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Abstract

This paper aims to identify the primary determinants of inflation to facilitate
informed decision-making for effectively managing this economic phenomenon.
Eight independent variables were selected to investigate their interaction with the
inflation rate. The initial building of a multiple linear regression model involves
testing for multicollinearity among the independent variables. Variance Inflation
Factor (VIF) and tolerance are employed in this process. Following the completion
of the regression analysis, a multicollinearity test was conducted to assess the
presence of multicollinearity with the dependent variable. The data collection
covered a decade, from 2013 to 2022. The variables, namely bank rate, bank lending
rate, foreign direct investment, and share market index, were finally used and the
study found that only bank lending rate remained as the sole independent variable
that impacts the inflation rate. Furthermore, it can explain the inflation phenomenon
by a substantial amount of 73%.

Keywords: Inflation rate, Bank lending rate, Bank rate, Foreign direct investment,
Share market index.

1. Introduction

Even though a universally accepted definition of inflation does not exist, scholars
frequently describe this economic phenomenon as the upward movement of the
general price level within a specified geographical area during a given period. During
the inflationary phase, individuals experience increased price levels resulting from
decreased currency value. The ramifications of inflation are far-reaching. The
negative impact of this phenomenon extends beyond economic activity and
influences individual decision-making processes. Individuals perceive a decrease in
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the quantity of goods and services they receive while maintaining the same level of
currency outlay. The value of savings diminishes when the interest rate earned from
those savings fails to surpass the inflation rate. Consequently, there is a decline in the
general standard of life. Economic activity decelerates when investors curtail
production due to purchasers' hesitation to expand their purchases (Mishkin, 2019).

Two distinct metrics indicate Inflation: The Consumer Price Index (CPI) and the
Producer Price Index (PPI). Bangladesh uses the Consumer Price Index (CPI) to
assess and quantify inflationary trends within its economy. In that matter, Giménez
and Jolliffe (2014) highlight the need to accurately calculate the Consumer Price
Index (CPI) as a crucial indicator of Inflation in Bangladesh. The researchers
investigate that the Household Income and Expenditure Survey (HIES)-derived
temporal price indexes suggest that the Consumer Price Index (CPI) would
underestimate the Inflation experienced by the poorer population in Bangladesh. It is
vital to revise the non-food component of the CPI basket to test the reliability and
appropriateness of the consumer price index (CPI) in Bangladesh. This revision aims
to provide a more robust and accurate measure of consumer prices inside the country.

The primary cause of inflation in Bangladesh can be attributed to the expansion of
the money supply and a liberal approach towards debt distribution. The factors
contributing to inflation can be categorized into secondary causes, including
increased production expenses, administrative expenditures, import costs, stockpiling
and smuggling activities, and the rise in fossil fuel prices. Inflation imposes
detrimental impacts on both the social and economic sectors of Bangladesh. Inflation
is a phenomenon that leads to an escalation in both the price level and production
costs. During the periods of Inflation, significant gains are generated by those
engaged in smuggling and hoarding activities. The individuals consistently endeavor
to generate this particular circumstance. The increase in the cost of living can be
explained by Inflation. The increasing price level has resulted in a decline in the real
income of the general populace (Madura, 2018).

2. Literature Review

Researchers have conducted numerous studies on this economic phenomenon,
examining its correlation and effects with critical economic elements to
understand its properties comprehensively. Numerous investigations have been
undertaken in these decades on that phenomenon.

Umar, Maijama, and Adamu (2014) tried to provide a conceptual elucidation of the
impact of Inflation on the performance of banks. They found that banks could endure
the impacts of Inflation within a limited timeframe, as their operations primarily
revolve around interest rates and the maturity of financial instruments, with relatively
less emphasis placed on safeguarding the purchasing power of money. Nevertheless,
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it is crucial to acknowledge that the banking system is not equipped to mitigate the
impact of shocks over an extended period effectively.

Caroline et al. (2011) reinvestigated the relationship between the stock market,
expected inflation rate, unexpected inflation rate, exchange rate, interest rate, and
GDP in the case of Malaysia, the U.S., and China. The study revealed a long-run
relationship between expected and unexpected Inflation and stock returns. Still, there
is no short-run relationship between these variables for Malaysia and the U.S., but it
exists for China.

