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Abstract 

Market Timing Strategy is an active investment strategy, which is based on the signals 

of indicators, for the investors to make their investment decisions. However, there has 

always been the question on which variable is a good indicator, that would provide 

superior returns for the investment. Bond to Equity Yield Ratio (BEYR) is a new 

indicator widely researched by many academics in the field of finance and extensively 

applied by practitioners of the financial markets during the last two decades. Efficient 

Market Hypothesis (EMH) is a theory in finance which states that stock prices are 

always reflected with the relevant information and beating the market from predicting 

the trend of future stock prices is not possible. Therefore, if the market is in accordance 

with EMH, market timing strategy is not useful and passive investment strategy is better 

than active investment strategy.  

 

Although extant literatures have proved BEYR as a good indicator to be used in market 

timing strategy, the focus of the existing research is on the financial markets in the 

United States, the United Kingdom, and the Europe; the study on Asian financial 

markets is very limited. The main objective of the research is mainly motivated by this 

knowledge gap. This study will use extreme value strategy as an active trading strategy 

to conduct research on the market timing ability of BEYR in three Asian financial 

markets: Japan, Malaysia and Singapore. In addition, passive trading strategy will be 

used to compare with active trading strategy in each country to identify whether the 

markets comply with weak form of EMH. Deductive approach of quantitative research 

is conducted and three main hypotheses are developed to achieve the research objective.  

 

The empirical findings from our research and the responses to the main hypotheses can 

be summarized as active trading strategy does perform better than passive trading 

strategy for all countries and the market timing ability of BEYR is not as good as the 

traditional indicators: dividend yields and earning yields for all countries. Therefore, the 

financial markets of all counties under scrutiny do not comply with weak form of EMH. 

However, it is worthy to take note that the sample period chosen for this research 

includes the period when the Global Financial Crisis occurred in 2008. Therefore, it is 

assumed that the impact of the financial crisis is the main reason contributing the 

difference between the findings from our research and the existing literatures. Moreover, 

the difference in the nature of financial market can be considered as another underlying 

factor for the new perspective on BEYR resulting from our empirical results.  
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1. Introduction 

In this chapter, we will introduce our research by presenting the reader with the 

empirical/practical and theoretical background of the chosen research problem, 

identify the knowledge gap, formulate the research question and define the research 

purposes to be achieved from this thesis. We will close the chapter with the general 

disposition of the research. 

1.1 Overview of Asian Equity and Bond Markets 
Financial markets act as a foundation for growth of sustainable economy in Asia. Asian 

equity markets have been growing rapidly since 1990s, with strong inflow of 

international investors, financial integration between regions, capital account 

liberalization and structural improvements in market infrastructure, as driving forces 

(Purfield et al., 2006, p.1). Equity markets are the largest source of capital for Asia and 

the Asian equities provide high earnings growth and high dividends (Credit Suisse, 

2013, p. 19). Global stock-market capitalization of Asia-Pacific region has grown 

significantly from 21% in 2003 to 29% by the end of 2013. Japan is the leading equity 

market in Asia with market capitalization of 4.5 billion USD, followed by Hong Kong 

stock exchange with 3.1 billion USD and Shanghai with 2.5 billion USD market 

capitalizations (World Federation of Exchanges, 2014, p. 5). 

The financial crisis in the late 1990s has alerted the importance of having 

well-functioning bond markets to the policymakers and market participants. Before the 

crisis, the foreign-currency-denominated loans are the major type of funds for long-term 

investment. However, the mismatch between the currency and maturity has caused the 

collapse of the market. Asian bond-market has been dominated by government bonds, 

which covers 70% of total bonds outstanding (Credit Suisse, 2013, pp. 22-23). Korea 

exchange is the leading market for bonds trading with total value of 1.2 billion USD by 

the end of 2013 (World Federation of Exchanges, 2014, p. 8). 

1.2 Problem Background 
Financial markets and instruments are becoming more volatile, competitive and 

increasing complexity in the structure and therefore earning superior returns becomes 

more and more challenging for the investors since their ultimate goal is to make excess 

returns with the lowest risk possible. Therefore, investors are attracted to financial 

markets and instruments that would yield above average returns with low level of risk. 

After Asian financial crisis in 1997, the focus of the foreign investors has shifted to 

Asian equity markets due to the reforms after the crisis which has allowed the investors 

to benefit from international portfolio diversification across Asian equity markets (Vo & 

Daly, 2005, p. 76). On the other hand, bond markets also play a significant role in the 

development of a country’s economy as well as sustainable growth especially for 

emerging Asian economies.  Investment in bonds is considered to earn safe returns for 

investors compared with risky nature of equity securities. Many of the extant literatures 

have focused on the interdependence of the equity markets in Asia and researched on 
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the cross-country or international portfolio diversification, which targets to reduce risk 

and increase expected returns (Vo & Daly, 2005, p. 76). Furthermore, the existing 

research on the Asian bond markets have also focused on providing information on the 

type and nature of the market itself rather than using the bonds as a tool in trading 

strategy. However, the study on the correlation between equity and bond markets in Asia 

is very limited especially the investment strategies developed based on the correlation of 

these two markets. Our research mainly stems from this problem background.   

 

Active trading strategy uses forecasting techniques and available information to earn 

superior returns compared with simply diversified portfolio, also known as buy and hold 

strategy or passive trading strategy (Fabozzi & Markowitz, 2011, p. 6). The essence of 

all active trading strategies involves the expectations on the underlying factors that is 

influencing on the particular type of asset whereas passive trading strategy relies solely 

on diversification alone instead of expectation input (Fabozzi & Markowitz, 2011, p. 6). 

Market timing strategy, also known as active trading strategy, in which investors use 

signals that are based on fundamental indicators to identify the best timings for 

switching their investment from one market to another for earning excess returns. If the 

expected returns are high in the stock market, the investors remain their investment in 

the stock market and if there is underperformance of the market, the investors switch 

their investment from equity market to other cash investments (Neuhierl & Schlusche, 

2011, p. 551).  

 

Fundamental indicators include traditional valuation ratios such as dividend to price 

ratio, book to market ratio and price to earnings ratio, dividend yields and earning yields 

(Giot & Petitjean, 2009, p. 365). However, beating the market using traditional 

valuation methods and analysis seems unfavorable nowadays since their nature of 

deviation from historical range (Giot & Petitjean, 2009, p. 365). Therefore, during the 

last two decades, the focus of the academics and practitioners of financial industry has 

shifted to study on the substitution effect among stocks and bonds, which stands as the 

assets that would compensate the different states of the market (Migiakis & Bekiris, 

2009, p. 199). Bond to Equity Yield ratio (BEYR), from now on denoted as BEYR, is a 

new indicator used for the market timing strategy, which is similar with Gilt to Equity 

ratio (GEYR), used by market practitioners in UK and Fed Model used by USA market 

practitioners, for forecasting movement in future prices (Giot and Petitjean, 2009, p. 

369). “BEYR shows the relationship between bonds and stocks and can be defined as 

the ratio of the bond market yield to stock market yield (Giot and Petitjean, 2009, p. 

365)”. 

In this research, BEYR will be used as main fundamental indicator for the market 

timing strategy and the observed results of BEYR will be compared against two 

traditional basic indicators: earning yields and dividend yields. We will use more than 

12 years of monthly data from November 2001 to April 2014 for three countries in Asia 

(Japan, Malaysia and Singapore) to study the market timing ability of BEYR and 

compare with market timing ability of earning yields and dividend yields. In order to 
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model BEYR, earning yields and dividend yields, we will use “Extreme Value Strategy” 

to define the thresholds for “danger zone” (Giot and Petitjean, 2009, p. 366). Extreme 

Value Strategy (EVS) compares the current value of an indicator with extreme values of 

that particular indicator derived from historical distribution and those extreme values 

will signal the months that the investors should switch their investments from equities to 

bonds because the stock market is overvalued compared with bond market (Giot and 

Petitjean, 2009, p. 371). Trading rules will be defined for each indicator to apply market 

timing strategy in our research. 

 

Efficient Market Hypothesis (EMH) states that financial markets are efficient and the 

prices of the securities always reflect all the relevant information and therefore beating 

the market is impossible (Bodie et al., 2009, p. 11). In addition, stock price movements 

can be described as random and therefore earning superior returns from predicting the 

trend of movement in stock prices is not possible (Malkiel, 2003, p. 59). In an efficient 

market, new equilibrium for the prices is occurred each time the security prices are 

incorporated with new information and therefore spending time and money on 

collecting the information will not yield extra returns in such efficient markets 

(Hiremath & Kumari, 2014, p.1). Therefore, investors should adopt passive trading 

strategy as their portfolio management instead of exercising active trading strategy, 

which are based on forecast of the market condition and fundamental indicators; 

ultimately passive trading would outperform active trading in efficient markets. 

However, market timing strategy contradicts EMH and it is based on the hypothesis that 

movement in stock prices does not follow random process and therefore prediction and 

forecast can be made to some extent; allowing the investors to earn extra returns from 

their forecast models (Tezel & McManus, 2001, p. 174).  

 

Asian equity markets are the developing markets and the characteristics of government 

bonds and equities in Asian countries are quite different with European countries and 

the United States. The type of government bond yields in Asian countries is quite 

different from one country to another as well. Some country has very low yields (eg. 

Japan) while others have quite high yield (eg. India). Therefore, instead of focusing on 

the financial market of one country, we choose three countries so that comparison 

against different countries could be made. This would provide more comprehensive 

analysis on the empirical results, from which meaningful conclusion could be drawn.  

1.3 Knowledge Gap and Contribution 
The topic of the relationship between bonds and equities has been received a lot of 

attention by practitioners and participants of financial industry in the beginning of 21
st
 

century and theoretical developments and valuation models relating to the topic have 

been evolved as well. Fed Model and GEYR have been widely used and discussed in 

many researches and existing literatures for the USA, UK and Europe markets. Giot and 

Petitjean (2009) have conducted research on BEYR as market timing strategy using 

EVS for Belgium, Netherlands, UK and USA. As far as we know, there are no academic 

studies that specifically examine the BEYR ratio as an indicator for market timing 

strategy for Asian financial markets apart from Thailand. There are some research 
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conducted on the relation of bonds and stocks for market timing strategy for financial 

markets in Japan; however, other similar indicators such as Bond Stock Earnings Yield 

Differential (BSEYD) and Fed Model were used instead of BEYR. Therefore, we would 

like to bridge this knowledge gap by conducting research on three major Asian markets.  

 

Furthermore, although there are numerous studies on EMH for both developed and 

developing financial markets, the issue of whether the financial markets are really 

efficient is still questionable. According to the extant literatures, the emerging and 

developing markets tend to reject the EMH due to the frictions in the market (Hiremath 

& Kumari, 2014, p.1). The research of Lo (2005) has stated that the degree of market 

efficiency is depending on the market ecology which is shaped by the underlying 

environmental factors. In our research, the sample period we have chosen includes 2008 

global financial meltdown period, which can be considered as the major environmental 

factor influencing the movement of the financial markets. Therefore, from our research 

we would know the influence of the underlying environmental factor that is how 

markets tend to behave during a crisis. However, research addressing on this issue in 

Asian financial markets is quite limited especially relating with the trading strategies 

during financial crisis. Therefore, we address this issue as another knowledge gap for 

conducting this research.  

  

We believe that our study would not only bring meaningful contribution to existing 

literatures and relevant fields of studies but also for market practitioners who are 

interested in the Asian financial markets. Moreover, we hope that our research could 

become a reference for the future research purposes on the study of the relationship 

between equities and bonds, market timing strategies & EMH. We also hope that it will 

be useful for both academic and practical purposes as well. 

1.4 Research Question 
Considering the problem background and the knowledge gap, we address the research 

question for our degree project as: 

 

“Can Bond to Equity Yield Ratio (BEYR) be used as a main indicator for earning 

superior returns by applying extreme value strategy as market timing strategy?”    

 

However, the main question addressed is fairly broad and therefore in order to simplify 

and support the main findings of our research, we have formulated three sub-questions; 

the results from sub-questions will be incorporated to answer the main research 

question. 

 

1. Does active trading strategy outperform passive trading strategy (buy and hold 

trading strategy)? 

For each country, we will compare buy and hold portfolio of each asset (stocks and 

bonds) against each mix asset portfolio, which is the outcome of active trading using 

extreme value strategy.  We will evaluate the best trading strategy for each country 

based on the risk and return of each portfolio.   
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2. Does the profitability of the active strategy depend on the criterion used to time 

the market? 

We will use BEYR as the main indicator for our active strategy (Extreme Value 

Strategy) and compare against traditional basic indicators: earning yields and dividend 

yields. We will analyze whether or not the profitability of BEYR is better than the rest 

of the indicators for each country.   

 

3. Do the results of market timing strategy indicate whether financial market 

under scrutiny complies with weak form of Efficient Market Hypothesis (EMH)? 

We will relate the results obtained from choice of market timing strategy to explain 

whether the financial markets of Japan, Malaysia and Singapore are in accordance with 

weak form of EMH. 

1.5 Research Purpose 
Since the concept of substitution effect between stock and bond has been widely studied 

and accepted as useful concept in European countries and the United States, from this 

research we would like to provide insight into equity and bond markets of Asia and give 

updated information to investors and market practitioners on the extent of usefulness of 

market timing ability of BEYR.  Moreover, we would also like to know whether 

earning yields and dividend yields can still be considered as important indicators for 

market timing strategy compared with BEYR in Asia and would like to understand the 

underlying reasons behind. We also would like to test whether findings and models used 

in Giot and Petitjean (2009) can be generalized in other national contexts and compares 

the results from our thesis with the results from Giot and Petitjean‟s literatures for 

identifying whether there are significant factors underlying the difference. Furthermore, 

we also would like to relate EMH with the results of the trading strategies to 

comprehend more on the nature of the financial markets in Asia. Therefore, the main 

purpose of our research is motivated by whether BEYR could be used as an important 

indicator in market timing strategy and whether it would provide higher investment 

returns to investors for financial markets in three Asian countries. 

