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ABSTRACT

This paper investigates the presence of holiday effect in the Malaysian stock market
by comparing daily stock returns on the trading day around holiday period with the
daily stock returns on normal trading days. To examine the holiday effect more
specifically, the public holidays in Malaysia are categorized into religious holiday and
secular holiday. The sample of this study comprises daily closing price of FTSE Bursa
Malaysia KLCI over a period of eight years from year 2005 to 2012. This paper uses
one trading day before and after a holiday to represent the pre- and post-holiday
effects. The holiday effects are analysed using descriptive analysis and regression
analysis with dummy variable. Results show that the secular holiday effect is stronger
than the religious holiday effect in the Malaysian stock market. However, when the
impact of global financial crisis is considered, the secular holiday effect in Malaysia
disappears during and after the global financial crisis. Only the return during post-
religious holiday trading day exhibits significant effect after the crisis. The pre-
religious holiday effect does not exist in the Malaysian stock market. This study
concludes that the Malaysian stock market is not informationally efficient
sinceholiday effect is present in the stock market. However, the holiday effect in
Malaysia is not persistent and tends to disappear over time. Investors should therefore
increase their awareness if they wish to realizeabnormal return from the holiday
anomalies in the market.

Keywords: stock return, religious holiday effect, secular holiday effect, Malaysian
stock market



ABSTRAK

Kajian ini mengkaji tentang kewujudan kesan cuti di Bursa Malaysia dengan
membandingkan pulangan saham harian pada hari urusniaga sebelum dan selepas cuti
dengan pulangan saham harian pada hari urusniaga biasa.Untuk mengkaji kesan cuti
dengan lebih khusus, cuti umum di Malaysia dibahagikan kepda cuti agama dan cuti
sekular.Sampel kajian ini terdiri daripada harga penutupan harian FTSE Bursa
Malaysia KLCI dalam tempoh lapan tahun dari tahun 2005 sehingga tahun
2012.Kajian ini menggunakan sehari urusniaga sebelum dan selepas cuti untuk
mewakili kesan sebelum cuti dan kesan selepas cuti masing-masing.Kesan cuti agama
dan cuti sekular dianalisis dengan menggunakan analisis deskriptif dan analisis regresi
dengan pembolehubah dummy.Dari keputusan kajian, kesan cuti sekular didapati
lebih kuat berbanding dengan kesan cuti agama di Bursa Malaysia.Walau
bagaimanpun, setelah mengambilkira kesan krisis kewangan global, kesan cuti
sekular didapati hilang semasa dan selepas berlakunya krisis kewangan global.Hanya
pulangan saham pada hari urusniaga selepas cuti agama menunjukkan kesan yang
ketara selepas krisis kewangan global.Kesan sebelum cuti agama didapati tidak wujud
dalam Bursa Malaysia.Kajian ini menyimpulkan bahawa Bursa Malaysia
tidakbertindak cekap dari segi informasi dan kesan cuti adalah wujud dalam pasaran
saham di Malaysia.Walau bagaimanapun, kesan cuti di Malaysia tidak berterusan dan
cenderung hilang dari semasa ke semasa.Para pelabur harus meningkatkan kesedaran
mereka sekiranya ingin mengaut keuntungan yang tidak normal dari kesan cuti dalam
pasaran saham.

Kata Kunci: pulangan saham, kesan cuti agama, kesan cuti sekular, Bursa Malaysia



ACKNOWLEDGEMENT

First and foremost, | would like to express my sincere gratitude to my supervisor,
Associate Professor Norafifah Ahmad for her invaluable guidance, advice and support
throughout the accomplishment of this research paper. Without her guidance, this

research paper would not have been completed so smoothly.

| also would like to express my appreciation to all the lecturers in Universiti Utara
Malaysia who have equipped me with the valuable knowledge and cultivate my
interest in finance. Special thanks to all my friends for their encouragement and help

in overcoming the difficulties throughout my study.

Last but not least, my deepest gratitude to my family for their understanding, love and

support given to me during the entire course of my study.

To all those people, thank you so much.



TABLE OF CONTENTS

PERMISSION TO USE ... .ot I
ABSTRACT . i
ABSTRAK . e v
ACKNOWLEDGEMENT ....oooiiiiiiii e v
TABLE OF CONTENTS ... oo Vi
LIST OF TABLES ... viii
LIST OF FIGURES ... viii
LIST OF ABBREVIATIONS ..ot viii

CHAPTER 1: INTRODUCTION

1.0
11
1.2
13
1.4
1.5
1.6
1.7

Background of the StUAY ..........ccooveiiiii i 1
An Overview of Malaysian Stock Market ............ccccccovveiiiiciiiecc e, 4
Problem STateMENT........ccoiiiiii e 6
RESEArCh QUESTIONS ......cviiiiiictieitie ettt ettt erre bt eae e eneeearas 9
RESEArCh ODJECLIVES........e e 10
Significance Of SUY ........ccoveiiiieiec e 11
Scope and Limitations of the Study ..........ccccceiveiieic i, 12
Organization Of the TheSIS ... 13