According to Baro's (1996) review, it is claimed that the seemingly insignificant
estimated impacts of inflation on economic growth can be deceptive. Over extended
periods, the alterations in growth rates significantly impact the standards of life.

According to Boyd et al. (2001), it was claimed that higher inflation rates had a
detrimental impact on the financial sector's capacity to allocate resources efficiently.
The authors conducted an empirical analysis to evaluate these assumptions and
discover a statistically significant and economically significant inverse association
between inflation and the development of the banking sector and activity in the
equities market. Moreover, it should be noted that the relationship shows
nonlinearity.

Valli and Mohammed (2014) investigated the correlation between inflation and
foreign direct investment (FDI). Time series techniques were utilized in this study,
employing annual data spanning from 1970 to 2012. The findings suggest a negative
correlation between inflation and FDI flow in South Africa over an extended period.
It was also determined that implementing the 'inflation targeting' policy by the South
African government had a notable effect on the average foreign direct investment
(FDI) entering the nation.

The study by Omoreige et al. (2019) revealed a positive correlation between core
inflation and the oil price in Nigeria. The researchers used the Non-Linear Auto-
Regressive Distributed Lag (NARDL) model to attain an outcome. Despite including
GDP, money supply, and exchange rate, the findings of this analysis could not
identify any statistically significant relationship between money supply and Inflation.
The link between oil prices, exchange rates, and Inflation in Nigeria is asymmetric
and substantial.

In a study, Blanchflower (2007) attempted to demonstrate a correlation between
inflation and the well-being of society. The researcher discovered an adverse
association between elevated unemployment, Inflation, and decreased happiness. The
effect of changes in GDP per capita is insignificant in more economically advanced
nations, although it does benefit the least developed countries. Unemployment has a
more negative impact on overall well-being and is more expensive when compared to
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the effects of inflation.

Kabir et al. (2023) has acknowledged the importance of noneconomic factors in
managing inflation in Bangladesh. The impact of regulations on corruption, the rule
of law, and government efficacy in mitigating Inflation in Bangladesh has been
examined. These variables possess a significant ability to impact the inflation rate as
noneconomic operators.

A study conducted by Islam (2021) discovered that a long-term relationship existed
between Inflation, the Human Development Index (HDI), the Foreign Exchange Rate
(FEXR), and the money supply within the South Asia region. The long-term impact
of inflation is not influenced by socioeconomic progress as measured by the HDI.

According to Patrick Blagrave (2019), it was found that there exists a correlation
between shared rainfall patterns and increased co-movement of food inflation across
emerging and developing nations in Asia. This relationship may be attributed to the
fact that agricultural output in these countries heavily depends on natural rainfall.
This discovery provides an unfamiliar viewpoint on Inflation in South Asia,
particularly with the underdevelopment of machinery in the region.

Charaia and Papava (2023) investigated a viable resolution for supply-side-induced
inflation, particularly in emerging nations that rely heavily on imported goods and
have a service-oriented economy. The study suggests a strategy that emphasizes
acquiring resources from diverse sources while establishing an additional reserve to
mitigate the impact of supply-side fluctuations.

According to Ravallion (1998), when average income rises and fertility rates decline,
there is a noticeable change in consumption patterns away from food. Under the
premise of uncompensated substitution between food and non-food items, a reduction
in the relative price of non-food products results in an upward shift of the poverty
line.

A study of Acemoglu's et al. (2008) revealed a non-linear relationship between the
rule of law and Inflation. Additionally, the level of public control over power has
been identified as a potential influencing element in these instances, emphasizing the
need to address this aspect.

In a study conducted on ten transitional economies in Central and Eastern Europe,
Piplica (2011) found a positive correlation between corruption and Inflation. In her
study, Yousefi (2015) employed a dataset encompassing 164 nations from 1995 to
2010 to empirically examine the proposition that corruption positively affects
monetary expansion and, subsequently, the inflation rate. The study outcomes
indicate a significant positive correlation between corruption and Inflation in the
sample. According to Uddin (2014), the factors of GDP, money supply, and interest
rates have played a role in the escalation of inflation in Bangladesh.
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Several studies have been conducted from various perspectives, but this research
aims to observe the simultaneous impact of a range of variables on inflation in
Bangladesh. This study will meet this objective.

