UNIVERSITI
> TEKNOLOGI

<@ MARA

CHANGES IN ASSET CORRELATION
IN MALAYSIAN STOCK MARKET

MARDIYAH BINTI RAMDAN
2005746415

Submitted in Partial Fulfillment
of the Requirement for the
Bachelor of Business Administration
(Hons) Finance

FACULTY OF BUSINESS MANAGEMENT
UITM, JOHOR

NOVEMBER 2007



ACKNOWLEDGEMENT

Alhamdulillah, praise to Allah S.W.T the Al Mighty, because of blessing that made

possible for this project to be completed in time.

This thesis was prepared in order to fulfill the requirement of Bachelor of Business and
Administration (Hons) Finance. For the whole semester of completing this thesis together
with other thesis to be submitted and classes to attend to fulfill the requirement on the
completion of BBA (Hons) Finance gave me an opportunity to gain extra knowledge and
exposed to the current Malaysian market and economic condition before continuing with

the future endeavor challenges.

First and foremost, I would like to take this opportunity to express my sincerely
appreciation to all those efforts facilitate in the completion of this thesis. Without helped

and support from other people, this study would not be complete as time required.

Firstly, I would like to express my deepest appreciation and thanks to most respected
thesis advisor, Dr Omar bin Samat together with En Zulkifli bin Mohamad, from whom I
received valuable guidance, comments, views, advices as well as encouragement based
upon their own extensive experience. I am also grateful for their tolerance towards my
weaknesses in completing this thesis. I wish to express my special word of thanks and
grateful to En.Muhamad Sukor bin Jaafar, who is responsible for the preparation of the

contents, format and the flow of the project paper.

Special thanks are due to all staff of Uitm Johor library for their helped, guidelines and
information regarding this study. To my colleagues, especially the BBA (Hons) Finance
07, thanks for all your constructive critics and comment.

Last but not least, special word of thanks and sincere gratitude to my beloved family, for
the prayer and constant support for the beginning until the end of this study. Thanks you

very much for all your support.



TABLE OF CONTENTS

DECLARATION OF ORIGINAL WORK

LETTER OF SUBMISSION
ACKNOWLEDGEMENT
TABLE OF CONTENT
ABSTRACT
CHAPTERS
1. INTRODUCTION
1.0 Background of the study
1.1 An Investment Environment
1.2 Background on Bursa Malaysia Berhad
1.3 Problem Statement
1.4 Objective of Study
1.5 Significant of Study
1.6 Scope of the study
1.7 Limitation of study
1.7.1  Other limitations
1.8 Definition of terms
2. LITERATURE REVIEW
2.0 Introduction to literature review
2.1 Evidence from previous study
2.1.1 Inter-Counter Linkage in KLSE Returns
2.12  Volatility driven Changes in Stock return Correlation Dynamics
2.1.3  The Long Run diversification attributes of Commercial Property
2.1.4  Market-Wide & Sectoral Integration
2.1.5  Dynamic Conditional Correlation
2.1.6  Correlation Shifts in Real Estate Portfolio Management
2.1.7  Are Real Estate and Securities Market Integrated
2.1.8  Asset Correlation of German Corporate Obligor
2.1.9  Explaining Stock Market Correlation
2.1.10 Increasing Linkages of Stock Market & Price Volatility
3. RESEARCH METHODOLOGY AND DESIGN
3.0 Data Collection
3.1 Population and Sample
32 Data Methodology
33 Hypothesis Statement
4. ANALYSIS AND INTERPRETATION OF DATA
4.0 Introduction to Data Analysis and Interpretation
4.1 Assets Returns: Descriptive Analysis
42 Covariance Analysis
43 Correlation Analysis
4.4 Vector Auto-Regression Analysis

vi

PAGE

ii

vi
viii

SO 0NN —

—
—_—

14
15
15
16
16
17
18
19
19
20
21
21

23
24
25

29
29
31
33
36



ABSTRACT

The question of whether each asset in Malaysia stock market is integrated is an important
one. Thus, this study aimed to discuss the changes in asset correlation in Malaysian stock
markets focusing on each sector in Bursa Malaysia main board. The main objective of
this paper is to investigate whether the asset are correlate with each other or not in four
different market condition which is during bear markets, recovery, stable or booming.
Furthermore, this paper also investigates regarding asset covariance, correlation and auto-
regression. The study analyzed published data from datastream by using monthly prices
for 50 stocks beginning in year 1998 until 2007. There are 4 phases in the study which is
during recession (1998-2000), recovery (2001-2002), market stability (2003-2005) and
during market booming (2006-2007). The result showed that assets have a strong
correlation during market recession and market stable. However, during market recovery
and booming, assets tend to have weak correlation between each other. This situation
occurs in covariance analysis. The results suggest that the search for a better

understanding of the assets correlation between sectors must continue.
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1.0

CHAPTER 1

INTRODUCTION

BACKGROUND OF THE STUDY

This paper examines the changes in assets correlation in Malaysia’s stock market
which consist of consumer products, ‘industrial products, construction,
trading/services, infrastructure, finance, technology, hotels, properties, plantation,
mining and REITs, using monthly price from 1* January 1998 to 1¥* August 2007.
There are 4 phases in this paper which is during recession (1998-1999), recovery
(2000-2002), market stability (2003-2005) and during market booming (2006-
2007). Naasir(1983), Laurance (1986), and Barnes (1986) concluded that despite
being small and thinly trade market, Malaysian stock market is surprisingly quite

efficient in the weak sense.

In order to preserve the financial integrity of the market and enhance investor
protection from manipulative activities of speculators and managements of
companies, the Securities Commission was formed in March 1993 and the main
board sector was revamped. This resulted in a regrouping the companies into 12
separate sectors. The KLSE composite index is among the popular market
barometer. The KLSE finance index comprises 44 companies, the properties

index 94 companies, consumer product index consist of 86 companies, trading



