The Efficiency of Asian Emerging Stock Marketsin the
Pre- and Post-Liberalization Period

Roland Fiiss

Abstract

This paper provides tests of the random walk hypothesis and market efficiency for seven Asian
emer ging markets due to the influence of financial market integration. Random walk properties of
equity prices influence the return dynamic and determine the trade strategies of investors. We use
the single variance ratio tests of Lo and MACKINLAY as well as the multiple variance ratio test of
CHow and DENNING to examine the stochastic properties of local index returns and to test the
hypothesis that stock market prices follow a random walk, respectively. The multiple statistical
comparison of variance ratios is based on the Sudentized Maximum Modulus distribution with
control of the joint-test’s size. We test also directly for the weak-form market efficiency using a
nonparametric runs test. All these tests are particularly useful for investigating stock prices
whose returns are frequently not normally distributed. Documented evidence shows that from the
per spective of local investors weekly stock pricesin major Asian emerging markets do not follow
a random walk in the pre-liberalization period, whereas in the post-liberalization period the
weak-form efficiency hypothesis is generally adopted at the 5% level except for the small stock
markets of Indonesia and Thailand. These empirical findings suggest that financial integration
affects the return predictability in such a way that domestic investors might not be able to
develop trading strategies that would allow them to earn abnormal returns.

Key Words: Asian emerging markets, weak-form market efficiency, random walk, multiple variance ratio
test, market efficiency, runs test

JEL Classfications. G12; G14; G15

* |Ingtitute for General Economic Research, Department of Empirical Research and Econometrics, Albert-Ludwigs-University

Freiburg, Platz der Alten Synagoge, D-79098 Freiburg im Breisgau. Phone: +49 (0)761 203 2341,
Fax: +49 (0)761 203 2340; Email: roland.fiss@vwl.uni-freiburg.de

www.aea.fed-eco.org