3. Objective of the Study

The primary objective of this investigation is to ascertain the multiple variables that
influence the inflation rate in Bangladesh. Subsequently, construct a regression model
that precisely captures the association between inflation and all relevant variables.
The regression model has the potential to be utilized to determine inflation, given that
other variables are provided. This study also seeks to elucidate the correlation and
interdependence among these variables.

4. Variable Definition

In constructing the multiple linear regression model, this article examines the two
categories of variables: dependent and independent. Inflation is a variable influenced
by changes in distinct, independent variables. The model incorporates the following
independent variables:

e Foreign exchange rate (Bangladeshi Taka- U.S. Dollars)
e Foreign Direct Investment (Net inflow)

e  Share market index

e Bank rate

e Bank lending rate

e Foreign Reserve (U.S. dollar)

e Consumer Price index

e Broad Money (M)

4.1 Explanation of independent variables

o Foreign exchange rate (Bangladeshi Taka- U.S. Dollars): The foreign
exchange rate stands for the mechanism by which the relative value of a
nation's currency is denoted by another country's currency. There exist two
distinct categories of exchange rates: fixed exchange rates, which are
established by the central bank of a certain nation, and floating exchange
rates, which are determined by the interplay of supply and demand within
the market. In 2003, Bangladesh implemented a floating exchange rate
system. There appears to be an inverse relationship between inflation and
exchange rates—high inflation results in a weaker currency position because
of diminishing purchasing power relative to other currencies.

e Foreign Direct Investment (Net inflow): Foreign Direct Investment (FDI)
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refers to the aggregate sum of capital inflows into an economy. The key
components contributing to FDI inflow include intra-company loans, direct
investments, and repatriation of loans. FDI in a nation depends on four
primary factors: law enforcement, political stability, market size, and
business environment. The developing country can derive significant
advantages from FDI, including enhancing human resources, infrastructure
development, export capabilities, expanded production capacity, and
technology transfer. In the short term, a noticeable correlation between
foreign direct investment (FDI) and Inflation is not evident.

Share market index: An index is a tool that quantifies the price performance
of a collection of securities by employing standardized parameters and
methodology. This index facilitates the comparison of stocks' prices over a
period of time for investors. These measurements also serve as indicators of
market circumstances and potential. Several widely recognized indices in
Bangladesh include the DSE Broad Index (DSEX), DSEX Shariah Index
(DSES), DSE 30 Index (DS30), and CDSET. A positive correlation exists
between inflation and the stock market's performance. During an inflationary
period, there is a rise in stock value; however, growth stocks experience a
decrease in cash flow.

Bank rate: The bank rate refers to the interest rate at which a nation's central
bank provides loans to commercial banks within the economy. A monetary
instrument is used to regulate the money supply within an economy.
To reduce the money supply, the central bank adopts a strategy of increasing
the bank rate, discouraging commercial banks from engaging in more
borrowing activities. Within the consumer segment, there is a visible
increase in the base rate, which signifies the rate at which commercial banks
extend loans to consumers. Consequently, individuals tend to exhibit a
reduced propensity towards borrowing, resulting in a contraction of the
money flow within the economy. A negative correlation is expected between
the bank rate and inflation.

Bank lending rate: The term "bank lending rate," usually an interest rate or
loan rate, pertains to the interest percentage a financial institution imposes
on its borrowers when they seek to borrow funds. The rate above signifies
the expense associated with obtaining a loan and is commonly denoted as a
proportion of the entire loan sum, usually represented as a percentage. The
bank lending rate exhibits an inverse relationship with inflation. An upward
adjustment in the lending rate serves as a deterrent for potential borrowers,
leading to a contraction in the money supply within the market.

Foreign Reserve (U.S. dollar): Foreign currency reserves refer to the
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holdings of a central bank, which consist of foreign bank notes, treasury
bills, or bonds issued by other countries. The primary aim is maintaining
economic stability within the crisis and mitigating the impact in vulnerable
circumstances. Additionally, it aids in the facilitation of exports. The
relationship between foreign reserves and other factors can be beneficial or
detrimental, depending on the specific circumstances and how these funds
are managed.