1.6 Delimitations   

Due to time limitation, cost perspectives and resource constraints, this research is 

focused only on stock and bond indexes listed on Thomson Reuters DataStream and 

therefore this research is limited to companies traded on DataStream global equity 

indices and DataStream fixed income indices. For the purpose of our study, only the 

yields of 10 year government bonds will be considered in the analysis. 

 

The earning yields and dividend yields used in our study is downloaded as readily 

available data from DataStream and not calculated by ourselves. When making 

comparison across each country, we will not consider the effect of differences in 

dividend payout policies, accounting policies and taxes associated. 
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Since we are comparing between three countries, the time frame for the availability of 

the data is different from one country to another. Therefore, we have uniformed the time 

frame period from November 2001 to April 2014 and therefore we only have 150 

monthly observations. Compared with the previous literatures and studies, the time 

frame we have chosen is shorter and therefore considered as another limitation in our 

study.   

1.7 Disposition of Thesis 
The structure of the thesis is presented in the following manner. 

 

Chapter 1: Introduction 

The background information of the Asian equity and bond markets and related major 

concepts are introduced in this section. After the problem background is discussed, the 

knowledge gap and contribution is identified. Research question has been formulated 

based on the knowledge gap followed by the motivation on the research purpose. The 

chapter is closed with general disposition for the thesis. 

 

Chapter 2: Methodology 

This chapter will introduce the readers with the background of the authors, the reason 

for choosing the particular research topic and followed by the discussion of the choice 

of scientific methodology for our thesis. Explanation on why positivism and 

quantitative research has been applied for this study will be disclosed. The research 

design, the choice of secondary sources and criticisms on the source of literatures will 

be presented in this chapter as well. 

 

Chapter 3: Theoretical Frame of Reference 

This chapter will present the review of the existing literatures, theories and concepts that 

is related to our thesis topic. Conceptual model for the analysis will be presented based 

on the previous studies and the main hypotheses for the research will be defined in this 

chapter.   

 

Chapter 4: Practical Methodology 

Data collection methods, data sampling techniques and the empirical description on the 

analysis procedures will be discussed in this chapter. 

 

Chapter 5: Empirical Findings 

Summary of descriptive statistics and data for each country will be presented and 

discussed in detail.  

 

Chapter 6: Analysis and Discussion 

Empirical findings and results that have been achieved in this study will be presented in 

this chapter. Analysis on the main hypotheses will be disclosed. Moreover, the 

empirical results drawn from our research will be compared against similar existing 
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research that has been done in different countries. Summary of statistical analysis on the 

empirical results will be presented as well.  

 

Chapter 7: Conclusion 

The conclusion of the entire research will be presented in this chapter by including the 

most relevant and important information. The main research question will be responded 

and a summary of the work that has been undertaken will be provided as well.  The 

quality criteria in terms of reliability, validity and replication will be discussed as 

well.   General contributions made from the research will be disclosed along with the 

recommendation for further research that we have come across while conducting this 

research.  

 

References 

Complete reference list will be included in this session. 
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2. Methodology 

The aim of this chapter is to provide explanation on the main theoretical methods that 

we have used in our research. We will discuss how the research methods were designed, 

why certain theoretical methods has been adopted in our thesis and explain the 

advantages and disadvantages associated with the choice of the methods. The chapter 

begins with the pre-understanding of the authors followed by the choice of subject, 

discussion on research philosophy, the research approach, research strategy, research 

design, sampling and data selection, the source of literatures and criticisms on the 

source of literatures. 

2.1 Pre-understanding 
Before detail discussion on the research topic is presented, the background of the 

authors will be disclosed so that the readers would be able to understand the particular 

choice and reasoning of the authors on the chosen topic. One author has majored in 

finance & accounting and another author has majored in business & economic during 

the undergraduate studies. Both of us are currently studying in Master of Science 

Program at Umeå University and we both are specializing in finance major. Therefore, 

we both have strong background and adequate knowledge on this particular thesis topic 

in finance. Furthermore, both of us are Asian nationalities and we both are intending to 

pursue a career in the financial markets for Asian sector upon completion of our Master 

program. Therefore, our interest in the Asian financial markets and the knowledge gap 

presented has encouraged us for choosing Asian markets as the research sites. However, 

we understood that objectivity is the essence in conducting a research and previous 

experiences and knowledge background could influence the research to become biased 

with personal perspectives and values (Bryman and Bell, 2011, pp. 29-30). Therefore, 

we will try to conduct our research in a way that it is unbiased and objective by 

analyzing and interpreting the results based on the actual data and facts and avoid any 

subjective pre-understandings.    

2.2 Choice of Subject  
We have chosen to conduct research on the relationship between equity and bond yields 

and how these two yields can be used to time the market efficiently which would enable 

the investors for earning superior returns. Risk is always involved in making investment 

decisions and normally the higher the risk of the assets, the higher the returns as well. 

The main goal of the investors is earning the superior returns without involving the 

additional risk. Investors always seek out for the tradeoff between risk and return by 

selecting the right financial instruments to invest at the right time (Bodie et al., 2009, p. 

10). Therefore, using fundamental indicators to time the market has become a trend for 

investors and practitioners of the financial markets during the past decades. Most of the 

existing studies were mostly conducted for financial markets in Europe and the United 

States and very few researches have been conducted for Asian financial markets. There 

have been studies on the relationship between the bond and stock markets for Japan 

using Fed Model, however, research on this area has not yet been conducted on 

Malaysian and Singapore financial markets. Therefore, the choice of the topic is 
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strongly influenced by our interest in Asian financial markets and mainly guided by the 

existing literatures and problem background. 

2.3 Research Philosophy 
The research philosophy that you adopt contains important assumptions about the way 

you view the world. These assumptions will underpin your research strategy and the 

methods you choose as part of the strategy (Saunders et. al., 2009, p. 108). Moreover, 

the philosophy you adopt will be influenced by the practical considerations. However, 

the main influence is likely to be your particular view of the relationship between 

knowledge and the process by which it is developed (Saunders et. al., 2009, p.108). The 

important issue is not on whether our research should be philosophically informed, but 

on how well we are able to reflect upon our philosophical choices and defend them in 

relation to the alternatives that we could have adopted (Saunders et. al., 2009, p.108). 

Therefore, we will discuss two major research philosophies: epistemology and ontology, 

and explain the reason for adopting certain philosophy in our thesis.   

2.3.1 Epistemology 
Epistemology is concerned with the question of “what is” or “what should” be regarded 

as acceptable knowledge in the discipline (Bryman & Bell, 2011, p. 15). “A particular 

central issue in this context is the question of whether or not the social world can and 

should be studied according to the same principles, procedures, and ethos as the natural 

science (Bryman & Bell, 2011, p. 15).” There are two main positions belong to 

epistemological consideration which contradict each other. They are positivism and 

interpretivism. The resources researcher considers the positivist philosophy relating to 

the development of knowledge, whereas interpretivist philosophy has always been 

adopted by the feelings researcher (Saunders et. al., 2009, p. 113). 

2.3.1.1 Positivism 

According to Bryman & Bell (2011, p. 15), positivism is an epistemological position 

that advocated the application of nature science method to social science method. It 

includes five principles: first is phenomenalism, which means only phenomena and the 

senses can confirm knowledge and only this confirmation can be considered as 

knowledge; second is the deductivism, the purpose of the theory is to test the 

hypotheses that can be generated, then it will explain the laws to be assessed; third is the 

principle of inductivism which states, “knowledge is arrived through the gathering of 

facts that provide the basis for laws” (Bryman & Bell, 2011, p. 15); fourth is 

objectivism which states that the way to conduct the science must be value free; “the 

last one is the distinction between scientific statements and normative statements and a 

belief that the former are true domain of scientist (Bryman & Bell, 2011, p. 15)”. 

2.3.1.2 Interpretivism 

Another position is interpretivism, a term given to a contrasting view of positivism. 

Interpretivism is based on the critical questioning on the applicability of scientific 

models in a social world. It reflects the fundamental difference between social science 

and natural science which requires a different logic (Bryman & Bell, 2011, p. 17). And 

it respects differences between people and the objects of the natural sciences. Therefore, 
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it requires the social scientists to grasp the subjective meaning of social action (Bryman 

& Bell, 2011, p. 17).  

2.3.1.3 Positivism in our Research 

In our study, we will follow the view of positivism. Based on the five principles of 

positivism as stated before, there is a link with some of the points that have already been 

raised on the relationship between theory and research. The role of positivism research 

is to test theories and to provide material for the development of laws (Bryman & Bell, 

2011, p. 17). In our research, we are going to evaluate whether market timing strategy 

based on BEYR as an indicator can lead to earning superior returns for financial 

markets in Asia. We create a conceptual model, which is suited for our own case, based 

on the previous theory and research. Bond yields and equity yields are the real data that 

exist in the social world which is outside the influence of the researcher's mind. Our 

purpose is to use the methods of natural science to evaluate the stated question above. 

This is the connection between theory and research in our study which imply us to 

collect observations in a manner that is not influenced by pre-existing theories. 

 

For example, in the first principle of positivism, only phenomena confirmed by the 

senses can be warranted as knowledge, means the production of the credible data. “To 

generate a research strategy to collect these data you are likely to use existing theory to 

develop hypotheses. These hypotheses will be tested and confirmed, in whole or part, or 

refuted, leading to the further development of theory which then may be tested by 

further research (Saunders et. al., 2009, p. 113)”. The three main hypotheses developed 

in our research are created based on the previous research and the existing theory. And 

at the end, after the data has been tested and analyzed, we will get the results of whether 

the hypothesis can be confirmed or rejected in each country. 

 

And also another important component of positivism in our research is that the research 

is undertaken in a value-free way. As stated in Saunders et al., (2009, p. 114) the 

resources researcher would claim that there is little that can be done to alter the 

substance of the data collected. So the resources researcher seems value free rather than 

that of the feelings researcher (Saunders et. al., 2009, p. 114). In our research, the data 

were collected through Thomson Reuters DataStream and we can neither change nor 

alter those data and therefore the findings and results that we will get are relatively 

independent and accurate and can be described as value free.  

2.3.1.4 Limitation of Positivism 

There are still some limitations of positivism. “It is not entirely clear whether they mean 

the philosophical term or a scientific approach more generally (Bryman & Bell, 2011, p. 

16)”. For example, another position of philosophy is realism that purports to provide an 

account of the nature of scientific practice (Bryman & Bell, 2011, p. 16). 

2.3.2 Ontology 
Ontology is concerned with the nature of social entities. The central point of orientation 

here is the question of what kinds of objects exist in the social world; do social entities 
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exist independently of our perceptions of them; whether social entities can be treated as 

objective entities that have a reality external to social actor or it should be treated as 

social constructions built up from the perceptions and actions of social actors (Bryman 

& Bell, 2011, p. 20). These positions are frequently referred to as objectivism and 

constructivism. 

2.3.2.1 Objectivism 

Objectivism is an ontological position that asserts that social phenomena and their 

meanings exist independent of social actors (Bryman & Bell, 2011, p. 21). It implies 

that social phenomena and the categories that we use in everyday discourse have an 

existence that is independent or separated from actors, which mean that social 

phenomena confronts us as external facts that are beyond our research or influence 

(Bryman & Bell, 2011, p. 21). 

2.3.2.2 Constructive 

Constructivism is an ontological position which asserts that social phenomena and their 

meanings are continually being generated by social actors (Bryman & Bell, 2011, p. 21). 

It implies that social phenomena and categories are not only produced through social 

interaction, but also in a constant state of revision (Bryman & Bell, 2011, p. 21). This 

position challenges the suggestion; categories such as organization and cultural are 

pre-given and therefore confront social actors as external realities that they have no role 

in fashioning (Bryman & Bell, 2011, p. 21). 

2.3.2.3 Objectivism in our Research 

In our research, we will follow objectivism as ontological position. Referring back to 

our research question, we believe that the market-timing exists independently of social 

actors. It is the external factor that is beyond our research or influence and it can also be 

observed, investigated and measured. Furthermore, the social entities in our research are 

bond, equity, earning and dividends, which are independent from the act of social 

actors. 

2.4 Research Approach 
There are two main research approaches: deductive theory and inductive theory. 

Deduction owes more to positivism and induction owes to interpretivism, although we 

believe that such labeling is potentially misleading and of no real practical value 

(Saunders et. al., 2009, p. 124). 

2.4.1 Deductive Theory 

Deductive theory represents the most common view of the nature of the relationship 

between theory and research (Bryman & Bell, 2011, p. 11). There are six steps of 

deduction process: first is choosing the theory as a guide; next is deducing a hypothesis 

and expressing it in operational terms that indicates exactly how the concepts or 

variables are to be measured, which propose a relationship between two specific 

concepts or variable; third is the process of gathering data. After the data has been 

measured and analyzed, we will get the findings; and then we could test the operational 

hypothesis to draw conclusion on whether the deduced hypotheses can be confirmed or 
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rejected; the last step is modifying the theory in the light of findings if necessary 

(Bryman & Bell, 2011, p. 11) (Saunders et al., 2009, pp. 124-125). Deductive research 

is always along with quantitative research (Bryman & Bell, 2011, p. 150). 

