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Abstract 
The purpose of this study is to empirically investigate the effect of microeconomic variables on stock return with 
moderating role of money supply (MS). The selected microeconomic variables in this study are debt-to-equity ratio 
(DE), dividend per share (DPS), and quick ratio (QR). Firm size and book-to-market value are considered as 
controlling variables. The period of the study is from 2003 to 2012 and the sample population of this study is 300 
companies listed on Kuala Lumpur Stock Exchange (KLSE). Secondary data were collected from DataStream 
International, financial annual reports, and the World Bank databank. Generalized least squares (GLS) technique was 
used to estimate the predictive regressions in form of multiple models of panel data sets. According to the findings, MS 
moderates the impact of DE and QR on stock return, but does not moderate the effect of DPS on stock return. Besides, 
MS moderates the impact of all selected predictors on stock return. The findings of this study further show that an 
increase in value of a firm’s debt relative to its equity would cause a decrease in the firm’s stock return. The results 
also indicate that firms with higher QR and DPS are likely to have a higher stock return. Overall, the findings of this 
research are consistent with Modigliani and Miller's capital structure theory, as well as Pecking Order and Bird In 
Hand theory. The findings of this study would be of interest to domestic and international investors, stockbrokers, 
board of directors, financial managers, and policy makers. 
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1. Introduction 
According to Chung and Ariff (2016) and Urbanovský (2016), Friedman’s proposition that “money supply increases 
should lead to liquidity surges-to credit expansion” has yet received unanimous empirical support. Friedman (1968) 
stated that gradual increase in money supply is necessary for a healthy economy as it stimulates the economic 
expansion. Therefore, as stock market growth reflects economic expansion, money supply might be influencing stock 
market directly or/and through moderating the effect of microeconomic variables on stock market. Moreover, (Singh, 
Mehta, & Varsha, 2011) pointed out that investors have a better chance of developing profitable investment strategies 
if they include macroeconomic variables in their decision making. Therefore, including the macroeconomic variables 
in analyzing the predictability of stock return might lead to more accurate results. Besides, Idris and Bala (2015) 
specified that so far, there is no consensus as to which single or combination of variables best explains stock market 
returns. This introduces a gap of knowledge to be filled by researchers through including other variables and/or 
moderators as well as control for country and economic condition.  

Some characteristics in developed countries have shown a strong ability in forecasting stock returns. According to Idris 
and Bala (2015), the degree of explanatory power of variable(s) on stock market returns might depend on the country 
and period of study. The impact of macroeconomic variables on the stock market has been empirically proven for the 
developed countries. Nonetheless, the empirical findings for the case of developing economies is still a puzzle. Hence 
changes in the share prices are affected by the changes in macroeconomic performance in the well-developed markets, 
but results are inconclusive for the emerging markets (Rahman, Sidek, & Tafri, 2009). 

Emerging markets, as mentioned by Cohen (2002), have, on average, higher stock return than developed countries, 
which consist of the European Union, Japan, and the United States. Based on another study conducted by Lim (2009), 
there is rapid growth and low correlations between emerging markets in the South-East Asian regions, which offers 
lower portfolio risk and higher return for international investors. These make their stock markets interesting for both 
domestic and international investors seeking new opportunities to diversify their portfolio. Moreover, another study 
conducted by (Auzairy, Ahmad, & Ho, 2011) stated that investors have paid more attention to ASEAN-5, especially 
Malaysia and Singapore, in the last three decades.  

The Malaysian stock market is of special interest as it shows a different pattern of stock price movement either from 
the developed or other emerging economies (Rahman et al., 2009). The Malaysian stock market offers high return 
investment opportunities while it has yet to be studied. Therefore, this research is focusing on the stock market of 
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Malaysia. 

In conclusion, this study examines the impact of the 3 selected microeconomic variables on the stock return in 
Malaysia and investigates the moderating impact of money supply as a macroeconomic variable on this relationship. 
Thus, the findings of this research help in filling the gap in the literature regarding the determinants of stock return. 

