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Abstract


The 2008 general election in Malaysia is a detrimental one in Malaysian history. 


The  incumbent  government,  Barisan  National,  failed  to  acquire  two-thirds 
 majority in the parliament, thus losing their once-absolute control over legislative 
 power.  Amidst  the  political  uncertainty,  it  is  the  aim  of  this  research  paper  to 
 investigate  if  it  is  possible  for  investors  to  earn  abnormal  return  and  abnormal 
 volatilities during the period of 12th Malaysian general election. 


Event study methodology, first proposed by Fama (1965), is used in this study to 
 find  out  the  impact  of  the  general  election  on  the  Malaysian  stock  market. 


Researchers found it is the nature of stock prices to exhibit conditional volatility. 


However,  the  model  proposed  by  Fama  (1965)  assumes  stock  prices  to  have 
 constant  volatility.  To  counter  the  unrealistic  assumptions,  a  GARCH  model  is 
 employed  to  model  stock  prices  in  the  Malaysian  stock  market.  To  find  out  if 
 abnormal  returns  and  abnormal  volatilities  present,  generally  throughout  the 
 market,  cross-sectional  test-statistics  by  Brown  and  Warner  (1985)  and  Savickas 
 (2003) are used. 


This study concludes that there are no abnormal returns during the period of 12th
Malaysian general election. This proves that the Malaysian stock market is a semi-
strong  efficient  market.  Even  so,  abnormal  volatilities  are  found  throughout  the 
event  period.  This  is  synonymous  with  a  study  by  Floros  (2008)  on  general 
elections in Greece.  
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CHAPTER 1: INTRODUCTION


1.0  Introduction


This chapter gives a summary of the research project conducted. The first section 
 is  research  background.  It  is  a  brief  introduction  about  fundamentals  and 
 motivation  for  this  research.  The  next  section,  the  problem  statement,  addresses 
 issues  of  an  inefficient  market  and  deficiencies  in  past  research.  The  subsequent 
 section  highlights  the  importance  of  this  research.  Next,  chapter  layout  is  to 
 summarize the remaining chapters of the report. Lastly, the summary of Chapter 1 
 is provided in the conclusion. 


1.1  Research Background


General elections give the impression of being a clean and transparent affair, yet 
 the Malaysian general elections have always been an enigma. Already shrouded in 
 mystery,  it  is  even  more  shocking  that  so  few  researches  have  been  done  on  the 
 subject  matter  (Norli,  Annuar,  Taufiq  &  Sazali,  2010).  It  is  the  purpose  of  this 
 research  project  to  shed  some  light  regarding  the  relationship  of  the  12th
 Malaysian General Election and stock returns. 


In the next sub-sections, facts including the interaction between politics and stock 
markets, the political climate in Malaysia, and the Malaysian stock market will be 
discussed.  The  following  sub-sections  are  about  underlying  fundamentals  of  this 
research.  



(16)Page 2 of 157 


1.1.1  Interaction between Politics and Stock Markets


What exactly is politics? A generally agreed definition is difficult to find. 


It  can  be  defined  in  various  aspects,  mainly  depending  on  the  context 
 examined. As this research project focuses on the politics of Malaysia, the 
 definition  suggested by  Etzioni (2003)  should  be  relevant  in  this  context. 


Etzioni interprets  politics  as  a  process  that  concerns  with  bridging  power 
 differences  with  society  with  those  within  the  state.  It  is  a  bridge  that 
 carries  input  both  from  society  to  the  state  (the  results  of  election)  and 
 from  the  state  to  society  (Presidential  speeches  and  legislation).  The 
 national  political  process,  of  course,  encompasses  all  the  governmental 
 activities  or  policies.  Researchers  argue  that  politics  plays  a  crucial  role 
 especially  in  the  emerging  stock  market  of  a  developing  country  (Bilson, 
 Brailsford & Hooper, 2002; Civilize, 2012; Suleman, 2012). 


Over  the  decades,  academicians  attempt  to  disclose  the  political  factors 
 that impact the performance of stock market in a country. This is evident 
 by  numerous  empirical  literatures  found  pursuing  on  the  said  topic.  The 
 most  common  factor  is  the  general  election  of  a  nation  (Niederhoffer, 
 Gibbs & Bullock, 1970; Allvine & Neill, 1980; Gemmill, 1992; Foerster & 


Schmitz,  1997;  Nippani  &  Medlin,  2002;  Nippani  &  Arize,  2005;  Hung, 
 Jiang  &  Chiu,  2007;  Bialkowski,  Gottschalk  &  Wisniewski,  2008;  Ferri, 
 2008; Floros, 2008; Jones & Banning, 2009; Cooley, 2010; Huang, Chan, 
 Huang & Chang, 2011; Altin, 2012).  


General  election  often  triggers  a  period  of  political  uncertainty  (Durnev, 
2011;  Lugovskyy,  2012).  According  to  Lugovskyy  (2012),  investors  are 
unsure  about  election  outcomes  that  could  possibly  change  the  political 
regime  of  a  country.  That  is  why  surprising  electoral  outcomes  create 
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political  instability.  Mbaku  (1992)  claims  that  political  instability  arises 
 from  a  change  or  challenge  in  the  existing  political  system  of  a  country. 


While  a  change  in  the  existing  government,  according  to  Morrison  and 
 Stevenson (1971), entails restructuring of the cabinet through changing the 
 representatives  of  political  parties  in  the  cabinet  after  an  election. 


Consequently,  investors‟  willingness  or  unwillingness  to  risk  their 
 portfolios is reflected in their actions, thus causing a substantial impact on 
 stock prices. 


A  stock  market  is  perceived  as  the  central  indicator  of  a  country‟s 
 economy.  It  is  not  merely  reflecting  the  current  accomplishment  but  also 
 the  future  performance  of  the  economy.  Wang,  Lee  and  Lin  (2008)  and 
 Srivastava  (2010),  agrees  that  a  stock  market‟s  performance  is  very 
 vulnerable  to  any  unfavorable  forces.  Moreover,  it  is  known  that  stock 
 markets  are  highly  informational  sensitive.  This  is  the  one  of  the  main 
 theories  within  the  Efficient  Market  Hypothesis,  proposed  by  Fama 
 (1965).  Through  the  way  investors  make  their  decision,  any  information 
 regarding economic and political outlook will therefore be reflected in the 
 stock  price.  The  concept  of  how  stock  markets  discounting  information 
 will be detailed in subsequent section.  


