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ABSTRACT

This paper investigates the asymmetric oil price
impact on inflation in Malaysia. The oil price
asymmetric effect on inflation is examined
using the Nonlinear Autoregressive Distributed
Lag (NARDL) approach. The approach
simultaneously tests the short run and long run
nonlinearities of the oil price through positive
and negative partial sum decompositions. The
results showed that there is evidence of long-
run and short-run asymmetry indicating that
inflation reacts differently during an increase
and a decrease in oil prices after the fuel subsidy
rationalisation. Furthermore, the impact of an
increase in oil prices on inflation is greater than
the decrease in oil prices. Thus, understanding
the asymmetric oil price inflationary effect will
help policymakers in implementing appropriate
policies to accommodate the asymmetry. Future
research needs to investigate other possible
factors with the asymmetric effect such as
exchange rates.

INTRODUCTION

The use of oil prices as a source of energy
have affected a country economy sectors
such as transportation, energy and industrial
sectors directly or indirectly (Catik & Onder,
2013; Zhao, Zhang, Wang, & Xu, 2016)the
existence of an asymmetric relationship
between economic activity and oil prices is
investigated by regime-dependent impulse
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response functions and forecast error variance
decompositions based on a multivariate two-
regime Threshold VAR (TVAR. Literature has
indicated that there is a significant relationship
between oil prices and inflation (Salisu, Ndako,
Oloko, & Akanni, 2016; Trang, Tho, & Hong,
2017). The reason is that oil price movements
have a direct effect on production costs, which
in turn will increase inflation (Long & Liang,
2018). Earlier studies have assumed a linear
relationship between oil prices and inflation
(Istiak & Alam, 2019). This assumption implies
that an increase or a decrease in oil prices will
cause the same magnitude towards inflation in
adifferent direction.Thus, if oil prices decrease,
a firm may reduce its cost of production or
pass through the cost to the end-users (Long
& Liang, 2018). At the same time, a decrease in
oil price will lead to a reduction in production
cost and, thus, the price level. However, the
assumption of the linear model may be too
restrictive in the case of oil price pass-through
into inflation, so an extension of this needs
to be investigated further. This is because,
the oil price reduction will not always reduce
inflation in the same magnitude or size during
the oil price increment (Davari & Kamalian,
2018). Even though a decrease in oil prices
will contribute to a lower cost of production
and higher productivity but it will also cause
a higher nominal wage, which in turn leads
to higher production costs. Therefore, there
will be an only small reduction or no change
in goods and services product prices. Besides,
when the oil prices drop, there is a possibility
that domestic firms only reduce the cost of
production to a small extent which leads to the
decrease of CPI is also smaller (Atil, Lahiani, &
Nguyen, 2014; Choi, Furceri, Loungani, Mishra,
& Poplawski-Ribeiro, 2018). This consequence
implies that there is an asymmetric oil price
pass-through effect where the magnitude is
different during an increase and a decrease
in oil prices. Thus, it is important to study
the asymmetric oil price inflationary effect
because if there is an asymmetric effect exist,
customers will benefit less from the decrease
of oil prices.
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From the empirical perspective, most
studies have indicated the asymmetric
relationship between oil prices and inflation
(Bala & Chin, 2018; Davari & Kamalian, 2018;
Lacheheb & Sirag, 2018; Salisu, Isah, Oyewole,
& Akanni, 2017). Therefore, this study revisits
the impact of the asymmetric effect of oil price
into inflation before and after the fuel subsidy
rationalisation which has not been extensively
investigated in Malaysia. The Malaysian
government has announced the subsidy
reductions for oil-based sources such as petrol,
diesel, and liquefied petroleum gas (LPG) on
16th July 2010 effectively (Abdul Hakim, Ismail,
& Abdul Razak, 2016).This current study applies
nonlinear ARDL approach. The asymmetric
inflationary effect of oil price towards inflation
is captured using the NARDL to determine if
inflation reacts towards oil prices during an
increase or decrease in oil prices differently.
Additionally, if the asymmetric pass through
exists, investigating the oil price pass-through
into inflation could seriously bias the oil price
exposure estimates (Baharumshah, Sirag, &
Soon, 2017). Furthermore, NARDL method
performs better for a small sample size of
data. Besides, the NARDL approach will allow
a long run and short-run asymmetric tests
simultaneously (Shin, Yu, & Greenwood-
Nimmo, 2014). Understanding the oil price
asymmetric inflationary effects can assist the
monetary authorities in conducting country
policy comprehensively.