2. Literature Review and Hypothesis Development 
Stock return is defined as the capital gain or loss as a result of investing in the stock market (Jones, 2000). Stock return 
is received through trading in the secondary market in the form of capital gain (changes in stock price) and dividends 
(Hällefors, 2013). Stock price is determined by demand and supply, which is usually influenced by firm characteristics 
and/or macroeconomic variables (Akinlesi, 2011). Therefore, this study examines the effect of both micro and 
macroeconomic variables on stock return. 

2.1 Microeconomic Variables 

Research on microeconomic variables and their effect on stock return in developed countries have been adequately 
documented. However, the impact of microeconomic variables on stock return in developing countries including 
Malaysia are comparatively limited and show contradicting results. 

Based on the signalling theory, investors view debt as a signal of firm value and firms with high anticipated profits will 
take on high level of debt. Moreover, Modigliani and Miller's tradeoff theory of leverage suggests that stock price 
increases with leverage. The pecking order theory, however, which has been empirically observed to be the most used 
in determining companies’ capital structure, suggests that profitable firms use less debt. Prior research on these 
theories have reached contradictory results. Titman and Wessels (1988), Rajan and Zingales (1995), (Hall, Hutchinson, 
& Michaelas, 2000) and Fama and French (2002) found that the most profitable firms more likely borrow less. These 
results are consistent with the pecking-order theory. However, Hovakimian et al., (2001), Korajczyk and Levy (2003), 
Hovakimian (2004), Hovakimian and Tehranian (2004), Frank and Goyal (2003), and Idris and Bala (2015) supported 
the trade-off theory and found a positive relationship between debt-to-equity ratio and stock returns. These 
contradictory results could be because of different economic conditions (according to Modigliani and Miller`s capital 
structure theory) or maybe due to the period or scope of study or lack of mediating or moderating variables. Therefore, 
debt-to-equity ratio is selected as one of the microeconomic variables in this study. 

The dividend irrelevance theory by Modigliani and Miller essentially indicates that an issuance of dividends should 
have little to no effect on stock return. However, bird-in-hand theory which was developed by Myron Gordon and John 
Lintner contradicts the Modigliani and Miller dividend irrelevance theory. Bird-in-hand theory indicates that investors 
care whether their returns are from dividends or capital gains. Based on the bird-in-hand theory, shares with high 
dividend payouts have higher demand by investors and consequently command a higher market price. Hartono (2004) 
found that dividend per share negatively influence stock return. Conversely, Docking and Koch (2005), (Kothari, 
Lewellen, & Warner, 2006), and Al-Shubiri (2010), found a direct relationship between dividend per share and stock 
return. Therefore, in order to help resolving the existing contradictory findings, this study examines the impact of 
dividend per share on stock return. 

Quick ratio (QR) has been selected in this study as an indicator of a company’s short-term liquidity. Liquidity of 
company describes the company’s ability to meet its short-term liabilities. In the current unstable economy in Malaysia, 
the ability of companies to pay their debt is among the highest concerns of investors. The analysis of short-term 
liquidity is often important as it gives confidence to investors about a company`s ability of short-term success in 
paying debts (Subramanyam & Wild, 2009). QR is more conservative than current ratio because it eliminates the 
inventories from the current assets. Converting inventories into cash takes time and if the inventories must be sold 
quickly, the company must accept a lower price than their book value. Therefore, they are excluded from assets which 
are ready sources of immediate cash. Previous research found contradicting results on the influence of QR on stock 
return. Ulupui (2007), (Chang, Faff, & Hwang, 2010), Saleem and Rehman (2011) and (Shadkam Aga, Mogaddam, & 
Samadiyan, 2013) found a positive impact of QR on stock return while Stefano (2015), Hernendiastoro (2005), and 
Komala and Nugroho (2013) found no impact of current ratio on stock return. Therefore, this study examines the 
impact of QR on stock return in order to add to the body of literatures and help resolving the contradictory findings. 

The following hypotheses were developed based on the above discussion. 

