The copyright © of this thesis belongs to its rightful author and/or other copyright
owner. Copies can be accessed and downloaded for non-commercial or learning
purposes without any charge and permission. The thesis cannot be reproduced or
quoted as a whole without the permission from its rightful owner. No alteration or

changes in format is allowed without permission from its rightful owner.



GRANGER-CAUSE EFFECT ON TRADING VOLUME AND STOCK RETURN
VOLATILITY: EVIDENCE FROM ACE MARKET MALAYSIA

MAZIAH BINTI HUSIN

MASTER OF SCIENCE (FINANCE)
UNIVERSITI UTARA MALAYSIA

JUNE 2016



GRANGER-CAUSE EFFECT ON TRADING VOLUME AND STOCK RETURN
VOLATILITY: EVIDENCE FROM MALAYSIAN ACE MARKET

By:
MAZIAH BINTI HUSIN

Thesis Submitted to
School of Economics Finance and Banking
Collage of Business
Universiti Utara Malaysia
In Partial Fulfillment of the Requirement for the Master of Science (Finance)



Pusat Pengajian Ekonomi, J
Kewangan dan Perbankan

WIS, FIN AT AND BANKING i

Universiti Utara Malaysia

PERAKUAN KERJA KERTAS PENYELIDIKAN
(Certification of Research Paper)

Saya, mengaku bertandatangan, memperakukan bahawa
(I, the undersigned, certified that)
MAZIAH BINTI HUSIN (814273)

Calon untuk ljazah Safjana
(Candidate for the degree of)
MASTER OF SCIENCE (FINANCE)

telah mengemukakan kertas penyelidikan yang bertajuk
(has presented his/her research paper of the following tifle)

GRANGER-CAUSE EFFECT ON TRADING VOLUME AND STOCK RETURN VOLATILITY: EVIDENCE
FROM ACE MARKET MALAYSIA

Seperti.yang tercatat di muka surat tajuk dan kulit kertas penyelidikan
(as it appears onthe title page and'front cover of the-research paper)

Bahawa kertas penyelidikan tersebut boleh diterima dari segi bentuk serta kandungan dan meliputi bidang ilmu
dengan memuaskan.

(that the research paper acceptable in the form and content and that a satisfactory knowledge of the field is covered
by the dissertation).

Nama Penyelia ; MR. AFIRUDDIN TAPA
(Name of Supervisor)

Tandatangan ; M
(Signature)

Tarikh ; 4 JULY 2016

{Date)



DECLARATION

I declare that the substance of this research paper has never been submitted for any

degree or postgraduate programs and qualifications.

I certify that all supports and assistances received in preparing this research paper and all

the sources abstracted have been acknowledge in this stated research paper.

MAZIAH BINTI HUSIN

814273

School of Economics Finance and Banking
Collage of Business

Universiti Utara Malaysia

06010 Sintok,

Kedah Darul Aman,

Malaysia

June 28, 2016



PERMISSION TO USE

In presenting this dissertation/project paper in partial fulfillment of the requirements for a
Postgraduate degree from the Universiti Utara Malaysia (UUM), I agree that the Library
of this university may make it freely available for inspection. I further agree that
permission for copying this dissertation/project paper in any manner, in whole or in part,
for scholarly purpose may be granted by my supervisor(s) or in their absence, by the
Dean of School of Economics, Finance and Banking where 1 did my dissertation/project
paper. It is understood that any copying or publication or use of this dissertation/project
paper or parts thereof for financial gain shall not be given to me and to the UUM in any

scholarly use which may be made of any material in my dissertation/project paper.

Request for permission to copy or make other use of materials in this dissertation/project

paper, in whole or in part should be addressed to:

Dean of School of Economics Finance and Banking
Collage of Business
Universiti Utara Malaysia
06010 UUM Sintok
Kedah Darul Aman
Malaysia



ACKNOWLEDGEMENT

In the name of ALLAH s.w.t the most benevolent and most merciful. All praises to Him,

God of Universe, and peace be upon His Messenger, Muhammad s.a.w.

The most grateful thanks is to ALLAH the Mighty whose guidance and inspirations has

enabled this dissertation to be completed.

This dissertation would not be possible without the support and encouragement from a
number of people. First, I would like to express my sincere gratitude to my one and only
supervisor, Mr. Afiruddin Tapa for his guidance and comments. He always brought out
good ideas, help me in puzzled out difficulties, and share lots of tips on writing skills.
Without his encouragement and constant guidance, I would not be able to complete this

dissertation alone.

Second, I am indebted to my family, especially my beloved husband, Ahmad Fairuz
Mansor for his understanding and endless love, support, cooporeation, and time during
this challenging time. And not to forget, my sons, Umar Darwisy and Uwais Daniyal who
always be my bundle of joys. This gratefulness also goes to my mother, Hasnah Ismail
who gave birth to me, raise me up and send me to the best education. To my sister,
Maisyurah Husin who always there to talk with, and to share my ups and downs, she is

my best listener.

