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This paper examines the predictability of technical trading rules on the daily
returns of the Kuala Lumpur Stock Exchange Composite Index for the full
sample period from January 1977 to December 1999, which includes both bull
and bear periods. The methodology employed includes both the variance ratio
test and moving average rules. The results indicate non-randomness of succes-
sive price changes. The degree of predictability is supported, as the trading
rules examined indicate technical attractiveness with the presence of transac-
tion costs.

Introduction

The possibilities of market inefficiencies and subsequent profit opportunities
that arise after controlling for risk in international and local stock markets are
appealing to portfolio managers and investors. If the market is not fully efficient,
then there are possibilities for investors to find good value stocks at low prices.
Investors can buy these low value stocks, wait for their prices to rise, and then sell
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the stocks and make abnormal profits. Hence, whatever the investment strategy,
investors first need to know whether the stock market is efficient. In more technical
terms, do stock prices follow a random walk? Lo and MacKinlay (1988, 1999) report
that stock prices do not completely follow the random walk and that some predict-
able components do exist in stock returns. They provide techniques for detecting
forecast ability as well as its statistical and economic significance.

Ariff, Shamsher, and Annuar (1998) observe that emerging markets display
variations in behavior that are not correlated with that of the developed markets.
Ratner and Leal (1999) report that emerging equity markets are significantly ineffi-
cient. This has given rise to renewed interest in technical analysis that relies on past
prices to predict future prices. This paper contributes to technical analysis research
by supplementing the existing literature with insights where associated issues of
forecast ability, profitability, and random walk movement of the Kuala Lumpur
Stock Exchange Composite Index are integrated and examined. Findings from this
study also may advance our understanding and practice of technical trading rules in
bull and bear markets and their implications on profit potential.

Literature Review

The random walk model first developed by Bachelier (1900) states that changes
in stock price between period t + k and period t are independent with zero mean and
proportional variance; that is, the variance of monthly changes are four times the
variance of the weekly changes. Lo and MacKinlay (1988) propose the variance ratio
test for the random walk hypothesis. They apply the test on weekly returns in the
New York Stock Exchange and American Stock Exchange and find evidence to
reject the random walk model for the entire sample period of 1962 to 1985.
According to the variance ratio test, the ratio of the variance of the q period returns
to the variance of the one period returns divided by q must be equal to unity under
the random walk hypothesis.

Lo and MacKinlay (1989) indicate that the variance ratio test is more powerful
than the well-known Dickey-Fuller unit root or the Box-Pierce Q tests. Ayadi and
Pyun (1994) also acknowledge that the variance ratio test is more appealing than
other traditional tests for random walk. Furthermore, it would be better if the vari-
ance ratio tests could be complemented with the multiple variance ratio test that was
extended by Chow and Denning (1993). The multiple variance ratio test simply
compares the maximum absolute value of the Lo and MacKinlay test statistics
[namely Z}‘ (@) = max |Zj(q)] G = 1 and/or 2)] with the studentized maximum
modulus (SMM) critical values. The SMM table can be found in Hahn and Hen-
drickson (1971) and Stoline and Ury (1979).

Pan, Chiou, Hocking, and Rim (1991) apply the variance ratio test on daily and
weekly returns of five Asian stock markets: Hong Kong, Japan, Singapore, South
Korea, and Taiwan from January 1982 to June 1987. The random walk hypothesis is
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rejected in all the sample countries except Japan. In addition, the variance ratios also
indicate evidence of positive autocorrelation for all sample countries except Japan.

Though much empirical research indicates the weak form of efficiency in
Malaysia’s Kuala Lumpur Stock Market, the results so far have been inconclusive
and thus demand investigation. It is worth noting that Joy and Jones (1986, pp. 51-
53) state that weak form tests are not direct tests of technical analysis.

Despite the views on market efficiency, technical analysis is still considered to
be a viable and efficient approach to individual stock selection and market analysis.
Brock, Lakonishok, and Lebaron (1992) examined the predictability of technical
trading rules such as the moving average rule and trading range breakout rule in the
United States stock market from 1897 to 1986. They find that the buy (sell) signals
generate returns that are higher (or lower) than normal returns. In addition, they also
find that for both the variable length moving average (VMA) and fixed length mov-
ing average (FMA) rules, the conditional mean buy returns are significantly higher
than the conditional mean sell returns prior to taking transaction costs. Hudson,
Dempsey, and Keasey (1996) who apply the technical trading rules of Brock et al.
(1992) in the United Kingdom (U.K.) stock market from July 1935 to January 1994,
however, find that the technical trading rules did not generate excess returns after
taking transaction costs of 1 percent per round trip.