e CPI: The price index under consideration is a metric that demonstrates a
relative increase by comparing the prices of various goods and services over
time. A range of goods and services encompassing vital commodities such as
transportation, food and beverage, housing, and other essential items is
commonly referred to as a market basket. The index measures price
fluctuations over a specific period, assisting businesses, the private sector,
and individuals in making fundamental economic determinations. The
purpose of this index is to quantify inflation by measuring changes in the
Consumer Price Index (CPI) over a specific duration, thereby indicating the
corresponding inflation rate over that period. A higher Consumer Price Index
(CP]) indicates higher inflation levels, suggesting a positive correlation
between the two variables.

e Broad Money (M2): Broad money encompasses several forms of currency,
such as banknotes, coins, and savings deposits held within a savings account.
Broad money plays a crucial role in enhancing liquidity throughout the
economy. The expansion of broad money occurs when a commercial bank
extends loans to the general populace. Policymakers employ broad money to
enhance their ability to regulate Inflation within the economy. The broad
money, which accurately represents the money supply inside an economy,
exhibits a notable positive correlation with inflation.

5. Data & Methodology

The fundamental goal of this study is to construct a regression model capable of
illuminating the relationship between variables and accurately predicting the
dependent variables when provided with all independent data. In this study, Inflation
is considered the dependent variable, while eight other factors are considered
independent variables. These independent variables have been briefly described in
the preceding section. The investigation that was conducted suggests the application
of a multivariate regression approach.

A wide range of regression techniques are suitable for various scenarios. In this
scenario, a multiple linear regression model is considered appropriate as all the
variables involved are continuous and elucidate the dependent variable. Before
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constructing the model, taking necessary measures to prevent any potential overlap
among the independent variables is imperative. To address this issue, a
multicollinearity test was performed. The process comprises three discrete stages,
whereas the Correlation matrix is omitted due to the presence of a considerable
number of interdependent variables. Following the multicollinearity test, the
stationarity of the selected variable has been established before proceeding with the
construction of a regression model.

The regression function and the coefficients of all independent variables are
subjected to appropriate statistical tests, such as the F-test and T-test, to assess their
significance. An attentive inspection was conducted on the R? and adjusted R? to
ascertain the extent to which independent factors could explaina satisfactory
proportion of the dependent variables. The tests were conducted using the Statistical
Package for the Social Sciences (SPSS) software.

6. Data source

The collection of secondary data has been conducted from diverse sources. The data
relating to foreign exchange rates, foreign direct investment, bank rates, bank lending
rates, foreign reserves, and broad money has been extracted from the annual reports
of the Bangladesh Bank. The share market index data has been obtained from the
annual report of the Bangladesh Securities and Exchange Commission. The
Consumer Price Index (CPI) and inflation rate data have been obtained from the
Bangladesh Bureau of Statistics (BBS). The data presented in the table below was
carefully collected.

Table 01: Data source

Year | Y X1 X2 Xs X Xs Xe X7 Xs

2013 | 6.78 | 79.93 | 1726 | 4104.65 | 5.0 | 13.67 | 15315 | 181.73 | 6035.10
2014 | 7.35 | 77.72 | 1474 | 4480.52 | 5.0 | 13.10 | 21508 | 195.08 | 7006.20
2015 | 6.41 | 77.68 | 1172 | 4583.11 | 5.0 | 11.67 | 25025 | 207.58 | 7876.10
2016 | 5.92 | 78.26 | 1285 | 4507.58 | 5.0 | 10.39 | 30168 | 219.86 | 9163.80
2017 | 5.44 | 79.12 | 1653 | 5656.05 | 5.0 | 9.56 | 33493 | 231.82 | 10160.80
2018 | 5.78 | 82.1 | 1778 | 5405.46 | 5.0 | 9.95 | 32943 | 245.22 | 11099.80
2019 | 5.48 | 84.03 | 2628 | 5421.62 | 5.0 | 9.58 | 32717 | 258.65 | 12196.10
2020 | 5.65 | 84.78 | 1271 | 3989.09 | 5.0 | 7.95 | 36037 | 273.26 | 13737.40
2021 | 5.56 | 84.81 | 1355 | 6150.48 | 4.0 | 7.33 | 46391 | 288.44 | 15609.00
2022 | 6.1 86.3 | 2179 | 6376.94 | 40 | 7.09 | 41827 | 306.18 | 17081.20

Source: Bangladesh Bank Websites and Bangladesh Bureau of Statistics (BBS)
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Y= Inflation