The  emphasis  should  now  be  devoted  to  the  relationship  between  stock 
market  and  general  election.  Specifically,  this  research  project  concerns 
how stock markets  generally react  to  elections  in  which the reaction may 
be triggered by political instability. According to Pantzalis, Stangeland and 
Turtle (2000), the general election is the most critically important political 
factor  closely  monitored  by  investors.  They  justify  that  elections  are  the 
events  that  attract  media  attention,  pollsters  and  political  and  financial 
analysts who filter information between politicians and the public. It is the 
general  election  process  that  disseminates  information  to  financial 
markets.  
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In  fact,  it  is  all  about  investors‟  psychological  judgments.  According  to 
 Tan  and  Gannon  (2002),  stock  markets  react  favorably  by  showing  an 
 increase  in  prices  when  the  news  arrived  uplifts  the  expectation  of 
 investors.  Prices  will  decrease  otherwise  (Suleman,  2012).  Similarly,  if 
 investors  are  optimistic  about  the  unknown  election  outcome,  the  stock 
 market tends to respond with a soar in stock prices. In contrast, if investors 
 are pessimistic (probably because they fear a significant change in existing 
 political structure following the election, causing political instability), the 
 result will often be a plunge in stock prices. This is proven in the study by 
 Huang,  Chan,  Huang  and  Chang  (2011),  on  the  presidential  election  in 
 Taiwan in year 2004. They pointed out that investors panicked during the 
 political crisis, which in turn led to a crash in the Taiwan stock market.   


1.1.2  Political Climate in Malaysia


Malaysia is a country practicing democracy. But it is a unique democracy 
 because  Malaysia  still  retains  its  element  of  constitutional  monarchy 
 (Means,  1976).  Monarchs  are  the  Sultans  of  each  Malay  state.  For  every 
 five-year term, the Yang di-Pertuan Agong (King of Malaysia), is selected 
 among  the nine Sultans  of the Malay states.  Even though Malaysia has  a 
 king,  legislative  power  lies  within  the  elected  parliament  as  well  as  state 
 representatives.  The  king  is  only  able  to  exercise  his  power  based  on 
 advice from Malaysia‟s Prime Minister (Means, 1976). 


The  Prime  Minister  leads  a  panel  of  ministers,  called  the  cabinet.  The 
cabinet  serves  as  the  executive  power  in  Malaysia  (Means,  1976).  A 
cabinet can only be formed by a party which commands a majority (above 
50%)  of  the  parliament.  To  elect  representatives  in  the  parliament  a 
general  election  is  held  at  least  once  every  five  years.  Malaysia  is 
considered  a  politically  stable  country.  The  ruling  party  has  always  been 
Barisan  Nasional  (known  as  the  Alliance  Party  before  1973).  Barisan 
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Nasional‟s  rule  has  remained  unchanged  since  its  independence  in  1957 
 (Mohamad, 2008).  


The  only  periods  of  political  uncertainty  were  during  the  3rd  general 
 election in 1969 and the 12th general election in 2008 (Mohamad, 2008). In 
 1969,  Barisan  Nasional  only  won  77  out  of  the  140  parliamentary  seats 
 (55%);  in  2008,  Barisan  Nasional  only  won  140  out  of  the  220 
 parliamentary  seats  (63.6364%).  For  both  of  these  two  periods,  Barisan 
 Nasional  has  failed  to  secure  two-thirds  majority  (66.6667%)  in  the 
 parliament (Mohamad, 2008). 


A two-thirds majority is very significant  in  the  Malaysian parliament. To 
 amend  the  national  constitution,  the  relevant  Constitutional  amendment 
 bill must be passed in each House of Parliament "by the votes of not less 
 than  two-thirds  of  the  total  number  of  members  of"  that  House  (Art. 


159(3) Federal Constitution of Malaysia) (Means, 1976).  


Thus,  the  abovementioned  general  elections  (3rd  general  election  in  1969 
 and  12th  general  election  in  2008)  are  unique,  given  their  unexpected 
 results.  As  Barisan  National  has  failed  to  obtain  a  two-thirds  majority  in 
 the  parliament,  it  can  no  longer  make  amendments  to  the  national 
 constitution without obtaining support from the opposition parties. Despite 
 still  being  the  ruling  government,  the  result  of  both  general  elections  has 
 robbed Barisan National of its  full control  over the Malaysian parliament 
 (Mohamad, 2008).   


The  12th  Malaysian  general  election  has  been  described  as  a  “political 
earthquake”  or  “political  tsunami”  (O‟Shannassy,  2008;  Chin  &  Wong, 
2009;  Moten,  2009;  Singh,  2009).  According  to  Pepinsky  (2007),  the 
results  bear  well  for  Malaysia  as  a  democratic  nation.  However,  it  is  a 
shock  for  the  incumbent  regime,  which  has  been  controlling  the  country 
for  the  past  50  years.  The  end  of  Barisan  National  long-standing 
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authoritarian regime triggered a period of political  instability in  Malaysia 
 Pepinsky (2007). 


As such, the aim of this research project is to understand does the failure 
 of  an  incumbent  government  securing  a  two-thirds  majority  in  the 
 parliament affect the Malaysian stock market.  


1.1.3  The Malaysian Stock Market


Bursa  Malaysia,  previously  known  as  Singapore  Stockbrokers‟ 


Association,  was  set  up  as  a  formal  organization  to  deal  with  securities 
 business  in  Malaysia.  In  1937,  it  re-registered  as  the  Malayan 
 Stockbrokers‟ Association but it did not trade public shares. 


By  1960,  the  Malayan  Stock  Exchange  was  established  and  the  public 
 trading of share commenced on 9th May 1960. Besides, the trading rooms 
 in  Singapore  and  Kuala  Lumpur  were  linked  by  direct  telephone  line  in 
 order to facilitate the public trading of shares. 


The Stock Exchange of Malaysia was established in 1964 and changed its 
 name  to  Stock  Exchange  of  Malaysia  and  Singapore  (SEMS)  in  the 
 following  year  with  the  secession  from  Singapore.  In  1973,  the  currency 
 interchangeability  between  Malaysia  and  Singapore  was  terminated.  The 
 SEMS  was  separated  into  The  Kuala  Lumpur  Stock  Exchange  Berhad 
 (KLSEB) and The Stock Exchange of Singapore (SES). KLSEB became a 
 limited  company  on  14th  December  1976  and  changed  its  name  to  Kuala 
 Lumpur Stock Exchange (KLSE).  


In  2004,  KLSE  was  re-named  as  Bursa  Malaysia.  It  became  a 
demutualized  exchange  with  the  purpose  to  enhance  their  competitive 
position and to respond to global trends in the exchange sector by making 
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them  more  customer-driven  and  market-oriented.  Bursa  Malaysia  was 
 listed on its own main board on 18th March 2005 with a 17% or RM0.51 
 premium  over  its  retail  price  of  RM3.  Hence,  it  has  moved  to  a  profit-
 motive organization.     


Operating under Section 15 of the Capital Markets and Services Act 2007, 
 Bursa  Malaysia  offers  securities,  derivatives  as  well  as  Islamic 
 instruments.  Currently,  there  are  823  companies  listed  on  Bursa 
 Malaysia‟s  main  board  and  it  has  a  market  capitalization  of  MYR1.287 
 trillion (Bursa Malaysia, 2012). 


The main index in Bursa Malaysia is the FBM KLCI. It is often used as an 
 indicator  of  Malaysian  stock  market  performance.  Currently,  the  index  is 
 comprised  of  30  of  companies  in  Malaysia  with  the  largest  market 
 capitalization. Prior to July 6, 2009, FBM KLCI was just known as KLCI. 


