View metadata, citation and similar papers at core.ac.uk

-+
brought to you by .. CORE
provided by Universiti Utara Malaysia: UUM eTheses

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

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


https://core.ac.uk/display/268142851?utm_source=pdf&utm_medium=banner&utm_campaign=pdf-decoration-v1

MODIFIED MOVING-AVERAGE CROSSOVER TRADING STRATEGY:

EVIDENCE IN MALAYSIA EQUITY MARKET

By:

SOH CHUEN YEAN

Thesis Submitted to

Othman Yeop Abdullah Graduates School of Business

Universiti Utara Malaysia

In Partial Fulfillment of the Requirement for the Master of Science (Finance)



DECLARATION

| declare that the substance of this project has never been submitted for any degree or

postgraduate programs and qualifications.

| certify that all the supports and assistance received in preparing this research paper and

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

SOH CHUEN YEAN

817265

Othman Yeop Abdullah Graduate School of Business

Universiti Utara Malaysia Kuala Lumpur

Jalan Raja Muda Abd Aziz

50300 Kuala Lumpur

March 24, 2016



PERMISSION TO USE

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

dissertation/project paper.

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

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

Dean of Othman Yeop Abdullah Graduate School of Business
Universiti Utara Malaysia
06010 UUM Sintok

Kedah Darul Aman



ACKNOWLEDGEMENT

Firstly, 1 would like to express my full gratitude to my supervisor, En. Afiruddin Tapa,
for his encouragement and guidance to help me finishes this project paper. Without his

support and help, this paper cannot be completed on time.

| would also like to thank my parents and my younger sister. They are always supporting

me and encouraging me with their best wishes.

Finally, I would like to thank my girlfriend, Sarah Saw, whom is always there cheering

me up.

Sincerely,

Soh Chuen Yean



TABLE OF CONTENTS

Contents
Copyright
Declaration
Permission to Use
Acknowledgement
Table of Content
List of Tables

List of Figures
List of Abbreviations
Abstract

Abstrak

CHAPTER ONE: INTRODUCTION
1.0 Introduction

1.1 Background of Study

1.2 Problem Statement

1.3 Research Question

1.4 Research Objectives

1.5 Scope and Limitations of Study

1.6 Significance of Study

1.7 Organization of Thesis

1.8 Conclusion

CHAPTER TWO: LITERATURE REVIEW
2.0 Introduction
2.1 Efficient Market Hypothesis (EMH)
2.2 Technical Analysis
2.2.1 Subjective Technical Analysis
2.2.2 Objective Technical Analysis
2.3 Technical Trading Systems
2.4 Buy-and-Hold Strategy
2.5 Trend-Following Strategy
2.6 Moving-Average (MA)
2.7 Stop-Loss

Page

viii

Xi
Xii
xiii

14
14
18
21
21
22
23
24
27
34

Vi



CHAPTER THREE: RESEARCH METHODOLOGY
3.0 Introduction
3.1 Research Framework
3.1.1 Trading System
3.1.2 Simple Moving-Averages (SMA)
3.1.3 Trading Signals
3.1.3.1 Original Moving-Average Crossover Strategy
3.1.3.2 Modified Moving-Average Crossover Strategy
3.2 Benchmark
3.3 Hypothesis Development
3.4 Measurement of Variables
3.4.1 Dependent Variable
3.4.2 Independent Variable
3.5 Data Collection Method
3.5.1 Sampling
3.5.2 Transaction Cost
3.6 Data Analysis

CHAPTER FOUR: FINDINGS AND DISCUSSION

4.0 Introduction

4.1 Trading Performance Analysis
4.1.1 Simple Buy-and-Hold Strategy
4.1.2 The Original Moving-Average Crossover Strategy
4.1.3 The Modified Moving-Average Crossover Strategy

4.1.4 Comparison between the Original MA Crossover and Modified MA

Crossover Strategy
4.2 Conclusion

CHAPTER FIVE: CONCLUSION

5.0 Introduction

5.1 Summary of Study

5.2 Implication of Study

5.3 Recommendations for Future Research
5.4 Conclusion

References

38
38
39
39
40
40
41
45
45
46
46
48
48
49
49
50

52
53
53
55
59

63
67

69
69
71
73
74

75

vii



Table 1.1:

Table 3.1:

Table 3.2:

Table 3.3:

Table 4.1:

Table 4.2:

Table 4.3:

Table 4.4;

Table 4.5;

Table 4.6:

LIST OF TABLES

Different moving-averages parameter are used by different researchers.

Example of stop-loss level based on lowest price of signal day or prior

signal day.

Combination of MA crossover strategy.

Description of trading performance analysis.

Trading performance analysis for the simple buy-and-hold strategy.

Trading performance analysis for the MAgot 1-period original MA

crossover strategy.

Trading performance analysis for the MAghot 10-period original MA

crossover strategy.

Trading performance analysis for the MAgnot 20-period, 50-period, and

100-period original MA crossover strategy.

Trading performance analysis for the MAgnot 1-period Modified MA

crossover strategy.