The rest of this paper proceeds as
follows: A selected literature review of
theory and empirical evidence on oil prices
effect on inflation are discussed in the next
section. Section three describes the data
and methodology, section four presents
the empirical results and discussion whilst
section five represents conclusion and
recommendations.
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LITERATURE REVIEW

Theoretically, there is a positive relationship
between oil prices and inflation, thus, an
increase in oil prices lead to an increase in
inflation (Istiak & Alam, 2019). As a main
source of energy in the transportation and
manufacturing industries, oil prices will affect
the production costs directly. For example, if
the oil price increase, then it will also increase
more to the transportation cost, and energy
for manufacturing firms. Then, the firms will
transfer all these costs or a part of them to
their consumers, which cause an increase in
price levels of inflation. Thus, if the production
costs rise, it is also expected that an increase
in the prices of final goods and services (Sek,
2017; Zhao et al., 2016).

Since the oil price crisis in the 1970s,
studies have been conducted to investigate
the oil price pass-through into inflation
(Barsky & Kilian, 2004; Globerman & Bruce,
1976). Though there is mixed evidence on the
oil price transmission into inflation, previous
literature generally has supported the oil price
pass-through effect into inflation (Chen, 2009).
In Malaysia, Ibrahim and Said (2012) indicated
a long relationship between oil prices and
aggregate CPl as well as the disaggregated CPI
especially the food, rent, fuel and power, and
the transportation and communication indices
in the short run. Consistent with Ibrahim and
Said’s (2012) study, Chou and Tseng (2011)
also found out that oil prices have a significant
long-run pass-through effect on inflation
in Taiwan but insignificant in the short run.
Meanwhile, Mandal, Bhattacharyya, and Bhoi’s
(2012) study in India also indicated the impact
of oil prices on inflation especially during the
deregulation of some petroleum product
prices in 2002.

In contrast, some studies have
documented a declining impact of oil prices
on inflation as compared in the late 1970s
(Chen, 2009). In Chen’s (2009) study from 19
industrial countries, the study results showed
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a declining pass-through effect in the majority
of the sample countries. The main reasons
are due to local currency appreciation,
government monetary policy to mitigate the
oil price inflationary effect, fewer regulationsin
the international trade. Meanwhile, a study by
Choi, Furceri, Loungani, Mishra and Poplawski-
Ribeiro (2018) also showed that the effect of
oil prices on inflation has declined over time
due to active government monetary policy to
mitigate theinflation. Moreover, Gbmez-loscos,
Montafés and Gadea’s (2011) study in Spain
also revealed the declining impact of oil price
on inflation. Furthermore, Tang, Wu and Zhang
(2010) found out that the effect of oil prices on
real GDP and real investment lasts much longer
than inflation. Meanwhile, Jongwanich and
Park (2009) argued that the declining oil price
pass though the effect on inflation because of
demand full factors are more important than
external movements such as oil prices to be
main sources of inflation, especially in Asian
countries. The study also revealed that external
food and oil price movements explain less
than 30 per cent of Asia’s CPl inflation, whereas
excess aggregate demand and inflationary
expectations comprise about 60 per cent.