The  index  was  then  comprised  of  100  companies  in  Malaysia  with  the 
 largest market capitalization. The reason why FBM KLCI replaced KLCI 
 is  to  improve  the  benchmark  index  to  be  float-based  and  liquidity-
 screened. This ensures it is aligned with Bursa Malaysia‟s ongoing efforts 
 to  remain  globally  relevant  (Ng,  2009).  Figure  1.1  is  a  depiction  of  the 
 KLCI during the period of the 12th Malaysian General Election.  


By  observing  the  candlestick  chart  in  Figure  1.1,  it  is  obviously  noticed 
that  there  is  a  significant  price  plunge  between  the  dates  7th  March  2008 
and  10th  March  2008  (two  consecutive  trading  days).  The  closing  price 
difference between these two trading days is a shocking 9.5%.  
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Figure 1.1 Bursa Malaysia FBM KLCI during the period of the 12th
 Malaysian General Election 


Source: Developed for Research 


It would be interesting to find out if the reason of the stock market decline 
 is  a  direct  impact  of  the  general  election  in  year  2008.  Insofar,  there  has 
 not  been  any  event  study  conducted  on  the  effect  of  the  12th  Malaysian 
 general elections on the Malaysian stock market.  


1.2  Problem Statement


This research project is motivated by two main concerns: the adverse effect of an 
inefficient  market  and  deficiency  of  past  studies.  They  will  be  discussed  in  the 
following sub-sections.  
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1.2.1  The Adverse Effect of an Inefficient Market


Given  that  a  market  is  inefficient,  an  investor  in  that  particular  market 
 could  make  abnormal  returns  and/or  losses  (Beaver,  1981).  Even  though 
 abnormal returns may be deemed as good news to investors, an inefficient 
 market actually harms the economy. According to Barua and Raghunathan 
 (1987) inefficiency encourages heavy speculation in the capital market.  


Speculation,  harms  both  the  market  as  well  as  the  country‟s  economy. 


Barua  and  Raghunathan  (1987)  defines  a  speculator  as  someone  who 
 operates  in  a  market  without  the  requisite  resources  (i.e.  money).  Thus, 
 when  the  settlement  date  arrives,  the  speculator  might  not  honour  his 
 obligation, creating a breakdown in the market mechanism.  


The  economy  suffers  in  a  different  way.  Hussin  (2000)  claims  that  the 
 United States economic crash in the 1930‟s was caused by speculation in 
 the stock market. According to him, speculation caused stock prices to rise 
 to  their  peak  and  plunge  to  their  trough  in  just  a  few  days,  sending  the 
 United States economy into a depression. 


Barau and Raghunathan (1987) admit that policies should be implemented 
to  curb  speculation.  Thus,  it  is  vital,  if  not  imperative  that  government 
should  make  sure  their  stock  markets  are  efficient  to  prevent  unwanted 
speculation. 
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1.2.2  Deficiency of Past Studies


Norli,  Annuar,  Taufiq,  and  Sazali  (2010)  confess  that  until  recently,  few 
 studies have been done on the Malaysian stock market in relation to issues 
 such as general elections, the SARS outbreak and the 2004 tsunami. 


In addition, little or no event study has been done on the effects of general 
 elections  in  South-East  Asia  on  a  country‟s  stock  market,  with  the 
 exception  of  Sundari  and  Masodah  (2009).  Thus,  it  makes  this  research 
 project one of the first papers seeking to understand how the 12th general 
 election in Malaysia affects the stock market, making use of the GARCH 
 model and event study methodology.  


1.3  Research Objectives


1.3.1  General Objective


The  core  objective  of  this  study  is  to  empirically  demonstrate  the 
 efficiency  of  Bursa  Malaysia  exchange  as  an  emerging  stock  market  in 
 responding to the 12th Malaysian general election by adopting event study 
 methodology. 


1.3.2  Specific Objectives


I.  To find out if there are abnormal returns during the 12th Malaysian 
general election. 
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II.  To measure the magnitude of abnormal returns during the 12th
 Malaysian general election if any. 


III.  To find out if volatility of stock returns changes during the 12th
 Malaysian general election. 


IV.  To measure the magnitude of changes in volatility in stock returns 
 during the 12th Malaysian general election if any.   


1.4  Significance of the Study


Previous  researches  have  shed  much  light  in  examining  the  efficiency  of  stock 
 market  surprised  by  such  events  as  large  price  increases  and  decreases 
 (Himmelmann,  Schiereck,  Simpson  &  Zschoche,  2012),  mandatory  disclosure 
 (Salameh  &  Albahsh,  2011),  dividend  announcement  (Sharma,  2009)  and  shares 
 repurchase (Dua, Puri & Mittal, 2010). However, few if not none has studied the 
 impact of general election on the efficiency of stock market in developing country 
 particularly  in  Malaysia.  The  knowledge  gap  can  be  bridged  with  a  thorough 
 investigation.  


Political risk is generally regarded by investors as a significant influential factor in 
 their portfolio management. Inefficiency flocks speculators to the stock market to 
 reap unfair capital increment. For example, a price skyrocket of stocks during pre- 
 and post-election period may be a pseudo sign of improved performance, mainly 
 due to speculation. George Soros is a prominent speculator. According to Litterick 
 (2002), in the year 1992 Soros brought damaging impact to the English economy 
 due to his vigorous speculation activity. This is why government should dedicate 
 more  efforts  towards  shaping  and  improving  the  efficiency  of  stock  market  as 
 none would like the history to repeat itself.  


This study will reveal the insight of Malaysian stock market for investors not only 
from  local  but  also  foreign  countries.  Generally  speaking,  investors  are  rational 
and risk-adverse and thus they need in-depth information to make deliberate and 
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informed  decisions  to  secure  their  capital  when  investing  in  a  relatively  strange 
 stock market. This research project‟s empirical work will provide investors with a 
 deeper insight into how political events could affect the Malaysian stock market.  


1.5  Chapter Layout


The remainder of this paper is organized into five sections: Chapter 2 presents the 
 literature  review  including  relevant  theoretical  model,  proposed  theoretical 
 framework,  hypothesis  development  and  conclusion  of  the  chapter.  Chapter  3 
 details  the  data  and  methodology.  This  chapter  comprises  introduction  of  the 
 research methodology, research design, data collection method, sampling design, 
 research  instrument,  constructs  measurement,  data  processing,  data  analysis  and 
 conclusion of the chapter. Chapter 4 discloses the results. This chapter documents 
 introduction,  descriptive  analysis,  scale  measurement,  inferential  analyses  and 
 conclusion of the chapter. Chapter 5 files discussion, conclusion and implications. 


This  chapter  encompasses  introduction,  summary  of  statistical  analyses, 
 discussions  of  the  major  findings,  implications  of  the  study,  limitations  of  the 
 study, recommendations for future research and conclusion of the chapters. 


  


1.6  Conclusion


In short, this chapter introduces the background and the objectives of conducting 
 this  research.  The  central  idea  is  around  the  classical  theory  of  Efficient  Market 
 Hypothesis  that  is  to  be  tested  in  Malaysian  stock  market  with  the  12th  general 
 election as the event. Before any further statistical work, it is hypothesized that the 
 Malaysian stock market is efficient.  


