
World Applied Sciences Journal 23 (Enhancing Emerging Market Competitiveness in the Global Economy): 61-66, 2013
ISSN 1818-4952
© IDOSI Publications, 2013
DOI: 10.5829/idosi.wasj.2013.23.eemcge.22012

Corresponding Author: Wan Mansor W. Mahmood, Department of Finance, Faculty of Business and Management,
Universiti Universiti Teknologi MARA Terengganu, 23000 Dungun.
Tel: +019 9831870,  Fax: +609 8400777.

61

The Impact of Macroeconomic Forces on the
ASEAN Stock Market Movements

Mohd Rizal Miseman, Fathiyah Ismail, Wardiyah Ahmad, Farazida M. Akit,
Rohana Mohamad and Wan Mansor W. Mahmood

Department of Finance, Faculty of Business and Management,
Universiti Universiti Teknologi MARA Terengganu, 23000 Dungun, Terengganu, Malaysia 

Abstract: The impact of macroeconomic forces on five ASEAN stock market movement including Malaysia,
Indonesia, Thailand, Singapore and the Philippines are analysed. Four macroeconomic influences are used
which are interest rate, broad money supply, domestic output and inflation rate are used to explain the variation
of the stock market movement. Applying generalized least squares regressions, the results show strong and
significant impact of interest rate, broad money and inflation rate on the stock market movement, while domestic
output is found to be surprisingly insignificant. The quantum effect of time onto the stock market movement
also shows significant impact and is unchanged over time. This is also another wake-up call for investors who
had been relying on economic growth rate forecasts to synthesize an investment strategy.
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INTRODUCTION on agriculture and manufacturing sectors, however, the

The study on the stock market movements and how sector is fast becoming important and contributing large
it is link with macroeconomic forces has became percentage to the economy growth of the region.
widespread amongst economic and finance researchers The present study will be of interest to many because
over the past three decade and they are well documented of two important reasons. Firstly, the ASEAN region has
in many financial economics literature. Among them been developing rapidly over the two past decades.
include  Firth  [1],  Chen,  Roll  and  Ross [2] and Fama [3] Indeed, at present, five out of ten of the countries in the
to mention a few. Their studies, specifically focus on the region are categorized as ‘emerging market’ since their
dynamic interactions between stock market and economic social and business activities are in the process of rapid
activities by conjecturing whether the stock market leads growth and become industrialized. These countries are
the movement of macroeconomic variables or vice versa. Malaysia, Indonesia, Thailand and the Philippines. Based
The present study, in contrary, focus on the predictive on the Emerging Markets Index top 65, Malaysia is ranked
nature of the stock market on the macroeconomic forces 4 ,  Thailand  9 ,  Indonesia  43   and  the Philippines at
on the stock market movement in five ASEAN stock 45  place. The rest of Southeast Asia is still heavily
market and if such dynamic predictable exist whether it dependent on agriculture with exception of Vietnam which
has been unchanged and stable over time. In fact, the is remarkably making solid progress in developing its
economy  of ASEAN region as well as the world has been industrial sectors. Secondly, the stock markets of these
changing at such a fast pace and the assumption of such countries are not only historically linked through the
relations should holds overtime needs rigorous review. ideologies formulated in the Bangkok Declaration, but the
The Southeast Asia region is considered a critical part of member countries are also important intraregional trading
the world trading system even before the colonization partners with    close    regional   economic  cooperation.
(with exception of Thailand) of European imperialists. Indeed, they are also becoming increasingly popular in
Previously the region's economy activities greatly depend portfolio  diversification  of  the steep growth in economy.

same cannot be said for today. At present servicing
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Goh, Wong and Kok, [4] argue that the stock indices of market performance. Theoretically, inflation should be
the Asean-5 have experienced a structural change after positively related to stock return. However, empirical
mid-1997 due to the Asian financial crisis and another research conducted by Barrows and Naka [6] and Chen
shift slightly more than a year later when the markets and Ingersoll [7] conclude that inflation has negative
rebounded.  Thus,  this event may suggest a potential for effects on the stock markets. They argue that a rise in
an efficient portfolio diversification across countries inflation rate tends to lead to a restrictive monetary policy
within the emerging economies region. which could have a negative effect on the stock market