However, most of these studies
that indicated the declining oil price pass-
through effect into inflation have applied the
symmetric model. There is a possible reason
for the declining effect that could be due to
oil price asymmetric effect towards inflation
that has not been extensively investigated
(Baharumshah, Sirag, & Mohamed Nor, 2017;
Bala & Chin, 2018). The asymmetric effect of oil
prices on macroeconomic variables including
inflation has been investigated gradually.
Some studies have supported that the global
oil prices asymmetric effect on CPI. It means
that an increase or a decrease in oil prices have
a different effect on inflation. Cunado and
Perez de Gracia (2005) also found evidence
of asymmetries on how oil prices influenced
inflation in Japan, Thailand and South Korea.
Choi et al’s (2018) study finding also indicated
the asymmetric oil price inflationary effect,
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with positive oil price movements have a
larger impact on inflation than negative
movements. Similarly, Istiak and Alam (2019)
also confirmed that an increase in oil prices
have a greater effect on inflation than and
a decrease in oil prices. The same pattern
also can be found in Long and Liang’s (2018)
study finding where an increase in oil prices
have a larger magnitude effect on inflation
rather than during an oil price reduction.
Furthermore, the oil prices pass through effect
into inflation also is greater in net-importer
oil countries than net-exporter oil countries,
but the asymmetric oil price effects seem to
be more significant in oil-exporting countries
(Salisu et al.,, 2017). Meanwhile, in Davari and
Kamalian's (2018) study, the study results
revealed an asymmetric oil price pass-through
effect into inflation where significant effect
only exists when there is an increase in oil price
but insignificant when the oil prices decrease.

In summary, despite intensive tests on oil
price pass-through to inflation since the 1970s,
the relationship continues to stand upon mixed
evidence. Therefore, a continuous study is
essential to fill the gap of this mixed evidence
to explore the oil price transmission to inflation
relationship. Knowledge from this empirical
evidence then it will help the policymakers to
maintain and control the inflation.

DATA AND METHODOLOGY
Data

Monthly data from January 1996 until March
2019 were used for empirical analysis. This
study applied the Consumer Price Index (CPI)
as the proxy for domestic inflation. West Texas
Intermediate (WTI) crude oil prices are the
proxy for oil prices which were obtained from
the US Energy Information Administration (US
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EIA). The current study applied the augmented
Phillips Curve, which also included output
growth which is proxied by the Industrial
Production Index (IPI) in the estimated model.
Consistent with some previous studies, we
also included exchange rate proxy by the Real
Effective Exchange Rate (REER). This study
applied REER rather than bilateral exchange
rate with USD as indicated in previous studies
since Malaysia pegged Malaysian Ringgit
towards USD from 1998 to July 2005. The
IPI and CPI data were obtained from the
International Monetary Fund (IMF) website.
Meanwhile, money supply (MS) was obtained
from Bank Negara Malaysia monthly statistical
report. Both CPI and IPI data were rebased to
2010 = 100. The REER was also obtained from
the IMF website. All studied variables such as
IPI, CPI, REER MS, and oil prices were expressed
in natural logarithms.

Unit Root Tests

The Augmented Dickey-Fuller (ADF)
(Dickey & Fuller, 1979) and the Phillips-Perron
(PP) (Phillips & Perron, 1988) unit root tests
were applied to investigate the stationarity of
data as well as to confirm none of the variable
series is integrated more than  which will
cause F-statistic using the NARDL approach
will be invalid. This study applied the Schwarz
Information Criterion (SIC) criteria to choose
the optimal lag length.