Bessembinder and Chan (1995) investigate the trading rules of Brock et al.
(1992) in Hong Kong, Japan, Korea, Malaysia, Thailand, and Taiwan from 1975 to
1991. The results indicate strong forecast ability for the emerging markets of Malay-
sia, Thailand, and Taiwan. This is consistent with Dawson (1991) and Yong (1991)
who find some price patterns in the Malaysian stock market.

Data and Method
The random walk hypothesis and the predictability of technical trading rules in

the Malaysian stock market are examined by analyzing the daily data of the Kuala
Lumpur Stock Exchange Composite Index (KLSE CI) from January 3, 1977 to
December 31, 1999.

The random walk model is tested by applying the variance ratio and the multiple
variance ratio tests on the market returns. Thus, the random walk hypothesis can be
tested by statistically examining if the variance ratio at lag q

2
VR(g)= Zzg -1 (1)

where

s2(qQ) = An unbiased estimator of 1/q of the variance of the g-period returns;
and
An unbiased estimator of the variance of the single period returns.

o: (@)
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The variance ratio at lag q is then tested for unit value by using two Z-statistics,
namely Z(q) and Z*(q) based on the assumptions of homoskedasticity and het-
eroskedasticity, respectively, of the error terms.

After testing for random walk in the Malaysian stock market, the predictability
of two technical trading rules [namely, the variable length moving average (VMA)
rule and the fixed-length moving average (FMA) rule] is examined. In both the
VMA and FMA rules, a buy (sell) signal is generated when a short-term moving
average exceeds (falls below) the long-term moving average (Figure 1). In this
paper, the short-term moving average is represented by the five-day moving average
to reflect the five (5) trading days per week and T + 5 rolling settlement system in
Malaysia. This average is then compared with the long-term moving averages of 60-
days (3 months), 120-days (6 months), and 180-days (9 months). In addition, a one
percent band' around the long-term moving average is used to generate six variations
of each rule, namely (5,60,0), (5,120,0), (5,180,0), (5,60,0.01)% (5,120, 0.01), and
(5,180,0.01).

In the VMA rule, a buy or sell signal will be generated each day and the buy
(sell) signal will be executed on day (t) when the short-term moving average on day
(t - 1) exceeds (falls below) the long-term moving average on day (t - 1). When a one
percent band is introduced, however, a buy (sell) signals is initiated only when a
short-term moving average exceeds (falls below) the long-term moving average by at
least one percent. If the short-term moving average falls between the upper and
lower band of the long-term moving average, no signal or a neutral signal will be
generated.

The FMA rules used in this study are similar to the VMA rules. For the FMA
rules, however, once a signal is generated, it will be held for a certain period to esti-
mate the holding period returns. The selection of the holding period is arbitrary, and
we choose the same 10-day holding period of Brock et al (1992) to reflect ten (10)
trading days. Any signals within these holding periods will be ignored. After the 10-
day period, the FMA rule will generate new signals. The same 10-day holding period
rule will be followed, and the cumulative returns of 10-day will be calculated.

In measuring the profit resulting from the application of the technical trading
rules and the buy-and-hold strategy, the double-or-out framework used by Brock et
al. (1992) and Bessembinder and Chan (1998) is applied. In this framework an
investor is assumed to borrow at the risk-free interest rate and double the equity
investment when a buy signal is generated. On the other hand, the investor will sell
the shares and invest in the risk free interest rate when a sell signal is generated. The

" The band by percentage eliminates whiplash signals [as highlighted by Brock et al (1992)],
particularly when short-term and long-term moving averages are close.

% The first term within the parentheses represents the short-term moving average, the second
term the long-term moving average, and the last term the percentage band around the long-
term moving average.
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average yield of the 3-month Malaysian treasury bill is used as proxy for the risk-
free interest rate. In addition, the borrowing and lending rates are assumed to be
equal, and the risk during the buy and sell periods are assumed to be the same. Thus,
the profit generated as a result of the buy signals would be computed as follows:
Profit () = [(mean return® x trade per year’) — (risk free interest rate”)] 2)

The profit or cost savings earned for not being in the market when a sell signal
is generated is computed as follows:

Profit () = [(risk free interest rate) - (mean return x trade per year)] 3)

Hence, the profits or extra returns earned by using the technical trading rules
before accounting for transaction cost is the combination of the profits from the buy
signals and the cost savings of the sell signals. In an environment with transaction
costs, however, the concept of the breakeven transaction costs is used to calculate the
profits earned as follows in line with Bessembinder and Chan (1995):

7 (After transaction cost) = 7 (Before transaction cost) - C * (Nb + Ns)  (4)
where:
Nb and Ns = The number of buy and sell signals generated in a year; and
C = The percentage round trip transaction cost.

