life’s uncertainties (Lipsey et al. 1982: 752).Most of the economist believed that high growth of inflation is
likely to associate with declining exports that slowed down the growth at all income levels in a huge group of
countries. According to Abidin,Bakar and Sahlan (2013), the determinant of exports can be analyzed by using gravity
model. High inflation in one’s country will have negative impact on export activities. In Malaysia, its export to
Organizational of the Islamic Conference (OIC) member country indicates declining sign when the inflation of
Malaysia is increasing because they suggested that Malaysia’s export to OIC country can be amplified by promoting
pro-liberal and freer trade policies for Malaysian economy. In the study of Gylfason (1998), he studied the relationship
between export and determinants which including inflation by statistical methods in cross-sectional data covering 160
countries. He concludes that low exports were induced by high inflation, which indicated a negative relationship
among them. Besides, his study also indicates that primary commodities exporter tended to have higher inflation than
manufactures exporters. According to the study of Dexter et al. (2005), he found that exports inflation is positively
related to each other. However, the analysis shows that export has a negative result on inflation where the coefficient
of all explanatory variables are found statistically significant in short run and long run. Moreover, the Granger
causality test proposed that a bilateral causality exist between inflation and export.

According to the study of Alavinasab 2014, the result of co-integration shows that the inflation has long run
relationship with oil export revenue in Iran, and it support the study hypothesis. The study shows that oil export
revenue plays a dual role in the country’s inflation process. When oil export revenue boosts, the real variables can be
improved and it will be effective in controlling inflation by reducing aggregate demand surplus due to dependence of
real variables on oil export revenue. In the study of Jayathileke and Rathnayake (2013), they used co integration and
causality test to study the relationship between inflation and economic growth of three Asian countries in short run
and long run, which are China, India and Sri Lanka. Evidence found that Sri Lanka had a significant and inverse
relationship between inflation and economic growth in long-run. In Kuwait, Saeed (2007) identified a strong negative
relationship between gross domestic product (GDP) and inflation in the long term. Cross country evidence indicates
that countries with high growth tend to have lower inflation, while the higher inflation has deficit effect in the long
run of economic growth (Ahmed and Mortaza,2005). In the view of Bruno and Easrerly (1998), inflation rate which is
over 40% might cause inverse relationship between inflation and economic growth.

Bullard and Keatry(1995) agreed that negative relationship exist only if the inflation rates exceeded certain
threshold as well. But Levin and Zervos(1998) and Clark(1993) found that uniformly negative relationship that exist
between economic growth and inflation depend on the previous consumer price index(CPI) rate.
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However, in India and China, there was no evidence to prove significant relationship in between the growth
of economy and inflation. There were only a significant and positive relationship was found in the short run. By
studying 70 countries, Paul, Kearney and Chowdhury (1997) found no evidence in the exits of relationship between
the growth of economy and inflation. Since the high inflation country is highly correlated in cross country evidence,
Gregorio (1993) suggested that they have a lower growth in long term.

FDI can act as an indirect channel to affect GDP through positive impact on exports (Guru-Gharana, 2012).
According to DeMello (1999) and Chong & Baharumshah (2010), the relationship between exports and FDI is
positively affected each other. According to Banga (2007), higher exports in a home country can reduce the
uncertainties and risks that attached to FDI outflow. The rise in regional trade and investment agreements has raise
the probability of vertically integrated outward FDI in order to make exports and FDI outflow more complementary.

In Vietnam, they found that the significant impact on exports behavior is caused by firm-specific
characteristics. It might have significant impacts on export behavior that indicated the existing significant export
spillovers to the domestic firm from FDI. Nguyen and Sun (2012) proposed that by promoting export-oriented FDI
might enhance the export of local firms which indicated a positive relationship among each other.

In Bulgaria and Romania, Dritsakis (2004) tested that investments granger cause exports. Stylianon (2014)
proposed that FDI can affect economic growth in two directions in which investment influence growth by increasing
production, employment, value addition, and exports. In order to determine the pattern of FDI and the relationship
between FDI, exports, and GDP, in US, he has adopted a time series framework of a vector autoregressive model. It
results that growth of GDP and exports did attract FDI according to the approach of time series in long run and
short run.

However, Moran (1998) has proposed that a country would be better off by not receiving the foreign
investment at all, in another word, he found that FDI and export is negative related with each other. Countries who
insist the foreign investors to meet high domestic content requirements had created high competition for the
foreigner. As a result, it demonstrates negative impact to the host countries in term of growth and export. A study in
Venezuela by Aitken and Harrison (1992) clearly state that FDI and exports are negatively affected each other. In his
study, they had identified two effects of FDI on domestic enterprises. Firstly, they found that increase in participation
of foreign equity indeed increase the productivity. However, the increase in foreign ownership has a negative impact
in domestic firms’ productivity in the same industry, thus it declines the output as whole.

Import always increased at a higher pace than the export, thus the current account generally generates deficit
in an economy. (Celik, 2011) The study was aimed to close the deficit in Turkey by examining the relationship
between export and import in long run by using Engle-Granger (1987) co integration methods. The results show that
the foreign trade deficit grows up as a reflection of increasing import and export. In another words, export and import
tend to have positive relationship among each other.