H1: Microeconomic variables have a significant impact on stock return 

H1a: D/E has a significant negative impact on stock return 

H1b: DPS has a significant positive impact on stock return 

H1c: Quick ratio has a significant positive impact on stock return 

2.2 Money Supply 

Monetary Portfolio Theory suggests that changes in money supply alter the equilibrium position of money, thereby 
altering the composition and price of assets in an investor’s portfolio (Rozeff, Rozeff, & Kinney, 1976). In addition, 
changes in money supply may impact on real economic variables, thereby having a lagged influence on stock returns 
(Rogalski & Vinso, 1977). Both of these mechanisms suggest a positive relationship between changes in money supply 
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and stock returns (Bilson, Brailsford, & Hooper, 2001). According to a conventional economic theory by Fama (1981), 
an increase in money supply leads to an increase in discount rates, which in turn lowers the price of stock, and thus, 
confers a negative effect. However, Mukherjee and Naka (1995) argued that if an increase in money supply leads to 
economic expansion via increased cash flows, stock prices would benefit from economic growth led by such an 
expansionary monetary policy. Maysami and Koh (2000) showed that money supply is positively related to stock 
market in the cases of Singapore and Japan. Their findings support the view of Mukherjee and Naka (1995) regarding 
long run and short run dynamic interaction between money supply and stock returns (Rahman et al., 2009). (Brunie, 
Hamburger, & Kochin, 1972), (Blume, Kraft, J., & Kraft, A., 1977), and Hasan and Javed (2009) found a strong 
linkage between money supply and stock return. However, Cooper (1974) and Hashemzadeh and Taylor (1988) found 
that there is no significant link between the two variables. In the Malaysian context, Ibrahim and Aziz (2003) studied 
causal relations and dynamic linkages between the Malaysian stock market and four macroeconomic variables, 
including exchange rate, money supply, industrial product, and CPI. They found dynamic responses of the stock prices 
to changes in macroeconomic variables. Lagged responses of stock price in their study to real economic activity means 
inefficiency in the Malaysian equity market. Although based on their findings, the role of money supply in the 
dynamic behavior of equity prices seemed to decline over time, periodically, its relationship to equity prices was 
uncertain and, in the long run, was negative. This means that shocks in money supply may feed into the economy’s 
inflation instability, expectations of contractions, and risk elements. Accordingly, this results in adverse or uncertain 
behavior of the stock market.(Rahman et al, 2009) 

According to the above studies, since money supply affects discount rate and liquidity, it might influence the impact of 
D/E, DPS, and QR on firm performance and stock return. This is because the influence of the selected microeconomic 
variables on stock return depends on discount rate and liquidity. Therefore, this study examines the moderating impact 
of money supply on the relationship between the three selected microeconomic variables and stock return. Accordingly, 
the following hypotheses were developed. 

H2: Money supply moderates the impact of microeconomic variables on stock return 

H2a: Money supply moderates the impact of D/E on stock return 

H2b: Money supply moderates the impact of DPS on stock return 

H2c: Money supply moderates the impact of Quick ratio on stock return 

3. Research Method 
3.1 Sample and Data Selection 

All firms listed in the Kuala Lumpur Stock Exchange (KLSE or Bursa Malaysia) were the subjects of this research. 
According to the Bursa Malaysia annual reports, the total number of listed companies in 2003 was 906(the base year of 
study period). The sample population of this study is 300 companies listed in KLSE. The sampling method used in this 
study is convenient random sampling, as the 300 companies were selected randomly out of 342 with available data 
from Datastream International. The study examines a sample period of 2003 to 2012 and studies the effect of 
experimental variables and the moderator on stock return of subsequent years because stock return might lag behind 
the economic activities (Kwon & Shin, 1999). This study has used secondary data collected from three main sources of 
DataStream International, financial annual reports, and the World Bank databank. The two sources used to collect data 
pertaining to microeconomic variables and stock return were DataStream and financial annual reports. The source used 
for macroeconomic data was the World Bank databank. 

3.2 Variables Measurement 

3.2.1 Debt to Equity (D/E) 

The debt-to-equity ratio (D/E) is a financial ratio indicating the relative proportion of shareholders' equity and debt 
used to finance a company's assets (Peterson & Fabozzi, 1999). 