And in fact, this study could be a catalyst for investors seeking in-depth insight 
about political risk and its effect on the stock market in Malaysia. Past literatures 
will be reviewed in next chapter. 



(27)Page 13 of 157 


CHAPTER 2: LITERATURE REVIEW


2.0  Introduction


This chapter is divided into three sections. The first section is a review of theory 
 and  empirical  work.  The  second  section  focuses  on  theoretical  models  used  by 
 past  researchers.  The  third  and  last  section  is  the  theoretical  framework  for  this 
 research project. 


2.1  Review of Literature


In short, the first sub-section is a discussion about several authors advocating the 
 Efficient  Market  Hypothesis  and  how  they  are  related  to  this  research  project.  It 
 would  be  followed  by  an  investigation  of  investors‟  response  to  the  general 
 election outcomes. The last sub-section will be about the impact of events on the 
 conditional volatility of stock returns. 


2.1.1  Review  on  the  Theory  and  Empirical  Work  of  Efficient Market Hypothesis


The  Efficient  Market  Hypothesis  theory  was  initially  proposed  by  Fama 
(1970).  He  defines  an  efficient  market  as  a  market  that  fully  reflects  all 
available  information.  In  a  typical  competitive  market  investors  react 
quickly  to  the  announcement  of  new  information  (Fama,  1970).  EMH  is 
further  divided  into  three  categories,  which  are  strong-form,  semi-strong 
form  and  weak  form.  Strong  form  indicates  that  current  market  prices 
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reflect  all  relevant  information,  which  contains  public  or  private 
 information.  In  the  semi-strong  form,  information,  which  includes 
 publically available information and in weak form, information relevant to 
 historical  price  or  return  sequences  (past  data)  will  be  fully  reflected  in 
 current  market  prices  (Fama,  1970).  He  further  explains  that  the  ideal 
 market  is  a  market  where  prices  provide  accurate  signals  for  resource 
 allocation and investors  can  chose the securities  that represent  ownership 
 of firm  activity.  In addition,  Fama (1970) also  advocates that an efficient 
 market is voided of any transactions cost. 


Even though Fama (1970) has always been credited as the father of EMH, 
 there  are  several  earlier  journals  that  came  up  with  the  concept  of  an 
 efficient market. The origins of EMH could be traced back to works such 
 as  those  by  Bachelier  (1900).  The  efficient  market  concept  became  a 
 dominant finance paradigm only after the 1970‟s. It was during that time 
 when scholars extrapolated on the EMH theory proposed by Fama (1970). 


In a study by Dimson & Mussavian (1998), they discovered that investors 
 cannot  expect  to  earn  superior  profits  from  their  investment  strategies  if 
 the  capital  market  is  considered  sufficiently  competitive.  Moreover, 
 according  to  Chughtai  (2010),  technical  analysis  is  futile  in  an  efficient 
 market. An efficient market adapts its prices to new information at such a 
 speed that investors are unable to accurately predict future prices based on 
 past trends (Chughtai, 2010). 


Moving past  the fundamentals  of EMH, the following paragraphs  will be 
dedicated to the stock market conditions of Malaysia. Based on a study by 
Akinyote  (2008)  and  Baharuddin,  Abdullahi  and  Teoh  (2010),  Bursa 
Malaysia is  considered a semi-strong  efficient  market.  This  indicates that 
stock  prices  in  Bursa  Malaysia  reflect  all  past  historical  information  as 
well  as  all  publically  available  information.  An  individual  can  only  earn 
abnormal  returns  under  the  condition  that  he  or  she  possesses  internal 
information (Akinyote, 2008). 
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Apart  from  studying  the  market  efficiency  of  Bursa  Malaysia,  Akinyote 
 (2008),  Baharuddin,  Abdullahi  and  Teoh  (2010)  and  Chughtai  (2010) 
 studied the relationship between the announcement of dividends and stock 
 prices.  In  Malaysia,  the  announcement  of  dividends  and  earnings  are  on 
 the  same  day.  Both  information  are  important  because  the  Malaysian 
 public  views  them  as  a  benchmark  for  the  company‟s  future  prospects 
 (Akinyote, 2008).  


As  such  when  the  size  of  the  dividend  increase  is  beyond  the  market 
 expectation, it will result in negative abnormal returns; when the dividend 
 payments  remain  unchanged,  individual  investors  will  treat  it  as  no 
 information and stock prices also remain constant. On the contrary, when 
 dividend  payment  decreases  but  the  company  reports  higher  earnings, 
 investors will consider this as good news as the company is retaining more 
 earnings  for  future  growth.  This  will  result  in  a  positive  abnormal  return 
 for investors (Akinyote, 2008). 


Studying  on  the  economic  influence  on  rights  issue  announcement 
behavior in Malaysia, Salamudin, Ariff and Md Nassir (1999) found that a 
rights  issue  is  positively  correlated  to  share  price.  The  authors  reasoned 
that  investors  in  Malaysia  believe  the  fund  from  issues  would  be  used  in 
profitable investment projects in a high growth economy. Due to the post-
announcement  period  reaction  speed,  Salamudin,  Ariff  and  Md  Nassir 
(1999)  concluded  that  the  Malaysian  stock  market  is  efficient  in  semi-
strong form.  
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2.1.2  Review  on  the  Relationship  between  Stock  Markets  and General Elections


Stock  markets  are  the  most  common  barometers  to  measure  a  country‟s 
 economic  performance  (Chuang  &  Wang,  2009).  Unexpected  general 
 election  results  or  government  changes  are  often  negatively  linked  to  a 
 country‟s  stock  market  performance  (Kim  &  Mei  2001;  Ferri,  2008; 


Chuang & Wang, 2009). 


Chuang  and  Wang  (2009)  found  that  political  change  in  America,  Japan, 
 Britain and France has a negative relationship to stock returns. This means 
 when  there  is  a  change  in  governments,  stock  returns  would  drop.  The 
 authors  also  explained  that  different  political  parties  have  different 
 economic  agendas,  leading  to  frequent  economic  policy  modification. 


Investors view this as serious uncertainty. To protect their positions, they 
 will take up conservative stock positions (Chuang & Wang, 2009).  


Using a components-jump filter to measure the impact of political event on 
the  market  volatility  and  return,  Kim  and  Mei  (2001)  discovered  that 
changes  in  government  administration  affects  stock  markets.  The  authors 
reasoned  that  new  governments  would  often  implement  new  fiscal  and 
monetary policies, leading to an increase in uncertainties. The uncertainty 
discourages  investors  from  taking  risk,  which  causes  negative  stock 
returns (Kim & Mei, 2001). On the contrary, evidence from a research in 
Thailand,  by  Nimkhunthod  (2007)  shows  that  a  change  in  government  is 
only  negatively  related  to  negative  stock  returns  in  the  short  run.  In  the 
long  run,  government  change  in  Thailand  leads  to  a  significant  positive 
returns in the stock market.   



