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ABSTRACT

Finance sector plays a vital role in financial system. Nevertheless, it is exposed to
systematic default risk, bank run, and shocks emanating from financial system. This
thesis primarily aims to determine the weak-form efficiency for finance stocks in
Malaysia, covering financial holding companies, commercial banks, investment
banks, insurance companies, capital market intermediaries, and finance companies.
The specific objectives of this study are: to examine the random walk properties for
finance stock prices in Malaysia based on a random walk model that incorporates
cross-sectional dependence (CD) and structural breaks; to examine nonlinearity and
threshold effect of finance stock prices in Malaysia through a two-regime threshold
autoregressive (TAR) approach, allowing for evaluating the random walk properties
in separate regimes; to investigate the existence of calendar anomalies in the
market of finance stocks in Malaysia by focusing on the day-of-the-week effect,
month-of-the-year effect, turn-of-the-month (TOM) effect, and holiday effect; and
to investigate the presence of short-term momentum effect and return reversal in
the market of finance stocks in Malaysia. This study shows the following findings:
1) The prices of all finance stocks follow a random walk process hence weak-form
efficiency is validated; 2) There is strong CD among the cross-sectional units of
financial firms in Malaysia; 3) Each finance stock price series displays several
structural changes throughout the study period; 4) The prices of all finance stocks
are nonlinear and showing the threshold effect, thus reflecting basic human
psychological influence that causes tension threshold and changing behaviour of
efficiency across different regimes in the finance stock prices. The finance stocks
are either fully or partially complying with the random walk properties and weak-
form efficiency; 5) Calendar anomalies occur in the market of finance stocks; 6)
Short-term momentum effect and return reversal exist in the market of finance
stocks, in which they are unexplainable within the efficient market paradigm; 7) As
calendar anomalies, short-term momentum effect and return reversals are evident,
the weak-form efficiency in short-term is invalid. The above findings suggest that
the selected finance stocks in Malaysia are efficient in the weak-form sense based
on a random walk model that incorporates CD and structural breaks, but inefficient
in short-term. In addition, finance stock efficiency may change during times of
extreme sentiment as finance stock prices reflect the effect of tension threshold.



ABSTRAK

SATU KAJIAN MULTIDIMENSI KECEKAPAN BENTUK-LEMAH UNTUK
SAHAM-SAHAM KEWANGAN DI MALAYSIA

Sektor kewangan memainkan peranan penting dalam sistem kewangan. Namun, ia
terdedah kepada risiko kegagalan sistematik, larian bank dan kejutan yang
berpunca daripada sistem kewangan. Tujuan utama tesis ini adalah untuk
menentukan kecekapan bentuk-lemah bagi saham-saham kewangan di Malaysia,
yang meliputi syarikat pemegangan kewangan, bank perdagangan, bank pelaburan,
syarikat insurans, pengantara pasaran modal, dan syarikat kewangan. Objektif-
objektif khusus kajian ini adalah: untuk menguji ciri-ciri perjalanan rawak untuk
harga saham kewangan di Malaysia berdasarkan model perjalanan rawak yang
menggabungkan kebergantungan keratan rentas (CD) dan perubahan struktur;
untuk memeriksa ketaklinearan dan kesan ambang harga saham kewangan di
Malaysia melalui satu pendekatan autoregresif ambang dua-rejim (TAR), yang
membolehkan penilaian ciri-ciri perjalanan rawak dalam rejim berasingan, untuk
menyiasat kewujudan anomali kalendar dalam pasaran saham kewangan di
Malaysia dengan memberi tumpuan kepada kesan 'aay-of-the-week’, kesan
“month-of-the-year’, kesan “turn-of-the-month” (TOM), dan kesan percutian; dan
untuk menyiasat kehadiran kesan momentum dan pembalikan pulangan jangka
pendek dalam pasaran saham kewangan di Malaysia. Kajian ini menunjukkan
penemuan-penemuan yang berikut: 1) Harga kesemua saham kewangan mengikuti
proses perjalanan rawak, dengan itu kecekapan bentuk-lemah disahkan;, 2)
Terdapat CD yang kuat di kalangan unit-unit keratan rentas firma kewangan di
Malaysia,; 3) Setiap siri harga saham kewangan memaparkan beberapa perubahan
Struktur di sepanjang tempoh kajian, 4) Harga kesemua saham kewangan adalah
tak linear dan menunjukkan kesan ambang, dengan itu mencerminkan pengaruh
asas psikologi manusia yang menyebabkan ambang ketegangan dan perubahan
tingkah laku kecekapan di rejim yang berbeza dalam harga saham kewangan.
Saham-saham kewangan adalah sama ada mematuhi sepenuhnya atau sebahagian
ciri-ciri - perjalanan rawak dan kecekapan bentuk-lemah; 5) Kalendar anomali
berlaku dalam pasaran saham kewangan, 6) Kesan momentum dan pulangan
pembalikan jangka pendek wujud dalam pasaran saham kewangan, di mana ianya
tidak dapat dijelaskan dalam paradigma pasaran yang cekap, 7) Disebabkan
anomali kalendar, kesan momentum dan pulangan pembalikan jangka pendek
adalah jelas, kecekapan bentuk-lemah dalam jangka pendek adalah tidak sah.
Penemuan-penemuan di atas menunjukkan bahawa saham-saham kewangan
terpilih di Malaysia adalah cekap secara bentuk-lemah berdasarkan model
perjalanan rawak yang menggabungkan CD dan perubahan struktur, tetapi tidak
cekap dalam jangka pendek. Di samping itu, kecekapan saham kewangan boleh
berubah ketika berlaku sentimen melampau kerana harga saham kewangan
mencerminkan kesan ambang ketegangan.

Vi
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CHAPTER 1

INTRODUCTION

1.1 Background of the Study

The term “efficiency” denotes broad definitions in economics and finance. It could
mean allocation efficiency, informational efficiency, operational efficiency, or
technical efficiency.! This thesis only concentrates on the domain of informational
efficiency and other types of efficiency are beyond the scope of the study. As
stated by Howell and Bain (2005: 540), informational efficiency means security
prices are based on the best information available. Such efficiency is interpreted by
Zou (2011) as the effectiveness of market information. According to Latham
(1986), the most general implicit definition of this term is security prices will not
change if all private information is publicized. Hereinafter, the discussion will be

centred on stock price informational efficiency.

In accordance with the meaning of informational efficiency, efficient market
as it is generally understood and practiced is a market where investors are unable
to earn consistent excess profits from trading securities. A priori assumption of
efficient market as articulated by Fama (1965b) is that, the market should contain
sufficiently large numbers of rational participants and provide almost free access to
all relevant information. The competition among participants in the market will
cause stock prices to immediately incorporate all available information. Concisely,

as stated by Fama (1970), efficient market is a market where available information

! Allocation efficiency means the resources being allocated were going to their most productive use.
Operation efficiency indicates trading is carried out quickly, reliably, and at minimum cost (Howells
and Bain, 2005: 540). Technical efficiency reflects firm’s success in producing maximum output from a
given set of inputs (Farrell, 1957).
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