2.4.2 Inductive Theory 

Inductive theory is the outcome of research. The process of induction involves drawing 

generalizable inferences out of observations (Bryman & Bell, 2011, p. 13). In other 

words, inductive process is gathering the data by researcher, and then analyzes and 

measures the observations to get some findings in order to formulate a new theory 

(Bryman & Bell, 2011, p. 13). Inductive theory is always along with qualitative research 

(Saunders et. al., 2009, p. 125-126). 

2.4.3 Deductive Theory in our Research 

In our research, we will follow the six deductive processes discussed above: 

first we choose some relevant theories, which will be discussed in the theoretical part, 

as guidance for our thesis; then we will deduce three main hypotheses in our study to 

indicate how the variables will be measured; next, we will collect the data of different 

countries through Thomson Reuters DataStream; after we have measured and analyzed 

the data, we will get various findings among different countries; finally we would get 

the results of whether or not the deduced hypotheses can be confirmed or rejected. At 

last, we will modify the theory or conceptual model in the light of findings if necessary. 

2.5 Research Strategy 
According to Bryman & Bell (2011), there are mainly two research strategies: 

quantitative research and qualitative research. 

2.5.1 Quantitative Research 

“Quantitative research was described as entailing the collection of numerical data and 

exhibiting a view of the relationship between theory and research as deductive, a 

predilection for a natural science approach (and of positivism in particular), and as 

having an objectivist conception of social reality (Bryman & Bell, 2011, p. 150)”. There 

are mainly eleven steps in quantitative research: elaborate theory, devise hypothesis, 

select research design, devise measure of concepts, select research site, select research 

subjects/respondents, administer research instruments/collect data, process data, analyze 

data, develop findings/conclusions, and write up findings/conclusions (Bryman & Bell, 

2011, p. 151). 

2.5.2 Qualitative Research 

In contrast with quantitative research, qualitative research tends to be concerned with 

words rather than numbers (Bryman & Bell, 2011, p. 386). According to Bryman & 

Bell (2011, p. 151), there are three features of qualitative research and it is an inductive 

view of the relationship between theory and research; qualitative research is an 

epistemology position described as interpretivist, meaning that, and the understanding 

of the social world through an examination of the interpretation of the world by its 

participants; qualitative research is an ontological position that can be described as 

constructionist which means that the social properties are the outcomes of the 
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interactions between individuals. There are mainly six steps in qualitative research: 

general research questions, selecting relevant sites and subjects, collection of relevant 

data, interpretation of data, conceptual and theoretical work and writing up 

finds/conclusion (Bryman & Bell, 2011, p. 390). 

2.5.3 Quantitative Research in our Study 

We choose quantitative research strategy for our thesis. As stated before, we choose 

positivism, which is a natural science approach from epistemological position; we have 

an objectivist conception of social reality from ontological position; and also we use 

deductive approach in our research. Since quantitative research strategy was along with 

them (Bryman & Bell, 2011, p. 150). 

 

And in our study, we are following the process of quantitative research. First we 

elaborate our conceptual model based on the existing theory and previous research; 

second there are three hypotheses deducted from the theory and will be tested in our 

study; third is the research design in our study is cross-sectional and comparative, which 

will be discussed detail in the next section; and then we will measure the concept, once 

they are measured, concepts can be in the form of independent or dependent variables 

(Bryman & Bell, 2011, p. 153); the next step is to collect data, our data is collected 

through Thomson Reuters DataStream; the next two steps entail the selection of a 

research sites and then the selection of subject or respondents. In our study, the research 

site we chose is Asia and the respondents are Japan, Malaysia and Singapore, the 

underlying reason is that previous research on stock market and bond market mainly 

focus on European countries or the USA, so we would like to change the research 

orientation and do the study of stock market and bond market on Asian countries. Next 

is processing the data which means the data should be prepared so that it can be 

quantified. We will settle and transform the data into numbers to facilitate the 

quantitative analysis of the data and allow the information to be processed by computer 

software (Bryman & Bell, 2011, p. 152); after that, we will use SPSS and excel to 

analyze data and test the relationship between variables; and then, on the basis of the 

analysis of the data, the researcher must interpret the results of the analysis (Bryman & 

Bell, 2011, p. 151). The findings that we discover will verify whether our hypotheses 

can be confirmed or rejected; at last, our findings will be written up as a conclusion. 

2.6 Research Design 
There are five different types of research designs that the researchers usually applied in 

their studies: Experimental design, cross-sectional design, longitudinal design, case 

study design and comparative design (Bryman & Bell, 2011, p. 40). Among the five 

categories, cross-sectional design and comparative designs will be used in our research. 

2.6.1 Cross-Sectional Design 

The definition of cross-sectional design is the collection of data on more than one case 

and at a single point in time to collect a body of quantitative or quantifiable data in 

connection with two or more variables, which are examined to detect patterns of 

association (Bryman & Bell, 2011, p. 53). 
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According to the definition of cross-sectional design, the collection of data we used 

include more than 12 years of monthly data, the total of 150 observations, in our 

research and the research is more than one case which is three countries. Another 

element with cross-sectional design is at a single point in time, in our research, all the 

data for three markets in Asia that we have selected have the same period, which is from 

November 2001 until April 2014. And in order to establish variation between cases, it is 

necessary to have a systematic and standardized method for gauging variation which is 

called quantitative or quantifiable data. It provides the researcher with a consistent 

benchmark (Bryman & Bell, 2011, p. 54). Last but not least, patterns of association, we 

will examine the relationship between variables in our study with the cross-sectional 

design. 

2.6.2 Comparative Design 

Comparative design can be defined as using more or less identical methods on two or 

more contrasting cases (Bryman & Bell, 2011, p. 63). “It embodies the logic of 

comparison which we can understand social phenomena better when they are compared 

in relation to two or more meaningfully contrasting cases or situations (Bryman & Bell, 

2011, p. 63).” One of the most prominent forms of this research is cross-cultural or 

cross-sectional research. There are two main sources to collect the data when people are 

planning to examine the particular issue in two or more countries by using the same 

research instruments with the intention of comparing their manifestations in different 

sociocultural settings, using the same research instruments. The first way is to collect 

from national data and conduct a secondary analysis. Second is to create a new 

empirical work and carry out a primary analysis (Bryman & Bell, 2011, p. 63-64). 

 

In our research, we use the same research instruments with the same time period and use 

secondary data to seek explanations between similarities and differences to increase 

awareness and a deeper understanding of social reality in different national contexts 

(Bryman & Bell, 2011, p.64).  

2.7 Source of data 
We have collected the data through Thomson Reuters DataStream available at the 

computer lab of Umeå University Library and therefore we use secondary data type in 

our research. The definition of secondary data is considered as the possibility of 

reanalyzing data that have already been collected for some other purpose (Saunders et. 

al., 2009, p. 256).  There are many benefits associated with the secondary data analysis 

when carrying out a research project, which include time-saving, the high quality data, 

opportunity for longitudinal and cross-cultural analysis and subgroup analysis (Bryman 

& Bell, 2011, pp. 313-319). However, there are also limitation on the use of secondary 

data, which include the lack of familiarity, complexity of the data, no control over data 

quality and the absence of variable (Bryman & Bell, 2011, p. 320-322).  
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2.8 Source of literatures 
The source of literatures in our research is mainly supplied by text books, articles or 

journals and web sources. The book we selected is mostly related with our research area. 

For example, in the methodology section, the books that we mainly followed are 

Bryman & Bell (2011) and Saunders, et al. (2009) which are considered as guidance for 

our methodology section. The articles that we used are mainly obtained from Umeå 

University Library and Google Scholar. And the web sources are mainly published by 

the authority departments, like the official government websites or the institutional 

websites. 

2.8.1 Criticisms on source of literatures 

According to Saunders et al., (2009, p. 64), there are five aspects of evaluating the 

content of the source of the literatures, considering these five aspects into our study: 

first, the literatures that we used in our study are clearly covered our research questions 

and objectives. For example, one of the main articles that we used is the research 

conducted by Giot & Petitjean (2009) on the topic of “short-term market timing using 

the bond–equity yield ratio.” The research question and purpose in our study are mainly 

developed from this article, which covered our field of research. Secondly, we have 

developed the conceptual model which is suited with the purpose of our research and 

covered all the concepts and theories that we would use in our research. Thirdly, we 

have researched a mass of books, articles, journals and web sources and therefore we 

suppose that we had covered most of the literatures that is related to our topic, which 

provide more information and instructions to support our research. And also, the source 

of our literatures can be considered as reliable because the books and articles are related 

to our topic and research area, the web sources are also published by the official 

authority. Fourthly, the literatures we used in our study are mostly the updated 

literatures and the books we have used as reference are always the latest edition. And 

the period of articles that we used are ranging from 1966 to 2013. As time pass away, 

the main concepts of these articles are developed in a consistent way. But may be 

because of the different methods they are using regarding the same issues, the results of 

relevance articles may come up to conflictions with each other. These conflicts in fact 

reflect the different views of previous researchers and the complicated market situations 

(Abdi & Renyuan, 2012, p.18). So, it requires us to review the articles, considering 

from our own research situations and current market evolution. And then select the most 

suitable article as our instruction and through the analysis and evaluation to get the 

reliable findings for our case. Lastly, we have referenced all the literatures that we used 

in our study, not only referenced in the text, but also referenced in the format prescribed 

in the assessment criteria including in the reference list. For the above mentioned 

reasons, the literatures that we selected seem reliable and related to our study and 

therefore should fulfill the requirements and conditions to conduct a scientific research. 
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3. Theoretical Frame of Reference 

In this chapter, we will explain the theories relevant for our research and present the 

conceptual model based on the previous literatures. We will begin with a short 

introduction on active and passive trading approaches with regard to marketing timing 

strategy and then we will elaborate Extreme Value Strategy (EVS) and the application 

the strategy in our research. We will discuss about the indicators used in the market 

timing strategy: BEYR, earning yields and dividend yields and will provide explanation 

on the risk adjusted performance (Sharpe ratio). Thereafter, we will review the previous 

research and present the structure of our conceptual model and define the main 

hypotheses.  

3.1 Active Trading Strategy vs. Passive Trading Strategy 
“Trading  strategies  that  apparently  beat  the  market dated  back  to the  

inception  of trading  in  financial  assets (Conrad & Kaul, 1998, p. 490)”.  The 

assets managers either opt for active portfolio strategy or passive portfolio strategy 

(Banerjee & Hung, 2013, p. 655). “Therefore, the securities portfolios can be managed 

passively with the objective to achieve desired return and risk levels, or managed 

actively with the additional objective to achieve superior return and risk levels” (Grant, 

1978, p. 1120). The former objective is based on the assumption that the investors of the 

portfolio have identifiable tastes regarding with tradeoff between risk and return while 

the latter objective assumes to take advantage of the mispricing or inefficient pricing of 

the financial assets in the market (Grant, 1978, p. 1120).  

 

Active trading strategy deals with varying the allocations of the assets from one type to 

another at the right timings based on trends in prices or market valuation forecasts to 

improve the performance of their returns by identifying the mispriced 

securities.  Passive trading strategy, also known as buy-and-hold strategy, relates with 

fixed allocation among several types of assets in their portfolio (Bodie et al., 2009, 

p.11). However, there have always been debates on which strategy outperforms the 

other and extant literatures and studies have indicated that in an efficient market, where 

all the security prices reflect all available relevant information, it is better to adopt 

passive trading strategy rather than active strategy (Bodie et al., 2009, p.11). For the 

purpose of our research, we will use both strategies to test for the analysis on whether 

active strategy would outperform compared with passive trading strategy. 

3.2 Market Timing Strategy 
Market timing is an investment strategy which attempts to outperform the market; it has 

been used for testing the predictability of stock market (Li & Lam, 2002, p. 97). It can 

be defined as a strategy in which investors wait for the best time to earn the superior 

returns by switching their investment from one to another (Neuhierl & Schlusche, 2011, 

p. 551). Therefore, market timing strategy is concerned with active trading approach 

and based on the hypothesis that investors can beat the market by predicting future 

stock returns. According to Pfeifer (1985, p. 451), market timing strategy adjusts the 

systematic risk level of a portfolio in an attempt to earn excess returns from those 
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managed portfolios compared with unmanaged portfolios. “The principal job of a 

market timer is to time when to enter and when to exit the market, by shifting funds 

between risky and riskless assets. To decide on a suitable time to be in and out of the 

market, market timers would like to generate buy-sell signals according to various 

indicators derived from their analysis or from a model based on historical market data 

(Li & Lam, 2002, p. 97)”. 

 

The previous literatures have employed different kinds of rules pertaining to market 

timing rule. However, the research of Sharpe (1975), Jeffrey (1984) and Clarke, et al. 

(1989) held the negative opinion about the market timing.   Sharpe (1975, p. 67) 

concluded that “attempts to time the market are not likely to produce incremental 

returns of more than four percent per year in the long run.” The author indicated that 

unless the manager can predict the performance of each year, and right for at least seven 

times out of ten, then the manager should probably avoid attempts to time the market 

altogether (Sharpe, 1975, p. 67). According to Jeffrey (1984, p. 103), who used the 

quarterly timing strategy to illustrate how market timing affects portfolio risk and 

reward. The author found that the downside risk from timing was 50% greater than the 

upside reward (Jeffrey, 1984, p. 107). And also, Clarke et al. (1989, p. 27) suggested 

that “even people who think that it is possible to beat the market through stock selection 

seem to think that successful market timing is impossible”. 