(31)Page 17 of 157 


Usually, unexpected general results (not yet to the extent of a government 
 change)  also  influence  stock  market  returns  (Nimkhunthod,  2007;  Ferri, 
 2008;  Bialkowski,  Gottschalk  &  Wisniewski,  2008;  Fuss  &  Bechtel, 
 2008).   


In  a  study  of  the  year  2004  United  States  presidential  election  by  Ferri 
 (2008),  during  the  event  day  (day  when  the  election  is  held)  there  were 
 significant  changes  in  share  values  in  response  to  an  unexpected  general 
 election outcome. The research by Ferri (2008) proves that the surprising 
 outcome  of  George  Bush  winning  the  presidential  election  was 
 accompanied  by  shift  in  equity  values.  The  author  advises  prudent 
 managers  and  investors  to  carefully  monitor  future  presidential  elections 
 and  be  prepared  to  adjust  or  hedge  their  holdings  against  possible 
 unfavorable  outcomes.  Similarly,  Bialkowski, Gottschalk  &  Wisniewski 
 (2008) discovered that in 27 organizations for Economic Co-operation and 
 Development  (OECD)  countries,  unexpected  election  results  such  as 
 narrow  margin  of  victory,  lack  of  compulsory  voting  laws  and  change  in 
 political  orientation  and  failure  to  form  a  government  with  parliamentary 
 majority to negatively affect the stock market. Nimkhunthod (2007) found 
 that coup d‟etats in Thailand significantly affects the stock market. In the 
 event  of  a  coup  d‟etat,  the  stock  market  in  Thailand  would  experience  a 
 temporary  negative  shock  but  experience  a  boost  in  a  longer  period 
 (Nimkunthod, 2007).  


Applying  a  conditional  volatility  model,  Fuss  and  Bechtel  (2008) 
 discovered that in Germany, if the public expects a right-leaning coalition 
 to  win  the  election,  small-firm  stocks  would  generate  a  positive  return; 


when a left-leaning coalition is  expected to  win, small-firm  stocks would 
perform negatively. Another peculiar finding of Fuss and Bechtel (2008) is 
when uncertainty of which coalition would win increases, the stock market 
becomes  less  volatile.  The  authors  admit  that  the  result  is  at  odds  with 
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theory. However, several other past researchers obtained similar results in 
 other countries.   


Apart  from  post  general  election  events,  events  that  occur  prior  to  the 
 general  election  or  even  the  general  election  itself  have  potential  to 
 influence the stock market. Based on a study by Chuang and Wang (2009), 
 prolonged  debates  between  ruling  and  opposition  parties  before  the 
 election, inter-party negotiations and mediations are fueling uncertainty in 
 Taiwan‟s  political  scene.  As  such,  they  have  a  significant  negative 
 relationship  with  Taiwan‟s  stock  market  (Chuang  &  Wang,  2009).  In 
 addition,  the  authors  also  attributed  uncertainties  to  factors  such  as 
 political  distortions  of  economic  principles  as  well  as  disagreements 
 between  ruling  and  opposition  parties. Political  news  can  also  affect  in 
 unexpected return jumps in the stock market (Kim & Mei, 2001).  


In fact, price jumps are associated with political risks; political risk is able 
 to  arouse  huge  damage  to  foreign  investment  and  thus  increasing  the 
 possibility  for  multi-national  firm  bankruptcy  (Kim  &  Mei,  2001).  The 
 abovementioned  pre-general  election  factors  create  market  confusion, 
 which is the main cause of market downturns (Kim & Mei, 2001; Chuang 


& Wang 2009). 


Researching on the 2004 political crisis in Taiwan (presidential candidates 
were  shot  and  wounded  during  the  elections),  Huang,  Chan,  Huang  and 
Chang  (2011)  discovered  that  the  crisis  has  a  temporary  negative  impact 
on  the  stock  market.  Based  on  their  research,  the  Taiwan  stock  market 
recovered once the crisis ended. They concluded that elections in Taiwan 
do  not  have  a  long  term  influence  on  the  stock price  and  volatility.  On  a 
separate note, Huang, Chan, Huang and Chang (2011) also discovered that 
stocks  of  companies  with  better  corporate  governance  experience  less 
price volatility.  
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Until  now,  most  researchers  have  proven  a  significant  effect  of  general 
 elections  and  political  linked  events  on  stock  markets.  Even  so,  there  are 
 researchers who found differing results. Floros (2008), studying the Greek 
 stock market, found no evidence to support a significant effect of political 
 election on the stock exchange. In his study, he discovered that on average, 
 two months before an election in Greece, stock index performances would 
 increase and the mean daily fluctuation would decrease. However, just one 
 month before the elections, stock index performances would decrease and 
 the daily fluctuations would increase, on average. In addition, the research 
 by  Floros  (2008)  shows  a  performance  drop  in  the  stock  market  for  six 
 months  after  the  elections  take  place,  only  to  find  it  bouncing  back  after 
 passing  the  six  month  mark.  These  are  the  reasons  why  Floros  (2008) 
 concluded  that  elections  in  Greece  do  not  significantly  affect  the  stock 
 market.  


Similarly  in  the  United  States  stock  market,  Jones  and  Bonning  (2009) 
 also found no significant relationship as well as the various occurrences in 
 the American election. They  also  discovered no significant  differences  in 
 the  monthly  stock  market  returns  regardless  of  which  side  winning  the 
 presidential elections in the United States.   


2.1.3  Review on Statistical Models in Event Study


2.1.3.1 Classical Market Model

The classical market model, also known as the simple market model, was 
 designed  by  Fama,  Fisher,  Jensen  and  Roll  (1969).  Stock  returns  of  a 
 particular company will be modeled using the following equation: 


                   ---(eq 2.1.1) 



(34)Page 20 of 157 


Where: 





      =  the return on firm i at time t





      =  the corresponding market return
    =  the intercept term 


     =  a parameter that measures the sensitivity of     to the market  


   index 


       =  a  random  variable  that  by  construction,  has  an  expected  
    value of zero. It is assumed to be uncorrelated with    


Once  the  model  is  estimated,  the  parameters    and     would  be  used  to 
 generate  expected  returns  of  a  company  during  a  particular  event.  The 
 model is as follows: 


E(               ---(eq 2.1.2) 


Where: 


E(       =   is the expected return of firm i during an event 


Once  E(     is  obtained,  it    will  be  compared  to  actual  returns  of  firm  i 
 during an event: 


            E(      ---(eq 2.1.3) 


Where: 
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       =   abnormal return of firm i at time t 


If      is zero, the firm does not have abnormal return; if      is not zero, 
 abnormal return exists.  


Once the abnormal returns for individual firms are calculated, an average 
 will  be  calculated  from  all  the  forms.  The  calculation  is  denoted  as 
 follows: 


               


Where: 


N  =  number of firms in the sample 
          =  average abnormal return at time t 


By  adding  average  abnormal  return  from  different  time  periods,  the 
 cumulative  average  abnormal  return  (CAAR)  is  obtained.  The 
 mathematical equation for CAAR is as follows: 


         ∑    


   


Where: 


CAAR =  the cumulative average abnormal return 
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At  this  point,  there  will  be  enough  data  to  determine  if  the  event  has 
 impact  on  the  stock  returns.  The  null  hypothesis  is  that  the  event  has  no 
 impact on the stock returns. In other words, CAAR = 0. 


