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ABSTRACT (120 Words) 
 
This project computes the Closing Percent Quoted Spread (CPQS) for all stocks traded 
on Bursa Malaysia. The empirical research moves in two independent directions. At the 
macro-level, an aggregate liquidity indicator is constructed to track the changing liquidity 
conditions of the local bourse. This aggregate measure is then used to address the 
liquidity impact of foreign portfolio flows and proprietary day trading, as well as 
measuring the extent of liquidity spillovers across the key asset markets in Malaysia. At 
the firm-level, the project shows that Malaysian public listed firms should care about their 
stock liquidity because the latter has direct implications on firm value. To enhance stock 
liquidity, the empirical results recommend corporate managers to actively expand their 
shareholder base.  
 

mailto:kianpinglim@um.edu.my


2 

 

1. INTRODUCTION 
 
It is well documented that emerging stock markets including Malaysia are characterized 
by lower level of liquidity, and this is often cited as a major impediment to foreign 
portfolio investments. Thus, improving the liquidity of Bursa Malaysia has always been a 
key objective for the exchange regulator and operator with various policies been 
undertaken over the years. Reading through the objectives of these policies, we find that 
the Malaysian authority generally defines liquidity in terms of trading activity, mainly 
because the demutualized stock exchange needs to attract huge trading volume to 
remain profitable. However, this differs from the perspective of investors who define 
liquidity as the ease of trading stocks, which takes into account the cost associated with 
immediate trading and the price impact of transactions. The standard investor-centric 
measure of liquidity is the bid-ask spread, but such high-frequency microstructure data is 
difficult to obtain for emerging market like Malaysia over long period of time. The lack of 
liquidity measure is the main reason why there are only six published academic studies 
on the liquidity of Malaysian stocks, despite the fact that the exchange has been 
incorporated for nearly half a century. Hence, the key objective of this project is to 
address the fundamental question of how liquidity is measured by constructing liquidity 
proxy that takes into account the institutional features of the Malaysian stock market. 
Once the fundamental research of constructing a low-frequency liquidity proxy is 
completed, the project proceeds with its empirical applications to explore the causes and 
effects of lower liquidity on the Malaysian stock market.  
 
 
2. RESEARCH METHODOLOGY 
 
To reiterate, there are two themes in this project, namely aggregate liquidity and firm-
level liquidity for the Malaysian stock market.  
 
In the first theme, the data are time series at daily (Liew et al., 2020), weekly (Liew et al., 
2018) and monthly (Liew et al., 2016) intervals. Hence, time series econometrics are 
used to first explore the properties of the constructed aggregate liquidity indicator (Liew 
et al., 2016), followed by its empirical applications to determine the liquidity impact of 
foreign portfolio flows (Liew et al., 2018) and proprietary day trading (Liew et al., 2020). 
Among the methodologies used are unit root tests, structural break tests, vector 
autoregression (VAR) regression, Granger non-causality test and GARCH (Generalized 
Autoregressive Conditional Heteroskedasticity) modelling.  
 
In the second theme on firm-level liquidity, a pilot study (Lim et al., 2017) is first 
conducted to replicate the existing liquidity model on 600 stocks listed on Bursa 
Malaysia over the 8-year period of 2002-2009. A larger dataset is then assembled for 
1250 non-financial firms over a longer sample period of 2000-2015. Using the panel 
data, we address the question of why corporate managers of these Malaysian public 
listed firms should care about their stock liquidity, with the analysis exploring the 
relationship between liquidity and firm value (Chia et al. 2020a). The second paper then 
conducts a pioneering research on the causal effect of shareholder base on stock 
liquidity (Chia et al. 2020b), in order to draw inference on the effectiveness of liquidity-
enhancing strategy through the expansion of the number of shareholders. In these two 
firm-level studies, the baseline models are estimated using pooled Ordinary Least 
Squares (OLS) with the standard errors adjusted for the presence of within-cluster 
correlations. A series of robustness checks are then conducted on the baseline findings 
through alternative estimation methods, such as the Fama-MacBeth two-step 
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regression, quantile regression, firm fixed effects estimator, two-stage least squares 
(2SLS) instrument variable regression and system GMM (generalized method-of-
moments).  
 
