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O.282) because "rhere se€ms to be s€vera1 days ofadjusting prices andportfolios" (p.282). H€ argues { --':=1--'::

that this "provides stronger €vidence thai information prccessing that is costly in terms oftime is laking -' 
!:= :_::

place among investors in the secudri€s narkets" (!. 283). -!a: -::

The relation berween volune anil retum has been Little studied on the Kuala Lumpur Stock Exchanee.f rr. a: - ri

The onty published work in this area on th€ KLSE is thai of Shansher et at (199s) who utitize daily dabl hs ::i ::::

on the composite index of the KLSE for ihe period January 1985 to December 1992 to examin€ thl

relationbet*,e€npicechangesandvolume.Usinga1temaiiveregressionmodeIs'andalsoemplo}li{

the Gnnger causality tests, the authors reacb a number of conclusions. Filst, they note that absolut{

price changes are found to have a strong relationship with volume conpared to price chanse per sd :

Second, rhey repot that contrary to thetechnical sclrool ofinvesting, price changes are weakly causin{

volume to chanee, but volume does not cause price changes. 
I

\{ETHODOLOGY 
I

Aftermaking adjustrnent for capital changes, dividends andrights issu€s, this study computes retums { 
t r-:

a fiIst difference oflog values ofpnces. Absolute retums are obtained by ignoring the negative srer1sl

Two t'?es of statistical tests are adopted. The fir$ is rhe corelation test while the second invorves r{

crancercausaliry tests. I

I

For each of th€ 220 stocks, sev€n ,innual conelation coefflcienls are obtain"a tet*een 
"orr,ne 

ari

absolute stock retum. This is repeaied for actual stock retum per se. Con€larions are compul€d for €acl

year in order to avoid the problem of spudous colTelation, arising fiom the lrcnd conmonly found iJ

iime-s€des data. Thlls 3,080 conelation co€ficients were computed (220 x 7 x 2). The detailed res uld

are given in the first 36-page appendix available fiom the authors on request. The next st€p in\olvd

running 28 regressions (7 years x 4 equarions lEquations (1) throush (4) be]owl) for each of the 22lb- r=::::

stocks, giving atotal of6,160 multiple r€gressions. The r€sults from the Egressions are no! report#i:: --::

even in the appendix as they are not irnportanr in themselves, olher than for setting the stage for lhFca ':
Cranger causaiity test. IfX Ganger-caus€s Y, then past values ofX should have some additionJ

explanatory power onYeven after controlling for the effects ofpast values ofY In othff words ift"d

models both have Y as the dependent variable, lhe on€ thar has lagged values ofx added to lagg{

values ofY in the set of r€gressors should perfbrm better than one that has onfy hgg"a *1u"" or rf - - - 
- 
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The secodd step is to perform two Cranger-causality tests for each stock using the regression

obtained ftom the estimation of th€ iwo mod€ls above To test whether volume, Y Granger_

absolute returns, the F-statistic is comput€d from test of linear restdctions of the

\=L,=1,=La=Ls=h6=O.ArejectionofthisrestsictionwouldleadtoahighvalueofFand

would impty that the Granger-causality opemtes in the hypothesized dtection. A low value olF

suggest no sigDifi cant Granger-causality

The secod Glanger causality test would involve imposing a lestdction to Equation (2) of the

et= er= q= e4= e, = et O in order to test whether or not absolute retum Grangel_causes

Again, high ldues of F would be evidence for a causal relationship; aid low values would be evi

against it. The F-statistics obtained from the Grarger tests on Equations (1) and (2) are repoded ln

second 36-page appendix, also available Aom the authors on request

The causality tests €xplained above ar€ betweeD volume and absolute retulN The tests are

with absolute retums replaced by actual Etutns (or retums per se), as given ir EquatioN (3) and

tdR,f Xx 4+e.

>vv +>O R..+r.

ln the same vein. to test for Gmnger causality in Equations (3) and (4) above, F-values wer€

lrom the imposition ofrestri cnons, L,= L,= L1= La= L5= L6= 0 
^ad 

e'= 0,= e14 .= e5= 06= 0 on

two equatioDs resp€ctively. The F_statistics obtained from the tests ar€ reported in the third

apperiLx not reported here but is available ftom the authors on request.
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