 

On the other hand, some recently researched literatures hold the positive opinion about 

market timing. Shen (2003) has focused on the difference between the earnings-to-price 

(E/P) ratio and Treasury yields. The author examined five market timing strategies and 

out of all strategies, only one strategy outperform the market index based on the higher 

mean returns and lower variances. The author also recommended that “it may be 

possible to use a simple rule of thumb strategy to avoid some market down turns and to 

improve upon the widely recommended buy-and-hold strategy (Shen, 2003, p. 66)”. 

Similarly, according to Wong et al. (2001, p. 3), who used the Standardized Yield 

Differential (SYD) computed from E/P ratios and bond yields to test the performance of 

deriving stock market forecasts. The authors concluded that the use of SYD could 

enable the investors to avoid most market crashes, and SYD provides the trading signals 

which provide significant profits for the investment. Moreover, the performance of SYD 

indicator in market timing strategies is obviously better than the performance of 

buy-and-hold strategy (Wong et al., 2001, p. 3). 

 

Market timing strategy applies different types of quantitative models: which include 

equity valuation techniques or fundamental analysis, technical analysis, cyclical 

economic indicators, and optimization models based on modern portfolio theory, to 

analyze the attractiveness of different classes of assets and to use as signals for timing 

the market (Tezel & McManus, 2001, p. 173). Among different types of models and 

methods, the type of analysis that is closely related to our research will be discussed in 

our research: fundamental analysis and technical analysis.  
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Fundamental analysis is associated with the financial figures, results, and market data of 

the companies which studies the impact of those factors on the share price of the 

company (Snopek, 2012, p. 83). The fundamental analysis focuses on the three main 

financial statements: balance sheet, income statement and cash flow statement, to 

determine the intrinsic value of the company to compare with the market value to make 

investment decisions (Snopek, 2012, p. 83). Moreover, relative measures also known as 

fundamental indicators: Price to Earnings Ratio (P/E), Dividend Yield, Return on 

Equity (ROE), Price to Book Ratio, etc., certain financial ratios: Discounted Cash Flow, 

and Strategic Analysis: SWOT analysis are also applied in fundamental analysis. 

Therefore, fundamental analysis involves using accounting figures from financial 

statements to determine the signal for timing the market. The investors who use 

fundamental analysis are based on the assumption that any deviation from an 

equilibrium price level triggers the signal for buy/sell which is considered as a result 

from undervaluation/overvaluation of a stock.  Therefore, they take the opportunities 

arise from the deviation by taking a position before the price come back to the 

equilibrium level (Al-Abduljader, & Al-Muraikhi, 2011, p. 223). Although many 

investors and market practitioners find fundamental analysis useful for their investment 

strategies, the criticisms on the analysis have been discussed in the extant literatures. In 

a real situation, the key information could be unknown or unattainable and sometimes 

can also be hidden and misrepresented or misinterpreted.  

 

Technical Analysis forecasts the future price of financial asset by studying the historical 

trends and volumes of price charts and various indicators derived from them and it is 

based on three main fundamental principles (Snopek, 2011, p. 101). The first principle 

is based on the assumption is that stock prices reflect all available information and 

therefore investors tend to over-react on the extremely positive news and under-react on 

the extremely negative news during the period before the event is actually happened. 

Therefore, it also gives an impression that doing fundamental analysis is not really 

necessary. The second principle states that prices move in trends and likely to continue 

to the same direction rather than in the opposite direction until it reverses (Snopek, 2011, 

p. 102). The third principle assumes that history repeats and therefore it is useful study 

the past behaviors of stock prices to predict for the future (Snopek, 2011, p. 105). 

Technical analysis is more suited for short-term view and the main purpose for using 

this analysis is to speculate the prices rather than an investment decision (Snopek, 2011, 

p. 106).   

 

According to the extant literatures, using fundamental analysis alone may not yield the 

desired returns and therefore it is better to combine using fundamental analysis and 

technical analysis; using fundamental analysis first and check the results from 

fundamental analysis with the results from the technical analysis. We will use BEYR, 

Earning Yields and Dividend Yields as the indicators for the fundamental analysis and 

Extreme Value Strategy as the technical analysis for our research. However, the 

investors have to be careful in applying market timing strategy or active trading 

approach for their investment decisions because there are also costs associated with this 
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strategy. Transaction costs are incorporated each time the portfolio is rebalanced; 

switching from type of asset to another (Grant, 1978, p. 1124).  

3.2.1 Extreme Value Strategy 
Extreme value strategy (EVS) is a statistical model that is used in market timing 

strategy, which predicts the future trends of the market by studying the historical 

data.  EVS will define a threshold and compare the current value of the indicator with 

its extreme values from historical distribution. The extreme values can be considered as 

the threshold or danger zones that will signal the months for switching the investments 

from equities to bonds since the equities are too expensive. Many of the previous 

literatures have determined the extreme values in an arbitrary way. However for our 

research, we will follow Black's (1986) estimation, the same strategy that Giot & 

Petitjean has used in their studies. According to Black (1986) “the stock market deviates 

10% of the time away from its fundamental value and therefore the threshold should be 

set at the 90th percentile of the unconditional distribution” (Giot & Petitjean, 2009, p. 

371). 

3.3 Stock Return and Bond Return Correlation 
The correlation of stock and bond returns plays a pivotal role in investors’ 

diversification and asset allocation decisions. There are many previous articles 

evaluating the co-movement of stock and bond returns. Those literatures assumed the 

correlation of stock and bond returns are time invariant. Shiller & Beltratti (1992) used 

the dynamic present value model with the constant discount rates to study annual data 

of the U.S. and the U.K, which results in underestimation of the empirical correlation 

between stock and bond return. The authors indicated that the stock-bond correlations 

are too high to be justified by theory. Campbell & Ammer (1993) used monthly or 

annual return data to decompose time invariant stock-bond correlation and indicated the 

variance and covariance between nominal variables and the real economy which helps 

to produce negative co-movements between bond and stock returns.  

 

Fama & French (1989, p. 24) indicated that the expected returns on bonds and stocks 

move together. Moreover, the variation in expected bond and stock returns are related to 

business conditions, when business conditions are poor and income is low, the expected 

returns on bonds and stocks must be high to induce substitution from consumption to 

investment; when times are good and income is high, the bond and stock markets stay at 

a lower level of expected returns (Fama & French, 1989, p. 48). On the other hand, 

Barsky (1989) argues that the stock and bond co-movement is state dependent.   

 

It is well known that the stock and bond returns exhibit a positive correlation over the 

long term. However, over the short term, the relation between stock and bond returns is 

negatively correlated during substantial time variation (Cornally et al., 2005, p.161). 

There are some recently researched literatures that further investigate and evaluate the 

correlation between stock returns and bond returns. Fleming et al. (1998, p. 135) 

discussed that there is a high correlation on volatility linkage between stock and bond 

markets which use the trading model of generalized method of moments. However, they 
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do not indicate the exact information of the causes of the co-movement. Connolly et al. 

(2005, p. 188) found a negative relation between their uncertainty measures and the 

future correlation between stock and bond returns; furthermore, the authors indicated 

that “bond returns tend to be high (low), relative to stock returns, during days when 

implied volatility increases (decreases) substantially and during days when stock 

turnover is unexpectedly high (low)”. Thus the authors concluded that during the stable 

inflationary time, the uncertainly time-varying stock market have an important role in 

understanding periods of negative stock-bond correlation (Connolly et al., 2005, p. 188). 

Baele et al. (2010, p. 2413) discussed that the output and inflation volatility in the real 

economy have decreased substantially since 1985; thus the correlation between bonds 

and stocks should have decreased negative if they have the similar exposures to these 

economic factors. However, it is difficult to estimate the economic factors that 

obviously decreased the stock–bond return correlations into negative (Baele et al., 2010, 

p. 2413). 

 

Ever since Markowitz (1952) has introduced the diversification of portfolio, also known 

as modern portfolio theory, the correlation between different types of assets has become 

a fundamental input in the management of portfolio and the estimated correlations 

between them determines the type and the amount of assets that should be included in a 

particular portfolio (Wainscott, 1990, p. 55). The higher (lower) the correlation between 

the two assets, the lesser (greater) the potential for diversification and therefore the 

attractiveness for combining the two assets would be lesser (greater) as well.  The 

optimal portfolio, the concept of the modern portfolio theory, states that investors try to 

minimize the risk by allocating the assets between risky assets such as stocks and bonds 

and risk free assets to achieve the highest returns with the given amount of risk. The 

efficient frontier of modern portfolio theory depends on the correlation between the 

returns of the assets and therefore the correlation between stocks and bonds is important 

for construction of portfolio (Hong et al., 2011, p. 1).  

 

According to the existing researches and literatures, there is a correlation between prices 

of stocks and prices of bond and other assets because of common underlying discount 

factor existing in the prices of two assets. There are two underlying factors as a result of 

economic effects that drive the co-movement between stock market and bond market: 

income (or wealth) effect and substitution effect. Income or wealth effect can be 

explained by the result of positive changes in the level of economic activity, which 

would lead the two assets to co-move in a positive direction.  On the other hand, 

substitution effect can be defined as the result of uncertain changes in the economic 

activity that allows the stock returns and bond returns to co-move in a negative direction 

(Hong et al., 2011, p. 2). Substitution effect is also referred as “the assets that are 

compensating for difference states of the market (Migiakis & Bekiris, 2009, p. 198). If 

the substitution effect is existed in the market, in times of stock market downturn, 

investors would switch to bond markets to hedge the risks from yielding negative stock 

returns (Hong et al., 2011, p. 1).  
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Hong et al. (2011) have conducted research on the correlation of stock returns and bond 

returns for US, Japan, UK, Germany, Canada, China, Mexico and Singapore for the 

period from December 1985 to July. 2010. The authors have divided the total sample 

period into two sub-sample period 1986-1999 and 2000-2010 and the empirical results 

for each sample period concluded that stock returns and bonds returns are positively 

correlated for the first sub-sample period 1986-1999 and negatively correlated for the 

second sub-sample period 2000-2010. However, the exception exists for Singapore 

which has negative correlation for the first sub-sample period and positive correlation 

for the second sub-sample period. Therefore, the relative importance of income effect 

and substitution effect determines the actual correlation of the stock returns and bond 

returns and the correlations between those two assets differ in terms of qualitatively and 

quantitatively over time and across countries (Hong et al., 2011, pp. 1-2).  

When employing BEYR as the fundamental indicator for the purpose of our research, 

according to the empirical results of extant literatures, we are based on the assumption 

that the substitution effect exists between bond yield and equity yield and therefore 

assuming the negative correlation between stock prices and bond yields.  

3.4 Bond-Equity Yield Ratio (BEYR) 
“The Bond-Equity Yield Ratio (BEYR) is defined as the ratio of the long-term 

government bond market yield to the stock market yield” Giot & Petitjean (2007, p. 

290). The yield-to-maturity on long-term government bonds is used as the yield for 

bond market and the equity yield is used as the yield for the stock market. Long-term 

bonds are more suitable for relating with equity yields compared with short-term bonds 

because equities are considered as perennial securities in general (Berge & Ziemba, 

2003, p. 7). Furthermore, government bonds are used instead of the corporate bonds 

because the price of the government bonds is affected by the aggregate economic 

information rather than the asset-specific information and as a result the prices are 

unlikely to be affected by surprise events and information (Berge & Ziemba, 2003, p. 7).  

Dividend Yield (Dividend-Price ratio) and Earning Yield (Earning-Price ratio) are the 

two proxies mostly used to represent the equity yield. Since BEYR is based on two 

different class of assets: bond yields and equity yields, the ability of BEYR for 

predicting future stock returns movement is more enhanced than the other fundamental 

indicators (Giot & Petitjean, 2009, p. 365).  

Theoretically, mispricing between bond and equity can be detected by BEYR because 

BEYR is assumed to have a long-run equilibrium level and any deviations from the 

equilibrium level indicates that the equity prices are at an unsustainable level and 

therefore can be viewed as a signal for switching from one market to another (Brooks 

and Persand, 2001, p. 11).  If BEYR is high compared with its long-run level, the 

equities are regarded as more expensive in comparison with bonds.  Therefore, the 

equity market is overvalued and equities are considered to be in the danger zone. As a 

result, equity prices will be decreased as a consequence of increasing equity yields for a 

given levels of bond yields. Likewise, if BEYR is lower than its long-run level, bonds 
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are more expensive compared to stocks and therefore in this scenario, bond market is 

overvalued and bonds are being viewed to be in the danger zone (Giot & Petitjean, 2007, 

p. 289). 

Due to its predictive ability, BEYR can be used as an indicator in making decisions for 

switching the investment from equity market to bond market or vice versa. The rule for 

market timing strategy based on BEYR is when there is a decrease in bond yields, the 

attractiveness for stocks will be increased and as a result an increase in stock prices will 

be followed. Consequently, BEYR will be decreased as an impact of the fall in bond 

yields and therefore moving away from its long-run equilibrium level (Brooks and 

Persand, 2001, p. 11). There will be a fall in equity yield and driving back to its 

long-term value. To sum up, “if BEYR is low, buy equities and if BEYR is high, sell 

equities”.  Therefore the trading rule of BEYR when using extreme value strategy 

would be “if the current value of BEYR is higher than the extreme values of its 90th 

percentile distribution, we will switch from stock market into bond market or vice 

versa ”(Giot & Petitjean, 2009, p. 366).  

3.4.1 BEYR vs. Gilt-Equity Yield Ratio (GEYR) and Fed Model 

The BEYR is similar to the gilt–equity yield ratio (GEYR) that is widely used by 

market practitioners in UK for forecasting movement in future prices, which can be 

defined as the ratio of the income yield on long-term government bonds to the dividend 

yield on equities (Brooks & Persand, 2001, p. 11). The predictive ability of GEYR is 

based on the notion that the normal long run range of GEYR represents arbitrage 

opportunities and relationships between equity and bond markets (Harris & 

Sanchez-Valle, 2000, p. 334).   