Researchers  in  later  years  improved  on  the  classical  model  by  adding  a 
 dummy variable into the equation. The model is shown as follows: 


                       ---(eq 2.1.4) 
     =  a  parameter  that  estimates  the  magnitude  of  abnormal  


   return (if any) of firm i 
       


     =  a dummy variable which captures the effect of an event (if  
    event date, value =1; otherwise, value = 0) 


This  model  shortens  the  steps  by  Fama,  Fisher,  Jensen  and  Roll  (1969). 


Bacmann  and  Dubois  (2003)  claim  the  above  model  can  simultaneously 
 obtain  the  expected  value  of  the  abnormal  returns  and  their  standard 
 deviations. As such, it allows immediate testing of variable significance.  


Even so, the classical market model has a major flaw. It will be discussed 
 in subsection 2.1.3.2. 


2.1.3.2  Dynamic Market Model

Using the traditional market  model, many  researchers  faced problems  with 
 heteroscedasticity  and  conditional  volatility  (Bollerslev,  1986,  Engle  & 


Russell,  1998;  Savickas,  2003).  According  to  Engle  (2001),  the  statistical 
assumptions  of  the  traditional  model-  i.e.  homoscedastic  error  values-  are 
unrealistic. 
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The  reason  why  Engle  and  Russell  (1998)  described  the  assumptions  as 
 unrealistic  is  because  stock  prices  tend  to  follow  a  phenomenon  called 
 volatility clustering. According to Baharuddin, Abdullahi and Teoh (2010), 
 Benoit Mandelbrot was the first person to discover this phenomenon. Based 
 on a study by Baharuddin, Abdullahi and Teoh (2010), Mandelbrot defines 
 volatility clustering as “large changes tend to be followed by large changes, 
 of either sign, and small changes tend to be followed by small changes”. 


Volatility  clustering  is  a  violation  of  the  market  model‟s  homoscedasticity 
 assumption (Engle & Russell, 1998). As such, the hypothesis testing for the 
 market model becomes unreliable. 


To  capture  volatility  clustering,  Engle  (1982)  and  Bollerslev  (1986) 
 developed Auto Regressive Conditional Heteroscedasticity (hereafter known 
 as  ARCH)  model  and  Generalized  Auto  Regressive  Conditional 
 Heteroscedasticity (hereafter known as GARCH) model respectively. 


Since  their  conceptions,  several  methods  have  been  developed  to  include 
 ARCH and GARCH into event studies. Pioneer studies include journals by 
 Jong,  Kenna  and  Klock  (1992)  and  Brockett,  Chen,  and  Garven  (1994). 


Their  event  study  methodology  includes  a  market  model  with  GARCH 
 effects  and  time-varying  slope.  They  are  called  dynamic  market  models. 


Their models are summarized in the following equations. 


                   ---(eq 2.2.1) 


                   ---(eq 2.2.2) 


Where, 


=  variance or mean equation 
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    =  conditional variance (GARCH term) 


    =  lagged error term of mean equation (ARCH term) 


However, Savickas (2003) and Balaban and Constantinou (2006) criticized 
 their  methodology.  The  research  by  Jong,  Kemna  and  Kloek  (1992)  and 
 Brockett,  Chen  and  Garven  (1994)  ignored  the  importance  of  event 
 induced  variance.  Works  such  as  Brown  and  Warner  (1980,  1985), 
 Boehmer, Musumeci and Poulsen (1991) and Corrado (1989) proved that 
 events  do  cause  fluctuations  in  stock  return  variance.  Jong,  Kemna  and 
 Kloek  (1992)  and  Brockett,  Chen  and  Garven  (1994)  merely  incorporate 
 volatility into their model. They do not test if abnormal volatilities exist. 


As such, the event  studies designed by Savickas (2003)  and  Balaban  and 
 Constantinou (2006), test for event-induced volatilities. Their test statistics 
 are  cross-sectional  approaches  based  on  those  developed  by  Brown  and 
 Warner  (1980)  and  Boehmer,  Musumeci  and  Poulsen  (1991).  Both 
 journals  utilize  global  test  statistics,  developed  by  Brown  and  Warner 
 (1980),  to  test  for  the  significance  of  abnormal  returns  and  changes  in 
 conditional volatility.  


The  models  used  by  Savickas  (2003)  and  Balaban  and  Constantinou 
 (2006) are listed as follows: 


                         ---(eq 2.2.3)  


                        ---(eq 2.2.4) 


Where, 


   =   dummy  variable  to  capture  effects  of  event  period  (1  if  
   event date; 0 if non-event date) 
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=  coefficient representing abnormal return of firm i 


=  coefficient representing abnormal volatility of firm i  


The  two  equations  above  are  similar  to  the  ones  by  Jong,  Kemna  and 
 Kloek (1992) and Brockett, Chen and Garven (1994). However, instead of 
 using  a  simple  market  model,  Sacvickas  (2003)  and  Balaban  and 
 Constantinou (2006) use dummy variables to capture the effect during an 
 event.  The  coefficient    ,  caputres  the  presence  or  absence  of  abnormal 
 returns  during  an  event;  the  coefficient   ,  captures  the  presence  or 
 absence of abnormal volatilities during an event. 


Both  research  use  global  test  statistics  developed  by  Brown  and  Warner 
 (1980)  to  test  for  abnormal  return  and  abnormal  volatility  significance. 


According  to  a  study  by  Boehmer,  Musumeci  and  Poulsen  (1991), 
 traditional  test-statistics  too  frequently  reject  a  null  hypothesis  of  zero 
 abnormal returns.  


This  is  because  traditional  event-studies  assumes  security  residuals  are 
 uncorrelated and event-induced variance is insignificant. To counter these 
 problems, Brown and Warner (1980) created a new test-the cross sectional 
 test-statistics. They are listed as follows: 
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(eq 2.2.5) 
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(eq 2.2.6) 


Next,  Savickas  (2003)  designed  his  own  test-statistics  based  on  the  ones 
 by  Brown  and  Warner  (1980).  Incidently,  the  research  by  Balaban  and 
 Constantinou  (2006)  picked  it  up  as  well.  The  newly  developed  test-
 statistics are listed as follows: 
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(eq 2.2.7) 
 Where, 
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   =   estimated conditional standard deviation of firm i on the event date 
 and 
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(eq 2.2.8) 
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Where,  


        ̂


√ ̂  


According  to  Savickas  (2003),  the  methodology  he  employed  has  higher 
 test power as well as the ability to reduce type 1 eror.  Type 1 error is the 
 incorrect  rejection  of  a  true  null  hypothesis.  It  is  also  interesting  to  note 
 that Balaban  and Constantinou (2006) advocates  Savickas‟s methodology 
 and suggests future researches to test for abnormal volatility in addition to 
 abnormal returns. 