Third, to my circle of friends who help me a lot in using Eviews, share information and

ideas, as well as keep supporting each other in this battle.



Lastly, I would like to give appreciation to myself as I am grateful to my true self for not
giving up as this struggle is real. Playing role as a wife, mother and student at the same
time is a tough battle for me. I am thankful for my brain to withstand some unnecessary
temptations from the heart, and my eyes for going through countless nights of facing the
computer screens, also to my ears for allowing me to listen to all kinds of comments,
sometimes hurtful, sometimes harsh, sometimes a soft and supportive whisper of "You
can do it". Most importantly, to my fingers and hands whose "tip-tapping” sounds
accompanied my lonely nights, sometimes with tears soaking them. A bitter sweet

journey which I cannot buy on street. Paid off.

I thank all of you.

May ALLAH rewards us with Jannah.

Best Regards,
Maziah Husin

June, 2016

Vi



TABLE OF CONTENT

Contents Page
Copyright ii
Declaration it
Permission to Use iv
Acknowledgement v
Table of Contents vii
List of Tables X
List of Figures xi
List of Abbreviations xii
Abstract xiii
Abstrak Xiv

CHAPTER ONE: INTRODUCTION

1.0 Introduction 1
1.1 Background of Study 3
1.2 Problem Statement 7
1.3 Research Questions 9
1.4 Research Objectives 9
1.5 Significance of Study 10
1.6 Scope and Limitation of Study 12
1.7 Overview of Malaysian ACE Market 13
1.8 Listing Requirement for Malaysian ACE Market 16
1.8 Organization of Thesis 17
1.9 Conclusion 18

CHAPTER TWO: LITERATURE REVIEW

2.0 Introduction 19

2.1 Research on Price/Return-Volume-Volatility Relationship: Prior Research 20
and Theoretical Aspects

2.2 Research on Price/Return-Volume-Volatility Relationship: Prior Research in 36
the Malaysian Context

2.3 Conclusion 38

CHAPTER THREE: RESEARCH METHODOLOGY
3.0 Introduction 40
3.1 Measurement of Variables 40

vii




3.1.1 Dependent Variable
3.1.2 Independent Variable
3.2 Framework and Model
3.2.1 Theoretical Framework & Theoretical Model
3.2.2 Empirical Framework
3.3 Hypothesis
3.4 Data Collection Method
3.5 Data Analysis Technique
3.5.1 Descriptive Statistics Analysis
3.5.2 Correlation Test
3.5.3 Unit Root Test (Stationary Test)
3.5.4 Determination of Optimal Lags Length (k)
3.5.5 Contemporaneous Test (Regression Analysis— OLS method)
3.5.6 Causality (Dynamic) Test
3.5.6.1 VAR Analysis
3.5.6.2 Pairwise Granger Causality Test

3.5.7 Variance Decomposition (VDC) and Impulse Response Function (IRF)
3.6 Conclusion

CHAPTER FOUR: RESULTS AND DISCUSSIONS
4.0 Introduction
4.1 Descriptive Statistics Analysis
4.2 Correlation Result
4.3 Optimal Lag Length (k) Determination
4.4 Empirical Findings
4.4.1 Unit Root Test (Stationary Test)
4.4.2 Contemporaneous Relationship
4.4.2.1 The Relationship between Stock Return and Trading Volume
4.4.2.2 The Relationship between Trading Volume and Stock Return
4.4.2.3 The Relationship between Trading Volume and Stock Return
Volatility
4.4.3 Causal (Dynamic) Relationship
4.4.3.1 Vector Autoregressive Analysis (VAR)
4.4.3.2 Pairwise Granger Causality Test
4.5 Variance Decomposition and Impulse Response Function
4.5.1 Variance Decomposition (VDC)
4.5.2 Impulse Response Function (IRF)

4.6 Conclusion

40
40

41
42
42
43

44
45
45
46
47

49
51

53

54
53
58
58

59

61

62

65

67

68

69
70

viii



CHAPTER FIVE: CONCLUSION AND RECOMMENDATION
5.0 Introduction

5.1 Summary of Study

5.2 Implication of Study

5.3 Recommendations for Future Study

5.4 Conclusion

References
Appendices

72
72
74
75
76

Xiv
xxiv



Table 4.1

Table 4.2

Table 4.3

Table 4.4

Table 4.5

Table 4.6

Table 4.7

Table 4.8

Table 4.9

Table 4.10

Table 4.11

Table 4.12

LIST OF TABLES

Summary of Descriptive Statistics of Stock Return and Trading Volume in
Malaysian ACE Market for the period of August, 2009 to December, 2015
Correlation between Stock Return and Trading Volume