Empirical Model

This study applied the augmented Phillips
curve framework to investigate the oil price
pass-through effect into inflation. Following
some previous studies (Davari & Kamalian,
2018; Long & Liang, 2018; Sek, 2017), the
general model with oil prices can be written as
follows:
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CPI, = 3, + BOILP + B,REER, + B,MS, +5, (1)

where, CP] isaconsumer price index, OILP isthe oil price, REER is the real exchange rate,

Sis money supply (M2), and B; is a vector of long-run coefficients. However, Equation (1) cannot

capture the asymmetric effect of oil price changes on inflation. Thus, equation (1) is modified to

incorporate the asymmetric component of oil prices (Ibrahim, 2015; Shin et al., 2014). The asymmetric
model can be specified as follows:

CPl, =a,+a,0ILP" +a,0ILP" + a,REER +a,MS +¢,  (2)

Where, %iis a vector of long-run coefficients. The oil price asymmetric effect is estimated
by including the positive changes OILP" and negative changes OILP™ in oil prices. Where the
OILP" and OILF, are partial sums of the positive and negative changes in OILP, respectively, and
OILP, = OILF, + OILP" + OILF" By replacing the negative (positive) values with zeros, the partial
sum of negative (positive) values are calculated as:

11 11 ! !
OILP" =% AOILP' = max(AOILP,,0), OILP =Y AOILP; = min(AOILP,0) (3)
=l J=1 j=l =l

From Equation (2), ¢, is the coefficient of the long-run relationship between oil price positive
movements and inflation, whereas &, is the coefficient of the long-run relationship between oil price
negative movements and inflation. Both partial sums of the positive and negative changes in oil
prices are expected to have a positive sign, but they are not anticipated to have a similar magnitude
(Lacheheb & Sirag, 2018). Since partial sums of the positive changes in oil prices are expected to have
a higher effect on inflation than negative changes, then @; > &, . In other words, oil prices will affect
inflation differently.

To determine the long-run relationship in Equation (2), we applied the NARDL model proposed
by Shin et al. (2014). This methodology is based on the ARDL model developed by Pesaran, Shin
and Smith (2001). Generally, the ARDL method has two major advantages. Firstly, the approach
is applicable if no variables are integrated more than . Secondly, the method has better statistical
properties in small samples. Furthermore, the asymmetric extension in the ARDL method allows us to
investigate asymmetries in the long run, short-run or both in the model.

Contrary to Ibrahim and Said’s (2012) and Sek’s (2017) oil price pass-through model in Malaysia,
this current study oil price pass-through into inflation model also included exchange rate movement
and money supply variables to represent both demand-pull and cost-push inflation factors. Equation
(2) can be framed in NARDL model (Shin et al., 2014) as follows:

ACPI, = f,+ BCPI,_, + B,OILP", + B,OILP", + B,REER , + BMS, ,

P q r s t (4)
+ $ACPI,_ +> @AREER,  +) (6'AOILP, +6;AOILP_)+ Y X,AMS, , + > n,Agap +¢,
i=1 i=0 i=0 i=0

i=0
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Where, gap refers to the output gap
(¥ —y/)that represents the effects of
variations in GDP which is proxied by the IPI
index on inflation (Sek, 2017). Meanwhile,
P-4,7,Sand ¢ represent the lag orders.
Where ¥, and ¥, referto output and potential
output respectively so (¥, =¥, )represents
the output gap. ¥, is the Hodrick-Prescott
filtered trend of y,a (Chen, 2009; Chou & Tseng,
2011; Ibrahim & Said, 2012). In original Philip
curve framework, in the short run, if the actual
output is greater than the expected output,
inflation will increase; or in other words, if
unemployment is less than the natural rate
of unemployment, inflation is expected to
increase (Long & Liang, 2018). Thus, Equation
(4) captures both the long run and short-run
oil price asymmetric effect into inflation. The
lagged-level terms coefficients indicate a
long-run relationship among the variables.
Meanwhile, the coefficients of the summation
signs represent a short-run relationship among
the variables. The errors in Equation (4) must
be serially independent, which indicates the
optimal lag length selection for the studied
variables in the model.