The viability of the moving average rules are first evaluated by testing to deter-
mine if the mean returns generated are significantly different from zero. The returns
generated by the moving average technical trading rules are then compared with the
mean returns derived from the buy and hold strategy.

Both the random walk model and the technical trading rules are investigated
over the full sample period and four non-overlapping sub-periods. The four sub-
periods are selected to reflect political and economic developments in Malaysia.

The first sample period from January 3, 1977 to December 31, 1981 reflects the
early period of the security industry in Malaysia after the separation of the Stock
Exchange of Malaysia and Singapore and the establishment of the Securities Indus-
try Act (1973). The second sub-period from January 4, 1982 to December 30, 1987
represents the period when the National Unit Trust fund was established as well as
the growth period of the Malaysian Securities industry.® The third sub-period from

3 Mean return refers to the return earned for each rule in the sample period.

* Trade per year refers to average buy or sell signals generated per year. It is computed as the
total buy (sell) signals divided by the number of years involved, i.e., 23 years in this study.

> The risk free interest rate is measured by

. oy36s90 V2
—ox [{1 N (Face Value/Price) 1)} N 1] «100%

100

the respective 3-month Malaysian treasury bill in full-period sample and four sub-periods
samples.

 “The collapse of a big Singapore company, Pan-El, forced the Kuala Lumpur Stock
Exchange (KLSE) to suspend trading between December 2, 1985 and December 4, 1985. The
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Table 1—Summary Statistics of the Kuala Lumpur
Stock Exchange Composite Index (KLSE Cl) from January 1977 to December 1999

Daily Weekly Monthly
Returns Returns Returns
Mean 0.0378 0.1802 0.7945
Standard Deviation 1.5959 3.4978 8.8205
Skewness -0.3206 -0.6808 -0.6232
Kurtosis 31.2302 8.5146 2.9286
Jacque-Bera Normality Test 229439** 3679.95** 110.93%*
ARCH Test 1413.26%* 20.018* 4.788%*
Number of Observations 5656 1200 276
Lag Autocorrelation T-stat  Autocorrelation  T-stat  Autocorrelation T-stat
1 0.0950 7.3077%* 0.1060 3.6552%* 0.1120 1.8667
2 0.0310 2.3846%* 0.0950 3.2759%* 0.1500 2.5000*
3 0.0260 2.0000* 0.0750 2.5862%** -0.1180 -1.9667*
4 -0.0450 -3.4615%* 0.0110 0.3793 -0.0570 -0.9500
5 0.0630 4.8462%* 0.0660 2.2759* -0.0290 -0.4833
6 -0.0320 -2.4615*% 0.0040 0.1379 -0.0830 -1.3833
7 -0.0050 -0.3846 0.0970 3.3448** 0.0890 1.4833
8 0.0050 0.3846 0.0190 0.6552 -0.0080 -0.1333
9 0.0300 2.3077 0.0730 2.5172% 0.0600 1.0169
10 0.0330 2.5385% 0.0200 0.6897 0.0690 1.1696
11 0.0370 2.8462%* -0.0710 -2.4483* 0.0340 0.5769
12 0.0030 0.2308 0.0240 0.8276 -0.0460 -0.7797
13 -0.0050 -0.3846 -0.0640 -2.2069* -0.0390 -0.6610
14 0.0430 3.3077** -0.0320 -1.1034 -0.0580 -0.9831
15 0.0010 0.0769 -0.0050 -0.1724 -0.0330 -0.5690
16 -0.0100 -0.7692 -0.0100 -0.3448 -0.0530 -0.9138
* p<0.05
** p<0.01

January 4, 1988 to December 31, 1993 represents a period of major restructuring and
liberalization’ of the securities industry as well as the bull period in the Malaysian
stock market (Tan, 1997, p. 154). Finally, the fourth sub-period from January 3,
1994 to December 30, 1999 starts with the removal of the restrictive registration
concerning institutional investors and the continuation of the consolidation and
development of the security industry.® This period also encompasses the Asian
financial crisis and reflects a bear period in the Malaysian stock market.

