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ABSTRACT

This study examines the effect of change of government on the Malaysian stock market
for the last five years. The empirical model used in this study are abnormal return which
calculated using three most-used method in research which are mean-adjusted model,
market-adjusted model and market model. This method is used to investigate the
abnormal return of the stock market of the FTSE Bursa Malaysia KLCI on before-event
and after-event of two most important political announcement that happen in Malaysia
for the last 5 years, which is the 13th General Election in 2018 and change of Malaysian
Government happen in 2020. The selection of these event of interest is to study whether
important political announcement causing any significant abnormal return on stock
market which can be relate with the efficient market hypothesis (EMH) that was
presented by Markowitz (1952) and Fama (1970). Generally, results from statistical
analysis uncover that there is no significant abnormal return before the 2018 General
Election and before the change of Malaysian government in 2020. However, there is
statistically significance negative abnormal return observed on the after-event window,
which is after general election in 2018, and after the change of government in 2020. The
major implication of these findings is that political risk which related to political
uncertainty and political instability may causing the stock market to become instable and

causing the trust deficit among investors.

Keywords: Stock Market Reaction, Abnormal Return, Change of Government, General

Election, Political Uncertainty



ABSTRAK

Kajian ini bertujuan untuk mengkaji kesan dari perubahan kerajaan terhadap pasaran
saham di Malaysia dalam tempoh lima tahun kebelakangan ini. Model empirikal yang
digunakan dalam kajian ini adalah pulangan tidak-normal yang menggunakan model
penyesuaian-purata, model penyesuaian-pasaran, dan model pasaran. Kaedah ini
digunakan untuk menyiasat pulangan tidak-normal bagi pasaran saham FTSE Bursa
Malaysia KLCI semasa dua pengumuman politik paling penting yang berlaku di
Malaysia pada 5 tahun kebelakangan ini. Dua peristiwa tersebut adalah Pilihan Raya
Umum ke-14 pada tahun 2018, dan perubahan kerajaan yang berlaku pada tahun 2020.
Pemilihan dua peristiwa ini adalah untuk melihat sama ada pengumuman politik ini boleh
menyebabkan reaksi terhadap pasaran saham melalui pulangan tidak-normal. Hasil kajian
ini boleh dikaitkan dengan teori hipotesis pasaran efisien yang dibentangkan oleh
Markowitz (1952) dan Fama (1970). Secara amnya, hasil analisis statistik kajian ini
mendapati bahawa tiada pulangan tidak-normal yang berlaku pada tempoh sebelum
perubahan kerajaan pada Pilihan Raya Umum ke-14 dan perubahan kerajaan pada tahun
2020. Namun, terdapat pulangan tidak-normal yang signifikan berlaku selepas peristiwa
Pilihan Raya Umum ke-14 dan perubahan kerajaan pada tahun 2020. Implikasi terhadap
hasil kajian ini membuktikan bahawa risiko politik yang berlaku hasil dari
ketidakstabilan dan ketidaktentuan politik boleh menyebabkan pasaran saham terganggu

dan berlakunya pulangan tidak-normal, dan seterusnya menghakis keyakinan pelabur.

Kata Kunci: Reaksi Pasaran Saham, Pulangan Tidak-normal, Perubahan Kerajaan,

Pilihan Raya Umum, Ketidaktentuan Politik
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CHAPTER 1

INTRODUCTION

1.0 Introduction to the Study
This Chapter outlines the background of the study and contains the problem statement,
research questions, research objectives, significance of the study, definition of key terms

and the organization of the thesis.

1.1  Background of Study

Admittedly, politics and economics are always related with one another. Not only do the
two influence each other, they belong to a single body and are inseparable (Hibbs, 1977).
Economic development is important to a country and is considered as one of the most
important elements to ensure the sustainability of a country. A better economy
performance may increase job creations, diversify country’s industry, increase tax
revenue and improve people’s quality of life. There are several key indicators used to
measure a country’s economic performance. Indicators such as employment rate and
gross domestic product (GDP). However, calculation of GDP is a post-data calculation

which are usually calculated on a quarterly or a monthly basis.

Interestingly, stock market is one of the many elements that affect the GDP. Stock market
is considered as the economic sentiment indicator. The rise and fall of the stock market
will cause the movement in an economic sentiment. When the sentiment changes, the
behavior in how people spend will change too, thus this will stimulate the GDP growth.

Simply put, the economic movement of a country are usually aligned with the movement



of the stock market. The stock market is a national economy barometer in that it
speculates on the future of the economy (Chuang and Wang, 2009). Thus, the national

economy performance can be examined through the stock market efficiency.

Correspondingly, several studies have examined the relationship between the important
national political events and market efficiency by analyzing the stock market reactions.
No doubt that in a democratic country, the most important political event is the general
election. The result of an election shapes the country’s economic performance in the next
five years, depending on the winner’s leadership, talents, and ideology. In regards of that,
Chiu et. al. (2005) mentioned that the tracking of the stock market movement in relation
to elections have been the focus or many empirical studies. For example, studies done by
Schmitz (1997) in US presidential election cycle shows that the US stock markets does
have reactions towards that event, which the stock market made a significant increase in
the third and fourth year of a presidential term, while average returns in the second year
are negative. This shows an evident that the stock market may react significantly to

important political event such as election.

Not only that, Wang and Lin (2007) have said that there are further empirical studies
conducted to examine the various types of political information, political event, and its
impact on the stock markets. The examples of the findings of studies done, Jorion and
Geotzmann (1999) derived that political events interrupted the market transactions
whereas, Chiu et al. (2005) proved that political elections in the South Korea changed the

behavior of foreign investors in financial markets. Another prove can be seen on a study



by Floros (2008) that a general election showed some significant impact to the Athens
Stock Exchange (ASE). Meanwhile, Abidin et al. (2010) finds that during 2002 election
in New Zealand, the returns of New Zealand Exchange are significantly higher. Beaulieu
et al. (2006), Aktas and Oncu (2006), Bailey et al. (2005) and Frey and Waldenstrom
(2004) all argued through their research that political events does have a strong effect on
the returns and trading volume of the financial markets. This proves that elections do
have a relationship to the movement of the stock market. Although we can put that
political events does not have any direct relationship with stock markets, but they are

considered one of the factors that affect the stock market that are worth to put into study.

Comparatively, the trend of the market reaction shown on the stock movement in relative
to the political events are not only happening in the countries mentioned above but can
also be observed in Malaysian perspective. Liew and Rowland (2016) said that after the
general election on 2013, the FTSE Bursa Malaysia Kuala Lumpur Composite Index,
abbreviated as FBMKLCI, hits the historical highest peak. The daily index achieved a
short-term gain of 96.29 points by exhibiting a steady rising trend starting from a
previous low of 1,621.36 points on the 18th of March 2013, to 1,717.65 points on 30th
April 2013. With those statements, it is safe to say that the Ragoff’s (1990) equilibrium
political budget cycle theory may apply here to rationalize this trend. Shi and Svensson
(2003) explained that a political budget cycle is a periodic fluctuation in a government’s
fiscal policies, which is induced by the cyclicality of elections. In a simpler word, this
theory explains that before an election, the incumbent of the current government will

show their competency in managing the country by increasing expenditures resulting an



increase of the economic performance. This may cause the stock market shows some

positive reaction before the election.

However, market does not always necessarily react in favor of the investors during
political events with positive reactions. This can be seen in the same paper presented by
Liew and Rowland (2016), where the index dipped by 22.88 points altogether in just two
days before the election date on 5th May 2013. This is probably due to the reason that
investors feared that the incumbent political party may loss its power to the opposition
coalition. However, on the 6th May 2013 which is the next trading day, after the
announcement of the outcome on the election night, the index which was traded with
substantially high daily volume lifted to 62.52 points. In fact, the index registered a high
gain of 96.29 points in the middle of the intra-day trade on 6th May 2013. This paper
gives us an interesting insight on how Malaysian stock market would react according to
general elections and political news. Investors always act according to the latest news to
make sure that they are able to gain some leverage from their investment. The data of this
study shows interesting insight on the market reaction day-to-day in relation with
Malaysian election. However, please bear in mind that election is not the only way to

change a government.

In February 2020, Malaysians were shocked with the news that the change of government
administration happened in Malaysia without a general election. This is the result of
political activities and political uncertainties, and worth to be studied on the impact of

political uncertainties towards stock market reaction. Based on the theoretical discussion



by Pastor and Veronesi (2012), they have shown that how political uncertainty could

have impacts on the market prices.

Therefore, this study is aiming to investigate and to examine the relationship between the
biggest Malaysian political event, which is the change of Malaysian government that
happened during 2018 General Election and 2020 political turmoil and its relationship

towards the market reaction in the FTSE Bursa Malaysia KLCI.

1.2 Problem Statement

For most parts, the analysis of political events and its relationship with the stock market
reaction and stock market returns has been mostly conducted in the United States of
America in the context of presidential elections (Kabiru et. al., 2015). This is because the
U.S. stock market movement may cause the global stock exchange to follow suits.
Because of the premise that the U.S. presidential elections may give a significant impact
on the U.S. stock market, it may directly impact the global Stock Exchanges. Afterall, the

U.S. stock markets are a biggest in the world (Surz, 2018).

With that in mind, Kauppinen (2020) illustrated that the commotion that are related to the
elections campaign in the U.S., has always been accompanied by numbers of
controversies in the political and business perspective in U.S. Any developments in
political and business strategies including changes of political ideologies or international
affairs announced by the White House will always usually followed by instabilities,

reshuffling, and readjustments in the stock markets. Kauppinen (2020) also added in the



article mentioning that every time the presidential elections take place in the USA, the
instability phenomenon rises, which is reflecting on financial markets, not only in the
national level but also may affect global financial market. Thus, the financial markets

climate becomes volatile, uncertain, and unpredictable.

In comparison, there are very few studies focusing on the Malaysian stock market. Even
though the Malaysian stock market is not as large as USA, and any volatility of the stock
market in Malaysia surely does not cause any movement on the global stock market, if
any, the impact would be too small. However, it is very important to observe how or does
the political events in Malaysia are causing any stock market reaction, because Malaysian
political events may or may not cause any market reaction. This is in parallel with the
claim by Pantzalis et. al. (2000) that the reaction of stock market on the election may vary
in different countries of different political climate, economics, and press freedom.
Furthermore, there may be too little studies to say in confidence that the political events
in Malaysia will cause any market reaction. Previous study on the stock market and
political events are done in a presidential-system country, as confirmed by Colon-De-
Armas et. al. (2017). Hence, with all the facts stated above, by choosing the Malaysian
stock market as a single country as a testing case to see the influence of political events

on the movement of stock prices, could attract the interest of international investors.

For instance, we can look closely on how Malaysian stock market react during election
by looking into the study conducted by Liew and Rowland (2016). The study shows that

the 10th General Election significantly corresponds to an extra 0.59% and 0.54% daily



returns compared to ordinary trading days for 30 and 60 trading days respectively after
the election date. While in the 11th General Election shows positive effect (2.14%) in the
30-trading day-period before the election. However, the index reversed its upward trend
after the election date. When compared to ordinary trading days, the daily returns after
the election date were reduced by 0.31%, 0.27% and 0.25% during the first 30, 60 and 90

trading days respectively after the election date.

Comparatively, the 12th General Election exhibited a significant negative returns before-
election-effect, while the 13th General Election showed a positive after-election-effect.
The 12th and 13th General Election may signify that the Bursa Malaysia is more
informationally efficient for the last two general elections. This reflects on Efficient
Market Hypothesis as Titan (2015) suggested that the positive abnormal returns are
recorded in the early period after event, sustaining the way of the gradual adjustment of

prices on the capital markets.

Therefore, this proves that the Malaysian market reaction shows relationship with
political events. This is parallel with the efficient market hypothesis as explained by Titan
(2015) that the stock prices are fully reflected on all known information, and even
uninformed investors buying a diversified portfolio at the tableau of prices given by the

market will obtain a rate of return as generous as that achieved by the experts.

Certainly, the stock market does show a reaction towards the political events that happens

to the country. The market will move based on the market information that are reported



by the government and media from time to time. Among other market anomalies,
political election effect seems to have relative connection with the efficient market
hypothesis. Several researchers have expressed their arguments to suggest that political

election could have significant impact on the stock market performance.

However, elections are not the only way for the change of government to happen. In the
most recent event that happened in 2020, we can see that the ruling party of Malaysian
government has change democratically without an election. On 24th May 2020,
Malaysians were shocked when Mahathir Mohamad announced his resignation (Ho,
2020), causing Malaysian administration in a limbo. Not until the new Prime Minister
was appointed on the 1st March 2020 (The Star, 2020), ended the ruling of Pakatan
Harapan after several Member of the Parliament switched sides to form a new political
alliance called Perikatan Nasional. This shows that there are political uncertainties
happening during this period, when the investors questioned who will be appointed as the
new government. Pastor and Veronesi (2013) provided a theoretical discussion on how
political uncertainties could have impacts on market prices. Meanwhile, Lehkonen and
Heimonen (2015) brought forth evidences that shows political uncertainties have

significant impact on stock market performance of 49 emerging markets.

From this realization, it is important to conduct a study on the market efficiency during
major political events that happened in Malaysia for the last five years and its relationship
to the stock market reaction. There is no surprise as said by Kauppinen (2020) seeing

political mudslinging in the media regarding allegations and counter-allegations made by



politicians against each other, before the change of government, and after the change of
government. The changes in political trends have often been followed by dramatic
changes in the stock markets, major losses and unpredictable success of companies

(Kauppinen, 2020)

Measuring the stock market reaction are mostly based on the examination of main
composite indices of a country, such as the Toronto 300 Composite, the [PC All Shares,
the Taiwan Stock Exchange Value Weighted Index (TAIEX) and the FTSE Bursa
Malaysia KLCI Index (Chia, 2019). FTSE Bursa Malaysia KLCI (FBMKLCI) is the main
index in Bursa Malaysia which plays an important role as the key indicator for Malaysian

stock market performance (Faridah et. al., 2020).

For this purpose, this research needs to look upon the event window of before-event and
after-event of change of government either through general election or not, as the
determinant in order to see if this will cause any market reaction in FTSE Bursa Malaysia

KLCI (FBMKLCI) which is an indicator for Malaysian stock market performance.



1.3 Research Questions

The following questions needs further discussion on the issues that have been addressed
in the problem statement. There are two political events that will be observed and
analyzed in this research as explained in the background of study and the problem
statement, which are the 2018 General Election and the change of Malaysian government

that happened in 2020.

These events are the most important political events that happened in Malaysia for the
last five years, and the relationship of these events with the stock market reaction will be
analyzed. In measuring the market stock price reaction, the abnormal return method will
be used as the main market stock price reaction indicator. Thus, in doing so, this research

leads to four research questions:

1. Are there any significant abnormal returns on the FTSE Bursa Malaysia KLCI

before the 2018 Malaysian General Election?

2. Are there any significant abnormal returns on the FTSE Bursa Malaysia KLCI

after the 2018 Malaysian General Election?

3. Are there any significant abnormal returns on the FTSE Bursa Malaysia KLCI

before the change of the Malaysian government in 20207

4. Are there any significant abnormal returns on the FTSE Bursa Malaysia KLCI

after the change of the Malaysian government in 2020?
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1.4  Research Objectives

The following objectives have been addressed in providing answers to the research

questions:

1. To analyze the abnormal returns on the FTSE Bursa Malaysia KLCI before the
2018 Malaysian General Election.

2. To analyze abnormal returns on the FTSE Bursa Malaysia KLCI after the 2018
Malaysian General Election.

3. To analyze significant abnormal returns on the FTSE Bursa Malaysia KLCI
before the change of Malaysian government in 2020.

4. To analyze significant abnormal returns on the FTSE Bursa Malaysia KLCI after

the change of Malaysian government in 2020.

1.5  Significance of Study

This study has highlighted both theoretical and practical contributions as follows:

1.5.1 Theoretical Contribution
This study aims to study the factors that affects the stock market reaction in terms of
abnormal returns. A review of literature and the findings of this study will enable the
researcher to enrich the literature on the stock market reaction towards political events,
specifically integrate a number of independent variables which are the event window of
before and after event. The aforementioned factors influence market reaction in the

context of change of the government based on the underpinning theory of efficient
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market hypothesis, to support all variables and their influence on the stock market

reaction.

Thus, this study is conducted in hopes to provide perspective whether the efficient market
hypothesis is relevant to the Malaysian political scenario as the reaction of the stock
market may vary in different countries of different political climate, economics, and press

freedom.

1.5.2 Practical Contribution
On the practical aspect, this study will provide a number of insights into political events,
which are the factors that contributes to the market reaction, and eventually lead to the
improvement of managing the political risk by the government. This factor will aid the
authorities and the leaders (Bank Negara Malaysia, Security Commission, Ministry of
Finance, Ministry of Economy, other related ministries and political leaders) in reducing
the political risks to minimize the market shock and to avoid unnecessary loss in the
stock market. This can be done by introducing related regulations to reduce the said

political risks to make sure the national economic performance remains stable.

1.6 Definition of Key Terms

1.6.1 Market Reaction
A stock price movement or changes in comparison between the initial stock price and the
current stock price, are usually measured as market returns. Saragih et. al. (2019)

suggested that the reaction in the capital market can be measured by the amount of
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reactions during the event period to get a firm confidence on the relationship of both

political events and stock market reaction.