Economists and policy makers throughout the performance. Similar result is reported by Boyd, Lavine
economic system consider monetary policy as the most and Smith [8] who investigate the empirical association
important contribution toward macroeconomic policy. between inflation and the functioning of an economy's
This is true considering that the central bank uses financial system. They employ time-averaged data over
monetary policy more frequently to gauge a desired level periods of several decades from a large number of
of change in real activities. Frequent changes in monetary countries and find huge evidence that inflation is
policy are believed to have a significant effect on the negatively correlated with financial market performance.
stock market. Indeed, the present study will analyze in With regard to interest rate, Mcmillan [9] concludes
detail this delicate yet crucial issue between monetary that there exist a co-integrating relationship between
policy and the stock market. More specifically, the four stock market performance and interest rate. A negative
main instruments in monetary policy will be examined and relationship was recognized between the two variables.
draw inferences regarding their significance and impact Similar findings reported by Gunasekarage, Pisedtasalasai
onto the movement of the ASEAN stock market. and  Power  [10]  who  discover that the interest rate

The organization of the paper is as follows: Section (proxied by Treasury bill rate) demonstrated the strongest
2 reviews the related literature. Section 3 outlines the data impact on index changes compared to other
and methodology employed. Section 4 discusses the macroeconomics variables. Their study involved
empirical results and section 5 concludes. analyzing monthly data for the macro variables for 17-year

Literature Review: Previous studies worldwide, have In addition, Ramin, Lee and Atkin [11] hypothesized
agreed on the impact of macroeconomic variables onto the a negative relationship between interest rates and stock
stock markets. However, the issue that is still remained prices. They argue that interest rates can influence the
unclear is which variables contribute to the most level of corporate profits which in turn influence the price
significant effect in explaining the stock market that investors are willing to pay for the stock through
movements. The most frequently incorporated variables expectations of higher future dividends payment.
in many studies are the interest rate, exchange rate, money Shaharudin and Fung [12], in support for negative
supply, industrial output, external reserves, inflation rate relationship between interest rate and stock market
and exchange rates. performance mention about the standard economic

Chen, Roll and Ross [2] have identified some argument revolves around the discount rate used in
significant economic factors in explaining security returns computing the present value of asset prices. An increase
such as surprises in inflation, Gross National Product, in discount rates increases the required rate of return,
surprises in investor confidence due to changes in default which in turn inversely affects the value of the assets.
premium in corporate bonds and surprise shifts in the Measured as the opportunity costs, the nominal interest
yield curve. The findings of the study by Mansor and rate will affect investor’s decision on asset holdings as a
Nazihah [5] on the interactions between stock returns and rise in opportunity costs motivates them to substitute
economic factors for six Asia Pacific countries agree with equity shared for other assets in their portfolio. Thus, an
the earlier studies which recognized significant long run increase in interest rate has negative effects on the stock
interaction between inflation rates, exchange rates and returns from the perspective of asset allocation. Also, an
real output with stock returns for both emerging and increase in interest rate may cause recession and thus
developed economics. cause a decline in corporate earnings. The argument put

Inflationary pressure can also trigger a cause-and- forward by Wongbangpo and Sharma [13] who suggest
effect relationship with other monetary variables which that corporate earnings may be reduced by the rising
may both individually and collectively affect the stock financial costs due to the hike in interest rate.

period from January 1985 to December 2001.
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Money supply has been extensively considered as observation is 120 (four quarters for each of the six years
one of the determinants of stock returns. Mukherjee and in the context of five countries).
Naka [14], show that an increase in money supply would Stock markets’ movement is represented by the main
lead to inflation and may increase discount rate and index for the respective markets. FTSE-Bursa Malaysia
reduce stock prices. The negative effects might be Composite Index (FBM-KLCI) is the proxy for Bursa
countered by the economic stimulus provided by money Malaysia (BM), Jakarta Composite Index (JCI) represents
growth, also known as the corporate earnings effect, the Indonesia Stock Exchange (IDX), SET 100 represents
which may increase future cash flows and stock prices. the Stock Exchange of Thailand (SET), Straits Times Index