Pan El crisis was an important event because it prompted the government to step in to
restructure the stockbroking industry” (Tan, 1997, p. 114).

7 See Dobson and Jacquet (1998).

8 Tan (1997, p. 161) indicates that “in 1995, major liberalization measures for the financial
market were trading in 200 units was instituted; broking houses were allowed to operate Unit
Trust Schemes; regulated short selling, and securities borrowing and lending were allowed.



88 Lai, Balachandher, and Fauzias

Analysis and Discussion
Variance Ratio Test Results

The summary statistics of market index returns reported in Table 1 indicate non-
normality of returns computed on a weekly and monthly basis. The results of Jacque-
Bera normality test reject the null hypothesis of normality for the changes in the log
price indices on a daily, weekly, and monthly basis. The values of skewness and kur-

Table 2—Variance Ratios of KLSE CI Returns From 1977 to 1999

Lag Variance Ratio Homoskedasticity Z (q) Heteroskedasticity Z*(q)
Daily 2 1.0948 7.1334%* 1.7005
4 1.1862 7.4877** 1.7830
1.2168 6.5958** 1.5724
8 1.2307 5.8667** 1.3986
10 1.2464 5.4886** 1.3084
12 1.2792 5.6013%* 1.3353
14 1.3085 8.1787** 1.3529
16 1.3407 5.8212%* 1.3877
18 1.3637 5.8272%* 1.3891
20 1.3836 5.8058** 1.3841
22 1.3311 4.7612%* 1.1350
24 1.3541 4.9127** 1.1587
Weekly 2 1.1297 4.4897** 3.0973**"
4 1.2922 5.4086** 3.5253%*
8 1.5218 6.1078** 3.9811**
12 1.7114 6.5701** 4.2824%*
16 1.7776 6.1250** 3.9873%*
24 1.7912 4.9996%* 3.2587%+"
32 1.7717 4.1944%* 2.7304%*"
52 1.8921 3.7640** 2.4535%"
Monthly 2 1.1182 1.9605* * 1.5305
4 1.2827 2.5059* * 1.9562
6 1.2645 1.7742 1.3851
8 1.2350 1.3174 1.0285
10 1.2442 1.1995 0.9365
12 1.2995 1.3247 1.0342
18 1.2604 0.9198 0.7181
24 1.1331 0.4029 0.3148

Z(q) and Z*(q) denotes the homoskedasticity and heteroskedasticity test statistics. The variance ratios are
statistics different from 1

* p<0.05

** p<0.01
" denotes an inference error in which variance ratio is statistical significant from 1.0 according to the stan-
dard normal distribution but is insignificantly different from 1.0 under the studentized maximum modulus
(SMM) distribution as indicated in Stoline and Ury (1979) critical value of 3.031 and 3.493 at the 5 per-
cent and 1 percent level
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tosis indicate that the distributions are not normal. The distribution of the weekly and
monthly index returns are characterized by leptokurtosis. Furthermore, the ARCH
(autoregressive conditional heteroskedasticity) test detects successive periods of
volatility followed by successive periods of stability.

The autocorrelation of market index returns exhibits significant positive depend-
ency of log price changes on a weekly basis. The serial correlation tests, however,
fail to produce significant negative autocorrelation on monthly basis.

Table 2 reports the variance ratios and the Z-statistics for lags of two days to 24
days, two weeks to 52 weeks, and two months to 24 months on the daily, weekly,
and monthly returns, respectively. The variance ratios are all greater than one, indi-
cating positive serial correlation in daily, weekly, and monthly market returns.
Furthermore, the variance ratios increase with an increase in the number of lags, but
the Z-statistic declines with an increasing number of lags. Overall, the random walk
hypothesis is rejected under the assumption of homoskedasticity, particularly on
daily and weekly returns. This is consistent with the results of Richardson and Stock
(1989) and Chow and Denning (1993) who also fail to reject the random walk
hypothesis for monthly market index returns.

The variance ratio test of the weekly market index returns’ for the four non-
overlapping periods as shown in Table 3 are all greater than one, thus exhibiting
positive serial correlation. The results document deviations from random walk in all
the four sub-periods except the third sub-period from January 8, 1988 to December
31, 1993 The randomness may be due to financial services liberalization efforts'
that had transformed the market into weak form efficient. Nonetheless, the random-
ness was not sustainable and subsequently partially disappeared indicating by the
high critical value of multiple variance ratio in the fourth sub-period.""