Xi= Foreign exchange rate (Bangladeshi Taka- U.S. Dollars)
X,= Foreign Direct Investment (Net inflow)

Xs= Share market index

X4= Bank rate

Xs= Bank lending rate

Xe= Foreign Reserve (U.S. dollar)

X7= Consumer Price index

Xs= Broad Money (M2)

7. Results and Discussion

7.1 Multicollinearity Test: In advance of passing a Regression test, it is necessary to
do a multicollinearity test to ensure that the independent variables do not exhibit any
overlap with one another. The presence of overlapping variables might lead to
decreased reliability and an increased sense of complexity in the obtained results.
This diagnostic emphasizes the importance of considering unique factors that interact
with each other to determine the dependent variables. There are three famous
methods for diagnosing this multicollinearity issue.

7.1.1 Correlation matrix: One expeditious and straightforward method for diagnosing
this issue is determining the connection among independent variables. A correlation
coefficient of 0.7 suggests an overwhelming similarity between the variables.

7.1.2 Variance inflation factor: The variance inflation factor (VIF) is a widely used
statistic in software applications to diagnose multicollinearity. The subsequent rules
can be employed to understand the Variance Inflation Factor (VIF).

VIF=1 Not correlated
1<VIF=5 Moderately correlated
VIF>5to 10 Highly correlated

7.1.3 Tolerance: Generally, a Variance Inflation Factor (VIF) value exceeding 5 or a
tolerance value below 0.25 suggests multicollinearity, necessitating further
examination. Significant multicollinearity necessitates correction when the Variance
Inflation Factor (VIF) exceeds 10 or the tolerance falls below 0.1.

7.2 Variance inflation factor and Tolerance test: The two tests are derived from the
R-squared outcome obtained by conducting regression analyses between each
predictor variable and the others. VIF might be considered an opposing form of
tolerance. The occurrence of multicollinearity has an upward trend as the variance
inflation factor (VIF) increases.
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1
Tolerance = —
VIF

The multicollinearity test was conducted to assess the presence of multicollinearity
across all independent variables in the regression model.

Table 02: Collinearity Statistics

Tolerance VIF

Consumer Price Index .001 1716.138

Bank Rate .021 47.644
Bank Lending Rate .009 113.946

Share Market Index .057 17.403

Foreign Direct Investment (Net Inflow) 117 8.547
Broad Money .000 2706.666

Reserve .018 56.834

BD-USD .051 19.797

The previous assessment reveals a significant concern over multicollinearity,
particularly concerning the Consumer Price Index (CPI) and broad money. In this
scenario, sequentially removing variables with the highest VIF simultaneously
provides a significant outcome, as illustrated in the chart below.

Table 03: Revised Collinearity Statistics

Tolerance VIF
(Constant)
Bank Rate 354 2.826
Bank Lending Rate 504 1.985
Share Market Index 273 3.657
Foreign Direct Investment (Net Inflow) .667 1.499

Decision on Independent Variables: The independent variables are eliminated until
only those with a Variance Inflation Factor (VIF) less than 5 and a tolerance of more
than 0.25 survive. The subsequent analysis of regression will be performed using the
following four variables: Bank rate, Bank Lending rate, Share Market Index, and
Foreign Direct Investment (Net Inflow).
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7.3 Stationary test: The Augmented Dickey-Fuller (ADF) test is used to determine if
a time series is stationary. The null hypothesis states that the time series has a
unit root (is non-stationary), while the alternative hypothesis suggests that the
series is stationary.

Table 04: Stationary Test

P value

Inflation 0.0068

Bank Rate 0.0009

Bank Lending Rate 0.0459
Share Market Index 0.0086
Forelglzl\]?;:e;i‘;] I(I)l‘\;()estment 0.0006

The ADF approach was used to ascertain the stationarity of the variable. Both AIC
and BIC recommend using a lag of 1 for this method. The integration of all the values
occurs at a level 1(0) with a significance level of 5%.

7.4 Fitting the Multiple Linear Regression: Now, a multiple linear regression model
will be developed with the help of independent variables that survive in the
multicollinearity diagnosis. In this model, Inflation is dependent variable Y and Bank
rate Xi, Bank Lending rate X, Share Market Index X3, and Foreign Direct
Investment (Net Inflow) X4 as independent variables.