D/E is defined as a measure of a company’s financial leverage. D/E is also known as gearing, leverage or risk ratio. 
D/E is calculated as follow: ܧ/ܦ ൌ  (1)                    ݕݐ݅ݑݍ݁	`ݏݎ݈݁݀݋݄݁ݎ݄ܽݏ	݁݃ܽݎ݁ݒܣ	/	ݏ݁݅ݐ݈ܾ݅݅ܽ݅ܮ	݈ܽݐ݋ܶ	

Total liabilities is the sum of both short term and long-term liabilities, while average shareholders’ equity is the mean 
value of stockholders’ equity of two consecutive fiscal years. Changes in D/E ratio can potentially affect stock return 
of companies because of changes in cost of debt and risk of bankruptcy. High amount of D/E ratio of a company shows 
that the firm has been aggressive in financing its growth by using debt rather than equity or internal financing. This 
might result in lower stock return because of higher cost of debt. Conversely, a smaller amount of debt to equity ratio 
may benefit shareholders as earnings would be spread among them rather than being paid as interest. Besides, the cost 
of debt will be lower as well as bankruptcy cost which results in higher demand for the stock and potentially higher 
return. 

3.2.2 Dividend per Share (DPS) 

The dividend yield or dividend-price ratio of a share is the dividend per share divided by the price per share (Cohen, 
2002). 
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DPS is calculated as follow: ܵܲܦ ൌ ሺܦ െ  ሻ/ܵ                                     (2)ܦܵ

Where D is the sum of dividends over a period (1 year), SD is the special (one-time) dividends, and S is the shares 
outstanding for the period. Based on bird-in-hand theory, DPS can influence stock return as the demand for shares with 
high DPS is potentially higher than the other shares. Bird-in-hand theory indicates that investors are indifferent to 
whether their returns from holding a stock arise from dividends or capital gains. According to this theory, shares with 
high dividend payouts have higher demand by investors and consequently command a higher market price.  

3.2.3 Quick Ratio (QR) 

Quick ratio measures the ability of a company to use its near cash or quick assets to immediately extinguish or retire its 
current liabilities. Quick assets include those current assets that can be quickly converted to cash at a price close to 
their book values. Unlike current ratio, inventory is excluded from the sum of assets in the quick ratio (Tracy & Tracy, 
2004). In other words, quick ratio is a measure of how well a company can meet its short-term financial liabilities. QR 
also known as the acid-test ratio, is calculated as follow: ܴܳ ൌ ሺ݄ݏܽܥ	 ൅ 	ݏ݁݅ݐ݅ݎݑܿ݁ܵ	݈ܾ݁ܽݐ݁݇ݎܽܯ	 ൅  ሻ     (3)ݏ݁݅ݐ݈ܾ݅݅ܽ݅ܮ	ݐ݊݁ݎݎݑܥሻ/ሺ݈ܾ݁ܽݒܴ݅݁ܿ݁	ݏݐ݊ݑ݋ܿܿܣ	

Quick ratio is a more conservative version of current ratio. Although the two are similar, the quick ratio provides a 
more rigorous assessment of a company's ability to pay its current liabilities. It does this by eliminating all but the 
most liquid of current assets from consideration. Inventory is the most notable exclusion, and it is not included in quick 
ratio because it is not as rapidly convertible to cash and is often sold on credit. 

3.2.4 Money Supply 

Money supply (or money stock) is the total amount of monetary assets available in an economy at a specific time. 
There are several ways to define money but standard measures usually include currency in circulation and demand 
deposits (DeFusco, Johnson, & Zorn, 1990). Money supply includes safe assets, such as cash, coins, and balances held 
in checking and savings accounts that businesses and individuals can use to make payments or hold as short-term 
investments. 

The different types of money in the money supply are classified as M0, M1, M2, and M3 based to the type and the size 
of the account in which the instrument is kept. M0 and M1are called narrow money as well, and include notes and 
coins that are in circulation and other money equivalents that can be converted easily to cash. M2 includes M1, 
short-term deposits in banks and certain money market funds. M3 includes M2 in addition to long-term deposits but it 
is no longer included in the reporting by the Federal Reserve. M0 (MZM), or money zero maturity, is a measure that 
includes financial assets with zero maturity and that are immediately redeemable at par. In this research similar to 
related studies such as Vejzagic and Zarafat (2013), broad money (M2) is selected as representative of money supply. 