1.6.2 Abnormal Return
Abnormal return or interchangeably called excess return refers to the unexpected profits
or losses generated by a security. This abnormal return is calculated as the difference
between the actual returns earned based on the actual closing stock price announced, and
the expected returns that are calculated and predicted using various abnormal return
model. Calculated abnormal return may have positive or negative results. Positive
abnormal returns indicates that the actual returns are greater than the expected returns,
which means that the investor gained positively compared to the predicted return.
Meanwhile negative abnormal returns indicates that the actual returns that the investor
received are lesser than the expected returns. Abnormal return can be calculated by daily,

weekly, or monthly depending on which type of data are used. (Kirivin et.al., 2003)

1.6.3 Event Window
Event window is a time frame period that is selected to be observed in relative to the
event of interest. Too long of an event window may allow for other events to creep in
which in case it would become difficult to determine the actual impact of a single event
of interest. On the other hand, too short of an event window may fail to capture the full
impact of the political event or the event of concern, even after eliminating multi-event
during the event window period. Moreover, the longer days in an event window, the

lower the power of the event study methodology (Brown and Warner, 1980)
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1.6.4 Change of Government
In a democratic country, the changing of a government would mean the change of
political entities that rules the government. Usually, the change of a government may
happen when the ruling party in a government changes to another political party or
alliance. Change of government also may happen outside of the election, which is
through no-confidence vote on the house of a parliament, a group of Member of the
Parliament declaring shifting sides, coup d’etat, or even through an emergency

declaration (Azmil Tayeb, 2020).

1.7 Organization of Study

There are five Chapters that have been organized for this study. Chapter one (1) is
addressing on the whole idea of the research, whereby Chapter two (2) will be discussing
and highlighting on the literature review of the variables involved which are the before-
event window and after-event window for both political events that happened in 2018 and
2020. Besides, this study includes the framework developed and the theory used for the
study. Chapter three (3) will further explain on the research methodology. There will be
complete explanation on the settings, samplings, population techniques, strategies and
methods used for data collection, instrument and measurement, validity and reliability of
the data analysis, and the correlation analysis between the independent variables and the
dependent variables. Chapter four (4) will present the result from the data collected,
which will be reviewed, and discussion will take place. Overall, Chapter five (5) will
underline the conclusion from the reviewed result and some recommendations will be

provided for future research..
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CHAPTER 2

LITERATURE REVIEW

2.0  Introduction

In this chapter, the research will review the past studies done and selected articles that are
relevant to the related variables in this study which are before-event and after-event
window of a political event, and how all these variables causes movement in the stock
market. Literature review is important as it will help to give better understanding and
clear perspective of the problem and research questions (Sekaran and Bougie, 2013) and

based on this literature review, the research framework and research design will be made

2.1  Political Risk and Effective Market Hypothesis

Political risk is the risk of financial, market or personnel losses because of political
decisions or political disruptions. The effects of political risks have been found to be
statistically significant in the emerging stock markets (Perotti and van Oijen, 2001). The
risk usually would start to arise due to the changing of the government of a country and
gives a high risk to the investors who invests in financial instruments like debt funds,

mutual funds or equities.

Additionally, Kabiru et. al. (2015) explained that political risk is one of the crucial factors
that is influencing the operation of a country’s financial market. Political risk can come in
many forms such as when a new piece of legislation is introduced by a politician, or

when coup happens in a country, during an election, or a change in the country’s
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administration regime. All of these risks may cause reactions towards financial market

due to the instability of the country’s administration.

However, political risk that is causing the instability of one’s country administration does
not happen in several countries, especially in a developed market. A developed market
country is a country that is most developed in terms of its economy and capital markets.
There are several elements that a country must have to be considered as a developed
market, the elements which the country must be of high income, thus this also includes
openness to foreign ownership, ease of capital movement, and high efficiency of market
institutions (Miller et. al., 2008). Financial Times Stock Exchange (FTSE) has classified
several countries as developed market in 2019. Some countries that made into that list are
United States of America (USA), United Kingdom (UK), South Korea, and Singapore.
This is backed with a study that is conducted by Faridah et. al. (2020) that financial
markets of a developed market react calmly to political changes, while emerging markets
such as Malaysia and Indonesia may experience some reaction to the stock market from

the political risks.

This clearly indicates that politics is one of the important factors that may influence the
stock market performance in any countries (Faridah et. al., 2020). With political climate
that is always changing, Faridah et. al. (2020) summarizes that therefore investors,
regulatory bodies and researchers are interested to examine market action to reveal any
anomalies in the stock market performance due to any events specifically political events.

Thus, it can be assumed that important political events such as election, change of
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political leader, or change of the government, may cause more reaction towards the stock

market.

To understand why change the of government may cause reaction on the stock market, it
is important to have a full grasp on The Efficient Market Hypothesis because it may
answer some questions related to the market reaction. In efficient capital markets, the
market usually will react quickly to all relevant information. In addition to that, Saragih
et. al. (2019) explained that positive information will have positive impact towards the
share price, whereas the share price will have negative impact if the information is
negative. Positive information is related with news, announcements or events that may
offer positive benefits to the securities, while negative information is associated with
news, announcements, or events that may directly affect the securities in terms of the
securities performance. Generally, this would indicate that whenever the stock prices
exceeds the normal conditions whether it is positive or not, it would result to a rise to

abnormal returns.

Thusly, it is very important for investors to sort out the information available including
the latest news, announcements by the government or firms, and any important events so
that the information received is relevant to the investment decisions that will be taken by
investors. This is because capital markets can be said as an efficient capital market if the

prices of the existing stocks reflect all existing information (Fama, 1991).
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Due to this, during a political instability and uncertainty, information available to masses
would be too messy, the financial market during this time would become volatile,
uncertain and unpredictable. This is said by Kauppinen (2020) which in his paper
explained how the commotion during elections campaign, has always been accompanied
by controversies in political and business. Because of this, any developments regarding
changes of a political ideology and strategy have always been followed by instabilities,

reshuffling, and readjustments in the stock markets.

This shows that political events such as the general election would influence the stock
market and causing high fluctuation between the initial and the current price of the stock.
To get a firm confidence on the relationship of both political events and stock market
reaction, Saragih et. al. (2019) suggests that the reactions in the capital market can be
measured by the number of reactions during the event period. The magnitude of the
reaction measured can be categorized into two, first is the magnitude of the stock price
reaction during the event period and second is the amount of stock trading activity
reactions that occur due to the information during the event period. This proves that
national economic stability can be affected by a political event, including moments

before and after the election.

The influence of an event window of before and after the election towards the stock price
strongly suggests that it does relate with the efficient market hypothesis. Jogiyanto (1998)
explains that there are two types of efficient market, namely informationally efficient

market in terms of the availability of information only and decisionally efficient market
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in terms of the market participant’s ability to take a decision based on the available
information.

The efficient market hypothesis (EMH) was introduced by Markowitz in 1952 and
subsequently named by Fama (1970). This hypothesis assumes that financial markets
always incorporate all public information and asserts that share prices reflect all relevant
information. In this theory, Fama (1970) explained that accurate information is important
in forming expectations and allowing investors to accurately process all available
information, and where the discount rate is consistent with a normatively acceptable

preference specification (Samuelson and Fama, 1965).

In this manner, the more efficient the market, the more random the sequence of price
changes generated by such market, and the most efficient market of all is one in which
the price changes are completely random and unpredictable (Titan, 2015). Interestingly,
Fama (1970) tabulated a study that are against the idea of market efficiency. Fama
divided the market into three forms according to their level which are weak, strong, and

semi-strong.

The weak form of efficiency was presented as a state of fact in which the current prices
of financial assets incorporate, at any moment, all the existing historical financial
information (Fama, 1969). Being said, this theory suggests that today’s stock prices
reflect the data of past prices and that no form of technical analysis can be effectively
utilized to aid investors in making trading decisions. Supporters for the weak form

efficiency theory believes that if the fundamental analysis is used, undervalued and
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overvalued stocks can be determined, and investors can research companies' financial
statements to increase their chances of making profits higher than market. As a result, the
theory supports the idea that investors will not obtain abnormal profits from investing in

these financial assets (Titan, 2015).

In comparison to the weak form of efficiency, the semi-strong form assumes that
financial assets’ prices reflect, at any moment, all the information existent on a market,
including historical prices and other historical information, and, additionally, the prices
changes rapidly and without biases to incorporate any other new public information
released on the market (Titan, 2015). Because all information that is public is used in the
calculation of a stock's current price, investors cannot utilize either technical or
fundamental analysis to gain higher returns in the market. Which means, only
information that is not readily available to the public can help investors boost their
returns to a performance level above that of the general market. In the same article, Titan
(2015) also explained that in case semi-strong form of efficiency is present on a capital
market, neither technical nor fundamental analysis can determine the way an investor
should split his funds so that the obtained profitability is higher than the achieved profit

in case of an investment in a random portfolio of financial assets.

Whereas the strong form of efficiency assumes that prices incorporates all the available
information on the market, which includes historical financial information of the weak
form, all new public information of the semi-strong form and all private information

regarding a financial asset (Titan, 2015).
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Nonetheless, according to EMH, the stock prices will always reflect all available
information to the public. This means that a positive announcement about a company
would not increase the average price (Altin, 2015). Because this information is already
reflected to the stock price (Mishkin, 2011), the stock price of a company increases for a
short while for example after the company announces the stock splits and stock
dividends. Mishkin (2011) explained that this happened because the investors generally
interpreted the stock splits and stock dividends as a signal of a higher return. In the case
that if the company does not announce an increase in the returns or the stock dividends in
the following month, the stock price is likely to drop down to the previous. The
announcements of stock dividends or stock splits does not lead to an increase in the
average stock prices (Fama, et. al. 1969). Stock splits create more stocks thus will
decrease in the stock prices. In this case, the liquidity of the companies’ stocks increases,

leaving a positive impact on the marketing value of the company.

On the other hand, Bondt and Thaler (1987) shows that the stock prices can over react to
new information and the pricing mistakes are corrected slowly. They discussed that the
stock bringing the lowest return are likely to outperform the market in the next term, vice
versa, the stock bringing higher returns are likely to underperform the market in the next
term. In the case that there is uncertainty in the market, the investors may over react to
positive or negative news regarding the market. Therefore, upon the release of a news,
the price of an asset may dramatically increase. Within the following process, the price is

likely to drop down to the average levels (Altin, 2015).

21



In contrast, Altin (2015) raised one of the situations which seems to refute the efficient
market hypothesis, which is the price stock market movements experienced during the
change of government. Acquiring the expected market results decreases the stock market
volatilities while on the other hand, an increase in the political risk which is seen as a
systematic risk element will lead to an increase in the market volatility. Simply put, the
possibility of anomaly, which is acquiring abnormally high returns, increases. The
informed investors who are aware of this possibility adopts necessary strategy to benefit

from this situation (Altin, 2015).

Though the impacts of change of government, through election or not, are addressed in
various literature, Altin (2015) said that there are limited number of studies which
defense that this is against the efficient market hypothesis. Anomaly is experienced
during the election periods. If the efficient market hypothesis were valid, this form of
anomaly would not be experienced. The impact and magnitude of this anomaly varies
according to the market. While in the aftermath of the elections which meets the
expectations a lower level of price anomaly is experienced, a greater anomaly is

experienced during the uncertain election periods.

2.2 Abnormal Return and Stock Market Reaction

We have seen how political risks occurred due to political uncertainties and political

instabilities, may cause the efficient market hypothesis to act and caused the financial
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market to become volatile, uncertain and unpredictable in terms of the stock market

reaction.

With that in sight, Nofsinger (2004) conveyed that the stock market is a barometer of
public sentiment, and its movements can indicate whether the incumbents of the
government will be re-elected in the next term, which is reversed from what have been
explained before. This means that politics and stock market are intertwined with each
other. This happened because investors are looking at the news and announcements from
the government that are related to the economic and political stability to decide their
investment decisions. Because of this, series of big news and announcements that takes
place in a specific window frame, such as during an election, will increase the stock
market volatility. Meanwhile, if the government are able to stabilize the stock market,
decreasing its volatility, this shows that the government are stable and have high chances

to be re-elected in the next term.

Above statement shows how important it is to analyze the stock market reaction. The
most common method used to analyze the stock market reactions are by using the event-
study method. Cyree and Degennaro (2002) have explained briefly on how traditional
event-study methods were operated with three-step procedure. Firstly, the researcher
selects a model of returns. Then, the research computes abnormal returns during some
event interval as the difference between realized returns and the expected returns
conditioned on this model. And finally, the researcher evaluates the statistical

significance of these abnormal returns in any of several ways.
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Abnormal returns or interchangeably called excess returns refers to the unexpected
profits or losses generated by a security. Abnormal returns are calculated as the
difference between the actual returns earned based on the actual closing stock price
announced, and the expected returns are calculated and predicted using various abnormal
return model. Calculated abnormal returns may have positive or negative results. Cable
and Holland (1999) explained that positive abnormal returns indicates that the actual
returns are greater than the expected returns, which means that the investors gain
positively as to compare with the predicted returns. Meanwhile negative abnormal returns
indicates that the actual returns investors receive are lesser than the expected returns.
Abnormal returns can be calculated by daily, weekly, or monthly means depending on

which type of data are used.

When calculating the abnormal return, it is important for researchers to select the correct
window length. Kirivin et. al. (2003) argues on how long significant daily abnormal
returns to the security price continues in the event window length. In the same article,
Kirivin at. al. (2003) also assumes that the market’s reaction to an event persists until the
first day with no statistically significant abnormal returns. If statistically significant
abnormal returns to a stock price persists, we assume that the market is still reacting to

that event.

Kirivin et. al (2003) continues to justify the point with an example, if a security in the

first trading days after the event day, shows statistically significant negative abnormal
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returns. And on the second day, if the result again shows statistically negative abnormal
returns, this may indicate that the investors believed the market had underreacted in the
first day. Meanwhile in the result exhibits positive abnormal returns, this may indicate

that the investors believes that there had been an overreaction on the first day.

However, as mentioned before, daily abnormal return is only one of the methods in
observing for the stock market reaction especially in a specific time period. To observe
the total stock market reaction in a specific time period, combining the daily results
would be more feasible. Combinations of daily abnormal return may be done in two
ways, by arithmetic and geometric. Arithmetic method is called cumulative abnormal
return. Cumulative abnormal return (CAR) is the sum of abnormal returns over a given
period of time. This method of calculation, Cable and Holland (1999) said allows the
investors to measure the performance of a security for a specific time frame. This method
is usually used to calculate and measure the security performance in compared to the
expected returns. By using this method, we can observe whether the security is behaving
by following the expected returns or producing abnormal returns. The significance of an
abnormal returns indicates that there are stock market reaction taking effect for that

period of time.

Other than that, another method is by calculating the product of abnormal returns, by
using geometric method. This method is called buy-and-hold abnormal return (BHAR).
Blajer-Golebiewska (2012) explained that BHAR method would explain the rate of

returns on shares which are purchased at the beginning of the analysis period and kept
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until the end of the abnormal returns measurement period. With this, the real rate of
returns is adjusted for the expected rate of returns during this period. Thus, in the long-
run BHAR is claimed to be a standard measure of long-term abnormal returns (Mitchell
and Stafford, 2000). BHAR is considered to be the appropriate estimator because of its

ability to measure precisely investors’ experience (Barber and Lyon, 1997).

On the other hand, Blajer-Golebiewska (2012) said that the common estimation
procedures can produce biased BHAR estimates. There are several literatures that shows
BHAR may estimate biased problem. The problem is mainly due to new listing bias,

which occurs when the long-run return of a benchmark portfolio reflects new listings

(Barber and Lyon, 1997).

After selecting the most appropriate length of event window, researchers should decide
on the method to calculate the expected return. There are several models existed and are
widely used such as mean-adjusted model, market-adjusted model, and market model. All
these models may have their own strengths and weaknesses in estimating the expected
returns during the event window. Other than the three methods mentioned above, there
are other models that may also be used such as the Scholes-Williams beta estimation,
GARCH and EGARCH error estimation, Fama-French 3 Factor Model, Multi-factor
models, and Fama-French-Momentum 4 Method Models. However, for the sake of
consistency, the next discussion will be focusing only on the three most widely used

models that are mentioned before.
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Mean-adjusted model involves the comparison between the actual daily stock price with
the mean of an estimation window. For this, Kirivin at. al. (2003) explained that the
estimation window plays an important role in making sure that the result of abnormal
returns calculated are less biased. There is no fixation on how long an estimation window
should be, or when the estimation window should start and end. Because of this, selecting
estimation window that may have too much stock price fluctuation may give different
result of abnormal returns as compared to when selecting an estimation window with

more stable stock price movement.

Meanwhile, the market-adjusted model involves the comparison of the stock price with
the proxy index market. Different with the mean-adjusted model that concerns on the
estimation window, Blajer-Golebiewska (2012) said that the market-adjusted model
concerns with selecting the proxy market index. Proxy market index should be showing
the actual movement of the stock market that happen, hence selecting the correct proxy
index is really crucial in order to capture the correct abnormal returns when using this
model. To do that, the proxy market should represent the same industry as the selected
security. This is important to make sure that the stock market movement of the proxy
market does not contradict and indicates the actual expected return. Besides that, by
selecting the correct scale of proxy market index also may influence the abnormal return

calculation.

The most famously model used is the market model. The market model examines the

focal firm’s individual CAPM risk by multiplying the market return with the firm
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individual B factor (Cyree and Degennaro, 2002). Although the market model is widely
accepted as the standard model, there are also some criticism towards this model. This is
because the model assumes that the risk-free interest rate included in the a factor is

constant, which conflicts with the presumption that market returns vary over time.