 
3. LITERATURE REVIEW 
 
The literature on stock liquidity is voluminous and it is impossible to provide a 
comprehensive review. However, the project is motivated by two strands of liquidity 
literature.  
 
First, given the multifaceted nature of liquidity, many low-frequency proxies have been 
proposed over the years (see the survey paper of Le and Gregoriou, 2020). Faced with 
abundant choices, researchers resort to liquidity horseraces as guides in selecting the 
best liquidity proxy for each stock exchange. The available liquidity horseraces cover 
U.S. stock exchanges (Goyenko et al., 2009), emerging markets (Lesmond, 2005), 
frontier markets (Marshall et al., 2013) and global stock exchanges (Fong et al., 2017). 
Notably, the liquidity horserace conducted by Fong et al. (2017) is by far the largest in 
the academic literature. These authors extract 8 billion trades and 17.7 billion quotes 
data from Thomson Reuters Tick History (TRTH). The data cover 24,240 firms traded on 
42 global stock exchanges over the sample period from 1996 to 2007. There are at least 
two important implications from their findings for empirical finance research. First, the 
best performing liquidity proxy differs across stock exchanges. Thus, researchers should 
not use similar liquidity indicator for all markets. Second, the Closing Percent Quoted 
Spread (CPQS) proposed by Chung and Zhang (2014) stands out as the best 
performing proxy for many countries. This is encouraging for researchers because bid-
ask spread nicely captures the key dimension of trading costs facing investors. 
Furthermore, the CPQS requires only daily closing bid prices and daily closing ask 
prices, which can be retrieved from Thomson Reuters Datastream and are available 
even for emerging stock markets. In the case of Malaysia, Fong et al. (2017) find that the 
CPQS is the best liquidity measure. 
 
Second, despite the incorporation of the Malaysian Stock Exchange in 1976 (renamed 
Bursa Malaysia in 2004), there are only a handful of published studies on the liquidity of 
Malaysian stock market. From our literature search, we find only six published papers on 
the liquidity of Malaysian stocks, excluding research from this project. These studies 
focus on using liquidity to predict stock returns (Hameed and Ting, 2000; Rahim and 
Nor, 2006; Ramlee and Ali, 2012), or relating changes in liquidity to corporate 
governance (Foo and Mat Zain, 2010), underpricing of IPOs (Sapian et al., 2013) and 
stock index revisions (Azevedo et al., 2014). There is not one single study on the 
aggregate liquidity of the Malaysian stock market. None of these firm-level studies utilize 
bid-ask spread proxy, with trade-based indicators remain the popular choice. The lack of 
research deprives stock exchange regulator and public listed firms the valuable inputs 
when designing their liquidity-enhancing strategies. This project adds three articles that 
address the aggregate liquidity of the Malaysian stock market (Liew et al., 2016, 2018, 
2020), and another three on the liquidity of public listed firms on Bursa Malaysia (Lim et 
al., 2017; Chia et al., 2020a, 2020b).  
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4. FINDINGS 
 
This section summarizes the key findings of the two themes of research in this project.  
 
We construct in Liew et al. (2016) two monthly aggregate liquidity indicators, Closing 
Percent Quoted Spread and Closing Percent Quoted Spread Impact, for all public listed 
firms on Bursa Malaysia over the sample period of 2000-2014. Tracking the level of 
market liquidity over the last 15 years, all indicators consistently show that there is an 
obvious dry-up in liquidity in year 2008 when the bankruptcy of Lehman Brothers 
shattered confidence in the financial markets. Unlike the U.S. stock exchanges, there is 
no conclusive evidence to suggest that liquidity in the Malaysian market has improved 
over the sample period. Further structural break analysis indicates that the sharp liquidity 
changes in the Malaysian stock market are mainly driven by reactions to international 
events.  
 