3.2.5 Stock Return 

Stock return is defined as the capital gain or loss as a result of investing in the stock market (Jones, 2000). Stock return 
is received through trading in the secondary market in the form of capital gains (changes in stock price) and dividends 
(Hällefors, 2013). 

Stock return is the dependent variable in this research and it’s measured by calculating return index (RI), which shows 
the growth in value of a share over a specified period of time. According to DataStream International, RI is calculated 
as follow: ܴܫ௧ ൌ ௧ିଵܫܴ ∗ 	 ௉ூ೟௉ூ೟షభ ∗ 	ቀ1 ൅ ஽௒೟ଵ଴଴ ∗ 	 ଵேቁ				                                 (4) 

Where: ܴܫ௧ is return index on day t; ܴܫ௧ିଵ is return index on previous day; ܲܫ௧ is price index on day t; ܲܫ௧ିଵ is 
price index on previous day; ܦ ௧ܻ is dividend yield % on day t; N is number of working days in the year (taken to be 
260). 

3.2.6 Total Assets 

In financial accounting, an asset is an economic resource. Anything tangible or intangible that can be owned or 
controlled to produce value and that is held by a company to produce positive economic value is an asset. Simply 
stated, assets represent value of ownership that can be converted into cash (although cash itself is also considered an 
asset) (Sullivan, 2003). 

Total assets is the sum of all current and non-current assets and equals to the sum of total liabilities and stockholders' 
equity. Total assets is calculated as follow: ݈ܶܽݐ݋	ݏݐ݁ݏݏܣ ൌ ݏ݁݅ݐ݈ܾ݈݅݅ܽ݅	 ൅  (5)                         	ݕݐ݅ݑݍᇱ݁ݏݎ݈݁݀݋݄݇ܿ݋ݐݏ

As similar studies by Fama and French (1993) and (Kouser et al., 2011) this research is considering total assets as a 
proxy of firm size. 

3.2.7 Book to Market Ratio 

The book-to-market ratio is a ratio used to find the value of a company by comparing book value of a firm to its 
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market value. The book value is calculated by looking at the firm's historical cost, or accounting value, while market 
value is determined in the stock market through its market capitalization. Book to market ratio is calculated as follow: ݇݋݋ܤ	݋ݐ	ݐ݁݇ݎܽܯ	݋݅ݐܴܽ ൌ ሺ݇݋݋ܤ	݁ݑ݈ܽݒ	݂݋	݉ݎ݂݅ሻ/ሺݐ݁݇ݎܽܯ	݁ݑ݈ܽݒ	݂݋	݉ݎ݂݅ሻ          (6) 

The book-to-market ratio attempts to identify undervalued or overvalued securities. In basic terms, if the ratio is above 
1, the stock is undervalued and if it is less than 1, the stock is overvalued. This financial ratio has been considered in 
this current study, as it is one of the main common risk factors in the returns on stocks (Fama & French, 1993). 

3.3 Regression Models 

As similar studies (Frazier, Tix, & Barron, 2004) three steps of applying a hierarchical multiple regression were 
employed to investigate the moderating impact of money supply. 

Step 1: the impact of predictor variables on dependent variable (Model 1): ܴܵ௜,௧ାଵ ൌ ଴ߙ	 ൅	ߚଵܧܦ୧,௧ ൅ ܲܦଶߚ	 ୧ܵ,௧ ൅ ଷܴܳ୧,௧ߚ	 ൅  ௜,௧                        (7)ߝ	

Where ܴܵ௜,௧ାଵ is logarithm of stock return index of company i in year t+1; ܧܦ௜,௧ is debt to equity ratio of company i 
in year t; ܵܲܦ௜,௧ is Dividend per shar of company i in year t; ܴܳ௜,௧ is quick ratio of company i in year t; ߙ଴ is 
constant. The disturbance term denoted as ߝ௜,௧ was assumed to be serially uncorrelated with mean zero. 