Choosing from the expected return models is generally related to sample selection biases
(Ahern, 2009). However, depending on the specific sampling bias, each of the above-
mentioned models may imply slightly different biased results. For example, if a study's
sample largely consists of small firms, the CAPM model will be found to predict too low

returns (Banz, 1981), leading to inflated abnormal returns in the event study.

Since abnormal return biases tends to be small, most scholars are interested in the
economic substance of individual event types, rather than methodological discussions, in
using the market model. Respective meta-research (Holler, 2014) found that in its sample
of 400 reviewed event studies, 79.1% of the studies used the 'market model', 13.3% the
'market-adjusted model', 3.3% the 'mean-adjusted model', 3.6% "multi-factor models', and

only 0.7% used the CAPM model.

2.3 Malaysian General Election in 2018 and stock market reaction

Substantially, for a democratic country, general election is the most important political
event in the country. Results of the general election may shape the country for at most
five (5) years in the future in Malaysian context. In Malaysia, general election refers to

the election day where every eligible adult will cast a vote to choose two individuals; one
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to represent the area as the Member of Parliament in the Dewan Rakyat, or house of
Parliament, and another one to represent the area in the state legislative assembly or

known as Dewan Undangan Negeri (Election Commission of Malaysia, 2016).

Since before 1955, two years before independence, there have been 14 general elections
that have been held in Malaysia without fail. The first election up to the third election, the
result of the general elections is in favor towards the Parti Perikatan which was lead by
Tunku Abdul Rahman. In the fourth general election, they rebrand Parti Perikatan into
Barisan Nasional. They won, it was then led by Abdul Razak. Although the difference in
name, Barisan Nasional and Parti Perikatan shares the same ideology, spirit, and
membership. Since then, Barisan Nasional have won all general election up to the 13th
General Election, which was led by Najib Razak at the time. This proves that Barisan
Nasional have governed Malaysia since its inception in 1957 until the end of their term in

2018, when the 14th General Election took its place.

With that in mind, Malaysia never underwent any change of administration for about 61
years. Even though the Prime Minister has changed several times in the past, their cabinet
members usually are filled up with the same faces. Because of that, public and investors
does not really anticipate that the government of Malaysia will ever change to a new

government even in the 14th General Election that happened in 2018.
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2.3.1 Before the 2018 General Election
As explained in great detail on the efficient market theory, stock market will reflect on all
historical information and new information. Referring to the statement above, where the
government have never changed for 61 years, this shows that the government at that time
was stable. A stable government will reflect stable stock price movement, this is after
incorporating all relevant information of new and past. Thus, it is not surprising if the
stock market does not show any abnormal returns before the general election, due to the

confidence of investors that the current government will again be re-elected.

This is in parallel with the study conducted by Chuang and Wang (2009) using US,
Japan, Britain and France as samples. This study suggested that political changes in the
national level will give negative impacts towards stock market returns. The argument
behind the finding is differences between political parties will have different economic
agendas, leading to regular changes in the economic policies where investors see it as
significant uncertainties. This means that whenever there is change of government there

are possibilities that the market will act to it accordingly.

However, in the case of Malaysia, there are 61 years of evident that Barisan Nasional
may be re-elected. This shows that the investors are able to predict the results based on
Nofsinger (2004) that says stock market also can be used to predict and indicate whether

the government incumbents will be re-elected.
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Contrarily, predictably, the uncertainty of the government can affect the stock market.
The uncertainty of government can happen when the public or the investors are unable to
predict the future of the politics in a country, such as they are unable to predict who is the
possible winner in the election, or will the Prime Minister lose the vote of no confidence
in Parliament. For example, Li and Born (2006) examined the presidential election
uncertainty and stock returns in the United States. They claimed that there is important
evidence of the impact of political results on business cycles and stock markets. In the
same way, Kabiru et. al. (2015) suggested that the political uncertainty around elections

creates economic uncertainties, which increases investors risk aversion.

However, conclusions about how stock prices are affected by political events vary
depending on the type of events and depending on the country investigated (Lehander
and Lonnqvist, 2012). Political elections effect on stock market performance is mainly
due to investors' expectation (Bialkowski, 2008). Whenever investors are optimistic
about the future of the economy, they are more inclined to invest in the stock market. On
the contrary, whenever investors feel insecure with the future or policy of the country,
they are more likely to withdraw from the market. Specifically, in the pre-election
periods, general public and investors may be affected by the election campaign rhetoric
and the promises made by the candidates, which can cause dramatic changes in the stock

prices.

In the same way, similar situation also happens in Malaysia. Chia (2019) found out that

during the past general elections held in Malaysia, evidence from the previous study
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showed there was a significant election effect in stock volatility (Lean and Yeap, 2016).
The Malaysian stock market encountered a significant higher volatility in pre-general
election periods during the 12th and 13th General Election. This finding is evident by the
positive and highly significant pre-general election dummy coefficients for all the stock

indices model estimation.

In the context of the 14th General Election in 2018, there are several series of event prior
to the election that may be useful to predict the results. One of it was the scandal of
IMDB which was related with the former Prime Minister, Najib Razak (The Star, 2018).
This scandal has become one of the important people’s sentiments that was played by the

opposition that may cause the voters to swing during the election day.

2.3.2 After the 2018 General Election
After the election result was announced, the news shocked not only the locals, but also
globally. The unexpected has actually happened, when the first time in Malaysia the

government has changed.

Market shock after an election can be caused by several factors such as a narrow margin
of victory, lack of compulsory voting laws, change in the political orientation of the
government, or the failure to form a government with parliamentary majority
significantly. With that information, the market will be expecting to show some reaction
after the change of government. This is in line with the market efficiency theory where

market efficiency suggests that prices reflect certain information related to asset pricing
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and that it is therefore not possible to earn abnormally high average returns using said
information. However, as new information randomly arrives, prices will change

randomly. This said information are referring to the election results.

Evidently, Faridah et. al., (2020) said after examining closely the performance of stock
market after the 12th and 13th general elections, the researchers found that, there is an
opposite direction in the movement of stock market after the 12th general election and
13th general election. This situation poses an attention to this study to further investigate
the impact of the latest 14th general election as it is the most recent general election. In
the same article wrote by Faridah et. al. (2020), the statistics revealed that out of five
general elections, only two elections pose a positive effect on the stock market which

were on the 10th and 13th general election.

In year 2018, as new political parties resume the government after they shockingly won
the 14th general election, the daily stock market returns would be expected to be
decreasing significantly after the change of government. This is because public and
investors may have lower confidence with the capability of the new administration in

handling the government that is causing the market to react accordingly.

2.4  Change of Malaysian government in 2020 and stock market reaction

Two years after the new government rulings, Pakatan Harapan showed signs that they are

not going to rule until the end of their terms. Rumors started to spread saying there are
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camps in Pakatan Harapan that are causing the elected Members of Parliament to start

choosing sides.

The climax of the plot is on the night of the ‘Sheraton Move’ (The Star, 2020), where
several members of Parliament gathered in secret, trying to plan something, which
includes parties from both sides of government and opposition. Two days later, on 24th
February 2020, the former Prime Minister released a media statement stating that he
resigns as the Prime Minister because of he lost the confidence of the majority of MPs
(The Star, 2020). However, he was then reappointed as the interim Prime Minister during
the political uncertainty period which lasts for one week, this ended when the new Prime

Minister was appointed, Mahiaddin Yassin.

This event of changing of the government is unprecedented and never happened before in
Malaysia, and this even rarely happen in any other country. However, with the smooth
transition of leadership of the country that happens democratically have proved that the

government can be changed even without undergoing the general election.

2.4.1 Before the change of Malaysian government in 2020
Several days before the change of Malaysian government that happened in 2020 as
mentioned above, there are series of news and announcement from both sides of the
government and the opposition. All news and announcements made by them indicates
that during this time, there are political instabilities in Malaysia. This condition happened

for more than one week, until Mahiaddin Yassin was appointed and was sworn in on 1st
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March 2020. With this information, it is expected that there will be negative movements
of the stock market during political turmoil that happened before the change of
government. Niederhoffer et. al. (1970) supports this claim with argument that changes in
the government administration caused by elections tend to affect financial policies or

legislation, thereby significantly affecting the stock prices.

In parallel to that, Bialkowski et. al. (2006) said that based on the investigation on the
stock market volatility, it is based on at least three grounds. First, the uncertainties about
the next elected government has important implications for risk averse investors. Prior
research has shown that investors are undiversified internationally and they exhibit a

significant home bias (Baxter and Jermann, 1997).

During the 1 week of political uncertainty, it is expected that the market will react
accordingly. There will be stock market reaction in terms of abnormal returns, this is
backed-up by empirical studies done by several research that political uncertainty will

cause the stock market to react.

Likewise, Mehdian et al. (2008) noted that the greatest degree of uncertainty resolution,
the highest observed returns should be expected in the time period. Based on Campello
(2007) observation, incoming general elections may create uncertainties which may
affect investors’ decisions and behaviors. This effect may not only happen during

elections, but also during political uncertainties and before the appointment of a new
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government. Changes in investors’ behaviors are reflected from the activities at the

Securities Exchange.

To illustrate, the market reaction before the change of government happens because of
the flow of information. To put into perspective, there are several information that may
affect the investors decision, for example as put together by Pastore and Pietro (2013), in
questions term: which political parties have the highest possibility to win in the general
election? What is their economic orientation? Are their manifestos may impact the
country’s economy if they win? Which economic sectors will be affected if certain
parties rules the nation? Who is their Prime Minister candidate? Do they have talented
individuals to become ministers? What is their stand on corruption? What is their
ideology? This information is in parallel of EMH theory, where the stock price will
reflect all available information for public. When this information is uncertain, the stock

market is going to react accordingly.

2.4.2 After the change of Malaysian government in 2020
On 1st March 2020, questions have been answered when the National Palace summoned
Mahiaddin Yassin to take oath as the new Prime Minister. With this news, the political
uncertainty happens in Malaysia starts to slowly subdue. Followed up by the release of
the list of new cabinet members that are aligned, familiar names that have years of
experience in becoming ministers. This followed up by the news and announcements
showing that the government are trying to build up the confidence of the public and

investors, indirectly trying to stabilize the market.
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According to Brown et. al. (1993), in responding to the increase of uncertainty, investors
usually set stock prices below their fundamental values. An upward corrective trend in
security prices will then follow as the new Prime Minister becomes more certain. As
election-induced uncertainty is reduced, the risk adjusted expected return should fall and

stock prices should rise (Brown et. al., 1993).
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CHAPTER 3

METHODOLOGY

3.0 Introduction
This Chapter deals with the way the research was carried out and the methods used in
enabling the study to achieve its main objective. This involves research design, sampling,

data collection procedure and data analysis.

3.1  Research Framework

Several authors have come out with several different models in analyzing the
entrepreneurial intention. The following frameworks are some of the established
frameworks that has been developed by the previous researchers related to the market

reaction:

[ Political cycle during election

Stock Market
Reaction

[ Leadership of new appointed President/Prime Minister

|

Figure 3.1

Stock market reaction model from Chuang and Wang (2009)

Figure 3.1 showed the research framework that investigate the influence of political cycle
during election and leadership of new appointed President or Prime Minister on the stock
market in US, Japan, Britain, and France. These studies claim that political cycle, parties,

and candidateship may have different effect on the stock market return.
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[ Political event
Stock Market

Reaction

[ Change in government administration

Figure 3.2
Stock market reaction to political change model from Kim and Mei (2001)

Figure 3.2 showed the framework used by the authors examine the impact of political
events on market volatility and return using a component-jump filter and figured those

changes in the government administration will somehow affect stock markets.

Based on the literature review discussed in the last Chapter and suggestions by several
studies, this study has developed a framework. As for this study, the framework related to
the market reaction that will be developed is inspired by the several studies conducted for
the past few years. The following conceptual framework is developed based on the
literature review with the intention of answering the research questions and meeting the

research objectives.

Independent Variables Dependent Variables

Before Malaysian General Election in 2018

After Malaysian General Election in 2018
L J Abnormal

( . _ ) Return
Before change of Malaysian Government in 2020

After change of Malaysian Government in 2020

Figure 3.3
Conceptual Framework for this study
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Firstly, there are four independent variables that set in two different event which is the

Malaysian General Election in 2018 and change of Malaysian Government in 2020. Both

events then split up into two variables which is before and after. All these four events are

expected to have some relationship with the abnormal return as the indicator for the stock

market reaction, that will be explain further in hypothesis below.

3.2  Hypothesis

The research hypothesis for this study is derived based on the basis of the research

objectives, research questions and literature review:

Objective 1:

Hypothesis Ho:

Hypothesis Hi:

Objective 2:

Hypothesis Ho:

Hypothesis Ho:

To analyze the abnormal return on FTSE Bursa Malaysia KLCI
before the Malaysian General Election in 2018.

There is no significant abnormal return on FTSE Bursa Malaysia KLCI
before the Malaysian General Election in 2018.

There is a significant abnormal return on FTSE Bursa Malaysia KLCI

before the Malaysian General Election in 2018.

To analyze the abnormal return on FTSE Bursa Malaysia KLCI
after the Malaysian General Election in 2018.

There is no significant abnormal return on FTSE Bursa Malaysia KLCI
after the Malaysian General Election in 2018.

There is a significant abnormal return on FTSE Bursa Malaysia KLCI

after the Malaysian General Election in 2018.
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Objective 3:

Hypothesis Ho:

Hypothesis Ha:

Objective 4:

Hypothesis Ho:

Hypothesis Hs:

To analyze the abnormal return on FTSE Bursa Malaysia KLCI
before the change of Malaysian government in 2020.

There is no significant abnormal return on FTSE Bursa Malaysia KLCI
before the change of Malaysian Government in 2020.

There is a significant abnormal return on FTSE Bursa Malaysia KLCI

before the change of Malaysian Government in 2020.

To analyze the abnormal return on FTSE Bursa Malaysia KLCI
after the change of Malaysian government in 2020.

There is no significant abnormal return on FTSE Bursa Malaysia KLCI
after the change of Malaysian Government in 2020.

There is a significant abnormal return on FTSE Bursa Malaysia KLCI

after the change of Malaysian Government in 2020.

3.3  Research Design

This study attempts to use event study methodology to test the hypothesis that have

developed and identified. Event study methodology is one of the most popular statistical

designs used in research in the area of finance, as it is simple, elegant and functional.

According to researchers, even the simpler version of this methodology works well and

produce results. Event studies are based on the theoretical framework of efficient capital

markets and the notion that security and share prices include all information available to

the market. As a result, announcements provide to market participants information that

can be impounded into the market price (Konchitchki and O'Leary, 2011).
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The event study approach is commonly used when investigating stock price effect on
specific types of events. Thus, event study research design is used as they provide a
powerful setting to examine the informativeness of an event as assessed by market
participants. It involves defining the event, estimating the event period, estimating
whether the stock price changes beyond the “normal,” or expected changes, in response
to the event announcement, and examining to determine the extent to which the event
changes the market participants' evaluation of the stocks as explained by Nagm and

Kautz (2008) illustrated in Figure 3.4

[estimation window] [ event window ] [post-event window]

|
i
To T1 0 T2 Ts

Figure 3.4

Event study windows as presented by Nagm and Kautz (2008)

Since this study sought to investigate the stock market reaction to the change of
government, a time-series design was deemed to be the best design to fulfill the objective
of the study. The impact of important political event such as general election and change
of government, towards the stock market reaction would show in the form of significant
abnormal returns or earnings, or also called residual or prediction errors, which is excess
earnings or returns above what is normally expected for a particular security during the

‘no-news’ scenario.
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Event study methodology generally involves the following steps: identification and
definition of the event of interest; identification of event window for the event basing on
the event date; selection of sample set for testing the hypothesis; prediction of normal
returns; determination of abnormal returns; and testing whether the abnormal returns are

statistically different from zero.

3.3.1 Identification of the event of interest
Identification of the event of interest is of particular importance in conducting the event
studies. The event is often normally related to the dissemination of some specific
information to the investing public by means of the press of some commonly used media
and it could be event specific relating to a particular firm, sector or industry, or an event

affecting overall market.

As explained earlier, the event of interest for this study is the important political event in
Malaysia for the last five years. The first event selected is the General Election in 2018.
For this event, date of 10th May 2018 is selected as day ‘0’ as the day the new Prime
Minister of Malaysia sworn in (Teoh and Leong, 2018). The second event selected is the
change of Malaysian Government which happened in 2020. Date 1st March 2020 is
selected as day ‘0’ as it is the day of new prime minister takes oath as Eight Prime
Minister (The Star, 2020). As the event has been explained and mentioned earlier in this

paper, further elaboration may not be necessary.
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3.3.2 Identification of the event window
An event window is needed in event study to capture the impact of the political event on
dates surrounding the event of interest. Too long of event window may allow for other
events to creep in which case it would become difficult to determine the actual impact of

a single event of interest.

On the other hand, too short an event window may fail to capture the full impact of the
political event or the event of concern, even after eliminating multi-event during the
event window period. Furthermore, the more days in the event window, the lower the

power of the event study methodology (Brown and Warner, 1980)

There is no standard event window period among researchers in event study. A
comparison of event window period among studios on bond rating announcements shows
no standard event window periods. Holthausen et. al. (1986) used 4 event-window
periods namely day -300 through day -61, day -60 through day -1, day 0 through day +1
and day +2 through day +60. Goh and Ederington (1999) used a 6-week event window
period. Goh and Ederington (1993) used 5 event-window periods which is day -30
through day -1, day -10 through day -1, day O through day +1, day +2 hrough day +11

and day +12 through day +30. Elayan et. al., (2003) used a 50-day event window period.