Using the constructed aggregate liquidity indicator, we then determine the liquidity 
impact of foreign portfolio flows (Liew et al., 2018) and proprietary day trading (Liew et 
al., 2020). In the first paper, a one-way causality is detected from gross inflows to 
aggregate liquidity, and foreign investors erode liquidity of the Malaysian stock market. 
Additional analyses reveal that uncertainties in the U.S. markets negatively affect 
aggregate liquidity through the flows of foreign institutions, whose positive feedback 
trading destabilizes the local bourse. Despite the shocks, there is sufficient liquidity 
provision from local state-backed institutional funds and local proprietary day traders. In 
the second paper, we find evidence that the trade volume of proprietary day traders 
(PDTs) is associated with higher aggregate liquidity in the Malaysian stock market, 
which can be attributed to the theoretical channel of intense competition among informed 
traders. However, such improved liquidity comes at a cost to investors, as proprietary 
day trading is found to be associated with higher conditional volatility and conditional 
skewness of Closing Percent Quoted Spread. The former is due to the exchange-
imposed immediacy for PDTs to close their open positions, whereas the latter can be 
attributed to the exclusive rights granted to PDTs to engage in intraday short selling. 
 
Coming back to our three firm-level liquidity studies, the pilot research in Lim et al. 
(2017) replicates existing liquidity model using smaller sample of 600 Malaysian listed 
stocks over a shorter sample period of 2002-2009. The analysis reveals that only local 
institutions and local individual investors who trade through the direct accounts are 
significantly associated with the liquidity of domestic firms. In contrast, the significant 
liquidity effect for foreign investors operates through the nominee accounts. While 
institutional ownership exhibits a linear negative relationship, our findings on local 
individuals and foreign nominees differ greatly from previous studies in that their 
relationship with stock liquidity is non-monotonic. Apart from the widely researched 
information asymmetry and trading effects, we find that liquidity is also driven by the 
largely ignored information competition channel. An important insight from our findings is 
that the large shareholdings by any particular investor group is detrimental to stock 
liquidity as they exacerbate information asymmetry, reduce the degree of competition 
and lower the level of trading activity. 

With the interesting insights from the pilot study, we then construct the Closing Percent 
Quoted Spread for a larger dataset of 1250 non-financial firms listed on Bursa Malaysia 
over a longer sample period of 2000-2015. The first paper in Chia et al. (2020a) 
addresses why corporate managers of Malaysian public listed firms should care about 
their stock liquidity. We find that stocks must be traded higher than the threshold liquidity 
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level before reaping the benefit of larger firm value. Our key finding of a nonlinear 
relationship remains robust to alternative liquidity measures and estimation methods, as 
well as passing a series of endogeneity checks. Using an ideal candidate of lot size 
reduction for Malaysian stocks in May 2003 as exogenous liquidity shock, we establish 
the causal effect from liquidity to firm value. Further interaction analyses uncover three 
important moderating variables in the liquidity-firm value relationship, in which the value 
impact demands a more liquid market for Malaysian public firms with political 
connections, higher foreign nominee ownership and higher foreign institutional 
ownership 
 