Step 2: the impact of moderator variable on dependent variable (Model 2): ܴܵ௜,௧ାଵ ൌ ଴ߙ	 ൅	ߚଵܧܦ୧,௧ ൅ ܲܦଶߚ	 ୧ܵ,௧ ൅ ଷܴܳ୧,௧ߚ	 ൅ ௧ܵܯସߚ ൅	ߝ௜,௧                (8) 

Where ܵܯ௧ is natural logarithm of money supply in year t 

Step 3: the effect of interactions among the predictor variables and the moderator on dependent variable (Model 3): ܴܵ௜,௧ାଵ ൌ ଴ߙ	 ൅	ߚଵܧܦ୧,௧ ൅ ܲܦଶߚ	 ୧ܵ,௧ ൅ ଷܴܳ୧,௧ߚ	 ൅ ௧ܵܯସߚ ൅ ୧,௧ܧܦ௧ܵܯହߚ ൅ ܲܦ௧ܵܯ଺ߚ ୧ܵ,௧ ൅	ߚ଻ܵܯ௧ܴܳ୧,௧ ൅  ௜,௧ (9)ߝ	

Where: ܵܯ௧ܧܦ௜,௧ is interaction of natural logarithm of money supply in year t and debt to equity ratio of company i in 
year t; ܵܯ௧ܵܲܦ௜,௧ is interaction of natural logarithm of money supply in year t and dividend per share of company i in 
year t; ܵܯ௧ܴܳ௜,௧ is interaction of natural logarithm of money supply in year t and quick ratio of company i in year t. 
The disturbance term denoted as ߝ௜,௧ was assumed to be serially uncorrelated with mean zero. 

4. Results and Analyses 
Statistical software STATA 13.0 was employed to analyze the data. In addition, according to Basiruddin (2011), 
Ordinary Least Square (OLS) regression may not be an efficient estimator as some of the assumptions are not fulfilled. 
Therefore, this study as similar research such as (Kheradyar, Ibrahim, & Nor, 2011) applied generalized least squares 
(GLS) method to tackle the heteroskedasticity and non-normality distributed residuals. 

4.1 Descriptive Statistics 

An overview of the nature of the data is presented in table 1. This table presents the descriptive statistics details 
including the number of observations, minimum, maximum, mean and standard deviation for all the variables in this 
study. Moreover, the original value of stock return, total assets, money supply and interest rate are presented as well as 
their log forms. 

Table 1. Descriptive Statistics 

Variables N Minimum Maximum Mean Std. Deviation 

SR 2991 0.0334238 4.030512 1.942313 0.7253347 

DE 3000 0 8.9437 0.6019867 0.893689 

DPS 3000 0 0.9308903 0.0174546 0.0584713 

QR 2733 0.01 27.59 1.882752 2.707478 

BM 2990 0.05 20.43987 1.089716 1.45524 

TA 3000 6.108458 10.78682 8.066754 0.7103446 

MS 3000 25.70557 26.78745 26.246 0.3497253 

OSR 2991 0.08 10726.84 412.4103 1142.694 

OTA 3000 1283684 6.12E+10 9.28E+08 3.96E+09 

OMS 3000 1.46E+11 4.30E+11 2.66E+11 9.23E+10 

MSDE 3000 0 235.7855 15.78395 23.37906 

MSDPS 3000 0 24.40195 0.4596342 1.538127 

MSQR 2733 0.2678745 720.509 49.40938 70.94367 

Note. SR = Log of Stock Return Index; DE = Debt to Equity Ratio; DPS = Dividend per Share; QR = Quick Ratio; BM = Book to 
Market Value; TA = Log of Total Assets; INT = Natural Log of Interest Rate; MS = Natural Log of Broad Money; OSR = Original 
Value of Stock Return Index; OTA = Original Value of Total Assets; OMS = Original Value of Broad Money; OINT = Original Value 
of Interest rate; INTDE = Interaction of INT and DE; INTDPS = Interaction of Interest rate and DPS; INTQR = Interaction of 
Interest rate and QR; MSDE = Interaction of Broad Money and DE; MSDPS = Interaction of Broad Money and DPS; MSQR = 
Interaction of Money Supply and QR. 
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4.2 Empirical Results of Multiple Regressions 

Table 2 presents the results of hierarchical multiple regressions related to Models 1, 2 and 3. Model 1 includes the 
selected microeconomic variables (DE, DPS, and QR) as independent variables (first step). Model 2 includes the 
moderator variables (second step). Model 3 includes the interaction terms (MSDE, MSDPS, and MSQR). 