According to the study of Mukhtar (2010), its purpose is to test the relationship between exports and imports
of Pakistan in long run that being analyzed by Johansen Maximum Likelihood co integration technique. It shows that
exports and imports had a significant relationship in long run, in condition that the country is inviolate of its
international budget constraints. Moreover, the use of vector error correction model (VECM) confirms its stability of
long run equilibrium relationship between exports and imports as well. It suggests that the imports and exports are
tended to bring into long run steady state equilibrium by overall macroeconomic policies.

Based on a study that investigates the long run relationship between imports and exports in two pacific island
countries, the export and imports was co-integrated in both country (Narayan and Narayan , 2004). While in between
the exports and imports in Korea, there was a positive co integration and coefficient on exports (Bahmani-Oskooee
and Rhee ,1997) . Furthermore, the recent study that proposed by Arize (2002) found that the co integration between
import and export its in US from 1973-1998 had a positive coefficient.

However, the relationship between exports and imports in US has found no evidence in long and imports
and the hypothesis cannot be rejected (Fountas and Wu,1999). In another word, there is no evidence from Fountas
and Wu that they found relationship exist in between exports and imports.
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2. Method

This study used the annual data for Malaysia for the period 1975-2013 for export (Exp), import (Imp),
inflation (In), foreign direct investment (FDI) and foreign exchange rate (FEX) from World Bank to determine the
relationship among export and independent variables in Malaysia by using the time series analysis. The model could be
represented as follow:

Ex: = Bo + Bllmt + lent +§3(FD|t) + S4(FEXt) + Lt
Where the following notation has been used:

Exc = Export
Im=Import
In=Inflation

FDIli= Foreign Direct Investment (in log form)

FEX= Foreign Exchange Rate

Ut = Error term

In our analysis, the price-weighted real exchange rate is calculated as follows:-RER=ER*Pf/Pd

The RER is written from real exchange rate, while the ER represent the nominal exchange rate measure in
RM/USD, Pfrepresent the price in US (foreign price), and Pd denotes the price in RM(domestic price).

2.1 Theoretical framework
Figure 2.1: The export and independent variables in Malaysia

Import

Inflation

Foreian Direct Investment

Foreian Exchanoe Rate

Hypothesis 1

Ho: There is no relationship between import and export
H.: There is a relationship between import and export

Hypothesis 2

Ho: There is no relationship between inflation and export
Hi: There is a relationship between inflation and export

Hypothesis 3

Ho: There is no relationship between foreign direct investment and export
H.: There is a relationship between foreign direct investment and export

Hypothesis 4

Ho: There is no relationship between exchange rate and export
H.: There is a relationship between exchange rate and export
2.3 Analysis Procedure

2.3.1 Unit Root Test For Stationary

Augmented Dickey-Fuller (ADF) test and Philips-Perron (PP) test are conducted to test unit root. The series
need to be integrated of order one, 1(1), if there is a unit root. Thus, the series tend to behave in a “stationary” manner
after integrated of first order.
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The residual term was assumed to be unrelated & that is modified from Dickey and Fuller (Dickey & Fuller,
1979) when performing Dickey-Fuller (DF). ADF test is to infer the number of unit roots in which the residual term
should being correlated. It is an augmented version of Dickey-Fuller to permit higher-order autoregressive processes
and it is more sensitive to the lag collection and smaller sample size. The equation below is for ADF test:

m
&Yt = Bl + Szt +06Ye1 + oqzi:l ﬂ&rt_l-i- &t (1)

Where A is the differencing operator, Yii$ OUr Variables of interest B1is the constant, and e is the pure white

noise term. The null and alternative hypotheses in unit root are tested below:

Ho: 8 = 0 (The seties contains unit root)
Hi: 8 # 0 (The series does not contain unit root)

The decision rule dominated that null hypothesis cannot reject if ADF t-statistic is smaller than the
MacKinnon's critical value where the series does have a unit root.

Phillips-Perron (PP) test was carried out to take serial correlation into consideration by making proper
corrections to the t-statistic coefficient from the AR (1) regression. The equation below is for PP test:

AY, _ N + Ny + N2Xe1 +Vy (2)

Both of the null and alternative hypotheses are:

Ho: n2= 1 (Yds unit root or non-stationary)

Ha: no< 1 (Yis unit stationary)
The null hypothesis cannot be rejected when the PP modified t-test statistic is larger than the critical value tabulated.
2.3.2 Johansen-Juselius (JJ) Cointegration Test

The Johansen and Juselius (1990) multivariate co integration test will be employed to discover the significance
of long-run co-movement relationship among the variables included in equation (1). The residuals from the lagged
one period should be accounted for when the VECM model is estimated if the export and its determinant are found
to have co integrating equation; unrestricted vector autoregressive (VAR) model is used instead if export and its
determinant do not have co integration. The parameter can be expressed in the form of Vector Autoregressive Error
Correction Mechanism:

p—1 P
X Ziey 1_Ii AXioqy ap™ee et 3)
Two test statistics for co integration which are trace statistic and maximum eigen value statistic are formed as below:
N g
e (1) = -T2+ (1 = Ay (@
o (1, £+ 1) =TI A (5)

