IVIONETARY
ECONOMICS

Issues and Challenges






VIONETARY
ECONOMIGS

Issues and Challenges

Editor
CAROLINE GEETHA

PENERBIT UNIVERSITI MALAYSIA SABAH
Kota Kinabalu e Sabah e Malaysia
http://www.ums.edu.my
2011

A Member of the Malaysian Scholarly Publishing Council (MAPIM)




© Universiti Malaysia Sabah, 2011

All rights reserved. No part of this publication may be reproduced, distributed,
stored in a database or retrieval system, or transmitted, in any form or by
any means, electronics, mechanical, graphic, recording or otherwise, without
the prior written permission of Penerbit Universiti Malaysia Sabah, except
as permitted by Act 332, Malaysian Copyright Act of 1987. Permission of
rights is subjected to royalty or honorarium payment.

Penerbit Universiti Malaysia Sabah makes no representation - express or
implied, with regard to the accuracy of information contained in this book.
Users of the information in this book need to verify it on their own before
utilizing such information. Views expressed in this publication are those
of the author(s) and do not necessarily reflect the opinion or policy of
Universiti Malaysia Sabah. Penerbit Universiti Malaysia Sabah shall not be
responsible or liable for any special, consequential, or exemplary problems
or damages resulting in whole or part, from the reader’s use of, or reliance
upon, the contents of this book.

Perpustakaan Negara Malaysia Cataloguing-in-Publication Data

Monetary economics : issues and challenges / editor Carolina Geetha
ISBN 978-967-5224-70-6
1. Economics. 2. Macroeconomics. 3. Monetary policy. I. Geetha, Caroline,
1969-.
3324

Typeface for text: Palatino Linotype
Text type and leading size: 11/14 points
Printed by: Capital Associates (S) Sdn. Bhd.
No. 2 Jalan Nountun, Kg. Bambangan, Inanam
88450 Kota Kinabalu, Sabah.



CONTENTS

List of Tables
List of Figures
Preface

Chapter One
Introduction
Caroline Geetha

Chapter Two
Oil Price Shocks and Macroeconomic Adjustment
Under Different Exchange Rate Regimes in Malaysia
Fumitaka Furuoka, Wong Hock Isen, Ting Siew King
and Chong Hui Ing

Chapter Three
Money, Output, Interest Rate and Prices in Malaysia:
Vector Error Correction Modelling Analysis
Ting Siew King, Haji Wahi Ismail, Rainah Ginsad
and Fumitaka Furuoka

Chapter Four
Bank Negara Malaysia’s Foreign Exchange Reserves
Management (1985 —1993)
James M. Alin

Chapter Five
Spending, Savings and Investment: An Islamic

Perspective
Dayangku Aslinah Abd Rahim

Chapter Six
Attitude Towards Retirement and Financial
Preparation: Perception of Civil Servants
Vivin Vincent Chandran and Caroline Geetha

Index

£l

vi
vii
viii

19

37

77

93

113



Table

21
2.2
2.3
3.1

3.2
3.3
34
4.1
6.1
6.2
6.3
6.4
6.5
6.6
6.7
6.8

6.9

6.10
6.11
6.12
6.13
6.14
6.15
6.16

6.17

( LIST OF TABLES

Unit root tests

Johansen co-integration tests

Variance decompositions of domestic variables
Augmented Dickey-Fuller test of unit roots
(1970: 1 —2005: 12)

Johansen co-integration test (1970: 1 — 2005: 12)
Granger-causality result (1970: 1 —2005: 12)
Decomposition of variance (1970: 1 — 2005: 12)
Gambler’s expected gain

Cronbach’s Alpha for the independent variables
Age category of the respondents

Race of the respondents

Gender of the respondents

Educational level of the respondents

Job status of the respondents

Salary per month earned by the respondents
Most Suitable age for retirement considered by
the respondents

Savings status of the respondents

Marital status of the respondents

Percentage of the respondents who are breadwinners

in the family

Number of people under the respondent’s responsibility

Multiple regressions of the study
Hierarchical regressions with age as the moderating
variable

Hierarchical regressions with race as the moderating

variable

Hierarchical regressions with gender as the
moderating variable

Hierarchical regressions with education as the
moderating variable

Evil

Page

11
12
15
28

29
31
33
63
104
106
106
106
106
107
107
107

107
107
108
108
109
110
110
110

111



—( LIST OF FIGURES

Figure

2.1  Responses of real exchange rates to oil price shocks
2.2 Responses of CPI to oil price shocks

2.3  Responses of output to oil price shocks

3.1 Responses to shock in M1

3.2 Responses to shock in M2

3.3  Responses to shock in M3

4.1 External reserves, 1962 — 1992 (in millions)

42  Gambler’s ruin

6.1  Theoretical framework of the study

Fvii]

Page

13

14

14

34

34

34

47

62
102



Preface

As we reach the end of 2011, I cannot help reflecting on the three
top events that hit us in the preceding years. The political tsunami
in March 2008, the increase in petroleum prices and the recent US
subprime issue that snowballed into a global financial crisis. There
were obviously numerous causes for these events but perhaps
one common word that comes to mind is complacency. Many of
us did not expect the financial crisis to be this bad, resulting in
the failure of financial giants across the US and Europe. Many
of us were therefore caught off guard. So as I pen down this
note, my thoughts will be on three things. First, how bad will
the global economic scenario be? Second, how bad will it get for
the Malaysian economy? Finally, how will it affect the financial
services industry in Malaysia?

With these questions in mind, the lecturers from the
Economic Programme at the School of Business and Economics,
Universiti Malaysia Sabah had decided to publish their research
findings on several important issues and challenges faced by
Malaysians. The research findings can help us to prepare for the
worst, especially on issues related to the role of money as a means
to buy goods and services and to save for further payments.
Articles on consumer savings, spending and retirement plan
would help to add intimate local understanding of the Malaysian
market in order to gain higher profits on investments. In addition,
articles on Bank Negara’s financial management will also enable
us to understand the financial stability of the country in paying
for exports and its potential in stabilising the Ringgit Malaysia
against all other major currencies of the world.

Caroline Geetha, PhD.

School of Business and Economics
Universiti Malaysia Sabah

Kota Kinabalu, Sabah, Malaysia
2011
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