CHAPTER 2: LITERATURE REVIEW

2.0
2.1
2.2
2.3

INEFOTUCTION ...t 14
Market EFFICIENCY .....ocoiviiiiiiiicce e 14
Market ANOMALIES. .......ccveieiieieee et nne e 17
HOHIAY EFFECT.....oeieeee e 19
2.3.1 The Pre-Holiday Effect and Stock Market Return...........ccocceevvevveieenen. 19
2.3.2 The Post-Holiday Effect and Stock Market Return.............ccccceeveieenen. 37
2.3.3 The Evidence of Malaysian Stock Market............ccccccoovvviviviiieninciennn, 42

Vi



2.3.4 Explanation of Holiday Effect ...........ccccooiiiiiiiiiieee 44
2.4 Chapter SUMMAIY .......ccoiiiiiiiiiieiee et 49

CHAPTER 3: METHODOLOGY

3.0 INEFOTUCTION ...t enes 50
3.1 Research Framework/Theoretical Framework............ccccovvvviiiiinieniesiennnn, 50
3.2 HYPOTNESES ... 52
3.3 RESEACN DESION....cciiiiicii et 54
3.4 Measurement Of Variables ..o 54
3.5  Data Collection Sampling and ProCcedure...........cccccevveveiieieeiecieseese e, 55
3.6 Technique of Data ANAIYSIS.........cccciiveiiiiieiieie e 61

3.6.1 DesCriptive ANAIYSIS ......cccveivieiiiiese et 61

3.6.2 Regression ANAlYSIS........cccciieiiiieieiie et 61

3.6.3 Independent SAMPIEs t-teSt .........ccciverieiiieve e 63
3.7 Chapter SUMMAIY .....ccvoiiiieieeie ettt e e re e reesaeanaenreas 64

CHAPTER 4: RESULTS AND DISCUSSION

4.0 Yoo [0 Tod 1 o] 1 TSSO R R 65
4.1 DeSCrIPtiVe STAtISLICS.......ecieeieiiciie ettt 65
4.2 RegresSioN ANAIYSIS.......ccuciiiiiiieie ettt 72
4.3 RODUSINESS CRECK ... 75
4.4 Chapter SUMIMAIY .....cooiiiieieieitisiesiee ettt b et e e 77

CHAPTER 5: CONCLUSION AND RECOMMENDATION

5.0 (T 804X T o S 78
70 A O o 11 o] o ISR 78
5.2 Theoretical IMPlICALION ..........cccoiiiiiiieiee e 82
5.3  Practical IMplICAtION .........cccoiiiiiiiieee e 83
5.4 Suggestions for FUture RESEAICH ........ccccoveiieiieie e 84
REFERENGCES........c.o oottt sttt 86
APPENDICES ..ottt ettt et 96

vii



LIST OF TABLES

Table 3.1: Dates of Public Holidays in Malaysia from Year 2005 to 2012................. 58
Table 3.2: List of Religious Holidays and Secular Holidays in Malaysia.................... 59
Table 4.1: Descriptive Statistics for Full Sample Period............cccocooiiiiiiiiiiciee, 65
Table 4.2: Descriptive Statistics over the Pre-Crisis Period ..........ccccocvvvvvieeieninnnn, 67
Table 4.3: Descriptive Statistics over the Crisis Period .........cccccovvvievienieninnnninnnnn, 69
Table 4.4: Descriptive Statistic over the Post-Crisis Period..........ccccccovvvvvvniveninninnnn, 70

Table 4.5: Estimated Coefficient of Regression for FTSE Bursa Malaysia KLCI .....72

LIST OF FIGURES

Figure 3.1: Research Framework ............ccooiiiiiiiici i, 51
LIST OF ABBREVIATIONS

Kuala Lumpur Composite Index KLCI

Daily market return R,

Pre-religious holiday effect PRE_REL

Post-religious holiday effect POST_REL

Pre-secular holiday effect PRE_SEC

Post-secular holiday effect POST_SEC

viii



CHAPTER 1

INTRODUCTION

1.0  Background of the Study

In stock market, there is always a tendency for investors to earn more than
average returns in their investment, or in more popular term, “to beat the market”.
These endless attempts by investors have raised researchers’ attention in investigating
the effect of market efficiency that has additionally become one of the most

controversial topics in financial literature over past decades.

Basically, market efficiency can be classified into three types, namely
allocational efficiency, operational efficiency and informational efficiency.
Allocational efficiency exists when capital resources are allocated in a way that
highest return can be achieved by all participants. Operational efficiency occurs when
market participants are able to execute transactions at fair competitive cost.
Informational efficiency refers to a market condition in which security prices fully
reflect all available information in the market (Abdullah, 2012). Among the three
types of market efficiency, informational efficiency is the most and well discussed

topic in the Efficient Market Hypothesis proposed by Fama (1970).

Under the Efficient Market Hypothesis, Fama (1970) claims that investors are
unable to consistently derive above average risk adjusted profit since current stock

prices have already incorporated all available information in the market. Investors
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