The second firm-level paper in Chia et al. (2020b) then conducts a pioneering research 
on the causal effect of shareholder base on stock liquidity, in order to draw inference on 
the effectiveness of liquidity-enhancing strategy through the expansion of the number of 
shareholders. We find evidence of a nonlinear relationship between the number of 
shareholders and liquidity, challenging the popular view that “more is better” and 
prescribing a threshold maximum level for the number of shareholders beyond which the 
liquidity of firms will decline. The negative effect of wider spread is not due to greater 
adverse selection costs but can be largely attributed to higher volatility induced by noise 
trading. However, the threshold level is considerably higher than the number of 
shareholders of most Malaysian public listed firms, suggesting much room for 
shareholder expansion in the local market. Our findings thus call for corporate managers 
to actively manage and expand their shareholder base. Some of the effective corporate 
practices in developed stock markets that are relevant in the Malaysian context include 
stock splits, noncash shareholder perks, strategic corporate disclosures and investor 
relations programs. Another interesting insight is that the explanatory power of 
shareholder base is not suppressed by percentage share ownership, and its economic 
effect on CPQS is at least four times larger than the combined effects of all three 
ownership variables – local individual ownership, local institutional ownership and 
blockholdings. The large economic effect and strong theoretical basis support the 
inclusion of shareholder base in stock liquidity model. 
 
 
5. CONCLUSION 
 
Our project expands the liquidity research for the Malaysian stock market, providing 
policy insights from the analyses of aggregate liquidity and firm-level liquidity. It adds to 
the academic literature through our novel research designs and empirical findings. For 
instance, in addressing the effect of proprietary day trading on the higher-order moments 
of liquidity, Liew et al. (2020) propose the conditional liquidity skewness. Chia et al. 
(2020b) provide the theoretical grounds and empirical evidence to support the inclusion 
of shareholder base in stock liquidity model. On the other hand, the findings from both 
firm-level studies (Chia et al., 2020a, b) reveal the importance of the functional form of 
the model in that nonlinearity should not be ignored. While this project achieves the 
fundamental objective of providing a liquidity measurement for the Malaysian stock 
market in Closing Percent Quoted Spread, we hope that the policy insights from its 
empirical applications will stimulate more liquidity research on the local bourse, both at 
the aggregate- and firm-levels.  
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ACHIEVEMENT 
 
 
i) Name of articles/ manuscripts/ books published 

 
1. Liew, Ping-Xin, Lim, Kian-Ping & Goh, Kim-Leng (2016) Aggregate liquidity 

for Malaysian stock market: New indicators and time series properties. 
International Journal of Economics & Management, 10(2), 297-319 [UPM 
Press, indexed by Scopus]. 

 
2. Lim, Kian-Ping, Thian, Tze-Chung & Hooy, Chee-Wooi (2017) Investor 

heterogeneity, trading account types and competing liquidity channels for 
Malaysian stocks. Research in International Business and Finance, 41, 
220-234 [Elsevier, indexed by Web of Science (SSCI)]. 

 
3. Liew, Ping-Xin, Lim, Kian-Ping & Goh, Kim-Leng (2018) Foreign equity 

flows: Boon or bane to the liquidity of Malaysian stock market. North 
American Journal of Economics and Finance, 45, 161-181 [Elsevier, 
indexed by Web of Science (SSCI)]. 

 
4. Liew, Ping-Xin, Lim, Kian-Ping & Goh, Kim-Leng (2020) Does proprietary 

day trading provide liquidity at a cost to investors? International Review of 
Financial Analysis, 68, article no. 101455 [Elsevier, indexed by Web of 
Science (SSCI)]. 

 
5. Chia, Yee-Ee., Lim, Kian-Ping & Goh, Kim-Leng (2020) Liquidity and firm 

value in an emerging market: Nonlinearity, political connections and 
corporate ownership. North American Journal of Economics and Finance, 
52, article no. 101169 [Elsevier, indexed by Web of Science (SSCI)]. 

 
6. Chia, Yee-Ee, Lim, Kian-Ping & Goh, Kim-Leng (2020) More shareholders, 

higher liquidity? Evidence from an emerging stock market. Emerging 
Markets Review, 44, article no.100696 [Elsevier, indexed by Web of 
Science (SSCI)]. 