In this study, an event window period of 10 days is chosen. For the ‘before-event’
window, day -11 through day -1 was selected. Meanwhile for ‘after-event’ window, day

+1 through day +31 as post-event as shown below using the timeline.
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To T1 T2 0 Ts T4
k e HH y
Y Y ¢ Y
[estimation window] [before-event window] [event day] [after-event window]
250 days 10 days before 2018 2018 General Election 10 days after 2018
General Election in10 May 2018 General Election

Figure 3.5

Event study windows for event of Malaysian General Election in 2018

Event study windows shown in figure 3.5 above are designed for event interest of
Malaysian General Election in 2018. This event study windows are designed to observe
the relationship of 10-days before the general election and 10-days after the general

election towards the stock market reaction.

TO Tl T2 0 T3 T4
| I HH I
N J
v N v J ¢ \ v J
[estimation window] [before-event window] [event day] [after-event window]
250 days 10 days before change = Change of government 10 days after change of
of government in 1 March 2020 government
Figure 3.6

Event study windows for event of change of Malaysian Government in 2020

Meanwhile, figure 3.6 shows the event study windows for event interest of change of
Malaysian Government in 2020. This event study windows are designed to observe the
relationship of 10-days before the change of government and 10-days after the change of

government towards the stock market reaction.
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3.3.3 Identification of the observation window
Observation window or also known as estimation-periods is the period from where the
observation is made to predict the return. Judgement on the part of the researcher is
required in deciding the parameters for the estimation-period as there are no standards as
to the number of days to be included. Typical lengths range from a low of 100 days to a
high of 300 days (Peterson, 1989). A long period would contaminate the calculation of o
and P, to calculate the Risk-adjusted model of abnormal return (refer to Equation 3.6)
with the occurrence of major events during this period. Richards and Deddouche (1999)
used a 33-week period; Goh and Ederington, (1993) used 254-days; and Holthausen et al.

(1986) used 300 days to name a few.

This study uses a 250-day estimation period as it is felt that it would be sufficient to
determine the mean returns; and the o and B figures of the securities concerned and at the
same time to avoid major events from contaminating the calculation of o and f.
Furthermore, the period also falls within the typical lengths used by researchers
(Peterson, 1989). The estimation period would commence from day -11 through -261 In

this study.

The estimation period selected of 250-days is meant to represent the 1 year of trading.
NYSE and NASDAQ in average have 253 trading days a year. In estimating the trading
days of Bursa Malaysia, all weekend and national public holidays should be subtracted

from 365 days.
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The other issue is the selection of the estimation period in relation to the event window
period. Some researchers use an estimation period which falls immediately before the
event window period; some use the period immediately after the event window period
and even some others apportion the estimation period partially before and partially after
the event window period. Goh and Ederlngton, (1999) Used the period immediately
before the event window period; Goh and Ederington, (1993) used a combination of
before and after the event window period; and Richards et al, (1999) used the period

immediately after the event window period.

For this research, observation window is choosing to be before the event, starting from 1
day after the before-event window (day -11) up to day -265. This decision is made with
assumption that the expected return under ‘no-news’ condition should be almost the same
with before the change of government happen. This assumption is based on if the

incumbent government were re-elected or stay in power.

3.3.4 Prediction of normal returns and abnormal returns
Normal returns would mean the return expected under a ‘no-news’ scenario which means
that the expected returns in the absence of any new information in the marketplace. There
are three methods used in arriving at the normal return of a particular security. They are
the mean adjusted model, market adjusted model and market model (Peterson, 1989).

This step 1s explained in greater detail in sub-Chapter of ‘Technique of Data Analysis’.
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3.3.5 Type of Study
The nature of this study is quantitative design which investigates the relationship between
the independent variables and the dependent variable. According to Sekaran, Robert and
Brain (2001), as for social sciences and business-related field, quantitative is a suitable
and common use for the empirical evidence, besides, being able to determine and validate
the connection between the variables (Leedy and Ormond, 2005). For this particular
research, descriptive study will be applied as this method usually outlined in order to
explore, describe or relate the characteristics of a person, events and situations (Sekaran

and Bougie, 2013).

3.4  Sampling

This section details out the procedures undertaken in selecting and designing the sample
for testing the data in the study. Sample selection is an important area of concern in
research as the sample should be able to ultimately represent the total population and
enable the researcher to draw generalizations in his research. There are various
alternative sampling techniques available to a researcher to choose from depending on the

circumstances of the case.

For this study to meet its objective, a representative market index needs to be selected to
observe the stock market reaction during the event window. Market index is a
hypothetical portfolio of investment holdings that represents a segment of the financial
market. There are 30 indices currently listed by Bursa Malaysia, to name a few, FTSE

Bursa Malaysia Kuala Lumpur Composite Index (FBMKLCI), FTSE Bursa Malaysia
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Top 100 Index (FBMT100), FTSE Bursa Malaysia Mis 70 Index (FBM70), FTSE Bursa

Malaysia ACE Index (FBMACE) and FTSE4Good Bursa Malaysia Index (F4AGBM).

In the selection of market index as a representative of Malaysian stock market reaction,
only one index is chosen to avoid heterogeneity in index sources and index type. It also
narrows the focus to only one index. In this regard, FBMKLCI are used for the study as it
is the main index that are widely used in study as seen on study conducted by Faridah et.

al. (2020) and Chia et. al. (2019).

As explained in the Chapter 3.3.1 entitled ‘identification of the event of interest’, two
major political event that cause the change of Malaysian Government have been selected.
These events will be marked as day ‘0’. Next task is to determine the estimated event
window and observation period in terms of calendar dates using the event day (day ‘0’).
If the event day falls on a Saturday, Sunday, public holiday or any other day on which the

FBMKLCI is closed, then the following trading day will be taken as the event day.

The estimated time frame for the data collection is two months forward from the event
day and fourteen months backwards from the announcement date. For event day of 2018,
the event date is on 10th May 2018. However, 10th and 11th of May was recognized as
national public holiday, and 12th and 13th are Saturday and Sunday, the event date
selected is 14th May 2018. Then, the estimation time frame for the data collection is from
14th March 2017 until 14th July 2018. Meanwhile for the event day of 2020, the event

date is on 1st March 2020. Because of that day was recognized as national public holiday,
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the next trading day was selected as the event day which is 2nd March 2020. Thus, the
estimation time frame for the data collection is from 2nd January 2019 until 2nd May
2020. More days are included in the estimated event window and observation window at
this stage to ensure data sufficiency after eliminating weekends, public holidays and other

days which the FBMKLCI or selected proxy market index is closed.

3.5  Data Collection Procedures

This section explained in detail the procedure involved in gathering data for the study.
This study made use of secondary data sources which the researcher obtained from the
Bursa Malaysia. There are two types of data will be collected for the study which is the
daily closing of FTSE Bursa Malaysia KLCI (FBMKLCI), and daily closing of selected

proxy market index.

3.5.1 Daily closing of FBMKLCI
Using the list of dates that were selected and prepared in Chapter 3.4 above, the daily
closing prices of FBMKLCI are obtained from Bursa Malaysia website

(https://www.bursamalaysia.com/). Bursa Malaysia website contains the current and past

market information on share prices and local index such as FBMKLCI and it enables the
user to download the required data into Microsoft Excel format. This saves time and
eliminates the problems of keying-in errors. The closing prices for the estimated time
frame were downloaded, and the dates to be eliminated are deleted from the lists. Only
after this process are the real calendar dates for the event window period and the

observation period is determined.
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3.5.2 Daily closing of proxy market index
To make sure that this research is inclusive, three proxy market indices are selected to
represent the different proxy scale, which are global index, emerging market index and

southeast Asia index. The selected proxy market index are as follows:

1. Global index : The Standard and Poor 500’s (S&P500)
2. Emerging market index : iIShares MSCI Emerging Markets ETF (EEM)
3. Regional index : Global X FTSE Southeast Asea ETF (ASEA)

In selecting the global index, the most widely used in research are The Standard and Poor
500’s (S&P 500). This can be seen on Qiu (2014), Kim & Perry (2017) and several other
similar paper. S&P 500 is a stock market index that tracks 500 largest companies listed
on stock exchange in the United States. This index is managed by the Standard and Poor
since 1957 and it is one of the most commonly followed equity indices. The global index

is used to compare the result of abnormal return against the global share price movement.

For the emerging market index, iShares MSCI Emerging Markets ETF (EEM) are
selected. This index is managed by Morgan Stanley Capital International (MSCI) and it
seeks to track the investment of an index composed of large and mid-capitalization
emerging market equities. There are 12 emerging countries included in this index which
are China, Taiwan, South Korea, India, Brazil, South Africa, Russian Federation, Saudi

Arabia, Mexico, Thailand, Malaysia and Indonesia. Difference with the global index, the
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emerging market index sometimes more fluctuate compared to the global index. Thus,

this information can be used to compare the stock price movement.

For the regional scale, Global X FTSE Southeast Asea ETF (ASEA) was selected. This
index tracks the performance of the 40 largest and most liquid companies in the five
ASEAN regions: Indonesia, Philippines, Singapore, Malaysia, and Thailand. This
regional index is expected to be more sensitive towards the news on local and

neighboring countries.

For all selected market index above, the data is downloaded from famous and widely

used finance portal of ‘Yahoo! Finance’ (https://finance.yahoo.com/). This portal enables

the user to download all historical data of the index listed above with ease and enable it to
be downloaded in Microsoft Excel format. As highlighted earlier, it is important to
reduce all possible error during obtaining the data, thus this portal offer the user to
download data on the trading days. Thus, there are no extra step needed to manually

eliminate the data of no-trading days such as weekend or public holidays.

All of these closing price of proxy market index are then matched to the FBMKLCI data
according to the estimated event window and observation periods in calendar dates. This
is to ensure that the KLCI dates matches with the sanitized dates for the event window
period and the estimation period. The complete set of KLCI and proxy market index for
the related dates are used subsequently for data analysis as explained in Chapter 3.6

entitle ‘Technique of Data Analysis’ below.
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3.6  Technique of Data Analysis
This section elaborates on the techniques or procedures used in analyzing the sample and
raw data gathered as explained in Chapter 3.4 entitle Sampling and Chapter 3.5 entitles

Data Collection Procedures.

The data analysis will be perform using the Microsoft Excel software. There are several

steps involved at this stage of the research process as enumerated below.

3.6.1 Computing the daily returns
This step will be done for each daily data on all daily data on estimated time frame which
includes the event window and observation window. This calculation will be made for
daily closing for FBMKLCI and all proxy market index which is S&P500, EEM and

ASEA.

Computation of daily returns may be done in two method which is arithmetic and
logarithmic. Calculation of return using arithmetic methods may not really suitable for
some academic and valuation settings due to the continuously arithmetic returns are not
symmetric. To avoid this, log returns are used. Log returns are far superior to arithmetic
returns since the sum of the repeated samples from a normal distribution is normally
distributed. For each of the days, the daily returns on the share price of FBMKLCI are

computed and expressed using the following formula:
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Py .
Ri;; =1In (P ) (Equation 3.1)

it—1
Where,

Ris means daily returns of KLCI, i for day ¢

Pi; means closing price of KLCI, i for day ¢

Pis1 means closing price of KLCI, i for 1 day before ¢

While the daily returns of the proxy market index of S&P500, EEM and ASEA are

computed using the following formula:

o (Pme ,
R, =Inl— (Equation 3.2)
Py
Where,
Rone means daily returns of proxy market, m for day ¢
Pt means closing price of proxy market, m for day ¢
Pus1 means closing price of proxy market, m for 1 day before ¢

3.6.2 Computing the abnormal return using expected return models
Normal returns would mean the return expected under a ‘no-news’ scenario which means
that the expected returns in the absence of any new information in the marketplace. In the
context of event studies, expected return models predict hypothetical returns that are then
deducted from the actual stock returns to arrive at 'abnormal returns'. There are 3 methods
used in arriving at the normal return of a particular security. They are the mean adjusted

model, market adjusted model and market model. (Peterson, 1989).
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In the market adjusted model, the current return on the general market is taken as
representing the normal return of a particular security under a ‘no-news’ scenario. This is
based on the premise that the best predictor of returns for a given security is the current
return on the market (Peterson, 1989). The returns on a particular security are not used in
this model in calculating the normal returns. This model assumes that the security in
question should at a minimum earn the market return. The return on the market here
would mean the return on a representative or proxy index that broadly reflects the sectors
of the economy, which in this research, the market proxy selected are S&P500, EEM and
ASEA. A review of the literature on event studies pertaining to bond ratings- impact on
equity returns indicates a marked absence in the use of this method. Using the actual
market return is the simplest way to 'control' for potential effects of the event on the
general market, yet it does not adjust for basic CAPM risk and thus abstracts from the
focal firm's distinct systematic risk profile. In the market adjusted model, the return of the
reference proxy market (m) on day 7 is subtracted from the return of KLCI (i) on day ¢.
We get for the abnormal return:
MKAR;; = Rit — Ryt (Equation 3.3)

Where,

MkAR;  means Market-adjusted Abnormal Return of KLCI, i for day ¢

Rit means daily returns of KLCI, i on day ¢

Rine means daily returns of proxy market, m on day ¢

While in the mean adjusted model the average return on a particular security over an

extended period, called the estimation period, is determined. In the comparison period
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mean model the abnormal return in the event window is the return of observation i on day
¢t minus the average return of the observation 7 in the estimation window:

MAR;; = R;; — R; (Equation 3.4)
Where,

MAR;; means Mean-adjusted Abnormal Return of KLCI, 7 for day ¢

Rit means daily returns of KLCI, i on day ¢
R means the average return of KLCI, 7 in the estimation window
Ty
_ 1 _
R, = To=T, z R;; (Equation 3.5)
l=To
Where,
> Ri means sums of daily return of KLCI, i for period ¢
Ty means the first day of the observation window, i.e. day -261
T means the last day of the observation window, i.e. day -11

To- T means numbers of day from day To to day T

Whereas in the market model, or interchangeably called Risk-Adjustment model, a
slightly more complicated procedure is used in arriving at the normal returns of a
particular security. Here, both the market and the specific stock return are used in
calculating the normal returns unlike the other two methods. The ordinary least square
(OLS) technique is used to regress the daily market returns against the daily returns on a
particular security collected over the predetermined estimation period. The OLS

technique also assumes a linear relationship between these two variables (market and
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stock returns). This linear relationship produces two values, a, a constant or the intercept
value and B, the slope coefficient to arrive at the following equation of normal returns.
The market model considers the focal firm's individual CAPM risk by multiplying the
market return with the firm individual B factor. Although the market model is widely
accepted as the standard model, there is also some criticism. The model assumes that the
risk-free interest rate included in the o factor is constant, which conflicts with the

presumption that market returns vary over time.

MMAR;; = R;;y — (a; + BiRm¢) (Equation 3.6)
Where,

MMAR;; means Risk-adjusted Abnormal Return of KLCI for day t

Rit means daily returns of KLCL i on day ¢
0 means the intercept or constant of KLCI, 1
Bi means the slope coefficient of KLCI, 1

3.6.3 Computing cumulative abnormal return (CAR) across event window
Aggregation of the individual security excess returns requires examining the cross section
of excess for each period, where each period is relative to the announcement date. The
announcement date may be a different calendar time period for each security and thus

excess returns are aligned in event time (Peterson, 1989).

The average abnormal return for each of the 10 days of the event window period are

aggregated to arrive at a single value. This action is performed separately for each of
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abnormal return model of MAR, MKAR and MMAR and the results noted. All of the
abnormal return model is next aggregated for the event window period to arrive at the

cumulative abnormal return or CAR using the following formula:

Th4a
CAR;, = Z AR;, (Equation 3.7)
i=Ty
Where,
CARin means cumulative returns of KLCI, i for period of length n (event
window)

> AR;y  means sums of daily return on KLCI, i for period length n (event

window)
T, means the first period in which the AR in is accumulated
Th+1 means the last period in which the AR in is accumulated

3.6.4 Computing buy-and-hold abnormal return (BHAR) across event
window

BHAR is an alternative measure to CAR, which is defined as a strategy where a stock is

purchased at the first closing market price and holds them for a long time. The BHAR is

based on this principle and calculated abnormal returns by deducting the normal buy-and-

hold return from the realized buy-and-hold return, which based on Ritter (1991), the

return excludes the initial underpricing period. This can be calculated using the following

formula:

Thya
BHAR;, = 1_[(1 +Ri;)—1 (Equation 3.8)

i=T,
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Where,

BHAR;, means buy-and-hold returns of KLCI, i for period of length n (event

window)

Ris means daily returns of KLCI, i on day ¢
T, means the first day of the event window
Th+1 means the last day of the event window

3.6.5 Statistical test of significance
The statistical test of significance is carried out to determine whether the abnormal
returns computed are statistically different from zero in deciding whether to accept or

reject the hypothesis in question.

There are many statistical tools used in event studies by researchers. However, the
commonly used test of significance by almost all researchers ais the t-test. In this study,
the t-test of significance is utilized to test statistically whether the abnormal returns due to
the occurrence of the political event is significantly different from zero. The t-test is

appropriate as the sample sizes are small.