. . . I

Amax test uses the alternative hypothesis of r=ro+1 while Awace test uses the alternative hypothesis r—ro+1. The
Amax attempts to increase the accuracy of the test by limiting the alternative hypothesis to a co integration status with
the difference in alternative hypothesis. The hypothesis for both Atrace @Nd Amax are:

At r=1, Ho: There is co integrating vector
H, : There is no co integrating vector
At r=1, Ho: There is co integrating vector
H, : There is no co integrating vector

2.3.3 Jarque-Bera (JB) Test for Normality
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The normality test known as the Jarque-Bera used that compared 3rd and 4th moments of the residuals to
those from the normal distribution. The hypothesis tested as below:

Ho: The residuals have normal distribution
H1: The residuals have no normal distribution

If the p-value is not more than the significance level of 5%, the null hypothesis can be rejected. If the p-value
is larger than 5%, the null hypothesis cannot be rejected and indicated that the error term have a normal distributions.

2.3.4 White Heteroscedasticity Test for Heteroscedasticity

White Heteroscedasticity Test is used to examine whether the residuals are homoscedastic (no
heteroscedasticity problem) and the regressors are correctly specifically . The hypothesis tested:

Ho: Homoscedasticity
H.: Heteroscedasticity

Null hypothesis is rejected and can be concluded that heteroscedasticity effect exists if probability value of
Chi-Square distribution is smaller than the significance level. If the opposite happens, the residuals have constant
variance.

2.3.5 Durbin-Watson d-test for Autocorrelation

For serial correlation test, Durbin-Watson d-test it able to detect whether the serial correlations are present in
error terms in regression, also identifies the presence of autocorrelation. The hypothesis tested:

Ho : There is no positive or negative autocorrelation
Hi : There is autocorrelation

Decision rules for Durbin-Watson d-test showed below:
Table 2.1: Durbin-Watson d Test: Decisional Rules

Null hypothesis Decision If Result

No positive autocorrelation Reject 0<d<DL Positive serial correlation
No positive autocorrelation No decision DL<d<DU :\rl]goarltic\llzss“é?ial correlation
No negative correlation Reject 4-DL<d<4 Inc?)ncl sive

No negative correlation No decision 4-DU <d <4-DL usiv

No autocorrelation, positive or negative | Do not reject DU <d<4-DU No serial correlation

2.3.6 Auxiliary Regressions Test for Multicollinearity

Multicollinearity can be test based on computing the variance-inflating factor (VIF) and tolerance (TOL) by
using Auxiliary Regressions Test’s R2.

VIF = —=

(1=%) (6)
1 )
TOL=—— = (1— R -

If VIF computed is 5 or 10 and above, there will be a multicollinearity problem among the independent
variables. However, the value of VIF would likely to be 1 if there is no collinearity between the independent variable.

In equation 7, if the TOL value computed is close to 0, there is most likely to be collinearity among the
independent. If the value computed is lesser than 0.1, there will be a serious multicollinearity.

3. Result
3.1 Unit Root Test
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The value of ADF t-statistic and PP z-statistic was obtained by using the two options which included with
trend and intercept (first option) and without trend and intercept (second option).

The result of Unit Root Tests from E-view software is shown in the Table 3.1.
Table 3.1 Result of Unit Root Tests

ADF PP

With Trend and Without Trend and | With Trend and Without Trend and
Level Intercept Intercept Intercept Intercept
Export .-5.692849*** -2.828491** .-5.692849*** -2.671604**
Ifdi .-2.785229 .0.904853 .-5.001327** .1.857797
Forex .-1.709704 .-1.496804 .-1.709704 .-1.387779
Import .-5.170814*** .-3.339395** .-5.165844*** .-3.356924**
Inflation .-4.041874* .-1.23613 .-3.890167** .-1.62169*
First Different
Export .-6.149847*** -6.231441*** -21.28195*** ~19.77942%**
Ifdi .-2.761637 .-2.022972** .-17.83887*** .-12.79538***
Forex -4.794509** .-4.949989 .-4.893536** .-4.940935***
Import .-8.046309*** .-8.281011*** .-24.03388*** .-20.85496***
Inflation .-8.071448*** .-8.295478*** .-8.126739*** .-8.355252***
Second Different
Export .-5.565536*** .-5.829137*** .-29.93202*** -31.10712***
Ifdi .-6.158825*** .-6.351626*** .-56.81987*** .-58.6427***
Forex .-5.753811*** .-5.926361*** .-24.8556*** .-24.58073***
Import .-5.395208*** .-5.646415*** -37.06636*** .-33.0799***
Inflation .-9.499676*** ~9.795717*** .-11.09065*** .-11.43965***

Notes: *** ** * shows rejection of null hypothesis at 1%, 5%, and 10% level of significant.

Based on table 3.1, at the level, only export and import are significance at 1% significant level for both tests

(with trend and intercept). At the first difference, in ADF test (with and without trend and intercept), Ifdi and export
are not significance at all. However, result shown that all the variables are significance at 1%, 5% and 10% significant
level for both tests at the second difference. This indicates all variables are stationary at second difference and
integrated in the 1(1) order. The result shows that each exogenous variable is stationary at different significant level,
thus co integration test is required.

3.2 Co integration Test

Johansen-Juselius co integration test has been carried out to test whether variables are co integrated. Table 3.2
shows result of co integration test.