 
 

ii) Title of Paper presentations (international/ local) 
 

1. "Corporate shareholdings and the liquidity of Malaysian stocks: Investor 
heterogeneity, trading account types and the underlying channels", 11th 
Asian Academy of Management International Conference, 2-4 October 
2015, Penang [Presented by Kian-Ping Lim]. 
 

2. "Local investors' trading and the aggregate liquidity of Malaysian stock 
market", 7th International Borneo Business Conference, 7-8 September 
2016, Sabah [presented by Ping-Xin Liew]. 
 

3. “Do foreign investors consume or supply liquidity in Bursa Malaysia?”, 19th 
Malaysian Finance Association Conference, 16-18 May 2017, Perak 
[presented by Ping-Xin Liew]. 

 
 

http://www.ijem.upm.edu.my/vol10no2/(6)-VOL_10(2)2016_Kian%20Ping_Aggregate%20Liquidity........pdf
http://www.ijem.upm.edu.my/vol10no2/(6)-VOL_10(2)2016_Kian%20Ping_Aggregate%20Liquidity........pdf
https://doi.org/10.1016/j.ribaf.2017.04.019
https://doi.org/10.1016/j.ribaf.2017.04.019
https://doi.org/10.1016/j.ribaf.2017.04.019
https://doi.org/10.1016/j.najef.2018.02.007
https://doi.org/10.1016/j.najef.2018.02.007
https://doi.org/10.1016/j.irfa.2020.101455
https://doi.org/10.1016/j.irfa.2020.101455
https://doi.org/10.1016/j.najef.2020.101169
https://doi.org/10.1016/j.najef.2020.101169
https://doi.org/10.1016/j.najef.2020.101169
https://doi.org/10.1016/j.ememar.2020.100696
https://doi.org/10.1016/j.ememar.2020.100696
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4. "Stock liquidity and firm value: Nonlinearity, corporate political connections 
and investor heterogeneity", 20th Malaysian Finance Association 
Conference, 1-2 August 2018, Kedah [Presented by Kian-Ping Lim]. 

 
5. “Proprietary day trading and higher-order moments of liquidity", 21st 

Malaysian Finance Association Conference, 31 July – 1 August 2019, 
Selangor [presented by Ping-Xin Liew]. 

 
 

iii) Human Capital Development 
 

1. Liew Ping Xin [MEc & PhD] 
 
 “An Empirical Analysis of the Liquidity of the Malaysian Stock Market” 
 Master of Economics (February 2014 – February 2016) 
 Faculty of Economics and Administration, University of Malaya 
 
 “Aggregate Stock Liquidity of Bursa Malaysia” 
 PhD in Financial Economics (September 2016 – thesis submitted in July 2020)   
 Faculty of Economics and Administration, University of Malaya 
  
  

2. Chia Yee Ee [PhD] 
 
 “Stock Liquidity of Malaysian Public Listed Firms” 
 PhD in Financial Economics (September 2015 –[ May 2020)   
 Faculty of Economics and Administration, University of Malaya 
 

 
iv) Awards/ Others 
 
With the final expenditure of RM71,094.13, the return on investment (ROI) for this 
project is considerably high in the non-science category. The research findings are 
published in leading financial economics journals indexed by Scopus (1 article) and WoS 
(5 articles). Based on the 2020 Journal Citation Reports (JCR), the distribution of our 5 
articles in 4 WoS-indexed journals is as follows: 
 

Journal Publisher 
JCR 2020 

Impact Factor 

JCR 2020 

Rank 

Research in International Business 
and Finance 

Elsevier 1.801 Q2 

North American Journal of 
Economics and Finance 

Elsevier 1.535 Q2 

International Review of Financial 
Analysis 

Elsevier 2.497 Q1 

Emerging Markets Review Elsevier 3.092 Q1 
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v) Others 
 
Since there are still articles to be extracted from the research project, a dedicated 
webpage is created for regular updating and public access at: 
http://kianpinglim.com/faculty/bursa-stock-liquidity-project/. 
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