 

Another valuation method similar to the BEYR is called “Fed-model”, which is widely 

used by USA market practitioners and developed in the late 1990s. Fed-model states 

that “there is an equilibrium relationship between the earnings yield of a stock index 

and the 10-year government bond yield” (Durre& Giot, 2007, p. 613). 10 year 

government bond yields and expected earnings yields of an index are negatively 

correlated; the stocks are considered as undervalued (overvalued) if the earning yield is 

above (below) the bond yield (Durre& Giot, 2007, p. 613). The main difference 

between the three models is that in the analysis of BEYR ratio, both dividend yield and 

earnings yield are used while GEYR only use dividend yields and Fed Model only use 

earnings yields (Migiakis & Bekiris, 2009, p. 199). 

3.4.2 Critics on BEYR 

Despite the empirical usefulness of BEYR, two main theoretical critics on the BEYR 

have been discussed in the study of Giot & Petitjean (2009).  The first critic states that 

BEYR can be related with present value model and therefore can be interpreted as a 

simplified version of the present value model. According to this model, the relationship 

between stock prices and bond yields has been shaped by discount rate effect and cash 

flow effect (Giot & Petitjean, 2009, p. 367). 
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Dt+1 = the expected dividend in time t+1 

k = dividend payout ratio 

Et+1 = the expected earnings in time t+1 

Ke = the cost of equity 

g = the expected long-term earnings growth rate, 

rf =
 
risk-free rate 

 

As shown in the formula above, discount rate effect is derived from the result of cost of 

equity (Ke), which relies on the prevailing interest rate; leading stock prices to increase 

when bond yields decrease or vice versa. Therefore, discount rate effect shows negative 

correlation between stock prices and bond yields (Giot & Petitjean, 2009, p. 368).On the 

other hand, cash flow effect suggests that stock prices and bond yields covary positively. 

Cash flow effect is acted through the expected long-term earnings growth rate (g); an 

increase in the earnings growth rate will lead to an increase in cash-flow and 

consequently stock price will increase as well. The underlying assumption is that there 

is a positive correlation between inflation, bond yields and earnings growth (Giot & 

Petitjean, 2009, p. 368). To sum up, discount rate effect suggests the “substitution effect” 

between bond and stock market and cash flow effect indicates the “income (wealth) 

effect” between the two markets. Therefore, two conflicting theoretical assumptions 

present within one model of BEYR when relating with present value model. 

 

The second critic argues that BEYR is comparing bond yield, which is a nominal 

variable, to equity yield, which is a real variable and therefore investors could suffer 

from the money illusion error as a result of changes in inflation. Money illusion can be 

explained as wrongly setting the equity yield as a positive function of inflation and 

interest rates. This will result demanding low expected returns and low risk premium 

when the inflation is decreased and as a consequence setting the equity yield at a lower 

level and vice versa (Giot & Petitjean, 2009, p. 369). However, this critic has been 

explained by Thomas (2006) in their study of Fed Model.  They pointed out that there 

is an underlying accounting rule for equity yield; which states that holding gains 

resulting from inflation are included in reported earnings. Thus, higher earning yields 

are a result of an increase in nominal earnings associated with high inflation (Thomas, 

2006, p.7). We could conclude that BEYR use the same type of variables, nominal 

variable, for comparison. 

3.5 Equity Yields 
The two most common used proxies for calculating BEYR are earning yields and 

dividend yields, which are also known as equity yields. Using Equity yields in market 

timing strategy can be considered as the fundamental analysis. In our research, equity 

yields will be used not only as one of the variables of BEYR calculation but also as 

separate fundamental indicators for the market timing strategy. The reason for doing so 
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is that we would like to compare the findings between the results of the equity yields 

alone without taking bond yield into consideration and the results of equity yields when 

bonds yield is incorporated.  

3.5.1 Earning Yield  

Earning yield can simply be defined as earnings per share divided by share price, an 

inverse of Price to Earnings ratio, which shows the amount of the income that the 

company earned for every dollar investment made in the stock. Although, the 

fundamental worth of a company can be evaluated by using earnings, the accounting 

earnings are influenced by different accounting rules; the use of historical cost in 

depreciation and inventory valuation may underrepresent the true economic values due 

to the high replacement costs of goods and capital equipment during high inflation 

periods (Bodie et al., 2009, pp. 637-638). Therefore, earning yields in a sense is related 

to business cycle. There are two types of earnings per share that are normally used in 

the calculation of earning yield: trailing earnings per share and forward earnings per 

share. Trailing earnings are based on the historical or actual performance of the 

company during previous financial year and forward earnings are considered as the 

future expected earnings. We will use trailing earnings per share in the calculation of 

earning yields and therefore changes in business cycle for the future period is not 

considered for the purpose of our research since expected inflation is not included in the 

calculation of trailing earnings.  

   

Furthermore, the returns of individual stocks or portfolio of stocks can also be explained 

by using earning yields. Many of the extant literatures have employed earning yield as 

the predictor for forecasting excess stock returns. Earning yield is also a main indicator 

used in Fed model (Maio, 2013, p. 1489). According to the research of Basu (1983, p. 

130), the firms with high earning yields tend to have higher risk-adjusted returns than 

the firms with low earning yields. Therefore, the higher the earning yields, the better the 

return the investors will yield from an investment. By adopting this assumption in our 

research, the trading rule for earning yields is formulated as “if the current value of 

earning yields is lower than its extreme values from its historical distribution, we will 

switch our investment from equity market into bond market or vice versa.” 

3.5.2 Dividend Yield 

Dividend yield is probably one of the most frequently used in the investment 

community (Basu, 1975, p. 53). It is also called dividend price ratio which is often 

interpreted as reflecting the outlook for dividends (Campbell & Shiller, 1988, p. 198). It 

can be defined as the annual dividend per share expressed as percentage of the current 

price of the stock and share similar characteristics with earnings yields and have the 

predictive ability to forecast expected stock returns as well. Moreover, it is a variable 

from the stock market which is commonly used to forecast stock returns as well as the 

bond returns (Fama & French, 1989, p. 36). When the business conditions are weak 

sustaining, the dividend yield forecasts high returns and predicts low returns when 

conditions are strong (Fama & French, 1989, p. 24). When the dividend yield is high, 

thus it means either the dividends is decreased or grow unusually slowly. “Alternatively, 
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the ratio is interpreted as reflecting the rate at which future dividends are discounted to 

today's price: when discount rates are high, the dividend yield is high (Campbell & 

Shiller, 1988, p. 196).” Dividend yields affect a long-term expected real return on stock, 

and it is also influenced by expected changes in real dividends (Campbell & Shiller, 

1988, p. 198). 

 

According to the previous studies, low dividend yields indicate the overvaluation of the 

stock market and therefore the stocks are considered as expensive relative to other form 

of securities (Thomas, 2006, p. 167). Therefore, adopting this assumption, we have 

defined the trading rule for our market timing strategy as “if the current value of 

dividend yield is lower than the extreme value from its historical distribution, we will 

switch from stock market to bond market or vice versa.” 

 

However, when formulating the trading rule, it is worthy to take note the important 

criticisms on the use of dividend yield that are discussed in the extant literatures. 

Dividends tend to be stabilized by the firms and therefore the dividends do not really 

represent the total payout of the free cash flows. Furthermore, as a tax-favored 

alternative, firms prefer to repurchase the shares instead of paying out dividends during 

recent years (Berge & Ziemba, 2003, p. 6). Consequently, the number of shares will be 

reduced and the growth rate of dividends per share will be increased in the long run; 

resulting in lower dividend yield from driving the yield outside the normal historical 

range (Campbell & Shiller, 1988, p. 198). Therefore, one way of adjusting to achieve 

the correct dividend yield is adding net share repurchases to dividends; however since 

we are using the computed dividend yield downloaded from the DataStream, we 

couldn’t really make sure to correct the criticism in our research.     

 

3.6 The Reward-to-Volatility (Sharpe) Ratio 
The reward-to-variability ratio, also known as Sharpe ratio, was introduced by William 

Sharpe in 1966 (Sharpe, 1966, p. 120). The Sharpe ratio is one of the most frequently 

used performance measures by investors to analyze their risk adjusted performance 

from an investment. It is defined as the ratio of the excess or expected return of a 

portfolio over the standard deviation of the return series (Bao, 2009, p.152). It is also 

known as reward-to-risk ratio and it is used to measure the relationship between the 

mean and standard deviation of excess rates of return generated by an investment fund 

(Schuster & Auer, 2012, p. 124). As Sharpe explains, “central to the usefulness of the 

Sharpe ratio is the fact that a differential return represents the result of a 

zero-investment strategy. This can be defined as any strategy that involves a zero outlay 

of money in the present and returns either a positive, negative, or zero amount in the 

future”(Sharpe, 1994, p. 52). 

 

According to Meyer and Rasche (1992, p. 91), the Sharpe ratio is an adequate 

performance measure if the investor wishes to place all risky assets into a single 

investment fund and either the investor’s preferences or the investment fund rates of 

return satisfy certain conditions that ensure consistency between the mean and standard 
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deviation and the expected utility model (Schuster & Auer, 2012, p. 124). It is a 

measure in terms of population parameters and estimated by replacing the population 

parameters with their sample analogs (Bao, 2009, p. 152). Thus, the comparison of 

different investment strategies´ performance has to be based on the estimated Sharpe 

ratio, which inevitably contains some estimation error (Bao, 2009, p. 152). The return 

series assumes identically and independently distributed (IID) and normality of the 

return, Miller & Gehr (1978, p. 943) detected the exact bias in the estimator of the 

Sharpe ratio. “While this bias does not affect the ranking of investment funds with equal 

time series length, it leads to an overestimation of the absolute value of the Sharpe ratio” 

(Schuster & Auer, 2012, p.124). After that, under the assumption of a more general 

return distribution, the recent studies of Bao & Ullah (2006, p. 53) and Bao (2009, p. 

153) indicate the derived of Sharpe ratio estimators and their approach considers the 

inclusion of higher moments to ensure a more adequate estimator for the Sharpe ratio. 

 

According to Dowd (2000, p. 211), the traditional approach is to use a Sharpe ratio to 

carry out the risk adjustment. The Sharpe ratio captures both risk and return in a single 

measure. A rising (falling) return differential lead a rising (falling) in Sharpe ratio, a 

rising (falling) standard deviation lead a falling (rising) in sharp ratio (Dowd, 2000, p. 

211). Therefore, the criterion of Sharpe ratio is the higher the better; we should choose 

and invest the portfolio with higher Sharpe ration among alternatives (Dowd, 2000, p. 

211). Another phenomenon is when the result of Sharpe ratio is negative, “Maximizing 

a Sharpe ratio with a negative risk premia stimulates investors to take a higher risk 

which is counterintuitive for a risk adjusted performance measure” (Schuster & Auer, 

2012, p. 124). In fact, it is precisely because excess return can be negative, when the 

excess return is negative, the reliability of Sharpe ratio will decreases (Israelsen, 2004, p. 

423). 

 

Investors are willing to get excess return than they can earn over the T-bill rate, then 

they will replace the T-bill to a risky portfolio which risk is higher than T-bill. Even the 

T-bill rate is not fixed in each period, but we still know what we will earn if we hold the 

bill to maturity (Bodie et al., 2009, p. 129). Other investments accept some risk in return 

for the prospect of earning more than the safe T-bill rate. The risk premium for 

investment in risky assets is equal with the risk of that expected excess return. Thus the 

risk is better measure by the standard deviation of excess return, but not total returns 

(Bodie et al., 2009, p. 129). We measure the attraction of an investment portfolio by the 

ratio of risk premium to the standard deviation if its excess returns. (Bodie et al., 2009, 

p. 129).  The formula of Sharpe ratio can be defined as: 

 

Si means the Sharpe ratio for strategy i, Ri indicates the average return to strategy i over 

the period, RFR is the average value of a risk-free proxy over the period and SDi mean 

the standard deviation of returns to strategy i (Giot & Petitjean, 2009, p. 372). Different 
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risk free rates as per the rates used in each country will be applied in the calculation of 

risk adjusted return for the portfolio resulting from our trading strategy.  

3.7 Efficient Market Hypothesis (EMH) 
Investors, players and practitioners of financial markets are always seeking out to 

maximize their profit by trying to forecast the future stock price movements and market 

values of financial securities. As the result of their active participation and competition 

in the market, all the information and events regarding with each financial security are 

available to all the participants freely and timely (Fama, 1995, p. 76). In an “efficient” 

market, the actual price of the securities has already been incorporated with all available 

information without delay and the actual price can be considered as a good estimation of 

its intrinsic value. Thus, Efficient Market Hypothesis (EMH) states that it is impossible 

to beat the market since the security prices in the market is already reflected with 

relevant information and therefore there is neither overvaluation nor undervaluation of 

the security prices in the market (Bodie et al., 2009, p. 11).   

 

However, the real world is always full of uncertainty and unexpected events are always 

occurring. Therefore, the degree of market efficiency is also differing from one market 

to another. There are three basic forms of EMH depending on the degree of available 

information being processed into the securities prices: “the weak, semi-strong, and 

strong forms of the hypothesis” (Bodie et al., 2009, p. 349).  In a weak form market, 

security prices reflect with all historical information. Therefore, future price movements 

cannot be predicted by using the past information. Moreover, it also assumes that the 

returns of the assets are independent from one period to another because any new 

information is already reflected in the price (Snopek, 2011, p. 79). And also, Fama & 

Malkiel (1970, p. 388) noted that if the market in the weak form efficiency, the 

information about past prices are not useful for the earning abnormal profits.  