Table 3.2 Result of Co integration Test

Hypothesized

No. of CE(s) Eigen value Trace Statistic Critical Value (5%)
None * 0.659258 85.24698 69.81889

At most 1 0.463429 4541173 47.85613

At most 2 0.349663 22.37715 29.79707

At most 3 0.151806 6.457366 15.49471

At most 4 0.009828 0.365451 3.841466

Notes: * indicates rejection of null hypothesis at 5% significant level.

According to the estimate of trace statistic, the trace value is larger than critical value (85.24698 > 69.81889)
at r=0, this indicates that the decision rule is to reject null hypothesis General result of analysis shows that long run
relationship exists among variables. Hence, these prove that the possibility of results obtained from unit root tests is
correct.
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3.3 Empirical Results

Determinants of export in Malaysia consist of four independent variables which are import, inflation, FDI
and exchange rate which encompassed LFDI;, LFDI%, IMPORT; and IMPORT?, Table 3.3 shows the result of
Ordinary Least Square (OLS) test for each independent variable.

Table 3.3 Result of OLS

Variable Coefficient Std. Error t-Statistic Prob.

C -541.1674 256.5631 -2.109295 0.0428
LFDI 114.1134 56.32191 2.026092 0.0512
LFDIN2 -6.023771 3.065501 -1.96502 0.0581
IMPORT 0.388217 0.089835 4.321452 0.0001
IMPORT~2 0.003947 0.004642 0.850229 0.4015
INFLATION -1.251207 0.437879 -2.857426 0.0074
FOREX 0.085081 0.039746 2.140638 0.0400

R-squared = 0.71004
F-statistic = 13.06001
Probability (F statistic) = 0

The equation of Model 1 has been formed according to the result of OLS. The equation is shown as below.

MODEL 1: EXPORT = -541.1674+ 114.1134 (LFDIy)- 6.023771 (LFDI2)(S.E.)(-256.5631)**(-56.32191)*(-
3.065501)*+0.388217(IMPORT?) + 0.003947(IMPORT?) (-0.089835)*** (-0.004642)

Referring to Model 1, the coefficient for both IMPORT; and IMPORT?; are positive. IMPORT is significant
at 1% significant level while IMPORT? is not significant. Similarly, the coefficient of LFDI, is positive and significant
at 10% significant level. Besides, LFDI2 has negative coefficient and it is significant at significant level 10%.
Therefore, this caused the LFDI has an inverted U curve. This statistically proved that LFDI not only in linear form
and it also can be in a quadratic form. Moreover, the probability of F-statistic is equal to zero indicates that the model
is fit.

The calculation below shows the turning point when EXPORT partial with LFDI is 9.47% while the graph 1
shows the Inverted U curve between EXPORT and LFDI.

EXPORT = -541.1674 + 114.1134 (LFDly) - 6.023771(LFDI2)
0=114.1134 — 12.047542 (LFDIy)

LFDI = 9.47%

Graph 1: Inverted U curve between EXPORT and LFDI

1

9.47

Initially, there is an upward sloping curve between export and LFDI. This can be explained by there are many
foreign manufacturing investments started to flow into different industries. For example, automobiles industry,
petrochemical industry, electrical and electronics industry and so on. The economics in Malaysia able to gain benefits
as a result of increasing in FDI growth. This is because there will be in excess of capital and transfer of technology
from foreign to local firms. Thus, this helps local firms to strengthen their competitiveness in international markets.
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With the learning of new technology in the production, domestic firms can enhance their export competitiveness and

this will lead to a rise in export.

Nevertheless, once export reaches the optimal point which is 9.47%, it started to decline. This is because of
the counter attack reaction to FDI influences. After some level of FDI growth, host countries will tend to impose
various restrictions such as tariffs, high domestic content, joint venture with local firms, technology sharing and
licensing requirements. The purpose of doing these is to protect and prevent the domestic firms from being harm by
new foreign entries which they will compete for resources and labor with domestic firms. The imposition of
restrictions able to slow down or even cause negative impact of FDI to economy, including output growth and export

growth.
3.4 Normality Test
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Table 3.4 shows the result of normality test.

Mean -7.19E-14
Median 0.045918
Maximum 8.8879
Minimum -9.150714
Std. Dev. 4.096966
Skewness -0.024687
Kurtosis 2.798125
Jarque-Bera 0.070186
Probability 0.965515

The probability obtained from the Jacque-Bera test is 0.965515 which is larger than 0.05 indicates hypothesis
is not significant and residual has normal distribution. Other than that, mean value of residual which is -7.19E-14 is
nearly to zero. The shape of the histogram shows that the residual is normally distributed, in other words, it does not

skew to either left or right.
3.5 White Heteroscedasticity Test and ARCH Test

Table 3.5 and table 3.6 show the results of white heteroscedasticity test and ARCH test.