Table 2. The result of the Generalized Least Square (GLS) regression to examine the effect of DE, DPS, QR, and MS 
as moderator on stock return 

Variables Model 1 (Coefficient) Model 2 (Coefficient) Model 3 (Coefficient) 
DE -0.0933632* -0.09466* 1.614912* 

DPS 1.613494* 1.644628* 8.32916 

QR 0.0135595* 0.013583* -0.21349** 

BM 0.1300604* 0.129793* 0.130493* 

TA 0.5130087* 0.528224* 0.529442* 

MS  -0.01309 0.010849 

MSDE   -0.06546* 

MSDPS   -0.25518 

MSQR   0.00868** 

cons -2.327459 -2.10515 -2.74079 Rଶ 0.3753 0.3754 0.3841 

Change in Rଶ - 0.0001 0.0087 

Sig. F 0.000 0.0000 0.0000 

Note. * significant at 1 percent level; ** significant at 5 percent level. 

According to the results the F statistic in Model 1 is significant (Sig. F = 0.000) and shows Rଶ of 0.3753, indicating 
that the selected microeconomic variables (DE, DPS, and QR) can explain 37.53% of the variations in stock return. 
Model 1 reveals that DE significantly and negatively (p-value < 0.01, Coefficient = -0.0933632) affects stock return, 
but DPS and QR significantly and positively (p-value < 0.01, Coefficient =1.613494 and 0.0135595) affect stock 
return. Therefore, it can reasonably be concluded that hypotheses H1, H1a, H1b, and H1c are accepted. 

Model 2 shows that the F statistic is significant (Sig. F = 0.000), but the impact of money supply on stock return is not 
significant (p-value > 0.1). 

Model 3 which presents the impact of interaction terms (MSDE, MSDPS, and MSQR) on stock return is significant 
and has stronger explanatory power of 0.384. Model 3 shows 0.009 change in Rଶ compared to model 2, which means 
that hypothesis H2 is accepted. Regarding the interaction terms (MSDE, MSDPS, and MSQR), the impact of MSDE is 
significant at 1% level and negative (p-value < 0.01, Coefficient = -0.06546), and the impact of MSQR is significant 
and positive at 5% level (p-value < 0.05, Coefficient = 0.00868), but the impact of MSDPS is not significant (p-value > 
0.1). Therefore, based on the results of model 3 hypotheses H2, H2a and H2c are accepted, but hypothesis H2b is 
rejected. 

5. Discussion of Results 
The first set of the findings in this study, which were based on the relationship between microeconomic variables (DE, 
DPS, and QR) and stock return in Malaysia, demonstrated that microeconomic variables could significantly influence 
stock return. Results pertaining to the effect of debt-to-equity on stock return showed significant negative influence, 
which is consistent with the pecking-order theory. However, according to the findings dividend per share positively 
affects stock return in Malaysia, which is consistent with the bird-in-hand theory. According to the results, quick ratio 
has a significant and positive impact on stock return which is consistent with the findings of Ulupui (2007), Chang et 
al (2010), Saleem & Rehman (2011) and Aga et al(2013). Relationships between microeconomic variables and stock 
return have been investigated in a considerable number of studies but they have presented various results. Studies on 
the impact of microeconomic variables on stock return in developing countries are limited compared to developed 
countries and they show contradicting results. Al-Shubiri (2010) studied the impact of microeconomic and 
macroeconomic variables on the Amman Stock Exchange for the period of 2005 -2008. Based on the findings of his 
study, dividend payout percentage was the only effective variable on stock price of the Amman Stock Exchange. 
However, Idris & Bala (2015) studied the effect of firms’ specific characteristics on stock return in Nigeria and found 
debt-to-equity ratio as the only influential variable. Sari and Hutagaol (2009) conducted a study in Indonesia on the 
influence of capital structure, business risk, and the market risk. The results of their research showed that the capital 
structure, which is measured by debt to equity ratio, and stock return are highly and positively related. However, in 
another study carried out by (Ahmad, Abdullah, &Roslan, 2012) on the effect of capital structure on firm performance, 
there was no significant impact of short term, long term or total debt on firm performance. These conflicting results 
could be because of different methodologies, scopes, or lack of moderating or mediating variables (Hsu & Fang, 2009); 
(Kamukama, Ahiauzu, & Ntayi, 2011); (Ye, Chen, & Jin, 2006); (Dadashinasab & Sofian, 2014). 