As such, the event-study used by Savickas (2003) will be the framework in 
 this  research  project.  For  detailed  explanations  of  the  research  design, 
 please refer to Chapter 3: Methodology. 


  


  


2.2  Review of Relevant Theoretical Models


2.2.1  Random Walk and Efficient Market Hypothesis


A few centuries ago, a number of empirical works or books in the fields of 
 physics,  botany,  calculus  and  logics  deem  discussed  the  idea  of  random 
 walk. The primary concern of this research project, regarding random walk 
 hypothesis  is  specifically  devoted  to  finance.  As  such,  the  following 
 paragraphs will be a discussion of how random walk theory was invented 
 and evolved in the study of finance.   


Random  walk  theory  is  traceable  to  1863  when  Jules  Regnault,  a  French 
financial philosopher and analyst discovered the random movement of the 
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price  of  a  bond  and  its  derived  option.  This  profound  finding  was  then 
 documented  in  a  book  titled  “Calcul  des  chances  et  philosophie  de  la 
 bourse”.  The  random  walk  concept  then  laid  down  the  foundation  of 
 modern  stochastic  process  of  stock  price  (Preda,  2004).  This  French 
 philosopher left no more academic publication concerning on the random 
 walk theory since then. Not much of his life is known.  


Supposedly,  the  originator  of  random  walk  theory  and  stochastic  process 
 in mathematical finance should be Bachelier (1900) when he submitted his 
 PhD  thesis  titled  “The  Theory  of  Speculation”.  Bachelier  (1900) 
 recognized that past, present or even anticipated events, often showing no 
 apparent  connection  with  its  fluctuation.  He  then  explained  that  factors 
 influencing  the  fluctuation  of  stock  price  are  so  immense  that  an  exact 
 mathematical forecast is impossible. In fact, the work by Bachelier (1900) 
 already  contains  some  remarkable  insights  and  commentary  on  random 
 walk. But sadly, the thesis was overlooked and not appreciated until half a 
 century later.  


According  to  Lim,  Lim  and  Zhai  (2012),  perhaps  the  empirical  work 
explicitly proposing the theory of random walk on the movement of stock 
prices  is  by  Kendall  in  1953.  When  Kendall  investigated  the  behavior  of 
22  British  industrial  share  prices,  he  surprisingly  found  that  when  prices 
are observed at fairly closed intervals the random changes  from one term 
to the next  are so  large  as  to  swamp  any systematic effect  which may  be 
present.  He  concluded  that  the  data  behaved  almost  like  a  wandering 
series.  Since  the  stock  prices  are  moving  randomly,  Kendall  concluded 
that  investors  would  not  profit  from  watching  the  current  price  and  then 
take a position only when it seems to have a favorable movement. Perhaps, 
investors outperforming the market owe much to luck, insider information, 
acting instantly, the exemption of brokerage fees or bullish market where 
all  the  stock  prices  rise  simultaneously.  The  theory  of  random  walk  thus 
marks its birth officially.  
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The  mid-1960s  was  a  turning  point  in  academic  research  world  on  the 
 random  movement  of  stock  prices  (Dimson  &  Mussavian,  1998).  In  the 
 article review by Cohen (1966), Cootner in 1964 published his book titled 


“The  Random  Character  of  Stock  Market  Prices”  which  consists  of  a 
 collection  of  empirical  literatures  done  by  the  researches  during  the 
 twentieth  century  concerning  on  the  natural  movement  of  security  price. 


The  book  produces  valuable  insights  to  academicians  wanting  to  review 
 and understand the “Random Walk Theory”. One year later, Fama (1965) 
 by documenting and reviewing the previous literatures, defined the theory 
 of random walk as the series of price changes has no memory, that is, the 
 past cannot be used to predict the future in any meaningful way. And this 
 article has been cited more than six thousand times. It is perhaps the most 
 contemporary and most influential empirical work for financial researchers 
 today studying on the behavior of the stock price.  


In the article named “The Behavior of Stock Market Prices”, Fama (1965) 
 proposed  that  one  of  the  most  important  hypotheses  in  the  theory  of 
 random walk is the independence in successive changes of stock price. If 
 stock  price  changes  are  not  independent,  the  theory  is  invalid.  Since 
 perfect independent price changes in time series may not be realistic, Fama 
 (1965)  asserted  that  the  random  walk  theory  cannot  be  theoretically 
 realized,  but  can  be  practically  realized.  This  can  be  further  illustrated  in 
 different perspectives of two groups: a statistical view and a stock market 
 trader‟s  view.  From  statistical  view,  the  independent  price  changes  of  a 
 time  series  model  can  be  accepted  as  long  as  the  dependence  in  price 
 changes is below the “minimum acceptable” level defined by statisticians. 


In  other  words,  when  the  dependent  behavior  in  a  time  series  is  not 
statistically sufficient to constitute certain properties in the distribution of 
the  price  changes,  the  independence  assumption  is  still  hold.  In  contrast, 
from  a  stock  market  trader‟s  view,  the  price  changes  conform  to 
independence  assumption  when  he  can  find  no  way  to  increase  the 
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expected  profits  from  his  stock  investment  by  analyzing  the  behavior  of 
 the successive stock price changes in the past.  


Fama  (1965)  then  demonstrated,  with  examples,  the  mechanisms  of 
 random  walk  in  the  real  investment  world.  Undeniably,  there  are  some 
 dependencies concerning on stock price changes when there exists a group 
 of  professional  investors  or  traders  who  are  opinion  leaders.  Other 
 informed  investors  tend  to  follow  their  recommendations  in  making 
 investment decisions. In addition, according to Fama (1965) positive news 
 of a company tends to follow by more positive news and  vice versa. The 
 two scenarios above would result in stock price changes being dependent 
 on  information.  Nevertheless,  he  stressed  that  there  is  a  mechanism  to 
 neutralize the situation where the dependence of stock price changes  will 
 eventually be offsetted.   


Fama  (1965)  further  assumed  that  there  is  a  sufficient  large  group  of 
 sophisticated trades in stock market who have expertise in determining the 
 intrinsic  value  of  a  particular  stock.  They  believed  that  the  stock  will 
 ultimately move towards its intrinsic value. Thus at any point of time, the 
 market  price  of  the  stock  is  at  its  fair  value  by  instantly  discounting  the 
 information  and  moves  independently  according  to  the  economic  and 
 political  outlook  in  an  efficient  market,  but  not  exhibiting  predictable 
 sequence  based  on  any  psychological  influence  of  certain  group  of 
 investors or traders.  


The term “efficient market” of securities was initially introduced by Fama 
(1965).  He  defined  an  efficient  market  as  a  market  where,  given  the 
available  information,  actual  prices  at  every  point  in  time  represent  very 
good estimates of intrinsic values.  Whenever the intrinsic value changes, 
the actual price will adjust instantaneously to meet its intrinsic value. The 
word “instantaneously” does not mean that the actual price will adjust to 
the  same  level  as  its  new  intrinsic  value  in  the  next  moment.  Instead, 
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according  Fama  (1965),  the  actual  price  will  first  overestimate  or 
 underestimate the new intrinsic value. Then, the price  will move towards 
 its  intrinsic  value,  or  at  least  a  value  close  to  its  new  intrinsic  value  to 
 eliminate any discrepancy.  