Table 3.5 Result of White Heteroscedasticity Test
HeteroskedasticityTest WHITE

F-statistic 1.148664 Prob. F(24,14) 0.4038

Obs*R-squared 25.86488 Prob. Chi-Square(20) 0.3601

Scaled explained SS 15.65564 Prob. Chi-Square(20) 0.9001
Table 3.6 Result of ARCH test

Heteroskedasticity Test: ARCH

F-statistic 0.032523 Prob. F(1,36) 0.8579

Obs*R-squared 0.034299 Prob. Chi-Square(1) 0.8531

The probability of Chi-square obtained from both heteroscedasticity and ARCH tests are 0.3601 and 0.8531
and greater than 0.05 and not significant. This clearly shows residuals do not have heteroscedasticity problem at 5%

significant level.
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3.6 Durbin-Watson d test for Autocorrelation
Reject Ho  Indecision Do not Reject Ho Indecision Reject Hy

Positive . . . ! Negative
Correlation H ! H ' Correlation
i i i i
1 1 1 1
1 1 1 1
1 1 1 1
1 1 1 1
1 1 1 1
1 1 1 1
1 1 1 1
1 1 1 1
1 1 1 1
1 1 1 1
1 1 1 1
1 1 1 1
1 1 1 1
I |
0 D. Du 2 (4-Du) (4-Dv) 4
1.273 1.722 2.043 2.278 2.727

The Durbin-Watson statistic obtained from the test is 2.043. The value of dL and dU are 1.273 and 1.722
with 39 observations. The d statistic is greater than Dy but smaller than (4-D.) which means it falls in do not reject Ho
region. This means no problem of autocorrelation exists in model.

3.7 Multicollinearity
Table 3.7 Results of Multicollinearity Test

Dependent variables R2 TOL VIF

Ifdi 0.457499 0.542501 1.843315
forex 0.496628 0.503372 1.986602
inflation 0.211591 0.788409 1.268377
import 0.101889 0.898111 1.113448

Referring to the values of TOL, there will be no multi co linearity problem in the model as each TOL value
for the variables is not closer to zero; each of the value is more than 0.05. Based on the values of VIF, the result
clearly showed that each VIF value for the variables is not greater than 10, the values obtained from the test are in the
range of 1 to 2 which is far away from 10. It is concluded no multi co linearity problem exist in model and hence, do
not reject null hypothesis.

4. Discussion

The variables are proven by test of unit root (PP and ADF tests) which they significance at 1%, 5% and 10%
significant level for both tests at the first difference. In other words, they are in stationary at first difference. Other
than that, the Johansen-Juselius Co integration test that has been carried out shows that long run relationship is exists
between variables. This is because trace value is higher than critical value at r=0. Moreover, next test has been carried
out was the normality test to test the normality of residual. The result of this test proves that the residual is normally
distributed with the shape of histogram which does not skew to either left or right. This can be explained by p-value is
higher than alpha value (5%) and zero mean value are closely to zero.

Furthermore, the white heteroscedasticity test and ARCH test have been run to test heteroscedasticity
problem in the model. The results obtained from both tests show that the chi-square values are greater than alpha
value (5%). Thus, this denotes that there is no white heteroscedasticity problem. Besides, the Durbin-Watson test has
also been carried out in this study showed autocorrelation problem does not exist in this model. Lastly, the last test is
multi co linearity test which is used to determine linear relationship among variables. The result shows that there is no
exist of multi co linearity problem with supports of TOL values are not closer to zero and VIF values are less than 10.

Based on this research, we found out that there are some useful and effective policies and activities which can
be used to increase the export.
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The first implication of the study is there are some of imported goods would be re-exported after value added
in Malaysia. In other words, an exported good might require some of the significant intermediate inputs that import
from domestic manufacturers. Hence, the purchases of intermediate imports which use in the production of certain
products will export to other countries after the value added. This especially reflects the electrical and electronics
(E&E) sectors in certain selected products which included consumer electronics, electronic components and industrial
electronics. For example, computers, semiconductor devices so on and so forth. China, USA, Singapore, Hong Kong,
and Japan are the major export destinations for Malaysia. All these would help to reduce the imposition of import
quota and tariffs and encourage more trade at the same time. With more trading activities in the market will lead to an
opportunity in opening markets that are more new. Thus, obviously there will be a significant increase in trade.

The second policy is to avoid inflationary policy. Once the inflation takes place in the economic market, this
indicates that the price of goods and production inputs will increase. Increasing in the price of goods and production
inputs will lead to a rise in the cost of production. Therefore, this will cause a decline in export competitiveness and
decrease in export volume, unless the products are well known brands or monopoly products. Besides, it is needed to
avoid unnecessary fiscal policy. Balancing the budget is important in order to prevent or reduce the budget deficit and
debts. It is suggests that the government should make their spending in the projects wisely that regarding to the
production capabilities which able to provide benefits to the people such as the project of Mass Rapid Transit (MRT)
construction. If the unnecessary fiscal policy can be successfully avoided, there will be a rise in the aggregate demand
and thus increase in both the price of goods and production inputs.

Moreover, FDI screening is another effective policy that can be used to increase the export. FDI screening is
important to ensure that the investments are flow into the finance and manufacturing sectors which are able to
stimulate the export and increase the export competitiveness. Conversely, if the FDI are flow into the educational
sector, it is hardly and difficult to enhance the export competitiveness. This is due to the reason that this sector is
totally unrelated with the export. As more and more investments flow into this sector, there will be no any changes in
export and it might reduce the export competitiveness. Thus, in order to prevent these from occurring, it is requires
and necessary to make sure the quality of FDI to invest in service sector.