In calculating the t-test, standard deviation for the observation period needs to be

determined first. This can be done using the following formula:

T
_ .1
o; = Z (R;t — R))? T (Equation 3.9)

i =To
Where,
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o means the standard deviation of KLCI, i

To means the first day of the observation window (day -261)

T, means the last day of the observation window (day -11)

Ris means daily returns of KLCI, i during observation window

Ri means the average return of KLCI, i over period of the observation
window

T means the number of days during the estimation period, i.e. 250 days

There are some modifications done in the calculation of standard deviation by some
researchers although the simpler version as shown above is also commonly used.
Although the sijmpler version used here is not precisely correct in the statistical sense,
the effect upon the outcome of the statistical test is usually minimal because the

adjustment done to the standard deviation is generally close to one (Peterson, 1989).

From there, the t-test value can be calculated using the following formula:

t= CAJIjm (Equation 3.10)
Where,
t means the t-test score
CAR;n means cumulative returns of KLCI, i for period of length n (event
window)
o means the standard deviation of KLCI, i
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If the cumulative abnormal returns of the particular event window are significant, then
the hypothesis can reasonably be concluded that the particular event window carries
information and reflected in the market reacting to it in the form of share price
movements leading to significant abnormal returns, thereby confirming the efficient-

market hypothesis.

Other than t-test, p-value also one of used widely by researcher to show the statistical
significance of relationship between two groups of variables. Fischer (1950) suggested
that 5% (=0.05) level could be used for concluding that fairly strong evidence exists

against hypothesis null. P-value can be calculated using the following formulas:

3.7 Summary

This Chapter has explained several important aspects in the methodology to be carried
out for this study. It discussed in detail the methodology and data collection to be used in
this study. Besides, the research designs also had been described for the purpose of the
study, which is the quantitative research method. Besides, the measurement of
instruments to be used, how sample will be selected and how the data will be analyzed

were presented in this Chapter.
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CHAPTER 4

RESULTS AND DISCUSSION

4.0  Introduction

This Chapter will present the findings and discussion over the study that has been
conducted. The data collected have been analyzed using Microsoft Excel. Texts, figures
and tables are the medium or form used in presenting the analysis of the data gathered.
Hypothesis will be tested throughout the analysis in order to see whether the established
hypothesis is accepted or rejected, and the summary of the findings has been underlined

as to boost up the understanding level among the readers of this research.

4.1  Summary statistic of sample data

The sample that consists of two interest events has been categorized into four event
window which is before Malaysian General Election in 2018, after Malaysian General
Election in 2018, before the change of Malaysian Government in 2020, and after the
change of Malaysian Government in 2020. The above-mentioned event window is then
further analyzed to test its impact towards the market reaction in FBMKLCI by using the
abnormal return method. The proxy index selected to test the abnormal return are
S&P500, EEM, and ASEA. The hypothesis was tested using the t-statistic and p-value,
while the observed t-value at confident level of 95% was used in deciding to accept or

reject the hypothesis.
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4.2  Testing of hypothesis

4.2.1 Market Reaction during 2018 General Election
To analyze the market reaction during 2018 General Election, the abnormal returns are
calculated using all three models of MAR, MKAR and MMAR. Then the cumulative
abnormal return (CAR) and buy-and-hold abnormal return (BHAR) during event window
of before-event and after-event are calculated. This is done by using three proxy market

indices of S&P500, EEM and ASEA.

Comparing both method of CAR and BHAR in Table 4.1, all method of calculating the
abnormal returns, and by using different set of proxy market index, we can see that both
methods tend to have practically similar result. This is because the time frame of the
event window is too short. For a longer time frame, BHAR method should be better to
apply because the nature of BHAR is related to the investments strategy which is called
position trading, in which the investors will buy, then hold for a long time with goals to

realizing the price appreciation despite volatility.

Next is to compare the result of abnormal returns when using three model of abnormal
returns, all three models seem to have practically similar result of abnormal as shown in
Table 4.1. However, when comparing the statistic test in Table 4.2, we can see that
MKAR does not show significant result in after-event window compared to MAR and
MMAR, especially when using EEM and ASEA as the proxy market index. Cable and
Holland (1999) said that the MKAR are accounted for market-wide factors but the risk

and the expected returns using MKAR is constrained to be constant across securities.
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Whereas the statistical test (Table 4.2) also shows that the result for MAR and MMAR

are almost similar.

Table 4.1
Results of CAR and BHAR, before-event and after-event window using S&P, EEM and
ASEA as proxy market index during the 2018 General Election

Before-Event . After-Event
AR Model Window During Window
Mean-adjusted Abnormal Return (MAR)
- CAR -2.144% -0.776% -2.144%
- BHAR -2.144% -0.776% -7.533%
Market-adjusted Abnormal Return (MKAR)
CAR -1.878% 0.809% -7.126%
S&P500 BHAR -1.908% 0.809% -7.032%
EEM CAR -0.831% 2.067% -3.594%
BHAR -0.850% 2.067% -3.643%
ASEA CAR 2.443% 1.698% -1.664%
BHAR 2.445% 1.698% -1.731%
Market Model Abnormal Return (MMAR)
CAR -2.236% 0.018% -7.785%
S&P il BHAR -2.234% 0.018% -2.234%
EEM CAR -2.274% -0.031% -7.930%
BHAR -2.273% -0.031% -2.273%
ASEA CAR -2.800% 0.102% -6.329%
BHAR -2.782% 0.102% -2.782%

However, even though the result of MAR and MMAR are almost similar, according to
Cable and Holland (1999), MMAR are more superior compared to the MAR, and the
MAR returns model fared particularly badly, being rejected against the MMAR model in

all cases that tested in their research.

Hypothesis HO: There is no significant abnormal return on FTSE Bursa Malaysia
KLCI before the Malaysian General Election in 2018.
Hypothesis H1: There is a significant abnormal return on FTSE Bursa Malaysia

KLCI before the Malaysian General Election in 2018.
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To test the above hypothesis, which is the window of before-event, we can clearly see the
pattern in Figure 4.1. From this, it can be clearly seen that the Cumulative Abnormal
Return (CAR) of Market Model are almost moving in straight line. This means that the
market nearly does not give any reaction to the event window of before the 2018 General

FElection.

0.02

-0.12

e CAR (ASEA) e CAR (EEM) === CAR (S&P)

Figure 4.1

CAR using Market Model method and proxy market index of S&P500, EEM and ASEA,
for General Election 2018

This information was backed-up with the statistical test in Table 4.2. In this table, we can
see that all tests of BHAR and CAR, including the methods of calculating abnormal
returns (MAR, MKAR and MMAR), for both statistical test of t-test and p-value gives no

significant result. This means that the market does not give any reaction towards this

event window in terms of abnormal returns. With this information, the hypothesis H1
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needs to be rejected and hypothesis HO to be accepted, which there are no significant

abnormal returns on FTSE Bursa Malaysia KLCI before the 2018 General Election.

Referring to Figure 4.1 above, we can clearly see that after the event of General Election
(day 0’), the cumulative abnormal returns declined in the negative side right after the
event day. The same trend can be observed even when the proxy market index was
changed from S&P500, to EEM and ASEA. This may indicate that there is market

reaction after the event day.

Hypothesis HO: There is no significant abnormal returns on FTSE Bursa Malaysia
KLCI after the Malaysian General Election in 2018.
Hypothesis H2: There is a significant abnormal returns on FTSE Bursa Malaysia

KLCI after the Malaysian General Election in 2018.

To test the above hypothesis, results shown in Table 4.2 needs to be observed closely.
The result shows that there are significant abnormal returns when the proxy market index
used is the global index which is S&P 500. This is realistic for all methods of calculating
abnormal return (MAR, MKAR and MMAR), for both CAR and BHAR, and for both test

of p-value and t-test.
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Table 4.2
Statistical test results of CAR and BHAR, before-event window and after-event window
using S&P, EEM and ASEA as proxy market index during 2018 General Election

Before-Event After-Event
AR Model Window Event Day Window
Mean-adjusted Abnormal Return (MAR)
t-stat -1.446 -1.654 -5.178
- CAR p-value 0.151 0.101 0.000
t-stat -1.446 -1.654 -5.080
- BHAR p-value 0.151 0.101 0.000
Market-adjusted Abnormal Return (MKAR)
CAR t-stat -0.602 0.820 -2.285
S&P500 p-value 0.548 0.414 0.024
BHAR t-stat -0.612 0.820 -2.255
p-value 0.542 0.414 0.026
t-stat -0.200 1.577 -0.867
EEM CAR p-value 0.841 0.117 0.387
BHAR t-stat -0.205 1.577 -0.879
p-value 0.838 0.117 0.381
t-stat 0.752 1.653 -0.512
ASEA CAR p-value 0.453 0.101 0.609
BHAR t-stat 0.752 1.653 -0.533
p-value 0.453 0.101 0.595
Market Model Abnormal Return (MMAR)
t-stat 1514 0.039 5272
S&P500 & p-value 0.132 0.969 0.000
BHAR t-stat -1.513 0.039 -5.168
p-value 0.133 0.969 0.000
t-stat -1.543 -0.066 -5.380
EM B p-value 0.125 0.947 0.000
BHAR t-stat -1.542 -0.066 -5.271
p-value 0.126 0.947 0.000
t-stat -1.871 0.215 -4.229
ASEA CAR p-value 0.064 0.830 0.000
BHAR t-stat -1.859 0.215 -4.202
p-value 0.065 0.830 0.000

However, when the proxy market index were changed to EEM and ASEA, the result of
MKAR in terms of CAR and BHAR shows no significant result. However, when
calculating abnormal returns using MAR and MMAR, all results show significant
abnormal returns. Because only 4 tests (EEM-MKAR-CAR, EEM-MKAR-BHAR,
ASEA-MKAR-CAR, and ASEA-MKAR-BHAR), out of 18 tests shows no significant

result, the research is in favor to accept the hypothesis H2, which there are significant
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abnormal returns after the 2018 General Election. Showing significant abnormal returns
after the event indicates that there are strong market reaction after the 2018 General

FElection.

4.2.2 Market Reaction during change of government in 2020
This particular political event of the change of government has never happened in
Malaysia before. Ever since independence, Malaysia have undergone 14 general elections
with the latest general election took its place in 2018. However, the government that
became Malaysian administration never really change its hands since 1957, not until the
14th General Election which the first time in history that the Malaysian government has
ever change. However, an unprecedented event that happened in 2020, takes Malaysia
into new history making where the administration of Malaysia once again changes but

not going through an election.

This unprecedented event brings an interesting idea to analyze the impact in financial
world, where there may be market reaction towards this event. To look into more in-
depth, the event windows were split into two; before and after event with time frame of

10 days before and 10 days after.

Hypothesis HO: There are no significant abnormal returns on FTSE Bursa Malaysia
KLCI before the change of Malaysian Government in 2020.
Hypothesis H3: There are significant abnormal returns on FTSE Bursa Malaysia

KLCI before the change of Malaysian Government in 2020.

68



To test the H3 hypothesis, the result of the cumulative abnormal return (CAR) and buy-
and-hold abnormal return (BHAR) during the event window can be referred to the Table
4.3, and the statistical test in Table 4.4. We can clearly see that by calculating abnormal
return using MAR method, the result would be significant. Meanwhile when calculating
the abnormal returns using MKAR and MMAR method shows different outcome. In
MKAR method, the result would be significant if the proxy market index used is the
S&P500, but it turns out to be insignificant when the proxy market index changed to
EEM and ASEA. This means that the market is behaving normally and does not react
aggressively when compared to the emerging market index and southeast Asia market
index. Whereas when the abnormal returns were calculated using the MMAR model, the
results showed not significant. The difference of significance in results may be because of

the MMAR method are calculated as risk-free.

As MMAR shows more consistency in data as compared to MKAR, and MMAR is more
widely acceptable method in calculating the abnormal return, this research is leaning
towards to reject the hypothesis H3 and accept the hypothesis null which is there is no

significant abnormal return before the change of Malaysian Government in 2020.
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Table 4.3

Results of CAR and BHAR, before-event and after-event window using S&P, EEM and

ASEA as proxy market index during change of government in 2020

Before-Event

After-Event

AR Model Window (%) Event day (%) Window (%)
Mean-adjusted Abnormal Return (MAR)
- CAR -3.276% -1.018% -3.276%
- BHAR -3.277% -1.018% -12.626%
Market-adjusted Abnormal Return (MKAR)
CAR 9.543% -5.566% 12.275%
S&P500 BHAR 9.779% -5.566% 10.510%
EEM CAR 4.906% -3.213% 13.335%
BHAR 4.927% -3.213% 12.116%
ASEA CAR 4.792% -1.495% 16.000%
BHAR 4.867% -1.495% 15.680%
Market Model Abnormal Return (MMAR)
CAR -2.773% -1.176% -12.166%
S&P500 BHAR -2.788% -1.176% -2.788%
EEM CAR -2.388% -1.220% -10.464%
BHAR -2.407% -1.220% -2.407%
ASEA CAR -2.318% -1.070% -9.729%
BHAR -2.335% -1.070% -2.335%

Next, we will look into the second event window which is after the change of government

in 2020. The following hypothesis will be tested:

Hypothesis HO: There are no significant abnormal returns on FTSE Bursa Malaysia

KLCI after the change of Malaysian Government in 2020.

Hypothesis H3: There are significant abnormal returns on FTSE Bursa Malaysia

KLCI after the change of Malaysian Government in 2020.

By looking closely at Figure 4.2, we can see that the graph behaves almost similar with
Figure 4.1, which the cumulative abnormal returns after the change of government are
moving towards the negative side. This gives us high indication that the market reacts

strongly with the event after the change of government. To make sure that the hypothesis
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is tested accordingly, referring to Table 4.4, we can see clearly the actual degree of the

significance of the abnormal return.

e CAR (ASEA) = CAR (EEM) e CAR (S&P)

Figure 4.2

Abnormal Return and Cumulative Abnormal Return using Market Model method and
proxy market index of S&P500, EEM and ASEA, for change of government in 2020

All methods of calculating the abnormal return, which is MAR, MKAR and MMAR, and
when using different proxy market index of S&P500, EEM and ASEA gives significant

result. This is accurate for both tests, where the p-value results are all below 0.05 and t-

test result are all bigger than 1.96.

By observing the result, this strongly shows and suggests that the market react strongly
with political events. Because of the market ‘shock’ that the government once again
changed after only 2 years of governing Malaysia after winning the 2018 General

Election. Because of this shock, the stock market may react to create an abnormal return.
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Table 4.4
Statistical test results of CAR and BHAR, before-event and after-event window using
S&P, EEM and ASEA as proxy market index during the change of government in 2020

Before-Event Event day After-Event

AR Model Window (%) (%) Window (%)
Mean-adjusted Abnormal Return (MAR)
t-stat 71,988 11.954 7,962
- CAR p-value 0.049 0.053 0.000
t-stat 71,989 11.954 7,664
- BHAR p-value 0.049 0.053 0.000
Market-adjusted Abnormal Return (MKAR)
t-stat 3.324 6131 4276
S&PS00 CAR p-value 0.001 0.000 0.000
SHAR stat 3.407 6.131 3.661
p-value 0.001 0.000 0.000
stat 1.621 3358 4407
CEM CAR p-value 0.107 0.001 0.000
SHAR stat 1.628 3358 4.004
p-value 0.106 0.001 0.000
stat 1.723 21700 5.754
ASEA CAR p-value 0.087 0.092 0.000
Y stat 1.750 71700 5.639
p-value 0.082 0.092 0.000
Market Model Abnormal Return (MMAR)
A t-stat 71,686 22260 27395
- ool 0.094 0.025 0.000
1Ty stat 11.695 22260 7157
p-value 0.093 0.025 0.000
tstat 11.470 22376 “6.441
EEM Gk p-value 0.144 0.019 0.000
SHAR stat 11,482 22376 26.298
p-value 0.141 0.019 0.000
Cstat 11,430 22.089 26.003
ASEA CAR p-value 0.155 0.039 0.000
SHAR Cstat T1.441 22,089 55.893
p-value 0.152 0.039 0.000

With this, the hypothesis H4 is accepted, and the hypothesis null is rejected, which there
is significant abnormal return on FTSE Bursa Malaysia KLCI after the change of

government in 2020.
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4.2.3 Comparison of market reaction in the 2018 and 2020 event
From the hypothesis, we can compare both results of abnormal returns between these two
events. Both events have similarity in which the government of Malaysia was changed
when the new Prime Minister from different political block was appointed as the new
Prime Minister. Even though the nature of both events are different, which in 2018 the
new government raised because they won in the general election, while in 2020 the
change of government happened when the member of parliament expressed their support

for the new Prime Minister, both causing the power shift in government.

When looking at the before-event windows, both events gives the same result, which
there are no significant abnormal returns before the event. This may happen because
investors are not suspecting that the government may change in the 2018 general election.
Because of this, the market may not react strongly within the before-event window in
2018. Meanwhile in 2020, the event happened so sudden that the market does not
anticipate reactions. Even though Mahathir resigned in day-5 (24th February 2020), he
then was reappointed as the Interim Prime Minister. This news may absorb the market

shock and causing the market to not have a significant reaction.