Based on Equation (4), there are two
tests were applied to investigate the long-
run level relationship among the variables.
The first test is the Banerjee, Dolado
and Mestre’s (1998) t-statistic testing to
hypothesize if B, =0. Equation (4) will only
consist of the short-run term of the studied
variables if S, =0. The second test is based
on Pesaran et als (2001) F-statistic testing
to hypothesize that the coefficients on
the level variables are jointly equal to zero
(Hy:B=5=p=B,=P=0) against
non-zero (H,:p,#B, #B,# B, # B =0).
Comparison of the computed F-statistic value
with the critical values provided by Pesaran et
al. (2001) is conducted to confirm the long-
run relationship among the studied variables.
However, if the sample size is smaller (less
than 100), then the critical value provided
by Narayan (2005) will be applied. The two
asymptotic critical value bounds based on
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Pesaran et al's (2001) F-statistic testing are: a
lower bound value assuming all regressors are
purely,and an upper bound value assuming all
regressors are pure . If the computed F-statistic
is greater than the upper bound critical value,
then, there is a level long-run relationship
among the level variables. However, if the
computed F-statistic is smaller than the
lower bound critical value, then, the long-
run relationship among the level variables
is insignificant. Meanwhile, if the computed
F-statistic falls within the bounds, the result is
inconclusive.

After the long-run relationship among
the variables is confirmed, then, estimation on
the effect of long-run independent variables
on inflation can be conducted by normalizing
theindependent variable coefficients over the
lagged dependent variable coefficient (Anno,
Halicioglu, & Anno, 2015; Bahmani-Oskooee
& Fariditavana, 2015; Ibrahim, 2008). In other
words, the long-run effects of all variables
are measured by the estimates of 5, to f,
normalized on ﬂl. Thus, from Equation (2)
and (4), ¢ =_ﬂ2/ﬂl and a, = _ﬂS/ﬂl
represent the asymmetric long run OILP
coefficients, while @&, =—8,/f, is the long-
run coefficient for REER. If both coefficients
for the partial sums of positive and negative
changes on oil prices are same in terms of sign
and size, then the effects oil price on inflation
is symmetric, if not, they are asymmetric.
Thus, using the Wald test in Equation (4), the
long run asymmetry can be performed on

the null hypotheses of H,: o, =a, or—%=—%
1
against H,: a, #a, or—&:—&. Meanwhile

1 1 !
the test for short-run asymmetry can take one

of the following forms; (i) H, : 6" =& for all
i=lL..,r andH_ :0" =0 forall i=1,..,s
or, (i) 26 =26 . This study applied general-
tq—spegf:i(ﬁc rﬁoethod, so, the second method
2.6'=26)is more applicable because the
Ié:a Ieﬁogth for short-run variables will differ
among variables (e.g., Delatte & Lépez-
Villavicencio, 2012; Fousekis, Katrakilidis, &
Trachanas, 2016).
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RESULTS AND DISCUSSION
Unit Root Tests

Both the ADF and PP unit root tests indicated
that there was no variable series were
integrated more than /(1) at the 5 per cent
significance level, regardless of the constant,
and the trend included in the test equations
(see Table 1). Therefore, the NARDL model is
appropriate to investigate the oil prices pass
through to inflation as none of the variables is
integrated at /(2).

Results and Discussion

The optimal lag length for the NARDL method
is chosen based on general-to-specific by
dropping the insignificant lags using a
unidirectional 5 per cent decision rule starting
with maximum lag 12 (e.g., Delatte & Lopez-
Villavicencio, 2012; Fousekis et al, 2016;
Shin et al., 2014). Apart from testing for the
full sample, we also tested the relationship
between the partial sums of the positive and
negative changes in and inflation for two
different periods. The first period is before
the fuel subsidy rationalization (1996:M1 until
2010: M06), while the second period is after
the fuel subsidy rationalization (2010:M07
until 2019:M3).