Lastly, the last policy is to practice the weak currency policy which consistent with the Marshall-Lerner
hypothesis. For instance, if the domestic currency depreciates, this means that domestic currency devalues. This
causes prices of foreign goods to be higher as compared to the prices of domestic goods. Thus, this will stimulate
export and lead to a positive quantity effect on trade balance. This is because with lower price of domestic goods,
foreign consumers will prefer to buy more on our exported goods. Conversely, domestic consumers will not choose
to purchase the imported goods relative to domestic products. Other than that, this weak currency policy is previously
practiced by Japan and currently practice by China.

References

A.Saaed, “Inflation and Economic Growth in Kuwait,” Applied Econometrics and International Development, Vol. 7, No. 1,
2007.

Abidin, 1., Bakar, N., & Sahlan, R. (2013). The Determinants of Exports between Malaysia and the OIC Member
Countries: A Gravity Model Approach. Procedia Economics and Finance, 5, 12-19.

ADB Institute.(2010). Impact of the Crisis on the Malaysian Economy. Retrieved February 20, 2015, from
http://www.adbi.org/workingpaper/2009/08/26/3275.malaysia.gfc.impact.response.rebalancing/impact.of.t
he.crisis.on.the.malaysian.economy/

ADBInstitute. (2010).The 1997-1998 Crisis: A Review. Retrieved February 24, 2015, from:
http://www.adbi.org/working-paper/2009/08/26/3275.malaysia.gfc.impact.response.rebalancing/the.1997
1998.crisis.a.review/

AiniZakaria, N., Abdul Rahim, H., & Hazmira Merous, N. (2012).Noor. International Journal of Business and
Technopreneurship, 2(3), 511-520

Aitken, B.and Harrison A.E.(1992)DoesP roximityto Foreign Firms Induce Technology Spillovers?, Mimeo, World
Bank and International Monetary Fund

Alam R. (2010). The Link between real exchange rate and export earning : A co integration and Granger causality
analysis on Bangladesh. International Review of Business Research Papers, 6(1), 205-214.



Yee et al. 73

Alavinasab, S. (2014). Determinants of Inflation: The Case of Iran. International Journal of Academic Research in
Business and Social Sciences, 1(1), 71-77.

Ang, J. B. (2008). Determinants of foreign direct investment in Malaysia. Journal of Policy Modeling, 30, 185-189.

Anwar, S. and Nguyen, P.L. (2011), ‘Foreign Direct Investment and Export Spillovers: Evidence from Vietnam’,
International Business Review, 20, 177-93.

Ariff, M., and M. M. Yap. 2001. Financial Crisis in Malaysia. In From Crisis to Recovery: East Asia Rising Again?, edited by
T. Yuand D. Xu. Singapore: World Scientific.

Arize, Augustine C. (2002), “Imports and Exports in 50 Countries Test of Co integration and Structural Breaks”,
International Review of Economics and Finance, 11: 101-15

Asian Info.(2010). Malaysia’s Economy. Retrieved February 20, 2015, from
http://www.asianinfo.org/asianinfo/malaysia/pro-economy.htm

Bahmani-Oskooee, M., & Rhee, H. (1997). Are imports and exports of Korea cointegrated? International Economic
Journal, 11, 109-114.

Banga R. 2007. Explaining Asian Outward FDI, ARTNeTConsultative Meeting on Trade and Investment Policy
Coordination, 16 —17 July, Bangkok.

Barro R J and Sala-i-Martin X (1995), Economic Growth, McGraw-Hill, New York.

Berman, N., P. Martin, and T. Mayer (2012), “How do Different Exporters React to Exchange Rate Changes?”,
Quarterly Journal of Economics 127: 437-492.

Bernard, A., & Jensen, J. (2004a). Why some firms export. Review of Economics and Statistics, 86(2), 561-569.

Berthou, A. (2008, July 1). ECB: European Central Bank home page. Retrieved January 11, 2015, from
https://www.ecb.europa.eu/pub/pdf/scpwps/ecbwp920.pdf

Catéo, L. (2007, September 1). IMF -- International Monetary Fund Home Page. Retrieved January 11, 2015.

Celik, T. (2011). Long Run Relationship Between Export and Import : Evidence from Turkey For The Period Of
1990-2010. 119-123. Retrieved from
http://kastoria.teikoz.gr/icoae2/wordpress/wp-content/uploads/2011/10/012.pdf

Chee, P. (1987). Changes in the Malaysian Economy and Trade Trends and Prospects. Retrieved January 11, 2015, from.
http://www.nber.org/chapters/c6931.pdf

Chong K and Baharumshah A Z (2010), “Private Capital Flows, Stock Market and Economic Growth in Developed
and Developing Countries: A Comparative Analysis”,

Chong, W. K., Lim, P. F., Siah, J. Y., &Kaur, S. (2008). Validity of Ricardian Equivalence Proposition in Malaysia.
Unpublished final year project, Universiti Tunku Abdul Rahman.

Choong, C. K., Soo, S. C. and Zulkornain, Y (2004), “Are Malaysian exports and imports co integrated?”,Sunway
College Journal, 1: 29-38

Connolly, M., and Dean Taylor (1972) Devaluation in Less Developed Countries. Prepared for a conference on Devaluation
sponsored by the Board of Governors, Federal Reserve System, Washington, D. C., December 14-15.