 

When the speed of price adjustment to other obvious publicly available information (e.g. 

Announcements of stock splits, annual reports, new security issues, etc.) are increased, 

the market turned to the semi-strong form Fama & Malkiel (1970, p. 388); which means 

in a semi-strong form market, all past information and publicly available information 

are incorporated into the security prices making the investors impossible to earn 

superior returns by trading on the announcement of stock split, earnings or dividend etc. 

(Snopek, 2011, p. 80). Finally, “strong form tests in which the concern is whether any 

investor or groups (e.g. Managements of mutual funds) have monopolistic access to any 

information relevant for the formation of prices have recently appeared (Fama & 

Malkiel, 1970, p. 388)”. In a strong-form market, both publicly and privately available 

information are being processed into the prices of the securities. Therefore, earning 

excess return is the more challenging and difficult when the level of market efficiency is 

strong. 

Studies in EMH has proposed an assumption that emerging financial markets may be 

less efficient than the developed markets, such as the United States and the Europe, 

because they are less intensively analyzed and the accounting rules and disclosures may 
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not be as strict as the developed ones (Bodie et al., 2009, p. 347). Kim & Shamduddin 

(2008, p. 519) stated that Asian countries started to comply with international standard 

and practices for financial and non-financial disclosure according to the requirement of 

the OECD and the World Bank after the Asian crisis in 1997. As a result, “the 

operations and structure of Asian equity markets have been strengthened and the 

informational efficiency of these markets has been improved as well” (Kim & 

Shamduddin, 2008, p. 519). Therefore, in order to test the market efficiency in Asian 

countries, the authors have chosen nine Asian stock markets: Hong Kong, Indonesia, 

Japan, Korea, Malaysia, Philippines, Singapore, Taiwan and Thailand, and conducted 

the research using multiple variance ratio tests. Their empirical results indicate that the 

level of market efficiency varies according to the development of the equity market and 

general conclusion is made from their research that apart from Indonesia, Malaysia and 

Philippines, whose markets are inefficient, the rest of the countries in scrutiny reveal 

weak-form of efficiency.  

From a logical perspective, if the financial market is in accordance with EMH, there 

won’t be a need to choose the trading strategies as well. Berge & Ziemba (2003, p. 9) 

has stated in their research that market efficiency is not likely to be tested alone by 

certain empirical models rather the efficiency could be tested mutually with restrictions 

on the equilibrium expected returns behavior, which is also known as joint-hypothesis 

problem. The relative value of bonds and equity, measured by the yield of bond to the 

yield of equity, has the ability to convey useful information about the future movements 

of the equity returns (Clare et al., 1994, p. 303). Therefore, we also consider the 

assumption of joint-hypothesis in our research; depending on the extent of the 

predictability of excess returns, which are the empirical findings derived from market 

timing strategy, EMH will be discussed.  

3.8 Literature Review 
Numerous researches regarding with the relation between bond yield and equity yield 

and the ability of the two variables to time the market has been conducted during the 

last two decades. The prominent researches on this field include the study of Fed Model 

in the United States, market timing strategy of GEYR in the United Kingdom and the 

use of BEYR and Bond Stock Earning Yield differential in US, UK and the several 

markets around the Europe. After Fed Model has been introduced in 1996, market 

practitioners have adopted the model to understand more about overvaluation and 

undervaluation of the stock markets and try to predict the trends for correction of the 

market. Around the same time, another similar valuation model using the difference of 

30-year long-term bond rate and the equity yield as equity market valuation has been 

suggested by Ziemba and Schwartz (1991) (Berge & Ziemba, 2003, p. 3).As far as we 

understood from the extant literatures, Japan and Thailand is the two countries in Asian 

Financial Market that the previous researches has applied the relationship between the 

equity market and bond market for their trading strategies. The most relevant literatures 

that are applicable to our research is discussed in details in the following section.  
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3.8.1 Previous Researches 

The research of Clare et al. (1994, p. 302) is one of the very first researches conducted 

in UK to test the predictive ability of GEYR, which is represented by the ratio of the 

yield on 2.5% of UK government consols to the dividend yield of FT All Share. The 

authors have criticized the simple GEYR model used by the market practitioners and 

develop two GEYR models to apply in active trading strategy: the model based on 

arbitrage relations between bonds and equity returns and the model based on an 

econometric version of the GEYR. The results of each model is compared with each 

buy and hold portfolio of bond and equity. The simple GEYR model defines GEYR 

thresholds by regressing the stock market return on a distributed lag function of GEYR 

and 2.4 was regarded as the estimated upper threshold in the long run. The trading rule 

based on simple GEYR model is that GEYR greater than the estimated value will be 

considered as the signal for selling the equity (Clare et al., 1994, p. 307).  The model 

based on arbitrage relations is constructed by connecting the rates of returns of three 

different financial assets: equity, consols and three month Treasury Bill rate (Clare et al., 

1994, p. 308). The econometric model is developed from the lagged values of five 

financial variables that appear to be stationary. The trading rule is defined for both new 

models as if the forecasted next period return is lower than T-Bill return, investment will 

be made in bond whereas if the predicted return is greater than the T-Bill return, 

investment will be made in equity (Clare et al., 1994, p. 313). The conclusion drawn 

from the empirical results is that all models in active strategy perform better than both 

buy and hold portfolios. Therefore, GEYR is a good indicator in predicting future stock 

returns for active trading strategy in UK financial market.  

Levin & Wright (1998) has also conducted research on the usefulness of GEYR for 

investment decision in UK and their studies stem from the research of Clare et al. 

(1994). The authors formulated the new hypothesis on GEYR which states that the 

equilibrium value of the GEYR changes over time and the main factor contributing to 

that change is the expected inflation (Levin & Wright, 1998, p. 91). The authors used 

three trading rules for GEYR in active strategy to compare with two trading rules in 

passive strategy. As a result, five different portfolios were constructed: buy and hold 

equity portfolio; buy and hold long gilts portfolio; the Hoare Govett GEYR trading rule 

portfolio which is based on 2/2.4 critical values of buy/hold thresholds; estimated 

GEYR rule portfolio which calculates the excess returns on equity over government 

bonds for each period to make buy and hold decision for next period; estimated GEYR 

rule portfolio (adjusted) which is similar with the normal estimated GEYR rule portfolio 

(Levin & Wright, 1998, pp. 95-96). The main difference between the last two portfolios 

is that the adjusted version has taken other underlying variables such as expected 

inflation and equity risk premium into consideration. The studies conclude that portfolio 

based on the estimated GEYR rule (adjusted) outperforms the rest of the portfolios 

while the other two active portfolios does not outperform buy and hold portfolios.  

Therefore, other determinants affecting GEYR over time should be included in the 

calculation of threshold values for defining GEYR to create the most profitable 

portfolio when making asset allocation decision (Levin & Wright, 1998, p. 100). The 
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authors stated one controversial argument on the expected return that whether the 

predicable part is related to inefficiency of the market or whether it is due to default risk 

and business condition changes (Levin & Wright, 1998, p. 101). 

Harris & Sanchez-Valle (2000) has conducted research on the predictability of UK and 

US stock returns using GEYR, DY, lagged equity return and the yield spread between 

long and short bonds. Two different procedures; recursive regression and rolling 

regression, are used as the estimated models for calculating the one-step ahead forecast 

return which is used for comparison with current one month risk free rate. The trading 

rule is defined as if the forecast return is less than the risk free rate, the investment will 

be made in bond market and if the forecast return is more than the risk free rate, funds 

will be invested in equity market (Harris & Sanchez-Valle, 2000, p. 339). Findings from 

this research exhibit that the trading strategy using GEYR provides higher excess 

returns whereas DY provides lower returns for both US and UK market when 

comparing against buy and hold strategy.  

Brooks & Persand (2001) has further examined the forecast ability of GEYR in UK, US 

and Germany by employing Markov Switching Regime Approach as their active 

strategy. The authors has criticized that the extant literatures determine the values of 

threshold for GEYR in arbitrary nature and therefore it is important that the predictions 

should be based on combination of relevant economic loss function and pure statistical 

grounds (Brooks & Persand, 2001, p.12). In this study, GEYR is calculated by taking 

the ratio of the gilt yield (UK)/10 year government bonds yield (US and Germany) to 

the equity dividend yield. Although Markov Switching Regime Approach is the primary 

focus and considered as benchmark of this study, the authors also employed other 

alternative models: “self-exciting threshold autoregressive (SETAR) model, an 

MA(1)-GARCH(1,1) model, a random walk with drift (RWD) and an autoregressive 

model of order p in which p is determined by Akaike Information Criterion (Brooks & 

Persand, 2001,p.19). According to regime switching model, the total sample is divided 

into in-sample and out-of sample. One-step ahead forecast is calculated using in-sample 

estimation to decide whether GEYR will be in high mean regime or low mean regime 

during the next period. Then the trading rule is defined as if the probability of GEYR 

being in the low regime during the next period forecast is more than 0.5, it is considered 

as the signal to buy or hold equity.  Likewise, if the probability of GEYR being in the 

high regime is forecasted to be more than 0.5, investment will be made in gilts/bonds 

(Brooks & Persand, 2001, p. 20). The trading rule for other alternative models is 

formulated as if GEYR is lower than the log-term mean, investment will be made in 

equities whereas if GEYR is higher than the long-term mean, funds will be invested in 

bonds (Brooks & Persand, 2001, p.20). The results from Markov Switching model and 

the alternative models of active strategy are compared with passive strategy of each buy 

and hold portfolio of bonds and equities. For UK, the empirical results indicate that 

active trading using both regime switching and other alternative models outperforms 

both buy and hold portfolios. For US and Germany, active trading using regime 

switching does not outperform passive strategy, however, active strategy using some 
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alternative models perform buy and hold portfolios. However, after deducting the 

transaction costs for the switches occurred in active trading strategy, the results indicate 

that buy and hold portfolios perform better than active trading. It is also worthy to take 

note that Markov Switching Model provides better risk-return tradeoff for UK market 

(Brooks & Persand, 2001, p.27). 

 

In 2003, Berge & Ziemba has conducted research on the predictive ability of the Bond 

Stock Earnings Yield Differential (BSEYD) in the US, Germany, Canada, the UK and 

Japan.  “BSEYD can be defined as the difference between the long term government 

bond yield and the Earnings to Price ratio (Earning Yields) (Berge & Ziemba, 2003, p. 

2).” The existing literatures have discussed BSEYD as a tool for measuring overpriced 

equity markets by relating earnings and long term government bonds yields. In this 

research, the authors used extreme value strategy (EVS) as the model for their active 

trading strategy and compared the empirical results with buy & hold equity portfolio 

(stock market). BSEYD value alone does not have the ability to detect the mispricing of 

the valuation of the equity market. EVS model divides the total sample into two period 

and compares the BSEYD current value with the critical value, also known as threshold 

levels which are derived from the historical values of BSEYD and acts as signal for 

moving in or out of the equity market, to predict for detecting overvalued stock market. 

The underlying reason is since the fundamental value of stocks are reflected in the 

earnings and due to the co-movement of stocks and bonds, extreme value of BSEYD is 

caused by either mispricing in equity market or unusual high expected growth rates or 

may be the combination of both (Berge & Ziemba, 2003, p. 8). The authors used 

different concepts when defining the threshold levels and therefore resulting in 44 

different approaches for the exit and entry threshold levels. The general trading rule for 

the active strategy is that if the current value of BSEYD exceeds the exit (entry) 

threshold level, investment will be shifted from equity (bond) market to bond (stock) 

market, T-Bills, for the following month (Berge & Ziemba, 2003, p. 17). The authors 

have chosen eight strategies from the total strategies for evaluating the predictive ability 

of BSEYD. For US and Japan, all eight strategies outperform the stock market. As for 

Germany, Canada and UK, only seven strategies of active trading approach perform 

better than buy and hold equity portfolio. The authors concluded that almost all 

strategies outperform the stock market especially in Japan and US whereas not all 

corrections of the mispricing is detected in all countries (Berge & Ziemba, 2003, p. 46).  

Giot & Petitjean (2009) has conducted the research on the short-term market timing 

ability of BEYR in Belgium, Netherlands, UK and USA. In terms of calculating BEYR, 

bond yield is represented by the long-term government bonds yield to maturity and 

equity yield is represented by using two different proxies for each case: dividend yield 

and earning yield.  The authors used two strategies as their active trading approach: 

Regime Switching Strategy (RSS) and Extreme Value Strategy (EVS). RSS is based on 

the theory that does not assume normality and the unconditional distribution which does 

not require constant mean and variance. Similar to the research of Brooks & Persand 

(2001), the total sample is divided into in-sample and out-of sample. In-sample is used 



32 
 

for estimating the model by calculating the probability of BEYR in high regime, which 

is considered as danger zones of equities (Giot & Petitjean, 2009, p. 371). The process 

is continued until the last period of the sample by using the rolling method: excluding 

the oldest month and including the newest month into the estimating model. The trading 

rule is defined as if the forecasted probability is higher (lower) than 50%, investments 

will be shit from equity to bonds (bonds to equity). As for EVS, danger zone for equity 

is defined as the period where investors should shift their funds from stocks to bonds 

because the equity is overvalued. The trading rule is formulated as “if the current value 

of the BEYR is lower (higher) than 90th percentile of its unconditional distribution, 

investment will be shifted from bonds to stocks (stocks to bonds) (Giot & Petitjean, 

2009, p. 371)”. Both active strategies are compared with passive strategy of buy and 

hold portfolio of bonds and buy and hold portfolio of stocks. The empirical results 

indicate that active strategy outperforms passive strategy for only in US. Moreover, the 

authors also used other fundamental indicators: dividend yield and earning yield, in 

their market timing strategy to analyze whether the predictive ability of BEYR is better 

than normal equity yields. Apart from UK, the results conclude that BEYR is indeed a 

better indicator for US, Netherlands and Belgium. Another finding from this research is 

that RSS strategy in active trading outperforms EVS for US, UK and Belgium apart 

from Netherlands (Giot & Petitjean, 2009, p. 380).   