The formula for the multiple linear regression model is:
Y= BotPiXitPaXot P3Xsct PaXacte

Here 5, 5,, B, and p, are the regression coefficients correspondngto the fourindependent variables.
The ordinary least squares (OLS) method uses SPSS to test the regression model.

Table 05: Coefficient of variables

Unstandardized Standardized

Model Coefficients Coefficients t Sig.

B Std. Error Beta

1 (Constant) 10.262 3.145 3.263 .022
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Bank Rate -1.167 478 -.784 -2.439 | .059
Bank Lending Rate 282 .075 1.017 3.775 .013
Share Market Index .000 .000 -410 -1.120 | 313

Foreign Direct
Investment (Net 5.914E-5 .000 .043 .184 .861
Inflow)

The well-fitted regression model would be based on the above data and analysis.
Y=10.262 -1.167 X;+0.282 X,+0.00005914X 4
There X is Bank Rate, X> Bank Lending Rate, X4 Foreign Direct Investment (Net

inflow)

Table 06: Model Summary

.E f th
Model R R Square Adjusted R Square Std r?or of the
Estimate
1 9042 817 671 35989

This table demonstrates R square and adjusted R%. R? indicates the proportion of the
dependent variable that the number of independent variables in the regression model
can explain. In this case, the four independent variables can explain nearly 82%
variation of dependent variable.

The relationship between R? and adjusted R? reveals gaps in selecting independent
variables. Significant differences between the two variables suggest the absence of a
significant independent variable or variables. In this paper, that is not an issue.

8. Test of Overall regression model (F-Test)
Ho= B1=P2=P3=P4=0

Hi=Not all the B's are zero

o=.05

F statistics will be applied
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Table 07: ANOVA Table
Model s::lzr(;z df Mean Square F Sig.
Regression 2.894 4 724 5.586 .044°
Residual .648 5 130
Total 3.542 9

Dependent Variable: Inflation Rate

b. Predictors: (Constant), Foreign Direct Investment (Net Inflow), Bank Rate, Bank
Lending Rate, Share Market Index

Decision rule: Reject Ho if F exceeds 5.19 (F>5.19). Here, the value of F with n;= 4
and n, =5 degrees of freedom at a 5% significance level is 5.19.

Explanation: The F value is greater than the standard one (5.586>5.19), so we can
reject the null hypothesis (Ho), implying that no B is 0. All four independent variables
impact the dependent variable (Inflation Rate) since the significance level is less than
0.05.

8.1 Logical Argument about the regression equation: Based on the regression
equation, there is an inverse relationship between the bank and inflation rates. An
increase of 1% in the bank rate is associated with a significant drop of 1.167% in the
inflation rate. An escalation in the bank rate results in a diminished propensity of
commercial banks to engage in borrowing activities due to the simultaneous rise in
the cost of funds. The central bank indirectly discourages banks from borrowing and
reduces the money supply within the economy. Hence a decline in Inflation.

A positive correlation between bank lending and inflation rates can be observed. A
rise of 1% in the lending rate of banks leads to a corresponding inflationary effect of
0.282%. The prevailing market rate exercises an impact on the lending rate of
commercial banks. In the event of an increase in the market rate, a commercial bank
will respond by raising its lending rate. This phenomenon occurs because investors
and companies continue to borrow funds even given the prospect of rising loan rates,
as they anticipate generating returns that outweigh the associated borrowing costs. As
individuals and entities engage in borrowing activities, there is a corresponding
expansion of the money supply, leading to a rise in Inflation.

Despite the lack of clarity in the regression model, a positive relationship exists
between the shear market index and the existing inflation rate. Stocks tend to exhibit
better results during periods characterized by inflationary economic conditions. But
in the long run, it may not hold a better position due to Inflation.
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The regression model reveals a noticeable positive association between foreign direct
investment (FDI) and Inflation, but with a notably small connection. An additional
rise of 1% in Foreign Direct Investment (FDI) has been observed to correspond with
a subsequent inflationary increase of around 0.000059%. During mild Inflation, the
industry saw favorable conditions that allowed for its growth and diversification,
attracting international investors to participate in the domestic market. Therefore,
moderate inflation levels promote the growth of domestic industries and
motivate foreign investors as they hold minimal positive associations.

