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98 Nate ot1 T..hnieal An'lusis And ThN Efrkienq ol TIE Malnygian stock Mirket

TECHNICAL ANALYSIS AND THE EFFICENCY OF TI{E MALAYSIAN STOCK

MARKET: EMPIRICAL EVIDENCE

Results of studies on weak-form efficiency of the KLSE seem to be conflicting

This may be due to the utilisation of differenl samples, time period and methodologies'

For example, a study by Lim (1980) on 30 activelv traded stocks and six KLSE

sectoral indices using serial conelalion' runs tests a.d spectral analysis showed that

KLSE is weak-fom efficien1. In addition, Annuar and Shamser (1993) who studied

the weekly and monthly closing Prices of all indices oYer the period of January 19?7

to May 1989 found that KLSE is weak-forn efiicient for some active indices'

On the other hand, Saw and Tan (1989), who tested various KLSE "all stock"

sectoral indices on a weekly and monthlv basis found thai there was a cons;derable

amount of non-randomness for the monthly data This tlas supported bv Neoh's (1990)

study on the indices for ihe penod i970 to 1988 Hence, the local market can be

conclude.d to be less "efficienl" than the US. markei, but how much less is no! known

Nonetheless, due io evidence suggesting that KLSE is weak form efficient' the reliability

of technical analysis is questionable

Neoh's Studv

Neoh (1990) examined the efficacy of the Dow theory as an investrnent method

in Malaysia oyer the las! 19 years The study consisted of compadng long-lerm retums

obtainable lrorn a buy-and-hold policy wiih a trading strategv using the movmg average

nethod as a sunogate for Dow theory. The samples comprised the Industsial, Finance,

Plantation and Properties indices, witl each comprising a minimum of 20 siocks traded

from 1970 to Decenbe! 1988 The moving averages ranged from 9 to 21 weeks in

length. Neoh also used a series of buv or sell signals thal were ffon 67o to 10Vo

aboYe or below the moving average.

The same tests were also conducted on the Dow Jones Industrial averages' Financial

Times Index and Hang Seng Index over the sarn€ period The results showed that

ihe Dow theory had little appticability to the foreign marke$ lesied but was applicable

to the Malaysian market where the moving average did seem to be superior io buy_

and'hold policy.
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100 Note On Te.hnieoi A alysis A11t Tlre Elt'icin.! Of The Mald:lsian Strck Mrtket

Mansor's Studl

ln his srudy, Mansor (1989) atlempied !o cxamine if KLSE dailv stock relurns

corlbrmed to lhe randon walk model The daia used comprised 26 companres lron

the lndustrial index for lbe period beginning January 2, 1980 till August 30' 1986

Serial corelation and iuns tests were utilised

Ii was found thai the daily stock retu'ns were not nonnally disrributed' which

means tha! thcre existed slrong dependcncy in the daily stock returns Nere heless'

it was also lound that price chinges could onLv explain abalr 0'16% of the valatron

in future prices. On the whole, ir was concludcd that the Mahysian stock market does

not exactly fit the random walk model since ?07' of the sample showed significant

first o.der serial depcndence

CONCLUSION

Thc cmpirical evidcnce on lhe rcliabililv of technical analvsis in Malavsia provides

an inconclusive conclusion Evcn though Ncoh (1990) concluded that KLSE nav bc

colducivc to rechnical analysis, he caulioned irlcstors against being too hrppv wtth

it because his study was based on mafkcl indiccs rathef than on indivniual stocks

Morcover, if more investors re stardng to use Do\! theory extensively thc markcl

might adius! and ihc Dow theorv would no longer work'

Chia (1934) concluded that technical analvsis did not oulpcrlbrm rhe markel and

it is advisablc to hang on 1o the naive bov'and sell lolicv Annuar et rl (1991) suggested

rhrr rhere were still some areas that could bc exploitcd by lechnical analysts' Neverlhcless'

investors mus! be able lo carn above normal 
'cturns, 

ncl of cosls' whi'h is about

2lq" af he deal ln ordcr for technical analvsis to be of anv cconom'c value'

Bcsides ihat, ihere was evidcnce 1h41 shares were able to outperform the narkct

(Dawson, 1981). However, it la(ed onlv aboul six months ln fact' not all stocks

rose h value and if an investor did nor diversiii hivhcr inveslmeni hc/she lvould

be tarticularly cxposcd to losses. Mansor (1989) came to a conclusion thrt lhe Nlalavsren

srock mxrkel could noi fit thc description of the rrndom $alk modeL Howeler' he

stressed lhar the.tbility to use hislo.ical frices in o er to sain above norm'tl protn
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