Comparing between the after-event windows of 2018 and 2020, both gives the same
results. Both shows that there are significant abnormal returns happened on both event
windows, and both shows negative abnormal returns as can be seen in Figure 4.1 and
Figure 4.2. This may happen due to the news of the appointment of the new Prime

Minister and sworn in. A new Prime Minister means a new cabinet, new policies, and
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new visions. All this incorporates into market and investors are trying to learn more on
the new government, thus giving shock to the market. This causes the negative abnormal
return of FBMKLCI showing highly significant, indicating that the market is reacting

towards the news.

4.3  Day-to-day analysis

As an additional observation, the calculated abnormal return during both event window
of before and after the event was then tabulated to analyze the day-to-day abnormal
return movement. To make sure the analysis is conclusive, the significant political
announcement was included in the abnormal return table (refer to Table 4.5 and Table
4.5) to observe if there is any market movement corresponding to the political
announcement made during that period. For the sake of this observation, only abnormal
returns calculated using market model (MMAR) are used. This is because based on the
calculation and comparison made and mentioned before, the abnormal return calculated
using market model are the most significant. This is also supported by the study made by
Holler (2014), mentioning the market model have higher acceptance and are widely used

by researchers.
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Table 4.5
Daily AR calculated using Market Model together with daily significant political
announcement during event window in 2018 event window

Event Date Significant political S&P500 as EEM as ASEA as
day announcement proxy index proxy index proxy index
+10  31/05/2018 - -4.481% -3.546% 3.621%
19 30/05/2018 ‘nnounce HSR and MRT3 1.162% -6.026% -5.851%

project scrapped
+8  25/05/2018 - -1.650% -0.633% -0.240%
+7  24/05/2018 - 2.261% 1.442% 1.399%
+6 23/05/2018  1st cabinet meeting -0.521% 0.015% 0.107%
45 21/052018 Mahathir announce debt exceed -0.054% -3.320% -3.069%
1 trillion
+4  18/0522018 x:ia;gr announce full cabinet -0.053% -0.281% -0.255%
43 17050018 Government declared to abolish )55, 0.330% 0.314%

GST starting 1 June
Anwar Ibrahim receive full

+2 16/05/2018 0.522% 0.644% 0.789%
pardon

+1 15/05/2018 - -0.198% 0.912% 0.699%

First trading day after election (9

0 14/05/2018 May 2020) 0.281% -1.220% -1.070%
-1 08/05/2018 - 0.953% -1.449% -1.336%
First trading day after early 5 5 0
-2 07/05/2018 election day (5 May 2020) -0.767% 0.980% 0.819%
-3 04/05/2018 - -0.516% -0.405% -0.255%
-4 03/05/2018 - -0.066% 0.852% 0.832%
First trading day after election N 0 o
-5 02/05/2018 nomination day (28 April 2020) -1.052% -2.303% -2.293%
-6 27/04/2018 - 0.285% -0.139% -0.149%
-7 26/04/2018 - 0.566% 0.257% 0.274%
-8 25/04/2018 - 0.030% -0.209% -0.246%
-9 24/04/2018 - -0.754% -0.364% -0.366%
-10 23/04/2018 - -0.914% 0.391% 0.403%

Referring to Table 4.5 above, there are differences between the results of the abnormal
returns calculated when using different proxy market index. This difference can be
clearly seen especially on day °-2°, *-1°, ‘“+5°, “+7°, and ‘+9°. This difference happened
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because of the differences of movements in S&P500. While in EEM and ASEA the stock

market movement are almost similar, thus giving us similar result and trend.

-10 - - -6 - = / e RS +10

-3.000%

-4.000%

-5.000%

-6.000%

-7.000%

e S& P500 as proxy index e EEM| @s proxy index == ASEA as proxy index

Figure 4.3

Daily abnormal return calculated using Market Model versus in 2018 event window

The result tabulated in Table 4.5 is plotted on a graph on Figure 4.3 to have a better view
on the day-to-day abnormal return during the event window. From this graph we can see
the pattern and trend of each political announcement and relate it with the abnormal

return captured.

Based on the discussion made in Chapter 4.2 when the hypothesis was tested, we have
come to a conclusion that there are no significant abnormal return on FBMKLCI before
the 2018 General Election. Based on this, hypothesis HI was rejected. However,
hypothesis H2 was accepted when the CAR and BHAR calculated results in a significant

abnormal return. Based on this, this discussion will only focus on the after-event window.
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On day ‘0’ today ‘+4’°, the abnormal return is quite small. This means that there is no
significant shock after the change of government in the first four trading days. This
means that the political announcement made during this period may not be affecting the
market when we zoom the result in daily basis. However, on day ‘+5°, there are
significant reaction on market when negative abnormal return was calculated, especially

when EEM and ASEA was used as the proxy market index.

On this day, Mahathir made an announcement that the National debt has exceeded the
RM1 trillion mark during the monthly civil servant assembly in Putrajaya (Kow, 2018).
This news may cause the market shock thus eventually making the abnormal returns to
decline 3.039 point against the EEM and decline 2.814 point against the ASEA.
However, on day ‘+6°, the abnormal returns calculated using the same market proxy gave
a positive number. This indicates that the market has shown an overreaction during the
day of announcement on day ‘+5’. Overreactions may happen due to the shocking news
but are starting to return to normal on the next day. This may happen after the Ministry of
Finance explained that the figure of RMI1 trillion are inclusive of national debts and

national liabilities.

On the same day itself, it can be observed that the result of abnormal return calculated
using S&P500 are not moving significantly for day ‘+5° and day ‘+6’. Different in value
of abnormal returns result by calculating using different proxy could mean that among

these proxy market index, one of it may performed better than the other. Or another
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justification that can be made is that EEM and ASEA index may also be affected with the

shock political announcement made by Mahathir Mohamad on that day.

The second interesting political announcement that is fascinating to discuss is on day
‘+9°. Two days before this day on 28th March 2020 (not a trading day), the government
made an announcement to scrap the HSR project. HSR is the high-speed rail project that
was set forth by Najib Razak during his tenure of being the Prime Minister. The aim of
this project is to connect Kuala Lumpur with Singapore using the high-speed rail which

will reduce the travelling time between these two cities tremendously.

Interestingly, investors are putting high hopes for this project as they forecast that this
will increase the Malaysia economic performance. With new government’s decision to
scrap this project may cause the investors to react with the news and this can be seen on
day ‘49’ and ‘+10° when calculated using EEM and ASEA as proxy market index. This
shock is differed from the shock on day ‘+5°. This is because the abnormal returns on the
next day are still showing negative results. However, when calculated using the S&P500,
day ‘+9’ it gave positive results meanwhile on day ‘+10°, the result became significantly
negative. This lag or reaction happens may be due to the market underreacts to the news

and the reaction only shows on day ‘+10°.

With the same settings as Table 4.1 but in a different event in 2020 (change of Malaysian
government), the result of abnormal return can be referred in Table 4.6 below.

Interestingly, this differs from the result in 2018, the abnormal returns calculated gave
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almost similar result with similar trend even when calculated using different market
proxy, this can clearly be seen in Figure 4.4. Not only that, the trend of the percentage
movement are also almost identical.

Table 4.6

Daily AR calculated using Market Model and significant political announcement during
event window in 2020

Event Date Significant political S&PSQO as EEM as ASEA as
day announcement proxy index proxy index proxy index
+10 16/03/2020 - -4.381% -3.546% -3.621%
+9 13/03/2020 - -5.672% -6.026% -5.851%
+8 12/03/2020 - -1.298% -0.633% -0.240%
+7 11/03/2020  1st Cabinet meeting 1.158% 1.442% 1.399%
+6 10/03/2020 - 0.319% 0.015% 0.107%
+5 09/03/2020 X:Egsrdin announce new cabinet 3 740, -3.320% -3.069%
+4 06/03/2020 - -0.422% -0.281% -0.255%
+3 05/03/2020 - 0.245% 0.330% 0.314%
+2 04/03/2020 - 0.664% 0.644% 0.789%

Bank Negara cuts OPR rate again

1 03/03/2020 % Be 0.946% 0.912% 0.699%
to mitigate Covid-19 impact

0 02/03/2020 f\giif?fmg day after Mahiaddin ;| /¢, -1.220% -1.070%
1 28/02/2020 ] -1.457% -1.449% 1.336%
2 27/02/2020 ] 0.904% 0.980% 0.819%
3 26/02/2020 géi}gg;gefr’;"posed unity 0.317% -0.405% -0.255%
4 25/02/2020 ﬁf‘iﬁi‘f start as interim Prime 0.883% 0.852% 0.832%
5 24/02/2020 Mahathir resign 2.553% -2.303% 12.293%
6 21/02/2020 gi];aggﬂ &f;?ﬁg President -0.159% -0.139% 10.149%
7 20/02/2020 ] 0.116% 0.257% 0.274%
8 19/02/2020 ] 0.157% -0.209% -0.246%
9 18/02/2020 ] -0.419% -0.364% -0.366%
0 14/02/2020 Mahathir announce stepping 0.387% 0.391% 0.403%

down after APEC
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Figure 4.4

Daily abnormal return calculated using Market Model versus in 2020 event window
Again, based on the discussion made in Chapter 4.2 when we tested the hypothesis made,
we have come to a conclusion that there are no significant abnormal returns on
FBMKLCI before the change of government in 2020. Based on this, the hypothesis H3
was rejected. However, hypothesis H4 was accepted when the CAR and BHAR
calculated gives a significant abnormal returns result, where there are significant
abnormal returns on FBMKLCI after the change of government in 2020. Based on this,
this discussion will only focus on the after-event window starting on day ‘+1’ until day

‘+10°.

However, based on the political announcement after the event, there are only two
announcements; when Mahiaddin Yassin announced the new cabinet lineup on day ‘+5’
and the first cabinet meeting on day ‘+7°. For the event on day ‘+5°, the abnormal returns

declined on the negative side. This may indicate that the market are not really confident
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with the new cabinet line-up. Cabinet line-up is really important to a country, because a
competent leader may drive their portfolio efficiently, and ultimately increase the
economic performance of a country. A bad cabinet-lineup will be resulting in the deficit
of trust by the market and investors that they might not have the ability to stabilize the
politics and country. However, on day ‘+6°, the value of abnormal returns is positively
inclining. As explained by Kirivin et. al., when the abnormal return value is changing
from negative on first day to positive on the next day, this may indicate that the market is
overreacting. This also may justify that on the first day of the announcement made by
Mahiaddin Yassin, the market may overreact and may cause the abnormal return to

become negative.

Meanwhile, on day ‘+7°, the day of the first cabinet meeting, the abnormal return is
increasing positively. However, after thorough study and research, there are no news and
announcements made by the government on the outcome of the meeting. The reason why
the abnormal return on this day is increasing significantly is unknown. However, one
reason that may justify this is that there may be information leakage that is causing the

market react to it.

4.4 Summary

This Chapter will be presenting the findings based on the statistical analysis that has been
conducted in clarifying the hypothesis that has been developed at the earlier stage of the
study. The summary of findings, discussions, limitations, recommendations and

conclusion are presented in the following Chapter.
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CHAPTER 5

CONCLUSION AND RECOMMENDATION

5.0 Introduction

The purpose of this Chapter is to discuss the conclusion of the study and to propose
recommendations that can be used for future research. This study aims to help in
examining stock market reactions through abnormal returns of FBMKLCI towards the

change of the Malaysian government.

51  Summary of Findings

The intent of this research is to examine the connection between selected independent
variables of the event window of before the 2018 General Election, after the 2018
General Election, before the change of government in 2020, and after the change of
government in 2020, towards the stock market reactions in FMBKLCI using abnormal
returns method, which are expected to meet the research objectives and answering all the

research questions that have been established at the early stage of the research.

In summarizing the results that aids in meeting the research objectives, only two
hypotheses have been accepted for this research. First, hypothesis H2 which there is a
significant abnormal returns on FBMKLCI after the 2018 General Election. Second is the
hypothesis H4 which there is a significant abnormal return on FBMKLCI after the
change of government in 2020. Notice that both hypotheses are related to the after-event

window.
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Meanwhile there are two hypotheses rejected. Alternatively, HO is accepted, there are no
significant abnormal returns on FBMKLCI for both events; before the 2018 General

Election and before the change of government in 2020.

5.2  Discussion

Further discussion on the findings will take place by referring to the previous literatures
and findings that are related to the variables involved in this research.

Observing the stock market reaction can be done in several methods such as mean
momentum or martingales. For this particular research, the methods chosen to observe
the stock market reaction is by using the event study and abnormal return. The reason
why these two methods were chose that it is simple to understand, it has elegance, and it

is flexible in many situations.

Two events of interest are selected. The events selected are the 14th General Election in
2018 and the change of Malaysian government happened in 2020. Both events shares
high degree of similarities to make sure that it can be related with one another and be able
to compare between the two. The similarities of both events of interest are that both are
major political events happened in Malaysia for the last five years, both even causing big
changes on the Malaysian government where new political party or political alliance was
appointed as the ruling party, and new Prime Minister was appointed. However, the
difference between these two events is that on the first event, the new government rise
through election process, while on the second event, the new government rise because the

Member of Parliament switched sides.
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To make sure that there is uniformity of event study on both events, each event was split
up into two event windows, which are 10 days before event, and 10 days after event.
Which means there will be four event windows that needs to be analyzed. These event
windows are then used as the independent variables (before 2018 General Election, after
2018 General Election, before change of government in 2020, after change of
government in 2020) which the relationship with dependent variables is seeking for. The

dependent variables will be stock market reaction in terms of abnormal returns.

For each event window, the abnormal return is calculated using three models of abnormal
return, which are mean-adjusted model, market-adjusted model, and market model. Then
the compounding abnormal returns are calculated for all models, using two methods
which are cumulative abnormal return and buy-and-hold abnormal return. The results are
then tested by using t-test and p-value to determine the significance of the abnormal

return.

Abnormal return before 2018 General Election vs. abnormal return after 2018
General Election

Referring to results shown in Chapter 4.2, hypothesis H1 (there are significant abnormal
returns on FBMKLCI before 2018 General Election) was rejected while hypothesis H2
was accepted (there are significant abnormal return on FBMKLCI before 2018 General

Election).
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This result interpreted that the stock market does not show any reactions before the
election; however, it shows significant reaction after the election. Based on the history of
general election happened for the past 61 years, not even once have Malaysia changed
government during an election. With this confidence, this may indicate that the market is
confident that the incumbent government will be re-elected after the election, causing the
market to not show any movements before the general election. However, based on Chia
(2019) in pre-election period during the 12th and 13th general election shows positive
and highly significant pre-election coefficient. Similar result in the 14th General Election
seems not in sync with the result of the 12th and 13th general election. This may
happened because during the 12th and 13th general election, the stock market overreacted

due to the high confidence level based on the result of the general election.

Based on the CAR and BHAR calculated after the election, the abnormal return is
significantly negative. This shows that the market is reacting negatively with the election
result. This is an evidence that shows the market are shocked by the election result.
Unpredicted news like this will cause the stock market reaction. Based on CAR and
BHAR, the abnormal return continues to decrease until the end of the event window (day
+10). This maybe happen because of the lateness of the new government to take serious
action in stabilizing the stock price, the cabinet member is not formed until the 11th day

after Mahathir Mohamad sworn in office.
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Abnormal return before change of government in 2020 vs. abnormal return after
change of government in 2020

Referring to results shown in Chapter 4.2, hypothesis H3 (there are significant abnormal
returns on FBMKLCI before the change of government in 2020) was rejected while
hypothesis H4 is accepted (there are significant abnormal returns on FBMKLCI before

the change of government in 2020).

This case is almost similar with what happened in 2018, where before the change of
government, the stock market does not show any reaction, however it shows some
reaction in terms of abnormal returns after the new government was appointed by the

National Palace.

In the event window of before the change of government, there are several political news
and political announcements that have been made by the government and opposition.
With Mahathir Mohamad announcing his resignation 5 days before the event day (day -
5), it is expected that the market will show some reaction towards all political news and
announcements. However, the result of this study indicates otherwise. There are no
significant abnormal returns happened in the event window 10 days before the change of
government. This may occur because of even though Mahathir Mohamad was tendering
his resignation, he has been reappointed as the interim Prime Minister. This decision
made by the National Palace may be one of the factors why the market reaction does not

show any reaction in terms of abnormal returns.
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However, after Mahiaddin Yassin took an oath as the new Prime Minister, the stock
market showed some shocking changes reacting to the news. This might be because the
news is not predictable by the investors. Another factor is because with the new Prime
Minister in place, and new political alliance was taking charge, meaning that new cabinet
members will be appointed, all the government decisions will change to be in favor of the

new government. Thus, statistically significant negative abnormal returns are the results.

Abnormal return before 2018 General Election vs abnormal return before change of
government in 2020
Referring to result shown in Chapter 4.2, both before-event window during 2018 general

election and the change of government in 2020, shows no significant abnormal returns.

These results may indicate the situation of before any political events in Malaysia, stock
market may not affect due to the political news and political announcements. Another
argument that can be made is that the Malaysian stock market may not react to any
premature political events. This is also similar with study made by Faridah et. al. (2020)
in the 10th and 13th general election where there are no statistically significant evidence
for before election effect. This clearly indicates that investors act calmly and does not
make any speculations on the election. The market does not attempt to incorporate the
election news into price before the election occurs. However, more studies needed to be

conducted to test this opinion.

87



Abnormal return after 2018 General Election vs abnormal return after change of
government in 2020

Referring to the results shown in Chapter 4.2, both after-event window during 2018
general election and change of government in 2020, shows statistically significant

negative abnormal returns.

