MBA (BF)

03
C AN
UNIVERSITY OF MACAU

FACULTY OF BUSINESS ADMINISTRATION

CYCLES IN THE WEAK-FORM EFFICIENCY OF
THE HONG KONG STOCK MARKET: THE
INFLUENCE OF ECONOMIC VARIABLES,

1980 TO 1999

Thesis presented to the Faculty of
Business Administration, University of
Macau for the granting of the MBA
degree in Banking and Finance.

Chan Wai In

2003



TABLE OF CONTENTS

CHAPTER 1 INTRODUCTION

1.1 Objectives of the Study .......covnriiiiiiiieii i e eaees
A £ AV L S
I T 031 11~ ¢ | - OO

CHAPTER 2 MARKET EFFICIENCY

2.1 Market Efficiency . ..ooioiiriii
2.1.1 Weak Form Efficiency ........c.oooovviiiii s
2.1.2  Semi-strong Form Efficiency ...............coooooeiiiii
2.1.3 Strong Form Efficiency ..........cooociiiiiiiiinincine
22 Empirical TEstS ...oueiuiiiiiii i et e
2.2.1 Weak Form Market Efficiency Tests .........ccoceiiininiiinnn..
2.2.2  Semi-Strong Form Market Efficiency Tests ......................
2.2.3  Strong Form Market Efficiency Tests .............cocoooviiennnnie
2.3 Stock Market Anomalies ............oivveveniiniiiii e
CHAPTER 3 THE HONG KONG MARKET ...............covviiiinnnnn,

CHAPTER 4 DATA AND METHODOLOGY

4.1 Data Manipulation .........ccoorriiiiiiiii e
4.2 Data ADalysis ....oveiiiiini i e

42.1 Estimation of Expected Returns, Variability, Skewness

and Kurtosis ...eeiiieii i e e
422  Estimation of Serial Correlation (Pearson’s

Autocorrelation) of the 1% and 2™ Order ..........ococevvveerinn.
423 L o 1= S

424  Extraction of Three Orthogonal Portfolios from

the Selected SeCUrTHES ... vviiiiiii i ceae et aenenas

42.5  Estimation of the Serial Correlation (1 and 2™ Order)

of the 3 Orthogonal Portfolios Extracted ...............cccovvnene.
42.6  Test these Portfolios for Independence using the Runs Test

427 Estimation of the Serial Correlation between Each of the

3 Orthogonal Portfolios and Several Economic Indices .........
4.3 Time Domains Examined ..............cocooiiiiiiiiiiiiiii e
4.4 The Finding of Clusters ..........cooiiiiiiiiiiiii e

iii



CHAPTER 5 EMPIRICAL RESULTS AND FINDINGS

5.1 Empirical ReSults .......ccoviiiiiiiininiiiiiiiiii e e 47
5.1.1 Expected Returns, Variability, Skewness and Kurtosis Tests ......... 47
512  Serial Correlation of the 1 and 2" Order .............cceeeeeerennn..... 56
5.1.3  Securities’ Independence: Runs Test ........cccvvereiiiiiiieiienrnenninn 62
5.1.4  Serial Correlation (1 and 2 Order) and Correlation with
Economic Indices for the 3 Orthogonal Portfolios Extracted ......... 65
5.1.5  Portfolios’ Independence: Runs Test ... 73
52 Thefinding of CIUSters ........coooiiiiiiiii e 74
5.2.1 First Order Patterns ........coovvveiiiiiiiiiiiiciicnevrieeneeneeanaanns 74
522  Second Order Patters .........cccoeeiiiiiiiiiiiiiriiiciicicieireieeiaeans 75
CHAPTER 6 DISCUSSION AND CONCLUSIONS .........ooiiiiiiiiiiiienae 77
BIBLIOGRAPHY

iv



