View metadata, citation and similar papers at core.ac.uk brought to you by fCORE

provided by Universiti Putra Malaysia Institutional Repository

On the relationship between inflation rate and inflation uncertainty: an application of
the GARCH family models

ABSTRACT

The main objective of this paper is to explore the varying volatility dynamic of inflation rate
in Malaysia for the period from January 1980 to December 2004. The GARCH, GARCH-
Mean, EGARCH and EGARCH-Mean models are used to capture the stochastic variation
and asymmetries in the economic instruments. Results show that the EGARCH model gives
better estimates of sub-periods volatility. Further analysis using Granger causality test show
that there is sufficient empirical evidence that higher inflation rate level will result in higher
future inflation uncertainty and higher level of inflation uncertainty will lead to lower future
inflation rate.
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