Both happened because the market was shocked due the unpredicted news. Afterall, a
major event occurs in Malaysia that was very unprecedented and unpredictable. When a
new government administration rises, a period of political instabilities will follow. It
takes some period of time for the political heat to cool down. Voth (2002) concluded that
there was extreme stock price index volatility during political instability. In addition,
from his research, it can also be concluded that political uncertainty caused by

government changes tends to cause volatility in stock prices during the turnover.

53  Limitations

There are several limitations in conducting this particular research, which are:

i) Overlapped event

Event study method are really sensitive with the selected event of interest and the event-
window. With two important and significant events overlapping in the selected event-
window, this may influence the abnormal returns and causing the abnormal returns
calculated for the selected even window to be compromised. Because of this concern, the
event window selected for this research are short to avoid this scenario. However, on 25th

January 2020, the first COVID-19 case was confirmed and reported in Malaysia. And on
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12th March 2020, Malaysia reported the first sporadic case of COVID-19. Although
during this time, the number of reported COVID-19 cases grew relatively slow, it does
raise some questions whether it will affect the stock market reaction. While in the global
scale, during the period of time, the COVID-19 cases are growing rapidly especially in
China and South Korea. Because stock markets are traded globally, concern may arise

whether the overlapped events do happen on this study.

ii) Variables of information leakage

The second limitation on this study is that this study does not include the variables of the
information leakage. Information leakage may happen especially when it is related to the
political events. If the information about the event has leaked to the capital market prior
to the event window, the cumulative abnormal returns of the event may cause some bias
and incorrect since a certain part or the totality of the event has already been priced into
the stock price during the estimation window. For example, during Malaysian political
turmoil in 2020, before the government changes, there may be some information leakage
from the National Palace on who will be appointed as the next Prime Minister, or after
the change of government, there may be some information leakage on who will be
appointed as the Deputy Prime Minister or Financial Minister. All this information
leakage may cause some reaction on the stock market and the event has already been

priced into the stock price during the estimation window.
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54  Recommendations
Based on the results of this research, there are several suggestions that can be made to

further on future research on the related topics. The suggestions are as follows:

1. The variables of study can be added to broaden the results of research. The variables of
macroeconomic such as balance of payments, inflation, economic growth and
employment. The future researchers may add the correlation between these variables and

try to link it with the selected political events.

2. The method of looking for abnormal returns in this study are using three models which
are mean-adjusted model, marked-adjusted model, and market model. The future
researchers can try to adopt different models of calculating expected return such as
market model with Scholes-William beta estimation, or market model with GARCH and

EGARCH error estimation, or multi-factor models.

3. The representative index chose in this study to analyze the market reaction is
FBMKLCI. However, there are various other indexes that can be chosen as the
representative index such as FTSE Bursa Malaysia Emas Index, FTSE Bursa Malaysia
Top 100 Index, or FTSE Bursa Malaysia Small Capital Shariah Index. Not only that,
industrial specialize index also can be selected such as Bursa Malaysia Construction

Index or FTSE Bursa Malaysia Palm Oil Plantation Index.
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55  Conclusion

In conclusion, the research objectives have been fulfilled in examining the relationship.
The 14th General Election marks its own history in Malaysia. The first time in history,
opposition was able to defeat political giant in Malaysia, where for the past 13 general
elections, Barisan Nasional managed to conquer the election results, and it came to an
end on the 14th General Election. Again, in February 2020, Malaysia once again records
in the first time of its history, government had fallen democratically, and new political
alliance was appointed as the new government. Interestingly, both events happen in less

than two years, where Malaysian government administration changed twice.

Many studies such as Abiden et. al. (2020), Colén-De-Armas et al., (2017), Liew &
Rowland (2016), and Wisniewski (2016) hypothesize that major political event such as
election or any other means of changing the government, having a significance effect on
the stock market performance, which are also causing the reaction on the stock market. In

this study, stock market reaction is measured using abnormal returns.

With result of the study on accepting the hypothesis H2 (there are significance abnormal
return on FTSE Bursa Malaysia KLCI after 2018 General Election) and H4 (there are
significance abnormal return on FTSE Bursa Malaysia KLCI after change of government
in 2020), this strongly agrees that major political event does cause the stock market to
react. However, because there are not statistically significant abnormal return happened
before the change of government in 2020 and before the 2018 General Election,

hypothesis H1 and hypothesis H3 needs to be rejected.
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Statistically the significance of negative abnormal return that were shown on both event
windows after the 2018 General Election and the change of government in 2020, plus
with cumulative abnormal return that are declining rapidly until the end of event window
(day +10) and continues to decline shows that the market may underreacted on the first 9
days after the new government was formed. This also indicates that the investors are not
confident with the new government until they take action to stabilize the politic situation,
and indirectly stabilize the financial market under the new government administration.
Efficient market hypothesis can also be seen implied to the Malaysian situation, where
the second form of efficiency takes place, or known as semi-strong form, where the
market share prices fully and fairly reflect all publicly available information to all past

information.

This research provides latest empirical evidence on Malaysia political landscape and its
effect on stock market performance. From this findings, the investors, related government
agencies and political personnel must understand the market reaction mechanism and try

their best to reduce market instability.
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APPENDIX

Data & Calculation 1: Calculation AR (MAR) for window 2018

Mean Return 0.033% |

Day Date KLCI Closing Return KLCI AR (MAR)
+10 30-May-2018 1719.280 -4.444% -4.476%
+9 25-May-2018 1797.400 1.217% 1.184%
+8 24-May-2018 1775.660 -1.597% -1.630%
+7 23-May-2018 1804.250 -2.235% -2.268%
+6 22-May-2018 1845.030 -0.462% -0.495%
+5 21-May-2018 1853.580 -0.050% -0.082%
+4 18-May-2018 1854.500 0.003% -0.030%
+3 17-May-2018 1854.440 -0.206% -0.239%
+2 16-May-2018 1858.260 0.543% 0.510%
+1 15-May-2018 1848.200 -0.120% -0.153%
+0 14-May-2018 1850.420 0.212% 0.179%
+1 8-May-2018 1846.510 0.997% 0.964%
+2 7-May-2018 1828.200 -0.743% -0.776%
+3 4-May-2018 1841.830 -0.540% -0.573%
+4 3-May-2018 1851.800 -0.012% -0.045%
+5 2-May-2018 1852.030 -0.985% -1.018%
+6 30-Apr-2018 1870.370 0.370% 0.337%
+7 27-Apr-2018 1863.470 0.603% 0.570%
+8 26-Apr-2018 1852.270 0.018% -0.014%
+9 25-Apr-2018 1851.930 -0.721% -0.754%
+10 24-Apr-2018 1865.340 -0.802% -0.835%
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Data & Calculation 2: Calculation AR (MKAR and MMAR) for window 2018 using

S&P500
Alpha 0.042%
Beta -5.169%
KLCI S&P500 KLCI S&P500 AR AR

Day Date Closing Closing Return Return (MKAR) | (MMAR)
+10 | 30-May-2018 1719.28 2724.01 -4.444% 0.098% -4.542% -4.481%
+9 25-May-2018 1797.40 2721.33 1.217% -0.236% 1.453% 1.162%
+8 24-May-2018 1775.66 2727.76 -1.597% -0.203% -1.395% -1.650%
+7 23-May-2018 1804.25 2733.29 -2.235% 0.324% -2.559% -2.261%
+6 | 22-May-2018 1845.03 | 2724.44 | -0.462% | -0.314% | -0.148% | -0.521%
+5 | 21-May-2018 1853.58 | 2733.01 | -0.050% 0.736% | -0.786% | -0.054%
+4 | 18-May-2018 1854.50 | 2712.97 0.003% | -0.264% 0.267% | -0.053%
+3 | 17-May-2018 1854.44 | 2720.13 | -0.206% | -0.086% | -0.120% | -0.252%
+2 | 16-May-2018 1858.26 | 2722.46 0.543% 0.405% 0.138% 0.522%
+1 | 15-May-2018 184820 | 2711.45| -0.120% | -0.687% 0.567% | -0.198%
+0 | 14-May-2018 1850.42 | 2730.13 0.212% 2.155% | -1.944% 0.281%
+1 8-May-2018 1846.51 | 2671.92 0.997% | -0.027% 1.023% 0.953%
+2 7-May-2018 1828.20 | 2672.63 | -0.743% 0.345% | -1.088% | -0.767%
+3 4-May-2018 1841.83 | 2663.42 | -0.540% 1.273% | -1.813% | -0.516%
+4 3-May-2018 1851.80 | 2629.73 | -0.012% | -0.226% 0.213% | -0.066%
+5 2-May-2018 1852.03 | 2635.67 | -0.985% | -0.469% | -0.517% | -1.052%
+6 | 30-Apr-2018 1870.37 | 2648.05 0.370% | -0.822% 1.192% 0.285%
+7 | 27-Apr-2018 1863.47 | 2669.91 0.603% 0.111% 0.492% 0.566%
+8 | 26-Apr-2018 1852.27 | 2666.94 0.018% 1.038% | -1.020% 0.030%
+9 | 25-Apr-2018 185193 | 2639.40 | -0.721% 0.184% | -0.905% | -0.754%
+10 | 24-Apr-2018 1865.34 | 2634.56 | -0.802% | -1.347% 0.545% | -0.914%
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Data & Calculation 3: Calculation AR (MKAR and MMAR) for window 2018 using EEM

Alpha 0.041%
Beta -4.396%
KLCI EEM EEM EEM AR AR

Day Date Closing Closing Return Return (MKAR) | (MMAR)
+10 | 30-May-2018 1719.28 4571 -4.444% -1.563% -2.881% -4.554%
+9 | 25-May-2018 1797.40 46.43 1.217% 0.410% 0.807% 1.194%
+8 | 24-May-2018 1775.66 46.24 -1.597% -0.539% -1.058% -1.662%
+7 | 23-May-2018 1804.25 46.49 -2.235% -0.043% -2.192% -2.278%
+6 | 22-May-2018 1845.03 46.51 -0.462% 0.345% -0.807% -0.489%
+5 | 21-May-2018 1853.58 46.35 -0.050% 0.606% -0.656% -0.064%
+4 | 18-May-2018 1854.50 46.07 0.003% -0.843% 0.846% -0.075%
+3 17-May-2018 1854.44 46.46 -0.206% -1.538% 1.332% -0.315%
+2 | 16-May-2018 1858.26 47.18 0.543% 1.495% -0.952% 0.567%
+1 15-May-2018 1848.20 46.48 -0.120% -2.087% 1.966% -0.253%
+0 | 14-May-2018 1850.42 47.46 0.212% 2.216% -2.004% 0.268%
+1 8-May-2018 1846.51 46.42 0.997% 0.562% 0.435% 0.980%
+2 7-May-2018 1828.20 46.16 -0.743% -0.583% -0.160% -0.810%
+3 4-May-2018 1841.83 46.43 -0.540% 0.453% -0.993% -0.561%
+4 3-May-2018 1851.80 46.22 -0.012% -0.216% 0.204% -0.063%
+5 2-May-2018 1852.03 46.32 -0.985% -1.287% 0.302% -1.083%
+6 30-Apr-2018 1870.37 46.92 0.370% -0.722% 1.092% 0.296%
+7 27-Apr-2018 1863.47 47.26 0.603% 0.616% -0.013% 0.588%
+8 26-Apr-2018 1852.27 46.97 0.018% 1.437% -1.418% 0.040%
+9 25-Apr-2018 1851.93 46.30 -0.721% -0.775% 0.053% -0.797%
+10 | 24-Apr-2018 1865.34 46.66 -0.802% -0.470% -0.332% -0.864%
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Data & Calculation 4. Calculation AR (MKAR and MMAR) for window 2018 using

ASEA
Alpha 0.031%
Beta 2.234%
KLCI ASEA KLCI ASEA AR AR

Day Date Closing Closing Return Return (MKAR) | (MMAR)
+10 | 23-May-2018 1804.25 16.87 -2.697% -0.885% -1.812% -2.709%
+9 | 21-May-2018 1853.58 17.02 -0.050% 0.059% -0.108% -0.082%
+8 | 18-May-2018 1854.50 17.01 0.003% -0.586% 0.589% -0.015%
+7 | 17-May-2018 1854.44 17.11 -0.206% -1.220% 1.014% -0.210%
+6 | 16-May-2018 1858.26 17.32 0.543% 1.161% -0.619% 0.486%
+5 | 15-May-2018 1848.20 17.12 -0.120% -1.909% 1.789% -0.108%
+4 | 14-May-2018 1850.42 17.45 0.212% 1.443% -1.231% 0.148%
+3 8-May-2018 1846.51 17.20 0.997% -0.637% 1.634% 0.980%
+2 7-May-2018 1828.20 17.31 -0.743% -1.661% 0.919% -0.737%
+1 4-May-2018 1841.83 17.60 -0.540% 0.399% -0.938% -0.580%
+0 3-May-2018 1851.80 17.53 -0.012% -0.342% 0.329% -0.036%
+1 2-May-2018 1852.03 17.59 -0.616% -1.411% 0.795% -0.615%
+2 27-Apr-2018 1863.47 17.84 0.603% 1.014% -0.411% 0.549%
+3 26-Apr-2018 1852.27 17.66 0.018% -0.452% 0.470% -0.003%
+4 25-Apr-2018 1851.93 17.74 -0.721% -0.618% -0.103% -0.739%
+5 24-Apr-2018 1865.34 17.85 -0.802% -0.837% 0.035% -0.814%
+6 23-Apr-2018 1880.36 18.00 -0.785% -0.499% -0.286% -0.805%
+7 19-Apr-2018 1895.18 18.09 0.840% 0.221% 0.619% 0.804%
+8 18-Apr-2018 1879.32 18.05 -0.062% 0.111% -0.173% -0.096%
+9 17-Apr-2018 1880.49 18.03 0.092% 0.445% -0.353% 0.051%
+10 | 16-Apr-2018 1878.76 17.95 0.549% 0.503% 0.047% 0.507%

110




Data & Calculation 5.:Significant test CAR & BHAR for 2018 using S&P500

MAR Sig. MKAR Sig. RAR Sig.

Stdev 0.469% - 0.986% - 0.467% -

Stdev (30 days) 1.483% - 3.119% - 1.477% -

Stdev (61 days) 2.149% - 4.519% - 2.140% -

Event -0.776% - 0.809% - 0.018% -

Return | Post-event Obs -7.679% - -7.126% - -7.785% -
(CAR) | pre-event Obs | -2.144% - -1.878% - -2.236% -
Total -10.599% - -8.195% - -10.003% -

Event -0.776% - 0.809% - 0.018% -

Return | Post-event Obs -7.533% - -7.032% - -7.631% -
(BHAR) | Pre-event Obs -2.144% - -1.908% - -2.234% -
Total -2.609% - -5.512% - -2.893% -

Event -1.654 No 0.820 No 0.039 No

t-stat | Post-event Obs -5.178 Yes -2.285 Yes -5.272 Yes
(CAR) | Pre-event Obs -1.446 No -0.602 No -1.514 No
Total -4.932 Yes -1.813 No -4.674 Yes

Event -1.654 No 0.820 No 0.039 No

t-stat | Post-event Obs -5.080 Yes -2.255 Yes -5.168 Yes
(BHAR) | Pre-event Obs -1.446 No -0.612 No -1.513 No
Total -1.214 No -1.220 No -1.352 No

Event 0.101 No 0.414 No 0.969 No

p-value | Post-event Obs 0.000 Yes 0.024 Yes 0.000 Yes
(CAR) | Pre-event Obs 0.151 No 0.548 No 0.132 No
Total 0.000 Yes 0.072 No 0.000 Yes

Event 0.101 No 0.414 No 0.969 No

p-value | Post-event Obs 0.000 Yes 0.026 Yes 0.000 Yes
(BHAR) | Pre-event Obs 0.151 No 0.542 No 0.133 No
Total 0.227 No 0.225 No 0.179 No
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Data & Calculation 6.Significant test CAR & BHAR for 2018 using EEM

MAR Sig. MKAR Sig. RAR Sig.

Stdev 0.469% - 1.310% - 0.466% -

Stdev (30 days) 1.483% - 4.144% - 1.474% -

Stdev (61 days) 2.149% - 6.005% - 2.136% -

Event -0.776% - 2.067% - -0.031% -

Return | Post-event Obs -7.679% - -3.594% - -7.930% -
(CAR) | pre-event Obs | -2.144% - -0.831% - -2.274% -
Total -10.599% - -2.357% - -10.235% -

Event -0.776% - 2.067% - -0.031% -

Return | Post-event Obs -7.533% - -3.643% - -7.770% -
(BHAR) | Pre-event Obs -2.144% - -0.850% - -2.273% -
Total -2.609% - 8.503% - -3.485% -

Event -1.654 No 1.577 No -0.066 No

t-stat | Post-event Obs -5.178 Yes -0.867 No -5.380 Yes
(CAR) | Pre-event Obs -1.446 No -0.200 No -1.543 No
Total -4.932 Yes -0.393 No -4.792 Yes

Event -1.654 No 1.577 No -0.066 No

t-stat | Post-event Obs -5.080 Yes -0.879 No -5.271 Yes
(BHAR) | Pre-event Obs -1.446 No -0.205 No -1.542 No
Total -1.214 No 1.416 No -1.631 No

Event 0.101 No 0.117 No 0.947 No

p-value | Post-event Obs 0.000 Yes 0.387 No 0.000 Yes
(CAR) | Pre-event Obs 0.151 No 0.841 No 0.125 No
Total 0.000 Yes 0.695 No 0.000 Yes

Event 0.101 No 0.117 No 0.947 No

p-value | Post-event Obs 0.000 Yes 0.381 No 0.000 Yes
(BHAR) | Pre-event Obs 0.151 No 0.838 No 0.126 No
Total 0.227 No 0.159 No 0.105 No
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Data & Calculation 7:Significant test CAR & BHAR for 2018 using ASEA

MAR Sig. MKAR Sig. RAR Sig.