Table 2 shows the NARDL estimation
results. The study results showed that there
is no evidence of long-run cointegration for
a full sample where the 55, and Fj¢ tests
are not significant statistically at 5% level. This
implies that the effect of oil price movements
on Malaysia inflation is limited for the whole
sample. However, there is evidence of long-
run relationship among the variables when
we tested for oil price asymmetric effect
for different periods of the fuel subsidy
rationalisation period. Even the long-run
coefficients for both partial sums of the
positive and negative changes in QJLP are
statistically significant for both periods. The
results indicate that an increase and a decrease
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in oil prices will influence to Malaysia's inflation
significantly.

The study results revealed an
asymmetric effect of oil price on inflation
before the fuel subsidy rationalisation period.
However, there is evidence of a long and
short-run asymmetric effect of oil price pass-
through into inflation after the fuel subsidy
rationalisation. Consistent with the previous
studies, an increase of oil price has higher
magnitude than a decrease on oil price (e.g.,
Apergis & Vouzavalis, 2018; Lacheheb & Sirag,
2018; Long & Liang, 2018) indicating the oil
price asymmetric inflationary effect. With the
fuel subsidy rationalisation in mid of 2010, the
relationship between Malaysia’s inflation and
oil prices become more closely linked because
of petrol price mechanism reforms. Yet, the
Malaysian government still have control over
domestic oil price. Therefore, when oil prices
increase, the related authorities have cost
pressures to fine-tune domestic oil prices,
so that the firm’s production cost, and then
the inflation. However, when the oil prices
are decreasing, some of the domestic firms
have less incentive to lower domestic cost
of production in line to oil prices, thus, the
declining oil prices effect on inflation is smaller.

Furthermore, as expected, the money
supply has a significant positive relationship
with inflation for all sample period indicating
an increase in money supply leads to an
increase in inflation (Bala & Chin, 2018).
Meanwhile, exchange rate indicated a negative
relationship with inflation indicating a
depreciation (appreciation) of home currency
lead to an increase (decrease) in inflation in
Malaysia for both before and after the fuel
subsidy rationalisation period. The effect
of exchange rate on inflation is consistent
with some previous studies (e.g., Chen, 2009;
Cheng & Tan, 2002; Jiang & Kim, 2013; Naz,
Mohsin, & Zaman, 2012). For instance, Cheng
and Tan (2002) highlighted that that external
factors such as exchange rate are relatively
more important than domestic factors in
determining inflation in Malaysian.
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Table 1 ADF and PP unit root tests

At Level At First Difference
Variable ADF PP ADF PP
Constant | Trend Constant Trend Constant Trend Constant Trend
LNCPI -0.7426 -3.4416 -0.9639 -3.0996** —12.5479%** —12.5377%** —12.0859%** -12.0664***
LNMS -24323 -0.0015 -2.1207 -0.3256 —14.4372%** -14.6532%** —14.5565%** —14.6517%**
LNREER -2.3996 -29775 -2.5306 -2.7956 —14.4042%** -14.4001*** -14.3643*** -14.3512%*
LNOILP* -0.0144 -2.8214 0.1318 -2.5452 —11.2244%** -11.2076*** —11.2274%** -11.2109%**
LNOILP -1.0077 -1.2231 -0.9275 -1.4751 —15.5574%** —15.555%** —15.6444%** —15.6297***
GAP —-6.2915%%* | —6.2803*** | -12.2198*** | —12.203*** | —5,0914*** -5.0808*** -39.3232%** —-39.277%%*

Notes: *** and * denote significant at 1% and 10%, respectively. The optimal lag order is selected based on SIC in the ADF
test equation. The null hypothesis for both the ADF and PP test are the series have a unit root, if the null hypothesis is

rejected, we can conclude that the series is stationary.