Trading performance analysis for the MAg,x 10-period Modified MA

crossover strategy.

viii



Table 4.7:

Table 4.8:

Table 4.9:

Table 4.10:

Trading performance analysis for the MAgno: 20-period, 50-period, and

100-period Modified MA crossover strategy.

Comparison of trading performance analysis for the MAg, 1-period

between the original and Modified MA crossover strategy.

Comparison of trading performance analysis for the MAg ot 10-period

between the original and Modified MA crossover strategy.

Comparison of trading performance analysis for the MAghort 20-period, 50-

period, and 100-period



Figure 2.1:

Figure 2.2:

Figure 2.3:

Figure 2.4:

LIST OF FIGURES

10-Period Simple Moving-Average, MA (10).

Moving-average crossover, MA (10,20).

3 ways to trade using two moving-averages

Stop-loss rule.



CTA

FBMKLCI

MA

MAshort

MAIong

LIST OF ABBREVIATIONS

Commodity Trading Advisors

FTSE Bursa Malaysia KLCI

Moving-Average

Short period moving-average

Long period moving-average

Xi



ABSTRACT

This study examine the profitability of technical analysis using the most renowned trend-
following tool, the original moving-average (MA) crossover strategy, to compare with
the conventional simple buy-and-hold strategy, using the evidence from Malaysia equity
market the FBMKLCI Index from 2000 to 2014. Specifically, this study investigates the
performance of the original moving-average strategy and a modified moving-average
crossover strategy with additional trading rules such as entry rule, exit rule, holding rule,
and stop-loss rule. The results in this study are consistent to past studies that strongly
support moving-average crossover trading strategies. The result here suggests that all
combinations of short-MA and long-MA periods of the original MA crossover strategy
and majority combinations of short-MA and long-MA of the modified MA crossover
strategy outperform market benchmark with higher risk-adjusted return. In addition, the
1-period short-MA demonstrates the best return in both original and modified moving-
average crossover strategy; better still the modified strategy outperforms the original
strategy with lower frequency of trades which could largely reduce transaction costs and

with lower return distribution variability.

Keywords: technical analysis, moving-average crossover, trading strategies, stop-loss

Xii



ABSTRAK

Kajian ini mengkaji keuntungan teknikal analisis menggunakan strategi ‘moving-average
crossover’ (MA) asal berbanding dengan strategi beli-dan-memegang konvensional,
dengan menggunakan bukti daripada pasaran ekuiti Malaysia FBMKLCI indeks dari
tahun 2000 hingga 2014. Khususnya, kajian ini menkgaji prestasi strategi ‘moving-
average’asal dan strategi ‘moving-average’ diubahsuai dengan peraturan tambahan
seperti peraturan kemasukan, peraturan keluar, peraturan memegang, dan peraturan had
limit kerugian. Keputusan dalam kajian ini adalah selari dengan kajian lepas yang
menyokong strategi ‘moving-average’. Di sini hasilnya menunjukkan bahawa semua
kombinasi tempoh MA-pendek dan MA-panjang untuk strategi MA crossover asal dan
majoriti kombinasi tempoh MA-pendek dan MA-panjang untuk strategi “MA crossover”
diubahsuai mempunyai prestasi yang melebihi penanda aras pasaran dengan pulangan
terlaras risiko yang lebih tinggi. Di samping itu, 1-tempoh MA-pendek menunjukkan
pulangan yang terbaik dalam kedua-dua strategi “MA crossover” asal dan yang
diubahsuai. Strategi yang diubahsuai melebihi prestasi strategi asal dengan frekuensi
perdagangan yang lebih kurang, ini mampu mengurangkan kos transkasi dan agihan

pulangan kebolehubahan yang lebih rendah.

Keywords: teknikal analisis, “moving-average crossover”, strategi berdagang, had-limit

kerugian

Xiii



CHAPTER ONE: INTRODUCTION

1.0 Introduction

Among many other technical trading strategies, the moving-average crossover trading
strategy is commonly known as the most popular trend-following strategies and favorite
tool among market practitioners, due to its simplicity in smoothing out market noise and
able to identify changes in market trend. For many years, financial practitioners have
been using moving-average crossover trading rules for market timing whether when to
buy or to sell securities and attempt to profit from the financial market in earning above-

average benchmark return and even outperform market benchmark.

Previous studies have found that investment and trading based on the strategies of
moving-average crossover has been able to generate higher return than the conventional
simple buy-and-hold strategy, when transaction cost is excluded. (Brock, Lakonishock, &
LeBaron, 1992; Neely, 2002; Wilcox & Crittenden, 2009; Faber, 2007; Zhu & Zhou,

2009).

In this study, the performance of original moving-average crossover trading strategy for
securities in Malaysia is examined. Furthermore, the modified moving-average crossover
trading strategy, that has several extra trading rules (entry rule, exit rule, stop-loss rule,
holding rule) are added into the original MA crossover trading strategy and is tested
whether it produce better risk-adjusted return than the original MA crossover trading

strategy and the conventional simple buy-and-hold strategy.
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