Ramin, Lee and Mohamad Atkin [11] show there is (STI) represents the Singapore Exchange (SGX) and the
positive correlation between money supply changes and PSE Composite Index (PSEi) is the proxy for the
stock, thus supporting study by Fama [3] who explained Philippines Stock Exchange (PSE). All of the
a positive relation between money supply and stock representations are chosen due to their primacy in the
prices through a simple quantity theory model, where stock markets and that they are the most looked upon by
money demand is stimulated through increases in real investors and corporate leaders, alike. In other words,
activity, which in turn drive stock returns. these indices will be the indicator to watch that could

MATERIALS AND METHODS each countries selected. 

Five most advanced countries South-East Asia as follows:
countries generally known as the ASEAN-5 are selected.
The macroeconomic conditions and their stock market LINDEX  = + LM2  + LBLR + LGDP +

LINF + µ
and the Philippines will be engaged chiefly within the time
frame of six years from 2004 through 2009. Stock index, where; LINDEX is the main stock market index;

represents the intercept, LM2 is broad money supply
(GDP) are obtained from Datastream data base. The (M2) which includes M1, plus savings and small time
respective countries’ stock bourses and central banks deposits,  overnight  repos  at  commercial   banks  and
play a major part in the process of data verification, which non-institutional money market accounts; LBLR is base
is a prerequisite to ensure the validity of the datasets. The lending rate; LGDP is gross domestic production, the
inflation rates are sourced both from Bank Negara proxy for the economic activities and LINF is the inflation
Malaysia’s and Bangko Sentral Ng Pilipinas’ websites. rate.  All  variables  are  expressed  in  natural  logarithm.
The figures obtained from both databases are cross- The above model can generalize the basic assumptions
compared in order to establish rigor and confidence onto regarding the variance-covariance matrix and residual
their accuracy. On the other hand, the broad money distribution and it refers to Generalized Least-Squares
supply (M2) dataset were originated from the respective (GLS) and is able to overcome these violations of the OLS
country’s central banks individually due to the absence assumptions.
of a common database.

Since some macroeconomic indicators such as the Descriptive Statistics: The descriptive statistics related
GDP and money supply are only available in the form of to the stock index and macroeconomic variables are
quarterly aggregates, the study has utilized data that are presented in the following Table 1. These statistics
of quarterly in nature in order to synchronise the consist of mean, variance, standard deviation and
regression   process.    Altogether,   the   total   number  of coefficient of variations.

translate the movements in macroeconomic activities of

The model can be expressed in the logarithmic form

i,t 0 i,t i,t 2 i,t 3 i,t 4

movement of Malaysia, Indonesia, Singapore, Thailand i,t i,t

i,t 0

based lending rates (BLR) and gross domestic product i,t

i,t

i,t

i,t

Table 1: Descriptive Statistics
Variables Mean Variance Standard Deviation Coefficient of Variation
Stock Index 1445.913 1243680 1115.204 0.7712799
Inflation Rates 3.216333 7.826237 2.797541 0.8697921
BLR 6.496167 19.483 4.413955 0.6794708
GDP 7.83e+10 3.77e+20 1.94e+10 0.2478275
M2 1.79e+11 3.64e+21 6.03e+10 0.3370736
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RESULTS AND DISCUSSION The coefficients for random model is efficient, but not for

The Breusch and Pagan Larangian multiplier test is (collectively) as an independent variable is shown in
conducted to test whether to employ pooled OLS or panel Table 4.
data method. With a null hypothesis pooled regression’, The results show that the BLR and LINF are inversely
the following results are obtained: related, a findings similar to those of Mcmillan [9] and

Based on the Chi  and p-value, it is apparent that the Ramin, Lee and Atkin [11]. It indicates that an increase in2

model is significant, thus supports for rejection of the null the cost of capital would significantly weaken the stock
hypothesis. Panel data (random effect) estimation will be market performance since investors will shy away from the
conducted and explored further. market. As for GDP and M2, the results show the