VAR Lag Order Selection Criteria

ADF-Fisher Unit Root Test

Phillips-Perron Fisher Unit Root Test

Regression Result for Model (5)

Regression Result for Model (6)

Regression Result for Model (7)

Vector Autoregression Estimates

Pairwise Granger Causality Test at Lags 5

Variance Decomposition of Stock Return and Trading Volume

Impulse Response Function of Stock Return and Trading Volume



Figure 1.1:
Figure 1.2:
Figure 3.1:

Figure 3.2:

Market

Figure 4.1:

Figure 4.2:

Figure 4.3:

LIST OF FIGURES

Regulatory Framework of Malaysian ACE Market
Listing Criteria in Malaysian Stock Market
Theoretical Framework

Empirical Framework to test for Causal Relationship in Malaysian ACE

The Movement of Stock Return and Trading Volume in Malaysian ACE
Market for the period of August, 2009 to December, 2015

Normality Distribution for Stock Return in Malaysian ACE Market for the
period of August, 2009 to December, 2015

Normality Distribution for Trading Volume of Malaysian ACE Market for

the period of August, 2009 to December, 2015

Xi



VAR

VECM

VDC

IRF

EMH

LIST OF ABBREVIATIONS

Return

Volume

Vector Autoregressive

Vector Error Correction Model

Variance Decomposition

Impulse Response Function

Efficient Market Hypothesis

Xii



ABSTRACT

This study analyzes the relationship between trading volume and stock return in
Malaysian ACE market for the period of August, 2009 to December, 2015.
Several tests were utilized; multivariate time series regression model; Brailsford
model; VAR analysis, and; Granger-cause test. The empirical result proves a
significant positive contemporaneous relationship between trading volume and
stock return and vice versa. However, trading volume has negative significant
relationship with stock return volatility, thus exhibits an asymmetry relationship
between the variables. VAR analysis reveals that past trading volume has
explanatory power in forecasting stock return and vice versa. And lastly, Granger-
causality test indicates a significant bi-directional relationship between trading
volume and stock return. Thus, it is proven that Malaysian ACE market is
contradicted with the weak-form of efficient market hypothesis.

Keywords: trading volume, stock return, vector autoregressive model, Granger-
causality test, Malaysian ACE market
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ABSTRAK

Kajian ini menganalisa hubungan antara jumlah dagangan dan pulangan saham di
pasaran ACE Malaysia bermula dari Ogos 2009 hingga Disember 2015. Beberapa
yjian telah dijalankan diantaranya ialah model regresi siri masa multivariat; model
Brailsford; analisis VAR, dan; ujian sebab-akibat Granger. Hasil empirikal
membuktikan terdapat hubungan semasa yang positif dan signifikan antara jumlah
dagangan dan pulangan saham dan sebaliknya. Walau bagaimanapun, jumlah
dagangan mempunyai hubungan negatif yang signifikan dengan turun naik
pulangan saham, sekali gus mempamerkan hubungan asimetri antara
pembolehubah yang terlibat. Analisis VAR mendedahkan bahawa jumlah
dagangan lalu mempunyai kuasa penjelasan dalam ramalan pulangan saham dan
sebaliknya. Dan yang terakhir, ujian Granger sebab-akibat menunjukkan
hubungan signifikan dua hala antara jumlah dagangan dan pulangan saham. Oleh
itu, objektif pertama dan kedua telah dicapai. Oleh itu, terbukti bahawa pasaran
ACE Malaysia adalah bercanggah dengan teori weak-form mengikut hipotesis
pasaran cekap. '

Kata kunci: pulangan saham, jumlah dagangan, model autoregresif vektor, ujian
Granger-sebab akibat, pasaran ACE Malaysia
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CHAPTER ONE

INTRODUCTION

1.0 Introduction

Economists believe that eighty percent of stock markets would crash to strike in
2016 due to the slowdown in global economic, flatten in the earnings, collapse of
commodities prices, and tighten in monetary policy by Federal Reserve (The
Sovereign Investor, 2016, February 18). These are the critical indicators that
express the stock markets in 2016 are anticipate to bearish. Rapidly growing
emerging stock markets such as Malaysian stock market would be most largely
impacted. Emerging stock markets associate with highly volatility stock return
due to low stock market volume (Attari, Rafiq and Awan, 2012; Hseih, 2014). A
study in developed versus emerging stock markets has revealed a negative
relationship between predictable volume and stock return volatility in some
emerging markets, which is related to the inefficiency in the markets (Girard and

Biswas, 2007).

Stock price or stock return volatility refers to a drastic change (increase or
decrease) in value by a given stock within a given period. The drastic change in
stock price usually occurs due to an imbalance in trade volume for a particular
stock. For example, a stock price will go up sharply when the stock is traded in

large quantities (Mohamad and M.D Nassir, 1995), but if short selling is practiced
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