® The variance ratio test requires a sample size of at least 256 observations to have reasonable
power against other alternative tools; the weekly market returns are appropriate in this case.

' The financial services liberalization included introduction of the Banking and Financial
Institutions Act in 1989 which provided the main features of the laws governing the financial
institutions, large inflows of foreign direct investment, the introduction of computerized
trading system in 1992, and the deregulation of interest rates that promoted the efficiency of
the domestic capital market (Dobson and Jacquet, 1998).

! Malaysian has implemented the capital control measures since September 1, 1998 that aim
to end speculation on the Ringgit. This is an important step toward the revitalization of the
economy. The Ringgit controls involve: 1) restrictions on external account transactions by
nonresidents; 2) tightening of rules on overseas investments by Malaysians; 3) trade
settlements by Malaysian exporters and importers; and 4) export and import of the Ringgit by
the travelers (Yap, 1999).
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Table 3—Variance Ratios of Weekly KLSE CI Returns From 1977 to 1999

Ranking Period Lag  Variance Ratio Homoskedasticity Z(q) Heteroskedasticity Z*(q)
1/7/77 to 12/31/81 2 1.1407 2.2694%*" 1.5736
4 1.4125 3.5553** 2.4653*"
1.7143 3.8936%* 2.6999%*"
12 1.9729 4.1845%* 2.9017%*"
16 2.0555 3.8665%* 2.6812%*"
32 1.6105 1.5434 1.0703
52 1.2165 0.4255 0.2952
104 0.8196 -0.2489 -0.1728
1/7/82 to 12/31/87 2 1.2612 4.6141%* 2.4936*"
4 1.5216 4.9250%* 2.6617%*"
8 1.7718 4.6087** 2.4910%"
12 1.8996 4.2386%* 2.2915%"
16 1.9618 3.8598** 2.0871%"
32 2.1012 3.0493%+" 1.6497
52 2.2768 2.7483%*" 1.4895
104 1.3886 0.5872 0.3203
1/8/88 to 12/31/93 2 1.0367 0.6477 0.4342
4 1.1232 1.1636 0.7807
8 1.1543 0.9214 0.6188
12 1.2485 1.1707 0.7866
16 1.2665 1.0693 0.7187
32 1.1161 0.3214 0.2162
52 1.0903 0.1944 0.1310
104 1.8936 1.3502 0.9146
12/7/94 to 12/30/99 2 1.2105 3.7188** 2.9381%*"
4 1.1444 1.3638 1.1947
8 1.4019 2.3996*" 2.1051*"
12 1.6305 2.9705%** 2.6082%*"
16 1.6793 2.7259%** 2.3951%"
32 1.5790 1.6034 1.4112
52 1.9582 2.0624*" 1.8176
104 1.5581 0.8432 0.7458

Z(q) and Z*(q) denotes the homoskedasticity and heteroskedasticity test statistics. The variance ratios are
statistics different from 1

* p<0.05

** p<0.01
* denotes an inference error in which variance ratio is statistical significant from 1.0 according to the
standard normal distribution but is insignificantly different from 1.0 under the studentized maximum
modulus (SMM) distribution as indicated in Stoline and Ury (1979) critical value of 3.031 and 3.493 at
the 5 percent and 1 percent level
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Table 4—Variance Ratios of KLSE CI Daily Returns During Bull and Bear Periods

Lag Variance Ratio Homoskedasticity Z (q)  Heteroskedasticity Z*(q)

Bull Period 2 1.2571 5.7200%* 4.3519%*
1/2/92 to 12/31/93 4 1.3782 4.4981%* 3.4203%%"
6 1.3936 3.5423%*" 2.6952%*"
8 1.3979 2.9929%*" 22772%
10 1.4103 2.7035%+" 2.0571%"
12 1.4167 2.4729% 1.8817
14 1.4376 2.3815% 1.8125
16 1.4705 2.3783% 1.8105
18 1.5072 2.4040% 1.8305
20 1.5325 2.3836% 1.8154
2 1.5336 2.2693% 1.7288
24 1.5320 2.1599% 1.6458
Bear Period 2 1.0108 0.2408 0.0824
711197 to 7/2/99 4 1.0557 0.6622 0.2267
6 1.0064 0.0577 0.0198
8 0.9864 -0.1025 -0.0351
10 0.9655 102274 -0.0779
12 0.9764 -0.1400 -0.0479
14 0.9889 -0.0602 -0.0206
16 1.0188 0.0952 0.0326
18 1.0576 0.2729 0.0934
20 1.0890 0.3985 0.1364
22 1.1265 0.5379 0.1841
24 1.1616 0.6562 0.2247