The research of Tangitprom (2012) in Thailand’s financial market is the very first 

research conducted in the emerging market using GEYR as an indicator for the market 

timing strategy. In computing GEYR, dividend yield was used as the proxy for equity 

portion and one year government bond yield was used as the proxy for bond portion. 

The author uses three trading rules in active trading strategy to compare with two buy 

and hold strategies: buy-hold equity portfolio and buy-hold T-bills. The first trading rule 

is adopted from the studies of Clare et al. (1994), which use special form of distributed 

lag of GEYR as the estimated model. In this model, past information of GEYR and 

change in GEYR are used for forecasting future equity return. The forecasted future 

equity return is compared with the yield on one month Treasury bill. Investment will be 

made in equity market if the equity return is higher than the yield and investment will 

be made in bond market if the equity return is lower than the yield (Tangitprom, 2012, p. 

56). The second trading rule is based on the research of Levin & Wright (1998), in 

which the excess returns on equity over yields on government bonds is used as the 

estimated model. In this model, positive excess return will result investment in equity 

market and negative excess return will result investment in bond market. Regime 

Switching of Markov switching model is applied as the third trading rule. Two regimes 

are involved in this rule: high and low GEYR regimes and forecasted probability of 

being each regime for next period is calculated. If the forecasted probability is in high 

GEYR regime, funds will be invested in the equity market whereas if the forecasted 

probability is in low GEYR regime, investment will be made in bond market. The 

empirical results indicate that active trading strategy for all trading rules outperform 

both buy and hold strategies. Therefore, it can be concluded that GEYR is a useful 
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indicator of market timing strategy for earning abnormal returns in emerging market as 

well.  

According to the research of McMillan & Wohar (2013), study on the market timing 

ability of six different variables, including BEYR, DY and Price-Earnings ratio (PE), is 

conducted for UK market. Predictive regression based strategy is used as an active 

trading approach and threshold regression and momentum threshold regression models 

are used as trading rule for determining the switch from one market to another. The 

empirical results indicate that active trading using BEYR is the only fundamental 

indicator that outperforms the market in comparison with buy and hold strategy. The 

study also considers the impact of other macroeconomic factors on the predictive ability 

of the variables; which suggests that BEYR predicts better than DY and PE ratio for 

stock returns during lower macroeconomic risk and vice versa (McMillan & Wohar, 

2013, p. 1050). The concept of behavioral finance is used to explain the above statement 

that during good economic time the relationship between the stock price and their own 

economic fundamentals can be broken by stating the fact that BEYR is the comparison 

of values between two different assets whereas DY and PE ratio are the comparison of 

values and economic fundamentals of the same type of asset (McMillan & Wohar, 2013, 

p. 1054). 

3.8.1.1Summary Findings 

Table 1 represents the summary findings of the previous researches that are closely 

related to the focus of our research.  

 

Authors & 

Year 

Time Horizon Country Fundamental 

Indicators 

Findings 

Clare et al., 

1994 

1968 Q1-1992 Q3 

(quarterly data) 

UK GEYR Active trading outperforms buy and 

hold portfolios. 

Levin & Wright, 

1998 

20 April 1982 to 26 

July 1996 (weekly 

data) 

UK GEYR Active trading strategy which 

includes the effect of expected 

inflation outperforms passive 

trading strategy while active trading 

without the effect of expected 

inflation does not outperforms 

passive trading strategy.  

Harris & 

Sanchez-Valle, 

2000 

Feb 1968 – Dec 

1997 

 (monthly data) 

359 observations  

UK & US GEYR, DY For both UK and US markets, 

GEYR outperforms buy and hold 

approach whereas DY does not 

outperform. 

Brooks & 

Persand, 2001

  

Jan 1975 – Aug 

1997 

(monthly data)  

272 observations 

UK, US, 

Germany  

GEYR Before deducting transaction costs: 

UK – All active strategies 

outperform passive strategy.  

US – Some active strategies 

outperform passive strategy 
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Germany – Some active strategies 

outperform passive strategy 

Markov Regime Switching strategy 

used as active trading only 

outperforms passive strategy only 

in UK. 

 

Berge & 

Ziemba, 2003 

1970 - 1999 US, Germany, 

Canada, the 

UK, Japan. 

BSEYD Active strategies outperform buy 

and hold equity (stock market).  

Giot & 

Petitjean , 2009 

Jan 1973 – Jan 2004 

(monthly data) 

373 observations 

UK, US, 

Netherland, 

Germany 

BEYR UK, Netherland & Germany – 

Active does not outperforms 

passive 

US – Active outperforms passive 

McMillan & 

Wohar, 2013 

1965-2010 

(quarterly data) 

UK BEYR, DY, 

PE ratio 

BEYR has better market timing 

ability than DY and EY during low 

macroeconomic risk and vice versa. 

Active trading strategy using BEYR 

outperforms buy and hold strategy 

whereas active trading using DY 

and PE ratio does not outperform 

passive strategy.  

Tangitprom, 

2012 

Jan 2001-Dec 2011 

(monthly data) 

Thailand GEYR Active trading outperforms buy and 

hold strategy.  

Table1. Summary of previous studies on the market timing ability of BEYR, DY and 

EY 

3.8.2 Criticism on Previous Researches 

All the researches discussed in the above section have similar procedures on the 

observation of the sample period. Normally the data from in-sample is used as the 

estimation model to compare with the data from out-of sample period to test the 

predictive of the fundamental variables. We have adopted those procedures in our 

research as well; dividing the total sample into in-sample and out-of-sample periods to 

formulate the trading rules and making comparison with buy and hold strategy. 

Therefore, although different types of estimation model are being used in each research, 

the similar procedures allow the other researchers and investors to adopt those 

observation procedures in their own research easily and therefore making it easier to 

compare the empirical results as well.   

 

All the researches have similar conclusions that active trading strategy indeed 

outperforms passive trading strategy when using BEYR as the fundamental indicator. 

However, most of the researches are conducted in either UK or USA and therefore the 

focus of the extant literatures is limited to certain geographical region. Therefore, if the 

investors wish to apply BEYR in other countries, the references or guidelines are very 

limited especially for Asian financial market. This limitation has motivated us to focus 
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the financial markets in Asia for our research.  Another limitation from the previous 

researches is that apart from the research of Giot & Petitjean (2009), majority of 

researches used only one proxy of the equity yield; only dividend yield is applied in the 

research and therefore the empirical results are limited to generalize in terms of context 

for other financial market because dividend policies differ across countries. Therefore, 

including another comparable measure as proxy for equity yield would provide the 

results that are more generalizable. In our research we have taken this limitation into 

consideration by including earning yield as another proxy of the equity yield.  

 

Furthermore, when conducting the research on the predictive ability of BEYR or GEYR, 

most literatures only discuss the results drawn for that particular indicator and rarely 

compare those results against different types of indicators. Comparison would enhance 

the accuracy of the empirical findings.  We have chosen earning yield and dividend 

yield as the two proxies of equity yield for our research to compare against BEYR 

because since each proxy are used when calculating each type of BEYR and we would 

like to test how those equity yields alone perform in the active trading strategy without 

considering the effect of bond yields.   

3.9 Conceptual Model 
Based on the previous literatures, problem background and the research question, we 

have developed the conceptual model which is represented by the flow chart below. As 

shown in the chart, the trading strategies for our research include both passive strategy 

and active strategy. We will compare the findings from the two strategies to test which 

strategy outperforms the other; similar to the procedures of the extant literatures 

discussed above. Passive strategy is made up of buy & hold bonds portfolio and buy & 

holds equity portfolio. Moreover, according to the previous researches, passive strategy 

could relate with the Efficient Market Hypothesis. Therefore, we have included EMH in 

our model to argue that if passive strategy outperforms the active strategy, the market 

can be considered as efficient; only weak form efficiency will be considered. As for 

active trading strategy, we will use Extreme Value Strategy (EVS) as our estimation 

model. We will use BEYR as the main fundamental indicators and use earning yields 

and dividend yields to calculate each type of BEYR as well as to compare the empirical 

results drawn from each type. The flow chart is drawn for the purpose of visualizing the 

process so that other researchers or interested investors could easily adopt the process. 

To sum up for the conceptual model, we will evaluate the outperformance of each 

indicators used in the market timing strategy and draw conclusion on the level of market 

efficiency from the choice of trading strategies.  
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Figure 1. Conceptual Model 

3.10 Hypothesis 

We have developed three main hypotheses for our research based on the conceptual 

model and research question. 

 

Hypothesis 1: Active trading strategy (EVS) outperforms two benchmark buy and hold 

portfolios (passive trading strategy) 

According to findings from the extant literatures of Giot & Petitjean (2009) and Brooks 

& Persand (2001), active trading strategy does not always outperform passive trading 

strategy. The empirical results are differing from one country to another. For our 

research, the first hypothesis is developed on the assumption that active trading strategy 

outperforms the passive trading strategy in the financial markets of Japan, Malaysia and 

Singapore. We will analyze this hypothesis by evaluating the data for the chosen sample 

period and the deduced hypothesis will be either accepted or rejected based on the 

empirical results. Furthermore, we will compare our empirical results with the most 

relevant previous research to see whether the results could be generalizable.  

 

Hypothesis 2: The profitability and market timing ability of BEYR as criterion for 

active trading strategy is better than the equity yields 

According to previous researches, the profitability of the portfolio constructed depends 

on the predictive power of fundamental indicators used in their active trading approach. 

Majority of the literatures discussed indicates that BEYR or GEYR is a good criterion 

in timing the market; however, research on comparison with other indicators is limited 

in the extant researches. Therefore, the second hypothesis is formulated based on the 
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assumption that BEYR is better criterion in active trading and comparison is made 

against the equity yields.  

 

Hypothesis 3: Financial Markets does not comply with Efficient Market Hypothesis 

(EMH – Weak-Form Efficiency)  

According to the empirical results from the research of Tangitprom (2012) for financial 

market of Thailand, the extent of using market timing strategy in emerging markets is 

depending on the level of efficiency of the market. Therefore we have developed the 

third hypothesis based on the findings from extant literatures in an attempt to further 

investigate to which extent we can relate EMH with the two trading strategies. Based on 

the findings from hypothesis 1, the efficiency of the financial market in scrutiny will be 

determined. However, based on the empirical findings of the existing research and for 

the purpose of our research, only weak form market efficiency is considered because the 

extreme value strategy, which is used for our active trading approach, is predicting the 

future price based on historical information and historical price trend.  
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4. Practical Methodology   

This chapter will disclose the practical methodology on data collection methods which 

includes the method of sampling, the choice of sample period and data and processing of 

the data.  

4.1 Sampling Method 
Studying the whole population for the research is impractical and researchers always 

have to make decision on choosing a sample for their research. Sample selection is also 

one of the important features in a quantitative research and it is central to the main 

objective of the research because the conclusion drawn from the sample will represent 

the findings and the theories developed from research. Therefore, it is important that a 

sample should represent the whole population that the researcher is intending to 

investigate for its research purpose (Bryman & Bell, 2011, p. 182). There are two main 

categories of sampling methods: probability sampling and non-probability sampling.  

 

In a probability sampling method, each entity of the whole population that the investor is 

targeting to study has an equal chance of being selected and the researcher need to 

construct a sampling frame for conducting probability sampling. “Sampling frame means 

listing all the entities in the population from which the sample is to be selected (Bryman 

& Bell, 2011, p. 182).”  Therefore, it is time consuming and costly for the researcher to 

apply as sampling method for their research. In contrast to probability sampling method, 

in a non-probability sampling, not every entity in the population has an equal chance of 

being selected and therefore some entities has higher chance of being selected than the 

others (Bryman & Bell, 2011, p. 182).In our research, we have chosen non-probability 

sampling as our sampling method due to time constraint for creating own sampling frame. 

There are three basic types of non-probability sampling: convenience sampling, snowball 

sampling and quota sampling (Bryman & Bell, 2011, p. 190).  

 

Convenience sampling can be explained as choosing the sample from the population that 

the researcher has the most access, which means obtaining the sample in the easiest way. 

Snowball sampling is similar with convenience sampling; however, it is applied when the 

researcher has difficulty in identifying different types of entities within a population. 

Therefore, the researcher tries to contact with a few entities that is related to the topic of 

the research and using those entities to identify for more type of entities (Bryman & Bell, 

2011, pp. 199-192). Quota sampling concerns with classifying different categories of 

groups in a population and select the sample from each group and it is mostly used in 

commercial research (Bryman & Bell, 2011, pp. 199-193). 

 

We have applied convenience sampling for our research in consideration of time and cost 

efficient purpose. As previously discussed in chapter 2, we use Thomson DataStream to 

download the data required for our research because it is the only data source that we have 

accessed in our university. As our research purpose is to focus on the financial markets in 

Asia, we have done analysis on the availability of data in Thomson DataStream for equity 

and bond markets of each country in Asia. However, as Asia is an emerging market, the 
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availability of historical data and the time frame required are not really sufficient for 

many countries in Asia for conducting comprehensive analysis. Therefore, we have 

chosen Japan, Singapore and Malaysia, as our sample countries, which have the longest 

time frame period to conduct analysis for our research purpose.  