Table 2 Asymmetric estimation results for oil prices price-through to inflation

Full Sample Beforg Fue! Su.bsidy After'FueI'Sut')sidy
(1996: M1 — 2019: M3) Rationalisation Rationalisation
(1996: M1 - 2010: M6) (2010: M7 - 2019: M3)

Long Run Cointegration Tests
Foce 2.1542 8.7525%** 6.3924***
Toon -2.5456 —4.7564%** ~4.8901**
Long Run Coefficients
MS - 0.1500[0.0371]** 0.0679[0.029276]**
REER - —0.1194[0.044986]** —0.2730[0.077198]**
OILP+ - 0.0448[0.014868]** 0.0619[0.012735]**
OILP- - 0.0459[0.018000]** 0.0216[0.0117871*
Symmetric Test
Wald,, - 0.0111 38.5209%**
Wald,, 3.8543 - 8.2605**
Diagnostic Tests
E:/Tg; correlation: 0.7331 0.6987 21503
:;tcel_r"(’zs)keda“idty: 0.0546 0.1056 1.4550
Ramsey RESET 0.5622 3.5596** 0.2698
CUSUM Stable Stable Stable

Notes: (1) ***, **and * denote significance at 1%, 5% and 10% level, respectively; (2) The lag order is between (), the standard
errors are between [J; (3) Wir and Wsr refer to the Wald test for the long run and Short-run symmetry respectively. (4) FPSS
indicates the Paseran-Shin-Smith F test statistic (2001), and following Shin et al. (2013), the conservative of critical values is
adopted, k = 3. The Upper bound test statistics of the critical values (Table Cl(iii)) are 3.77, 4.35 and 5.61 at 10 per cent, 5 per
cent and 1 per cent respectively; (5) TBDM refers to Banerjee-Dolado-Mestre t-test statistic (1998). The critical value for k=
3is4.19 at 5% level.
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CONCLUSION AND RECOMMENDATION

This study investigates the asymmetric oil price
inflationary effect on Malaysia’s inflation using
the NARDL method in an augmented Phillips
curve framework. The findings showed that
the money supply and exchange rate have a
significant effect on inflation. Furthermore,
the findings also indicated that the effects
of global oil prices on Malaysia’s inflation are
asymmetrical and significant, but only after
the fuel subsidy rationalisation in Malaysia. The
findings implied two main conclusions. Firstly,
inflation in Malaysia is due to a combination of
both the elements of demand-pull and cost-
push inflation as indicated in Jongwanich and
Park (2009). An excess of aggregate demand
over existing good and services supply caused
by an increase in the quantity of money supply
increasing price levels. Meanwhile, under cost-
push inflation, prices rise because of a rise in
the raw material costs due to exchange rate
and oil prices movements which are significant
in this study. Thus, knowledge of factors from
both theories are essential to understand the
causes of inflation, especially in Malaysia for
mitigation strategies. Secondly, an increase in
oil price has a greater impact than a decrease
in oil price on inflation, which confirms that
the asymmetric oil price pass-through. It
implied that an increase in oil prices will bring
Malaysia's price level up significantly, while a
decrease in oil prices cause smaller effects on
Malaysia'’s inflation.

Therefore, the study findings have two
main implications. The study result confirms
the long-run relationship between the positive
and negative components of the oil prices on
inflation. Thus, the element of asymmetric
effect oil prices passes through into inflation
and other macroeconomicvariables should not
be ignored by researchers and policymakers.
Secondly, even though, inflation in Malaysia
is driven by demand-pull factor through
rapid economic growth, it is also important
to give more consideration towards oil price
asymmetric effect when controlling domestic
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inflation through monetary and fiscal policy.
The government should implement diverse
monetary policy efforts to deal with the
negative effect of the oil price movements
after the fuel subsidy rationalisation.

Hence, monetary authorities’knowledge
and understanding of the empirical association
between oil prices and inflation is crucial, to
maintain inflation under control to benefit
all users. Besides, the knowledge will also
assist the policymakers to adopt appropriate
policies to accommodate the asymmetries.
Besides, the government should also invest in
alternative energy as well as improve energy
usage efficiency, to mitigate the negative
impact of oil price movements. Moreover,
future research needs to investigate other
possible factors with an asymmetric effect
such as exchange rates is necessary.
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