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ABSTRACT

Uncertainty in stock market investing is remaining unsolved. Investment in
portfolio is one of the solutions to minimize the uncertainty effect. Hence, unit
trusts become one of the best investment alternatives for the public investors.
However, many researchers discovered that unit trusts’ performances are not as
good as expected. Therefore, fund managers need a new vigorous portfolio
selection model in order to maximize the portfolio’s diversification benefit. In
solving uncertainty issues, fuzzy approaches are widely applied in engineering,
computing and management sciences, but in finance, it is still at an infancy
stage. Therefore, the study has investigated the effectiveness of the fuzzy
approach in solving the uncertainty issues in stock market investing. Using data
sample from Bursa Malaysia for the period of January 1998 to June 2009, the
study has examined the VBS fuzzy model and the MV model in constructing
various types of portfolios in different market trends. Linear programming
optimization tool was used to construct the portfolios’ efficient frontier. The
study discovered that in the whole period, rising and sideway market trends,
70% of the MV portfolios are having higher diversification benefit compared to
the VBS fuzzy portfolios. In the falling market trend, the result shows that 90%
of the VBS fuzzy portfolios are performing better. Upon the finding, the study
has extended the asset return variable in the MV model using fuzzy approach.
The effectiveness of the extended MV model then has been tested for portfolio
the diversification benefit and the ability to generate cumulative abnormal
return. The result revealed that 80% of the extended MV model portfolios in the
whole period and 100% of the portfolios in the falling market trend period have
higher diversification benefit compared to the other models. Investigation on the
models effectiveness in generating portfolios’ cumulative abnormal return
(CAR,) discovered that the extended MV model has slightly higher ability
compared to the other models. These show that the fuzzy approach is efficient
to model the uncertainty in stock market investing. The study has successfully
provides an empirical evidence on the effectiveness of the fuzzy approach along
with a new robust extended MV portfolio selection model.

1ii



ACKNOWLEDGEMENTS

In the name of Allah, the Most Gracious and the Most Merciful. Thanks to
Allah. First and foremost, [ would like to express my humble gratitude to the
Almighty Allah s.w.t. Peace and blessings be upon Prophet Muhammad s.a.w,
His servant and messenger. This manuscript is dedicated to my parents for their

love and prayers.

I want to express my deep gratitude to my supervisors: Assoc. Prof. Dr. Hj.
Omar Samat and Assoc. Prof. Dr. Hj. Daud Mohamad who provided me with
help, impressive insights and ideas that guided me through my work. Especially,
I wish to thank my main supervisor, Dr Omar whose guidance assisted me to
organize my research. Special appreciation I address to Dr Daud who took my

hand to “walk through the fuzzy world to the crisp one”.

High appreciation [ address to the panel of discussants in USM PhD éolloquium
2008, Malaysian Finance Association (MFA) 2009 and UiTM PhD colloquium
2009; Finance Professor Dr. Mohamad Arif from Bon University, Australia,
Assoc. Prof. Dr. Sazali Zainal Abidin from Waikato University, New Zealand,
Prof. Dr Hj Ismail Ahmad, Assoc Prof. Dr Norhana Salamudin, Assoc Prof. Dr
Chaterine, Assoc. Prof. Dr Zamri and Dr Cheng for the positive thoughts, gap

identification and commentary in conducting this study.

To Prof. Dr. Normah, Prof. Dr Hj. Muhd. Kamil, Prof. Dr. Wan Mansor, Assoc
Prof. Shukri, Assoc. Prof. Dr Norzaidi from UiTM, Professor Sr. Dr. Hj Abdul
Hakim Mohamad from UTM, Prof. Dr Izani, Dr. Zulkifli Mohd. Nopiah, Dr
Noorazudin, Assoc. Prof. Dr Zaidi Isa from UKM, Dr Zatul Karamah from
UNIMAS, Dr Shazwan Abdullah from UUM and many others; your inputs,

discussions and suggestions were very constructive in improving this study.

iv