Z(q) and Z*(q) denotes the homoskedasticity and heteroskedasticity test statistics. The variance ratios are
statistics different from 1

* p<0.05

** p<0.01
* denotes an inference error in which variance ratio is statistical significant from 1.0 according to the stan-
dard normal distribution but is insignificantly different from 1.0 under the studentized maximum modulus
(SMM) distribution as indicated in Stoline and Ury (1979) critical value of 3.031 and 3.493 at the 5% and
1% level

The random walk hypothesis was further examined during the bull and bear
periods in the history of the Malaysian stock market. The bull'? period spanned from

2 The year “1993 was an outstanding year on many counts. The year exhibited a bullishness
never before experienced in the history of the Kuala Lumpur Stock Exchange. Sixty-eight
Malaysian stocks were included in the Morgan Stanley’s Europe, Australia-Asia, and Far East
(EAFE) Index and in the world index in May 1993 helped attract foreign funds and provided
further impetus to the local market” (Tan, 1997 p. 154). Furthermore, in his commemorative
book of KLSE, Tan (1997) indicates that the January to July 1993 was noted as “Bull Run”
and August to December 1993 was viewed as “Super Bull Run” of Kuala Lumpur Stock
Exchange.
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January 2, 1992 to December 31, 1993, whereas the bear pelriod13 was from July 1,
1997 to July 2, 1999. The results of the bull and bear periods are presented in Table
4.

The random walk hypothesis is rejected during the bull period, while the Kuala
Lumpur Stock Exchange Composite Index does follow a random walk during the
bear period. This is consistent with Mansor and Lim (1995) who report that investors
in the Malaysian stock market resort to fundamental analysis and long-term invest-
ment strategies during bear periods and speculative activities during bull periods
with the aim of making short-term capital gains.

Predictability of the Moving Average Rules

The results reported in Table 5 provide evidence to reject the hypothesis that the
VMA rules generate zero returns. Over the full sample period from 1977 to 1999, the
VMA rules generate more buy than sell signals. In addition, the average returns of
the buy signals are significantly positive. The VMA rules, particularly the 60-days
VMA rule, are found to earn significantly higher returns compared to the buy-and-
hold strategy.

Overall, the predictability of the variable moving averages appears to be perva-
sive, with the 60-days rule generating the highest returns.

The results reported in Table 6 provide some evidence to reject the hypothesis
that the FMA rules generate zero returns. Similar to the VMA rules, the buy signals
generate positive returns, whereas the sell signals generate negative returns. In addi-
tion, the FMA rules also generate more buy than sell signals. Furthermore, the FMA
rules also are found to generate significantly higher returns compared to the buy-
and-hold strategy at the 5 percent level. Once again, the 60-day FMA rule is found to
generate significantly higher profits compared to the buy-and-hold strategy.

Based on the VMA and FMA test results for the four non-overlapping sub-peri-
ods are presented in Tables 7 and 8. Both these technical trading rules are found to
generate significantly positive returns only in sub-period 1 (year 1977-1981) and
sub-period 3 (year 1988-1993). The results provide evidence to reject the hypothesis
of mean equality between the technical trading rules and the buy-and-hold strategy
in all four sub-periods, however. The overall test results are in line with Brock et al.
(1992) and Bessembinder and Chan (1995 and 1998) in which the technical trading
rules generate abnormal profits.

B «Since July 1997, the currencies of all three second tier Southeast Asian newly
industrialized countries had fallen precipitously, with the stock markets responding in
tandem” (Jomo, 1998, p. 1). The period in the mid 1997 to mid 1999 were considered as
financial crisis period and economic downturn in Malaysia.
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Conclusions

The behavior of stock market index and dependency of successive price changes
are of considerable interest for investors. Our findings indicate no random walk in
the KLSE and imply a potential for technical trading rules to generate above average
returns. This is verified by the predictability of the FMA and VMA rules examined
in this study and the significantly positive returns generated by these rules even in
the presence of trading costs. In addition, both these rules generate returns that are
significantly higher than the unconditional mean return of the buy-and-hold strategy.
In this context, the 60-day VMA and FMA rules are found to be the most profitable.
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