The  key  assumption  constituting  an  efficient  market  is  the  existence  of 
 sophisticated intrinsic value analysts (Fama, 1965). Fama (1965) assumed 
 that  there  exist  a  large  number  of  investors  who  are  superior  in 
 determining  the  intrinsic  value.  When  the  intrinsic  value  alters,  these 
 sophisticated  investors  will  influence  the  actual  price  to  its  new  intrinsic 
 value by buying up (long) or selling down (short) the securities. The result 
 of this  being the actual price, at  any point of time, represents  its  intrinsic 
 value.   


Another  assumption  of  an  efficient  market  is  availability  of  information 
 (Fama,  1965).  Fama  (1965)  claims  that  an  efficient  market  has  a  large 
 number of rational, profit-maximizers actively competing with each other. 


They  are trying to  predict future value of individual securities  and where 
 important current information is almost freely available to all participants. 


To  put  it  plainly,  in  an  efficient  market,  the  investors  will  influence  the 
 actual price by discounting all available information that alters the intrinsic 
 value.  Hence,  the  actual  price  will  always  fully  reflect  all  available 
 information (Fama, 1970).  


In  an  efficient  market,  the  movement  of  the  actual  price  towards  its 
intrinsic  value  follows  random  walk  (Fama,  1965).  This  is  caused  by 
rigorous  competition  of  large  groups  of  sophisticated  investors  trying  to 
make prediction on future prices. Discussed above, those projecting rising 
prices  (causing  the  actual  price  a  tendency  of  successive  increasing)  will 
be  offset  by  those  projecting  falling  prices.  This  leads  to  a  neutral 
environment where the actual price fluctuates randomly. Also, the intrinsic 
value (a factor which can never be determined exactly) is rapidly adjusted 
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by any information. Fama (1965) asserts that predicting the intrinsic value 
 of  a  security  is  equivalent  to  predicting  its  future  uncertain  price. 


Therefore,  a  random  walk  –  informational  efficient  market  posts  a 
 challenge to both fundamental and technical analysts.  


Dimson  and  Mussavian  (1998)  believed  that  the  informational  efficiency 
 in  a  security  market  marks  its  birth  when  Bachelier  (1900),  in  his  PhD 
 thesis,  identified that past,  present,  and even discounted future events  are 
 reflected in the market price, but often show no apparent to price changes. 


However,  Bachelier‟s  precious  work  had  been  neglected  until  the  latter 
 half  of  the  20th  century.  The  empirical  works  concerning  on  the  market 
 efficiency was then evolving. Fama (1970) then documented the previous 
 works  and produced a comprehensive theory  regarding the various forms 
 of market efficiency.  


The  first  form  of  market  efficiency-  the  weak  form  efficiency  is  derived 
 from  random  walk  literature.  Weak  form  efficiency  suggests  that  the 
 historical  information  has  been  factored  into  current  price.  Hence,  the 
 chartist and fundamental analysis are of no value in assessing the intrinsic 
 value  of  stock  since  the  price  unpredictably  fluctuates  (Fama,  1965). 


Those  literatures  evidenced  the  random  walk  behavior  of  stock  prices 
 indirectly supported the weak form efficiency theory.   


The second form is called semi-strong form efficiency. According to Fama 
(1965),  this  level  of  efficiency  was  developed  from  literatures  examining 
efficiency of the speed of price adjustment, annual earnings announcement 
(Ball  &  Brown,  1968),  announcement  of  discount  rate  changes  (Waud, 
1970) and new security issues (Black and Scholes, 1970).  A market with 
semi-strong  efficiency,  newly  arrival  of  information  will  be  quickly  and 
accurately adjusted in stock price.  
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The  third  is  strong  form  efficiency.  This  form  reviews  whether  certain 
 investors such as mutual fund managers could obtain return advantage by 
 possessing  private  and  unpublished  information  (Sharpe,  1965  &  1966; 


Treynor,  1965;  Jensen,  1967  &  1969).  However,  it  should  be  no  way  for 
 them  to  beat  the  market.  This  is  because  stock  prices  in  a  market  with 
 strong  form  efficiency  have  already  reflected  all  information.  Be  it  past, 
 current or insider information.  


2.2.2  Event Study


The event study methodology was introduced by Fama, Fisher, Jensen and 
 Roll  (1969).  Its  significant  statistical  power  in  academic  research  was 
 highlighted in their research (Binder, 1998). In his paper, The Event Study 
 Methodology  Since  1960,  Binder  (1998)  calls  the  event  study 
 methodology as a classic. Indisputably, it deserves this appraisal as it has 
 been (up to the time of Binder‟s paper), surprisingly, cited 2833 times.  


The  event  study  methodology  was  originally  employed  by  Fama,  Fisher, 
Jensen  and  Roll  (1969)  to  investigate  the  process  of  common  stock  price 
adjusting  to  the  information  on  stock  split  announcement.  In  particular, 
they  examined  if  stock  prices  exhibited  any  unusual  behavior  leading  to 
abnormal returns during the period of stock split announcement. With the 
methodology proposed, Fama, Fisher, Jensen and Roll (1969) asserts that, 
unless  insider  information  is  available,  the  stock  market  is  “efficient”  in 
the sense that stock prices adjust very rapidly to new information (Fama, 
Fisher,  Jensen  &  Roll,  1969).  This  conclusion  finally  proves  the 
characteristics  of  an  efficient  market  as  described  by  Fama  himself  in 
1965.  
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The merit of this statistical tool stems from its versatility (Binder, 1998). It 
 is  very  adaptable  for  different  circumstances  in  modeling  the  abnormal 
 return.  


Appling the market model irrespective of computing mean-adjusted return, 
 market-adjusted  return  or  market-and  risk-adjusted  return,  Dyckman, 
 Philbrick  and  Stephan  (1984)  and  Brown  and  Warner  (1985)  jointly 
 concluded  that  the  various  measures  are  equally  powerful  when  the 
 abnormal  return  is  proven.  The  assertion  was  then  empirically  re-proven 
 by  Chandra,  Moriarty  and  Willinger  (1990).  In  fact,  in  1985,  Brown 
 partnered with Weinstein conducted event study employing the alternative 
 measure—multifactor  model  (Binder,  1998).  They  tried  to  examine  the 
 model‟s  superiority.  The  two  researchers  finally  stood  on  the  common 
 ground that the multifactor model is as competitive as market model.  


The event study methodology, as evidenced by evolving literatures, seems 
 ideal  for  any  event.  However,  the  empirical  strength  is  dramatically 
 weakened  when  it  is  being  used  to  examine  legislative  approval  events 
 (Binder, 1985) and on unknown-date events (Brown & Warner, 1980).  


The Malaysian stock market, in recent  years, has always been residing in 
 the  semi-strong  form  (Cheah,  2005;  Baharuddin,  Abdullahi  &  Teoh, 
 2010).  In  other 
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