Cooper, Richard N. (1971) An Assessment of Currency Devaluation in Developing Countries. In Gustav Ranis (ed.)
Government and Economic Development. New Haven, Conn.: Yale University Press (for Yale University, Economic
Growth Centre).

Cooper, Richard N. (1971a) Currency Devaluation in Developing Countries. Essays in International Finance, No. 86.
Princeton University, International Finance Section.

De Mello, L.R., (1999). Foreign Direct Investment-led Growth: Evidence from time series and panel data, Oxford
Economic Papers 51, Oxford University Press, pp. 133-15

Dexter, A.S.; Levi, M.D. and Nault, B.R. (2005). “International Trade and the Connection between Excess Demand
and Inflation”, Review of International Economics, 13 (4), pp 699-708.

Dickey, D. A., & Fuller, W. A. (1979). Distributions of the Estimators for Autoregressive Time Series with a Unit
Root [Electronic version].Journal of America Statistical Association, 74, 427-431.

Dritsakis, N (2004). Tourism as a log9run economic growth factor: An empirical investigation for Greece using
causality analysis, Tourism Economics, Vol. 10(3), pp. 305 — 316

Economy Watch. (2010, March 16). Malaysia Trade Export and Import. Retrieved February 18, 2015, from
http://www.economywatch.com/world_economy/malaysia/export-import.html



74 Journal of International Business and Economics, Vol. 4(1), June 2016

Engle, R. F., & Granger, C. W. J. (1987).Co integration and error correction: Representation, estimation and testing.
Econometrical, 55, 251-276.

Erbaykal E, Karaca O (2008). “Is Turkey's Foreign Deficit Sustainable? Co integration Relationship Between Exports
and Imports. Int. Res. J. Financ. Econ., 14: 177-181.

Ericsson J and Irandoust M (2001), “On the Causality between Foreign Direct Investment and Output: A
Comparative Study”, The International Trade Journal, VVol. 15, pp. 122-132.

Factfish. (2010). Malaysia: Inflation, Consumer prices. Retrieved February 23, 2015 from
http://www.factfish.com/statistic-country/malaysia/inflation+rate

Fisher, 1. (1911), “The Purchasing Power of Money”, New York: Macmillan, pp. 24-54.

Fountas,S., and Wu,J.L. (1999), “Are the US Current Account deficits really Sustainable?”,International Economic Journal,
13:28-51

Gylfason, T. (1998) Output Gains from Economic Stabilization. Journal of Development Economics, 56, June, 81-96.

Greenaway, D., Kneller, R., & Zhang, X. (2012).The effect of exchange rates on firm exports and the role of
FDI.Review of World Economics, 425-447.

Guru-Gharana, K. (2012). Econometric Investigation Of Relationships Among Export, Fdi And Growth In India: An
Application Of Toda-Yamamoto-Dolado-Lutkephol Granger Causality Test. The Journal of Developing
Areas,46(2), 231-247.

Hatemi-J, A., & lrandoust, M (2005). Bilateral Trade Elasticties: Sweden Versus Her Major Trading Partners.
Available: www.arpejournal.com/APREvolume3number2/Hatemi-J-lIrandoust.pdf.

Himarios, Daniel (1989) Do Devaluations Improve the Trade Balance? The Evidence Revisited. Economic Inquiry
(January), 143-168.

Hongwei Du, Zhen Zhu, (2001) "The effect of exchange-rate risk on exports: Some additional empirical evidence",
Journal of Economic Studies, Vol. 28 Iss: 2, pp.106 — 121

J. Bullard and J. Keatry, “The Long Run Relationship between Inflation and Output in Post War Economies,” Journal
of Monetary Economy, Vol. 36, No. 3, 1995, pp. 477-496. doi:10.1016/0304-3932(95)01227-3

J. De Gregorio, “Inflation, Taxation and Long Run Growth,” Journal of Monetary Economics, VVol. 31, No. 3, 1993, pp.
271-298. doi:10.1016/0304-3932(93)90049-L Japan and the World Economy, Vol. 22, No. 2, pp. 107-117.

Jayathileke, P., &Rathnayake, R. (2013).Testing the Link between Inflation and Economic Growth: Evidence from
Asia. Modern Economy, 4, 87-92. January 8, 2015, http://dx.doi.org/10.4236/me.2013.42011

Johansen, S., &Juselius, K. (1990).Maximum Likelihood Estimation and Inference on Co integration — with
Applications to the Demand for Money [Electronic version].Oxford Bulletin of Economics and Statistics, 52, 169-
210.

Joshi, R. (2005). International marketing. New Delhi & New York: Oxford University Press.

Kemal, M. A., and U. Qadir (2005) “Real Exchange Rate, Exports, and Imports Movements: A Trivariate Analysis”,
The Pakistan Development Review, 45:54-78

Li, H., Ma, H., &Xu, Y. (2011). How do exchange rate movements affect Chinese exports. Retrieved from
https://www.bbvaresearch.com/wp-content/uploads/migrados/WP_0916_tcm348-212762.pdf

Liew, K.S., Lim, K.P., & Hussain, H. (2003). Exchange rate and trade balance relationship: The experience of ASEAN
countries. Econ WPA, International Trade with number 0307003.