8.2 Individual test: While the global test generates a comprehensive statistical
outcome, it fails to provide additional insights into the components that influence the

dependent variables. Individual tests have been conducted in relation to this matter.

Table 08: Coefficient of variables

Unstandardized Standardized

Model Coefficients Coefficients t Sig.
B Std. Error Beta

(Constant) 10.262 3.145 3.263 | .022

Bank Rate -1.167 478 -.784 -2.439 | .059

Bank Lending Rate 282 .075 1.017 3.775 | .013

! Share Market Index .000 .000 -410 -1.120 | 313
Foreign Direct

Investment (Net 5.914E-5 .000 .043 .184 .861

Inflow)

The Bank Lending rate is the only variable that remains statistically significant in this
T-test since its t-value (3.775) exceeds the critical value (2.571) at the required level.
Based on the t-test results, it can be concluded that only the Bank Lending Rate
retains its statistical significance in determining the inflation rate at a significance
level of 0.05%.

Hence, the modified regression model will be
Y=10.262+0.282 X,
Here, X, = Bank lending rate

The relationship between the Bank Lending rate and the Inflation rate is significant.
Without relying on other factors, it can explain a substantial proportion, precisely
76%, of inflation occurrences.
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9. Diagnostics Check
9.1 Normality test: Here is the plot of residuals.

Histogram

Dependent Variable: Inflation Rate

Frequency

Regression Standardized Residual

Figure 01: Normality

Normal P-P Plot of Regression Standardized Residual
Dependent Variable: Inflation Rate

Expected Cum Prob

00 02 04 08 08 1.0

Observed Cum Prob

Figure 02: Q-Q plot
From the above plot, it is clear that the errors are normally distributed.
9.2 Homoscedasticity: In this section of the study, we will examine homoscedasticity
by utilizing Breusch Pagan Godfrey test. Hypotheses for this are:

Null Hypothesis (Hyp): Homoscedasticity is present (the residuals are distributed with
equal variance)

Alternative Hypothesis (H;): Heteroscedasticity is present (the residuals are not
distributed with equal variance)

Table 09: Homoscedasticity

F-statistic 1.837630 Prob. F(4,5) 0.2594
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Obs*R-squared 5.951587 Prob. Chi-Square(4) 0.2028
Scaled explained SS 1.049260 Prob. Chi-Square(4) 0.9022

Since the p-value is greater than 0.05, we can’t reject the null hypothesis. So the
indicator seems to be unaffected by heteroscedasticity, suggesting that variations in
the independent variable have no meaningful impact on the dependent variable.

10. Findings and Policy Implications

From the perspective of Bangladesh, it can be observed that higher inflation rates are
leading to a significant decrease in real income. A noticeable decrease in individuals'
propensity to save has resulted in a disruption of investment by surplus units of the
financial market. This discrepancy can be effectively addressed by implementing a
stringent monetary policy to reduce the money supply inside the economy.
Implementing effective regulations related to the repayment of bad loans and the
disclosure of the individuals involved is of utmost importance. All commercial banks
must establish and adhere to a general system, ensuring an even exchange rate
between the USD and the local currency. Promoting the domestic production and
manufacturing sector through subsidies and other incentives is recommended to
mitigate the negative impacts of global market volatility. Acquisition of resources
from diverse sources will help reduce the impact of supply-side fluctuations.

11. Limitations of the Study

The study aims to shed light on the components encompassed within the
macroeconomic environment. However, future research should also consider
additional variables from other domains. An analysis can be conducted to examine
the factors that contribute to the discrepancy between the measurement of inflation
on paper and the actual inflation observed in the market.

12. Conclusion

A high level of Inflation presents a substantial obstacle to the progress and
advancement of Bangladesh's economy. After the end of the COVID-19 epidemic,
banks in Bangladesh extended loans to facilitate industrial expansion, expanding the
overall money supply inside the economy. Inflation has recently increased due to debt
repayment, currency devaluation, and rising fuel expenses. The impact of food
inflation is felt across all socioeconomic strata due to its crucial role in sustaining
human life. The developing country's economy, particularly Bangladesh, has been
significantly affected by ongoing geopolitical crises. The rise of import costs and
external pressures to devalue the Bangladeshi currency to enhance competitiveness in
the global market worsen the prevailing circumstances.
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