For the next step, the study performs a Hausman fixed opposite. When GDP and M2 rise, the stock market
test to identify the appropriateness of employing either performance also rises. It suggests that during economic
random or fixed panel regression. The result, as shown in growth, more investors invest portfolio in the stock
Table 3 indicates null hypothesis of random effect cannot market leading to more active stock market. Similarly, an
be rejected, which means that the differences between the increase in money circulation will strengthen the stock
fixed  and  random  effect  coefficients  are  not systematic. market movement.

the fixed model. The results including the time variable

Table 2: Breusch and Pagan Larangian Multiplier Test for Random Effects

Lindex [code,t] = Xb + u[code] + e[code,t]

Estimated Results: Var sd = sqrt(var)

lindex 0.710755 0.843063
e 0.029227 0.170959
u 0 0

Test: Var (u) = 0
Chi2 (1) = 72.95
Prob > Chi2 = 0.0000

Table 3: Hausman Fixed Test

Coefficients Sqrt (diag (V_b-V_B))
------------------------------------------------------------------------------------------------------ -------------------------
(b) fixed (B) . (b-B) Difference S.E.

Lblr 0.187939 -0.66743 0.855364 -
lgdp 1.712618 -0.4388 2.151418 -
lm2 -0.32198 1.187056 -1.50903 0.168859
linflation 0.015829 -0.14209 0.157923 -

b = consistent under Ho and Ha; obtained from xtreg
B = inconsistent under Ha, efficient under Ho; obtained from xtreg
Test: Ho: difference in coefficients not systematic
Chi2 (4) = -265.22

Table 4: Random Effect GLS regression 

R-sq = 0.8083
Wald chi2(5) = 434.24

Random effects u_i ~ Gaussian Prob. > chi2 = 0.0000

Lindex Coef. Std. Err. z P > l z l

lblr -0.7244238 0.0610279 -11.87 0.000l
gdp 0.8046574 0.2458334 3.27 0.001
lm2 1.8074050 0.1477160 12.24 0.000
linf -0.0475482 0.0422319 -1.13 0.260
time -0.0309613 0.0040307 -7.68 0.000
_cons 562.6339 74.8692 7.51 0.000
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Table 5: Random effect GLS regression (include individual quarterly time series)
R-sq = 0.8599
Wald chi2(5) = 496.99

Random effects u_i ~ Gaussian Prob > chi2 = 0.0000
corr (u_i, x) = 0 (assumed) [95% Conf. Interval]
Lindex Coef. Std. Err. z P > l z l
lblr -0.750618 0.0610390 -12.30 0.000
lgdp 0.3280998 0.2863141 1.15 0.252
lm2 1.5788070 0.1601451 9.86 0.000
linflation -1.126672 0.0551824 -2.30 0.022
qr1 1.5866300 0.4111252 3.86 0.000
qr2 1.6679000 0.4129231 4.04 0.000
qr3 1.6268630 0.4189380 3.94 0.000
qr4 1.6327260 0.4126516 3.96 0.000
qr5 1.6281550 0.4088316 3.98 0.000
qr6 1.5290800 0.4068826 3.76 0.000
qr7 1.6727820 0.4113854 4.07 0.000
qr8 1.6233510 0.4155009 3.91 0.000
qr9 1.6280200 0.4171225 3.9 0.000
qr10 1.6280200 0.4190783 4.01 0.000
qr11 1.5169130 0.4159916 3.65 0.000
qr12 1.4360660 0.4155453 3.46 0.001
qr13 1.2953800 0.4154281 3.12 0.002
qr14 1.2718600 0.4151100 3.06 0.002
qr15 1.3122860 0.4199937 3.12 0.002
qr16 1.3073640 0.4324926 3.02 0.003
qr17 1.0677030 0.4435995 2.41 0.016
qr18 1.0256390 0.4562692 2.25 0.025
qr19 1.0227311 0.4594643 2.24 0.025
qr20 0.5442383 0.4307083 1.26 0.206
qr21 0.1748683 0.4546411 0.38 0.701
qr22 0.2550138 0.4652201 0.55 0.548
qr24 0.3491249 0.4378922 0.8 0.425
_cons -41.95759 9.3125580 -4.51 0.000
Note: qr23 (quarter 23) is dropped because of co linearity