Stdev 0.469% - 1.028% - 0.473% -

Stdev (30 days) 1.483% - 3.249% - 1.496% -

Stdev (61 days) 2.149% - 4.709% - 2.169% -

Event -0.776% - 1.698% - 0.102% -

Return | Post-event Obs -7.679% - -1.664% - -6.329% -
(CAR) | pre-event Obs | -2.144% - 2.443% - -2.800% -
Total -10.599% - 2.477% - -9.027% -

Event -0.776% - 1.698% - 0.102% -

Return | Post-event Obs -7.533% - -1.731% - -6.288% -
(BHAR) | Pre-event Obs -2.144% - 2.445% - -2.782% -
Total -2.609% - 6.369% - -2.263% -

Event -1.654 No 1.653 No 0.215 No

t-stat | Post-event Obs -5.178 Yes -0.512 No -4.229 Yes
(CAR) | Pre-event Obs -1.446 No 0.752 No -1.871 No
Total -4.932 Yes 0.526 No -4.162 Yes

Event -1.654 No 1.653 No 0.215 No

t-stat | Post-event Obs -5.080 Yes -0.533 No -4.202 Yes
(BHAR) | Pre-event Obs -1.446 No 0.752 No -1.859 No
Total -1.214 No 1.353 No -1.043 No

Event 0.101 No 0.101 No 0.830 No

p-value | Post-event Obs 0.000 Yes 0.609 No 0.000 Yes
(CAR) | Pre-event Obs 0.151 No 0.453 No 0.064 No
Total 0.000 Yes 0.600 No 0.000 Yes

Event 0.101 No 0.101 No 0.830 No

p-value | Post-event Obs 0.000 Yes 0.595 No 0.000 Yes
(BHAR) | Pre-event Obs 0.151 No 0.453 No 0.065 No
Total 0.227 No 0.179 No 0.299 No
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Data & Calculation 8:Calculation AR (Mean-adjusted Return) for window 2020

Mean Return -0.047% |

Day Date KLCI Closing KLCI Return AR (MAR)
+10 16-Mar-2020 1280.630 -4.886% -4.839%
+9 13-Mar-2020 1344.750 -5.405% -5.358%
+8 12-Mar-2020 1419.430 -1.704% -1.658%
+7 11-Mar-2020 1443.830 0.930% 0.976%
+6 10-Mar-2020 1430.470 0.442% 0.489%
+5 9-Mar-2020 1424.160 -4.055% -4.009%
+4 6-Mar-2020 1483.100 -0.533% -0.487%
+3 5-Mar-2020 1491.030 0.072% 0.119%
+2 4-Mar-2020 1489.950 0.762% 0.809%
+1 3-Mar-2020 1478.640 0.794% 0.841%
+0 2-Mar-2020 1466.940 -1.065% -1.018%
+1 28-Feb-2020 1482.640 -1.536% -1.489%
+2 27-Feb-2020 1505.590 0.693% 0.740%
+3 26-Feb-2020 1495.190 -0.380% -0.333%
+4 25-Feb-2020 1500.880 0.724% 0.770%
+5 24-Feb-2020 1490.060 -2.724% -2.677%
+6 21-Feb-2020 1531.200 -0.247% -0.200%
+7 20-Feb-2020 1534.980 0.053% 0.100%
+8 19-Feb-2020 1534.160 -0.190% -0.144%
+9 18-Feb-2020 1537.080 -0.479% -0.432%
+10 14-Feb-2020 1544.460 0.344% 0.390%
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Data & Calculation 9:Calculation AR (MKAR and MMAR) for window 2018 using

S&P500
Alpha -0.049%
Beta 3.568%
KLCI S&P500 KLCI S&P500 AR AR

Day Date Closing Closing Return Return (MKAR) | (MMAR)
+10 | 16-Mar-2020 | 1280.63 2386.13 -4.886% | -12.765% | 7.880% -4.381%
+9 13-Mar-2020 | 1344.75 2711.02 -5.405% 8.881% | -14.286% | -5.672%
+8 12-Mar-2020 | 1419.43 2480.64 -1.704% -9.994% 8.290% -1.298%
+7 | 11-Mar-2020 | 1443.83 2741.38 0.930% -5.010% 5.940% 1.158%
+6 10-Mar-2020 | 1430.47 2882.23 0.442% 4.822% -4.379% 0.319%
+5 9-Mar-2020 1424.16 2746.56 -4.055% -7.901% 3.846% -3.724%
+4 6-Mar-2020 1483.10 2972.37 -0.533% -1.720% 1.187% -0.422%
+3 5-Mar-2020 1491.03 3023.94 0.072% -3.451% 3.524% 0.245%
+2 4-Mar-2020 1489.95 3130.12 0.762% 4.134% -3.372% 0.664%
+1 3-Mar-2020 1478.64 3003.37 0.794% -2.851% 3.645% 0.946%
+0 2-Mar-2020 1466.94 3090.23 -1.065% 4.501% -5.566% -1.176%
+1 28-Feb-2020 | 1482.64 2954.22 -1.536% -0.827% -0.709% -1.457%
+2 27-Feb-2020 | 1505.59 2978.76 0.693% -4.517% 5.210% 0.904%
+3 26-Feb-2020 | 1495.19 3116.39 -0.380% -0.379% -0.001% -0.317%
+4 25-Feb-2020 | 1500.88 3128.21 0.724% -3.075% 3.798% 0.883%
+5 24-Feb-2020 | 1490.06 3225.89 -2.724% -3.409% 0.685% -2.553%
+6 21-Feb-2020 | 1531.20 3337.75 -0.247% -1.057% 0.811% -0.159%
+7 20-Feb-2020 | 1534.98 3373.23 0.053% -0.382% 0.436% 0.116%
+8 19-Feb-2020 | 1534.16 3386.15 -0.190% 0.469% -0.660% -0.157%
+9 18-Feb-2020 | 1537.08 3370.29 -0.479% -0.292% -0.187% -0.419%
+10 | 14-Feb-2020 | 1544.46 3380.16 0.344% 0.184% 0.160% 0.387%
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Data & Calculation 10:Calculation AR (MKAR and MMAR) for window 2020 using

EEM
Alpha -0.052%
Beta 9.663%
KLCI EEM KLCI EEM AR AR

Day Date Closing Closing Return Return (MKAR) | (MMAR)
+10 | 16-Mar-2020 1280.63 31.63 -4.886% | -13.329% | 8.444% -3.546%
+9 13-Mar-2020 1344.75 36.14 -5.405% 6.961% | -12.365% | -6.026%
+8 12-Mar-2020 1419.43 33.71 -1.704% | -10.548% 8.844% -0.633%
+7 11-Mar-2020 1443.83 37.46 0.930% -4.770% 5.699% 1.442%
+6 10-Mar-2020 1430.47 39.29 0.442% 4.957% -4.515% 0.015%
+5 9-Mar-2020 1424.16 37.39 -4.055% -7.072% 3.017% -3.320%
+4 6-Mar-2020 1483.10 40.13 -0.533% -2.072% 1.538% -0.281%
+3 5-Mar-2020 1491.03 40.97 0.072% -2.125% 2.198% 0.330%
+2 4-Mar-2020 1489.95 41.85 0.762% 1.760% -0.998% 0.644%
+1 3-Mar-2020 1478.64 41.12 0.794% -0.679% 1.473% 0.912%
+0 2-Mar-2020 1466.94 41.40 -1.065% 2.149% -3.213% | -1.220%
+1 28-Feb-2020 1482.64 40.52 -1.536% -0.370% -1.167% -1.449%
+2 27-Feb-2020 1505.59 40.67 0.693% -2.429% 3.122% 0.980%
+3 26-Feb-2020 1495.19 41.67 -0.380% 0.795% -1.175% -0.405%
+4 25-Feb-2020 1500.88 41.34 0.724% -0.795% 1.519% 0.852%
+5 24-Feb-2020 1490.06 41.67 -2.724% -3.814% 1.090% -2.303%
+6 21-Feb-2020 1531.20 43.29 -0.247% -0.576% 0.329% -0.139%
+7 20-Feb-2020 1534.98 43.54 0.053% -1.572% 1.626% 0.257%
+8 19-Feb-2020 1534.16 44.23 -0.190% 0.726% -0.916% -0.209%
+9 18-Feb-2020 1537.08 4391 -0.479% -0.658% 0.179% -0.364%
+10 | 14-Feb-2020 1544.46 44.20 0.344% 0.045% 0.298% 0.391%
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Data & Calculation 11:Calculation AR (MKAR and MMAR) for window 2020 using

ASEA
Alpha -0.044%
Beta 11.547%
KLCI ASEA KLCI ASEA AR AR

Day Date Closing Closing Return Return (MKAR) | (MMAR)
+10 | 16-Mar-2020 | 1280.63 10.40 -4.886% | -10.575% | 5.689% -3.621%
+9 13-Mar-2020 | 1344.75 11.56 -5.405% 4.241% -9.646% -5.851%
+8 12-Mar-2020 | 1419.43 11.08 -1.704% | -12.298% | 10.594% | -0.240%
+7 11-Mar-2020 | 1443.83 12.53 0.930% -3.682% 4.612% 1.399%
+6 10-Mar-2020 | 1430.47 13.00 0.442% 3.284% -2.842% 0.107%
+5 9-Mar-2020 1424.16 12.58 -4.055% -8.163% 4.108% -3.069%
+4 6-Mar-2020 1483.10 13.65 -0.533% -2.031% 1.497% -0.255%
+3 5-Mar-2020 1491.03 13.93 0.072% -1.708% 1.781% 0.314%
+2 4-Mar-2020 1489.95 14.17 0.762% 0.141% 0.621% 0.789%
+1 3-Mar-2020 1478.64 14.15 0.794% 1.209% -0.414% 0.699%
+0 2-Mar-2020 1466.94 13.98 -1.065% 0.430% -1.495% | -1.070%
+1 28-Feb-2020 1482.64 13.92 -1.536% -1.356% -0.180% -1.336%
+2 27-Feb-2020 1505.59 14.11 0.693% -0.706% 1.399% 0.819%
+3 26-Feb-2020 1495.19 14.21 -0.380% -0.701% 0.321% -0.255%
+4 25-Feb-2020 1500.88 14.31 0.724% -0.557% 1.281% 0.832%
+5 24-Feb-2020 1490.06 14.39 -2.724% -3.348% 0.625% -2.293%
+6 21-Feb-2020 1531.20 14.88 -0.247% -0.469% 0.223% -0.149%
+7 20-Feb-2020 1534.98 14.95 0.053% -1.527% 1.580% 0.274%
+8 19-Feb-2020 1534.16 15.18 -0.190% 0.860% -1.050% -0.246%
+9 18-Feb-2020 1537.08 15.05 -0.479% -0.596% 0.117% -0.366%
+10 | 14-Feb-2020 1544.46 15.14 0.344% -0.132% 0.476% 0.403%
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Data & Calculation 12: Significant test CAR & BHAR for 2020 using S&P500

MAR Sig. MKAR Sig. RAR Sig.

Stdev 0.521% - 0.908% - 0.520% -

Stdev (30 days) 1.647% - 2.871% - 1.645% -

Stdev (61 days) 2.387% - 4.160% - 2.384% -

Event -1.018% - -5.566% - -1.176% -

Return | Post-event Obs | -13.117% - 12.275% - -12.166% -
(CAR) | pre-event Obs | -3.276% - 9.543% - -2.773% -
Total -17.411% - 16.252% - -16.115% -

Event -1.018% - -5.566% - -1.176% -

Return | Post-event Obs | -12.626% - 10.510% - -11.774% -
(BHAR) | Pre-event Obs -3.277% - 9.779% - -2.788% -
Total -12.044% - -2.791% - -11.359% -

Event -1.954 No -6.131 Yes -2.260 Yes

t-stat | Post-event Obs -7.962 Yes 4276 Yes -7.395 Yes
(CAR) | Pre-event Obs -1.988 Yes 3.324 Yes -1.686 No
Total -7.293 Yes 3.907 Yes -6.760 Yes

Event -1.954 No -6.131 Yes -2.260 Yes

t-stat | Post-event Obs -7.664 Yes 3.661 Yes -7.157 Yes
(BHAR) | Pre-event Obs -1.989 Yes 3.407 Yes -1.695 No
Total -5.045 Yes -0.671 No -4.765 Yes

Event 0.053 No 0.000 Yes 0.025 Yes

p-value | Post-event Obs 0.000 Yes 0.000 Yes 0.000 Yes
(CAR) | Pre-event Obs 0.049 Yes 0.001 Yes 0.094 No
Total 0.000 Yes 0.000 Yes 0.000 Yes

Event 0.053 No 0.000 Yes 0.025 Yes

p-value | Post-event Obs 0.000 Yes 0.000 Yes 0.000 Yes
(BHAR) | Pre-event Obs 0.049 Yes 0.001 Yes 0.093 No
Total 0.000 Yes 0.503 No 0.000 Yes
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Data & Calculation 13: Significant test CAR & BHAR for 2020 using EEM

MAR Sig. MKAR Sig. RAR Sig.

Stdev 0.521% - 0.957% - 0.514% -

Stdev (30 days) 1.647% - 3.026% - 1.625% -

Stdev (61 days) 2.387% - 4.385% - 2.354% -

Event -1.018% - -3.213% - -1.220% -

Return | Post-event Obs | -13.117% - 13.335% - -10.464% -
(CAR) | pre-event Obs | -3.276% - 4.906% - -2.388% -
Total -17.411% - 15.028% - -14.072% -

Event -1.018% - -3.213% - -1.220% -

Return | Post-event Obs | -12.626% - 12.116% - -10.231% -
(BHAR) | Pre-event Obs -3.277% - 4.927% - -2.407% -
Total -12.044% - 7.579% - -9.479% -

Event -1.954 No -3.358 Yes -2.376 Yes

t-stat | Post-event Obs -7.962 Yes 4.407 Yes -6.441 Yes
(CAR) | Pre-event Obs -1.988 Yes 1.621 No -1.470 No
Total -7.293 Yes 3.427 Yes -5.977 Yes

Event -1.954 No -3.358 Yes -2.376 Yes

t-stat | Post-event Obs -7.664 Yes 4.004 Yes -6.298 Yes
(BHAR) | Pre-event Obs -1.989 Yes 1.628 No -1.482 No
Total -5.045 Yes 1.728 No -4.026 Yes

Event 0.053 No 0.001 Yes 0.019 Yes

p-value | Post-event Obs 0.000 Yes 0.000 Yes 0.000 Yes
(CAR) | Pre-event Obs 0.049 Yes 0.107 No 0.144 No
Total 0.000 Yes 0.001 Yes 0.000 Yes

Event 0.053 No 0.001 Yes 0.019 Yes

p-value | Post-event Obs 0.000 Yes 0.000 Yes 0.000 Yes
(BHAR) | Pre-event Obs 0.049 Yes 0.106 No 0.141 No
Total 0.000 Yes 0.086 No 0.000 Yes
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Data & Calculation 14: Significant test CAR & BHAR for 2020 using ASEA

MAR Sig. MKAR Sig. RAR Sig.

Stdev 0.521% - 0.879% - 0.513% -

Stdev (30 days) 1.647% - 2.781% - 1.621% -

Stdev (61 days) 2.387% - 4.030% - 2.349% -

Event -1.018% - -1.495% - -1.070% -

Return | Post-event Obs | -13.117% - 16.000% - -9.729% -
(CAR) | pre-event Obs | -3.276% - 4.792% - -2.318% -
Total -17.411% - 19.297% - -13.117% -

Event -1.018% - -1.495% - -1.070% -

Return | Post-event Obs | -12.626% - 15.680% - -9.551% -
(BHAR) | Pre-event Obs -3.277% - 4.867% - -2.335% -
Total -12.044% - 16.650% - -8.649% -

Event -1.954 No -1.700 No -2.089 Yes

t-stat | Post-event Obs -7.962 Yes 5.754 Yes -6.003 Yes
(CAR) | Pre-event Obs -1.988 Yes 1.723 No -1.430 No
Total -7.293 Yes 4.789 Yes -5.585 Yes

Event -1.954 No -1.700 No -2.089 Yes

t-stat | Post-event Obs -7.664 Yes 5.639 Yes -5.893 Yes
(BHAR) | Pre-event Obs -1.989 Yes 1.750 No -1.441 No
Total -5.045 Yes 4,132 Yes -3.683 Yes

Event 0.053 No 0.092 No 0.039 Yes

p-value | Post-event Obs 0.000 Yes 0.000 Yes 0.000 Yes
(CAR) | Pre-event Obs 0.049 Yes 0.087 No 0.155 No
Total 0.000 Yes 0.000 Yes 0.000 Yes

Event 0.053 No 0.092 No 0.039 Yes

p-value | Post-event Obs 0.000 Yes 0.000 Yes 0.000 Yes
(BHAR) | Pre-event Obs 0.049 Yes 0.082 No 0.152 No
Total 0.000 Yes 0.000 Yes 0.000 Yes
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