The second set of the findings in this study were related to the moderation effect of money supply on the relationship 
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between the selected microeconomic variables and stock return in Malaysia. Based on the results money supply is not 
individually value relevant to stock return, but it is value relevant through moderating the effect of microeconomic 
variables. According to the findings, debt-to-equity ratio and quick ratio are value relevant to stock return in the 
Malaysian context, both directly and through the moderation of money supply. Nevertheless, dividend per share is 
individually value relevant to stock return, but it is not value relevant through the moderation of money supply. 
Therefore, findings suggest that a higher amount of debt compared to equity results in a higher stock return in terms of 
raising money supply. Since a larger money supply leads to higher investment, demands for stocks would be higher. 
Meanwhile, in such an economic condition, money in circulation is increased which leads to more purchasing power 
for investors. In the meantime, companies could have a higher debt with lower risk in this condition, leading to a 
higher stock return. Moreover, findings suggest that quick ratio could positively affect stock return and could be value 
relevant to stock return through moderation of money supply. Firms with higher quick ratio are considered easier to 
liquidate and, also, money supply leads to more liquidity based on liquidity effect. Therefore, companies with a higher 
quick ratio could have a much higher stock return in the presence of a higher money supply. Modigliani and Miller`s 
capital structure theory Ross et al. (2002) along with related studies by Urbanovský (2016), Rahman et al. (2009), 
Sieng and Leng (2005), R. Cooper et al (2004), and Omran (2003) support the findings. 

6. Conclusion 
This study examined the impact of 3 selected microeconomic variables (DE, DPS, QR) on stock return in Malaysia as 
well as testing the moderating effect of money supply on their relationships. The period of the study was from 2003 to 
2012 and the sample population of this study was 300 companies listed on Kuala Lumpur Stock Exchange (KLSE). 
This study applied generalized least squares (GLS) method to tackle the heteroscedasticity and non-normality 
distributed residuals. 

The results seem to suggest that the microeconomic variables have a strong explanatory power in stock return 
predictability. Based on the findings debt-to-equity ratio (DE) negatively, and dividend per share (DPS), and quick 
ratio (QR) positively affect the stock return in Malaysia. The negative impact of DE on stock return could be due to 
lower cost of debt. This means that companies with less amount of debt compare to equity have lower cost of debt and 
lower risk of bankruptcy, consequently they will have more demand for their stocks thus higher stock return. The 
positive impact of DPS on stock return is because most investors prefer the assurance of return through dividends 
rather than uncertainty of capital gain through changes in stock price. The positive influence of QR on stock return 
could be because higher QR gives the investors an assurance about the firm’s ability to payout its debt. Therefore, 
stocks of companies with higher QR have more demand thus more increase in price and higher return on their stock. 

This study also found that the impact of microeconomic variables on stock return could be moderated by money 
supply as a macroeconomic variable. The moderating impact of macroeconomic variables has been overlooked in 
previous research. According to the results of this research, the influence of microeconomic variables on stock return is 
increased by introducing money supply as a moderator. The findings suggest that higher amount of debt-to-equity ratio 
decreases the stock return in the subsequent year. However, in term of increasing money supply by policy makers, 
higher debt-to-equity ratio causes higher stock return in the following year. This could be as a result of lower cost of 
debt for the companies and consequently having lower bankruptcy risk, while money supply is high. Moreover, the 
results pertaining the impact of quick ratio on stock return suggest that higher quick ratio leads to higher stock return 
in subsequent year. However, based on the findings, increasing money supply decreases the positive effect of quick 
ratio on stock return. This might be due to taking advantage of lower cost of debt while money supply is high. 
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