Lipsey, R. ; Steiner, P. and Purvis, D. (1982). Economics, 7th ed., pp 752, New York: Harper Collins Pub. Inc.

Liu, Q., Lu, Y., & Zhou, Y. (2014). Do Exports Respond to Exchange Rate Changes? Inference from China's
Exchange Rate Reform. Retrieved from
http://www?2.warwick.ac.uk/fac/soc/economics/research/centres/cage/events/conferences/tradel13/er_dis
connect_puzzle_liu.pdf

Lutz, S., Talavera, O., & Park, S. M. (2003). The effects of regional and industry-wide FDI spillovers on export of
Ukrainian firms. Centre for European Economic Research Discussion Paper No. 03-54

M. Bruno and W. Easrerly, “Inflation Crisis and Long Run Growth,” Journal of Monetary Economics, Vol. 41, No. 1,
1998, pp. 3-26.

Melitz, Marc J. and Gianmarco Ottaviano. 2008. .Market Size, Trade, and Productivity., Review of Economic Studies
75, 295-316

Moffett, S., &Sesit, M. (2002, December 9). Japan Bashes Yen in Effort To Increase Flagging Exports. Retrieved
January 8, 2015, from http://www.wsj.com/articles/SB1039375860353277953



Yee et al. 75

Mohamed, A. (1998, November). The Malaysian Economic Experience and Its Relevance for The OIC Member
Countries. Retrieved January 12,2015, from
http://www.irti.org/English/Research/Documents/1ES/123.pdf

Moran T H (1998), “Foreign Direct Investment and Development. The New Policy Agenda for Developing
Countries and Economies in Transition”, Institute of International Economics, Washington DC

Mukhtar, T. (2010).Testing long run relationship between exports and imports: Evidence from Pakistan. Journal of
economic cooperation & development, 31(1),

Narayan, P.K. and S. Narayan (2004) “Determinants of Demand for Fiji’'s Exports: An Empirical Investigation”, The
Developing Economies (forthcoming).

Nelson, C. R., & C. Plosser (1982): "Trends and Random Walks in Macro-economic Time Series: Some Evidence and
Implications," Journal of Monetary Economics, 10, 139-162.

Nguyen, D., & Sun, S. (2012). FDI and Domestic Firms’ Export Behaviour: Evidence from Vietnam*. Economic Papers:
A Journal of Applied Economics and Policy,31(3), 380-390

Ong, K. X.(2012). Factors Affecting Foreign Direct Investment Decision in Malaysia. Retrieved February 24, 2015, from
http://eprints.utar.edu.my/698/1/FN-2012-1001227.pdf

Phillips, P. C. B., &Perron, P. (1988).Testing for a Unit Root in Time Series Regression [Electronic version].Biometrica,
75(2), 335-346.

R. Levin and S. Zervos, “Stock Market, Banks and Economic Growth,” The American Economic Review, Vol. 88, No. 3,
1998, pp. 537-558.

Rose, A.K. (1991). The role of exchange rates in a popular model of international trade, Does the Marshall Lerner
condition hold. Journal of International Economics, 30, 301-316.

S. Ahmed and G. Mortaza, “Inflation and Economic Growth in Bangladesh,” Working Paper 0604, Policy Analysis
Unit, 2005.

S. Paul, C. Kearney and K. Chowdhury, “Inflation and Economic Growth: A Multi-Country Empirical Analy-sis,”
Applied Economics, Vol. 29, No. 10, 1997, pp. 1387- 1401. doi:10.1080/00036849700000029

Saadiah M. and Kamaruzzaman J. (2008). Exchange rate and export growth in Asian economies. Journal of Asian Social
Science, 4(11), 30-36.

Salant, Michael (1976) Devaluations Improve the Balance of Payments Even if Not the Trade Balance. In Effects of
Exchange Rate Adjustments. Washington, D. C.: Treasury Dept., OASIA Res.

Stylianon, T. (2014). Dynamic relationship between growth, foreign direct investment and exports in the US: an
approach with structure breaks. The IUP Journal of Applied Economics, Vol. XII1, No. 2.

T. E. Clark, “Cross Country Evidence on Long Run Growth and Inflation,” Federal Research Bank of Kansas City,
Research Working Paper No. 93-05, 1993.

The World Bank.(2015). Data.Retrieved February 23, 2015, from http://data.worldbank.org/

Tang, T. C. (2006), “Are imports and exports of OIC member countries co integrated? A Reexamination”, 11UM
Journal of Economics and Management 14(1):1-31

Ukessays. (2003). Effects Of Inflation On The Malaysian Economy: Economics Essay. Retrieved February 23, 2015, from
http://www.ukessays.com/essays/economics/effects-of-inflation-on-the-malaysian-economy-economics-
essay.php

Van Win coop, E. (2000). Asia crisis postmortem: Where did the money go and did the United States benefit?
Economic policy review, 6(3),

Weiers, R. M. (2011). Introduction to Business Statistics. (7th ed.). Mason, Ohio: South-Western Cengage Learning.

Zikmund, W. G. (2003). Business Research Methods. (7th ed.). Mason, Ohio: South-Western Cengage Learning