Table 6: Test of Overall Significance of the GLS regression (include individual quarterly series)
Chi (23) = 93.29 Prob > chi2 = 0.00002

From the GLS regression results in Table 4, the timing market movement and is unchanged and stable when the
factor is found to be significant, in explaining the timing factor is accounted for. The joint significance of
movement of the stock market and it proves that the the time series, as indicated by the Chi (df=23) in table 6
relation is unchanged and stable through time. For a more is also statistically significant which means that the
specific time-effect, the study divides the time series individual time factors do explain most of the movement
based on quarterly and tests each individually and the of the stock market.
results are reported Table 5. All of the economics
activities exhibit very strong individual explanatory CONCLUSIONS
powers with an exception of the GDP.

The GLS regression estimation in Table 5 also This study examines the impact of macroeconomic
suggests that the stock market movement are positively activities  on  the  ASEAN   stock   market  movements.
related to the individual quarterly series since the z-values The dataset comprises of quarterly stock indices and
are significant from the first quarter (first quarter of 2004) macroeconomics of interest rate, broad money supply,
until the 19  quarter (third quarter of 2008). During this domestic output and inflation rate from 2004 through 2009th

period, the results suggest that there is a significant for five ASEAN are used. Applying the panel data of
impact of the macroeconomic variables on the stock Generalized Least Square (GLS) regression techniques, the

2
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results shows that stock market movement is significantly 5. Mansor, W.M. and M.D. Nazihah, 2009. “Stock
influenced by all economic activities except for domestic returns and economics variables: evidence from the
output. Interest rate, BLR, is arguably the strongest six Asian-Pacific countries,” International Research
determinant of stock market performance. Thus, it is wise Journal of Finance and Economics, 30: 154-164.
for the central banks to use them as the main tool for 6. Barrows, C.W. and A. Naka, 1994. Use of
monetary policy. The expansionary and contractionary Macroeconomic  Variables  to Evaluate Selected
effects could be played by promptly relaxing the rates Hospitality Stock Returns In The U.S. International
when the economy is weak and strengthening the rates Journal of Hospitality Management, 13(2): 119-128.
when the economy is overheated. Moreover, timely 7. Chen, N.F. and E. Ingersoll, 1983. Exact Pricing in
actions are always needed as the discount rates could Linear Factor Models with Finitely Many Assets: A
determine  the  investors’  required  and  expected return. Note. Journal of Finance, 38(3): 985-988.
In  conclusion,  it  is wise for countries in ASEAN region 8. Boyd, J.H., R. Levine and B.D. Smith, 1996. Inflation
to be careful in determining their macroeconomic policies. and Financial Market Performance. Federal Reserve
In fact, the monetary authorities are applying their hardest of Cleveland.
effort to stabilize the economies and seek for highest 9. Mcmillan, D.G., 2005. Time Variation in the
development possible, but still within the realms of safest Cointegrating Relationship between Stock Prices and
methodologies. As such an accurate estimation of these Economic Activity. International Review of Applied
relations enables the ASEAN countries’ central banks to Economics, 19(3): 359-368.
formulate competitive and reliable policies that could 10. Gunasekarage, A., A. Pisedtasalasai and D.M. Power,
influence the health of their economies as well to 2004.  Macroeconomic  Influence  on  the Stock
persuade more capital inflows into the respective Market:  Evidence  from  an  Emerging   Market  in
countries’ capital market. Moreover, increase South Asia. Journal of Emerging Market Finance,
transparency and coherency of policies at the same time 3(3): 285-304.
providing discretion to deal with short-run volatility are 11. Ramin, C.M., L.C. Howe and A.H. Mohamad, 2004.
crucial, before the benefit of controlling the variables Relationship between Macroeconomic Variables and
could be realized. Stock Market Indices: Cointegration Evidence from
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