4.2 Sample Data 
For equity market, we have chosen DataStream global equity indices because the 

constituents of the indices cover at least 75–80% of the total market capitalization of 

each country (Giot & Petitjean, 2009, p. 372). For bond market, we have chosen 

DataStream 10-year long-term government bond yields indices. The downloaded data 

include price index, dividend yield, price earning yield and total return index for equity, 

and the bond yield and total return index for long term government bonds. We use 

different risk free rates according to the rates used in each country for our analysis and 

based on data availability on DataStream, the risk free rates we have chosen for our 

study include: Japan Gensaki T-bill 1 Month, Malaysia T-bill Band 4 and Singapore 

T-bill Three Month.  

4.3 Sample Period 
Among the three countries of our sample, only Japan have the longest history for both 

stock and bond market, the data are available since early 1970s.  The availability of 

data for Singapore equity market starts from 1970s and the bond market starts from 

1998.  Although the data is available from 1986 for Malaysia equity market, the data 

for bond market is available only starting from 2001. Since we are conducting a 

comparative analysis across countries, we have chosen the same sample period for all 

the countries. Therefore, the sample period for our data is ranging from the November 

2001 to April 2014, yielding a total of 150 monthly observations. Compare with the 

previous articles of relevant studies, the sample selected in their research is more than 

30 years and around 300 observations. Since the previous study were mainly conducted 

research on US and European markets, these markets are more active and mature than 

Asia, therefore the data are readily available for those countries than in Asia. Since 

shorter time frame can impact the generalization of our empirical results, we have 

considered this effect as one of the limitations of our research.  

4.4 Analysis Process 
In order to apply Extreme Value Strategy (EVS) in our research, we need to divide the 

total sample into two periods: in sample and out of sample periods. In sample period 

represents the first 40 monthly observations, starting from November 2001 to February 

2005. Out of sample period represents the later part of the total sample comprising 110 

monthly observations, beginning from May 2005 to April 2014. The purpose of 

dividing the sample in the analysis is to generate the extreme values from the historical 

data, which will give us a signal for switching from one market to another for current 

months in active trading strategy (Ziemba, 2003, p. 4). Many of the existing literatures 

have different ways of defining in sample and out of sample periods; Berge & Ziemba 

(2003) use the first 60 monthly observations as in-sample period and the last 120 

monthly observations as out sample period and Giot & Petitjean (2009) divide the total 
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sample into equally for both in sample and out of sample period.  In sample period can 

be defined as the historical distribution, and out-of-sample period can be considered as 

the current value. We will compare the current values with the historical distribution to 

evaluate how often the extreme events will occur during the current period and then 

forecast the switch for the future market. As previously discussed in the Extreme Value 

Strategy in chapter 3, the threshold for the extreme values will be set at the 90th 

percentile of the unconditional distribution of the variable that is used as an indicator for 

active trading strategy (Giot and Petitjean, 2009, p. 371). 

 

However, these historical intervals are moving as the time progresses from one month 

to the next, which means when we are calculating the extreme values for one new 

month, the oldest month is excluded and the newest month is added in our historical 

distribution. There are two underlying benefits for doing this rolling method (Berge & 

Ziemba, 2003, p. 15) Firstly, it reduces the impact of changes in the dividend policies of 

the company and changes in the regulatory framework of the economy as the time 

changes. Secondly, very high extreme values of the indicators are removed from the 

distribution after a certain period of time (Berge & Ziemba, 2003, p. 15).In brief, the 

threshold for the extreme values is set at 90
th

 percentile of 40 monthly observations of 

the historical distribution and compare with the current month value. When the current 

month value exceeds the 90
th

 percentile, the switch will be occurred.  We have used 

PERCENTILE function in Excel for our calculation of extreme values. 

 

The first hypothesis is to evaluate whether active trading strategy outperforms the 

passive trading strategy and therefore in order to evaluate the stated hypothesis, the 

return, risk and the total wealth is calculated for each portfolio involved in our trading 

strategy. The passive strategy includes buy & hold government bond portfolio and buy 

and hold equity portfolio. Active strategy includes four different portfolios for each type 

of indicators used in the extreme value strategy: BEYR with dividend yields, BEYR 

with earning yields, dividend yields and earning yields. As a first step, earnings for 

stocks are calculated using price earnings ratio and price index. Once we get the results 

for earnings, we have calculated earning yields.  

 

Continuously compounded returns (log returns) for each month is calculated using the 

formula previously explained in chapter 4. After that, the returns are multiplied with 

previous month portfolio value to get the changes in the portfolio wealth. The changes 

are applied to get the new portfolio value. The process is continued until the last month 

of the sample period to get the final wealth of the portfolio. . In a passive strategy, the 

process is conveniently applied to each buy and hold portfolio. However, as for active 

strategy, the returns are mixed between bonds and stocks according to the switch signals 

given by the extreme values. The initial investment for our portfolios is 100 and 

transaction costs are adjusted according to the number of switches occurred. We have 

used 0.5% as round transaction costs according to Lander et al. (1997). The mean return 

for the portfolio is simply the average of the returns over the period of the investment 

made.  
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5. Empirical Findings 

Empirical findings will be presented in this chapter which include summary of 

descriptive statistics and data presentation on the historical performance of the 

financial market of each country.  

5.1 Summary of Descriptive Statistic 
The summary of descriptive for BEYR with dividend yields, BEYR with earning yields, 

Dividend yields and Earning yields will be presented in Table 2 to Table 5. The sample 

period is from November 2001 to April 2014 with 150 observations. 

 

 

 N Minimum Maximum Mean Std. 

Deviation 

Skewness Kurtosis 

JAPAN 150 0.29 2.07 0.96 0.50 0.34 -1.27 

MALAYSIA 150 0.59 2.45 1.34 0.32 0.83 1.42 

SINGAPORE 150 0.36 2.21 1.01 0.38 0.55 0.38 

Table 2. Summary statistics of BEYR with dividend yield 

 

As stated in the Table 2, Malaysia has the highest mean 1.34 with the lowest standard 

deviation 0.32. The shape of Malaysia is positively skewed meaning that the values are 

clustered to the left at the low values and the right hand is longer (Pallant, 2013, p.59). 

Japan has the significant negative kurtosis, which indicates that the distribution of 

BEYR with dividend yields for Japan is relatively flat (Pallant, 2013, p.59). Malaysia 

has the highest kurtosis among the three countries and therefore the distribution is rather 

peaked and clustered in the center.   

 

 

 N Minimum Maximum Mean Std. 

Deviation 

Skewness Kurtosis 

JAPAN 150 0.09 0.68 0.34 0.17 0.06 -1.26 

MALAYSIA 150 0.31 0.92 0.60 0.12 0.33 -0.25 

SINGAPORE 150 0.11 0.76 0.37 0.15 0.20 -0.43 

Table 3. Summary statistics of BEYR with earning yield 

 

As shown in table 3, the characteristics of BEYR with earning yields for the three 

countries are similar. The mean is around 0.5 and the standard deviation is around 0.15; 

the lower standard deviation indicates that the data points tend to be very close to the 

mean. The skewness is not significant and the kurtosis is negative and therefore the data 

for all three countries have flat distribution. 
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 N Minimum Maximum Mean Std. 

Deviation 

Skewness Kurtosis 

JAPAN 150 0.79 2.91 1.56 0.58 0.47 -0.99 

MALAYSIA 150 2.03 5.68 3.15 0.68 1.72 3.79 

SINGAPORE 150 1.81 5.74 2.82 0.63 2.62 8.71 

Table 4. Summary statistics of dividend yield 

 

In reference to table 4, the mean of dividend yield in Japan is relatively lower than the 

others. The shape of all three countries is positively skewed. The kurtosis of Japan is 

negative which means the distribution of the dividend yields data is lower than the 

normal distribution which has kurtosis 3. But in Singapore, the kurtosis value is 

extremely higher than the normal level; it means the distribution of dividend yields is 

peaked in the middle with long and thin tails. 

 

 

 N Minimum Maximum Mean Std. 

Deviation 

Skewness Kurtosis 

JAPAN 150 2.10 7.69 4.42 1.67 0.49 -1.26 

MALAYSIA 150 4.90 11.76 6.90 1.21 1.30 2.28 

SINGAPORE 150 5.05 20.00 8.11 2.73 2.33 6.36 

Table 5. Summary statistics of earning yield 

 

According to table 5, the mean of earning yield in Singapore is quite high along with the 

high standard deviation meaning that the data points are spread out over a large range of 

values. The kurtosis in Japan is negative, and then the distribution is much flatter than 

the normal distribution. The kurtosis of Singapore earning yields is significantly higher 

than the normal kurtosis indicating that the distribution is extremely peaked with long 

and thin tails. 

5.2 Data presentation  
We will discuss the trends of the data for the whole sample period, from November 

2001 to April 2014, for each variable that we have used in our analysis. The purpose of 

presenting the trends of data is to provide the reader with a general understanding on the 

market situation of the equity and bond markets of Japan, Malaysia and Singapore 

before the analysis is made. The abbreviation of each variable used in the Figure 2 to 

Figure 4 is denoted as below: 

 Price Index – P   

 Government Bond Yield – GBY 

 Dividend Yield – DY 

 Earning Yield – EY  

 Bond to Equity Yield Ratio using Dividend Yield – BEYRDY  

 Bond to Equity Yield Ratio using Earning Yield – BEYREY 
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5.2.1 Japan 

 

 

 
 

Figure 2. Japan: From top left to bottom right: P; GBY; DY; EY; BEYRDY; BEYREY 
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The general trend for price index can be summarized as an upward trend from 2001 to 

2005, a downward trend from 2005 to 2009, and an upward trend again from 2009 to 

2014. The dividend yield and earning yield follow the same pattern of general trend of 

price index over the sample period. On the other hand, the long term government bond 

yields fluctuate significantly and represent a downward trend over the sample period.  

Therefore, the general trend of the equity market and bond yield shows a negative 

correlation between bonds and stock and we can conclude that substitution effect exists 

between the two markets.  When we plot the BEYR in figures, the ratios display ups 

and downs swing at the high level at the start of the sample period until the end of 2009 

and fluctuates a bit at the low level after 2009 until the end of the period. When the 

general trends are compared between equity yields and BEYR, the chance of occurring 

extreme values in out of sample is higher for equity yields than BEYR since equity 

yields display an upward trend while a downward trend is presenting for BEYR.  

5.2.2 Malaysia 
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Figure 3. Malaysia: From top left to bottom right: P; GBY; DY; EY; BEYRDY; 

BEYREY 

 

In Malaysia, the stocks prices are increasing over the sample period and both dividend 

yield and earning yield exhibits a volatile trend at the low level. However, an exception 

is occurred during the period between 2008 and 2009; the stock prices fall sharply while 

the dividend yields and earning yields reach their peaks over the whole sample period. 

Normally, it is better to invest in cheap stocks which provide the high equity yields. 

However, in consideration of extreme value strategy, which compares the current value 

with the historical distribution, the signals given could be wrong during the peak 

periods of equity yields. As for the bond market, the bond yields display large ups and 

downs swings over the sample period and therefore the substitution effect between stock 

and bond is not as strong as in Japan market. The trend of BEYR with earning yields 

indicates ups and downs swing at relatively same level over the period. However, the 

trend of BEYR with dividend yield shows ups and downs swing at the high level for the 

first period and swing at the low level for later period.   

5.2.3 Singapore 
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Figure 4. Singapore: From top left to bottom right: P; GBY; DY; EY; BEYRDY; 

BEYREY 

 

The general price trend for Singapore is similar with Malaysia indicating an upward 

trend over the period except for the financial crisis period between 2008 and 2009. The 

same trend with Malaysia for dividend yields and equity yields as well; displaying the 

fluctuations at the low level except for 2008 and 2009, where both yields reach their 

peak over the sample period. The trend in government bond yield has similar trend with 

Japan; volatile downward trend over the sample period. Therefore, negative correlation 

occurs between bonds and stocks market in Singapore and therefore substitution effects 

exist.  The trend of the BYER shows ups and downs swing at the high level from 2001 

until 2009 and displays ups and downs swing at the low level from 2009 until 2014. 

Therefore, when comparing the trend of equity yield and BEYR, the general trend of 

equity yield seems more suitable to apply for extreme value strategy.   
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6. Analysis and Discussion 

In this chapter, comprehensive analysis on the empirical results will be provided for 

each country and the main hypotheses will be responded. The hypothesis results will be 

compared against the existing research as well. Summary of statistical analysis on the 

empirical results will be presented as well. 

6.1 Analysis on empirical results 
For each country, the performance of the portfolios for passive and active strategies and 

the summary statistics: average return, volatility of returns, trading profitability and 

risk-adjusted returns are presented in tables.  The values shown in the tables are in 

percentage per month and volatility of returns is denoted by the standard deviation (SD) 

of returns and risk adjusted return is denoted by Sharpe ratio. Each market timing 

criterion in comparison with its extreme values, the historical distribution at 90
th

 

percentiles, are plotted in line charts for each country and the number of switches 

occurred can be seen easily from the charts. In each figure, the blue line represents the 

current distribution of the market timing criterion and the red line represents the 90
th

 

percentiles based on the first 40 monthly historical distribution of the market timing 

criterion. The abbreviation used in each figure is denoted as below: 

 

 BEYRDY – Bond to Equity Yield Ratio using Dividend Yield 

 BEYREY – Bon to Equity Yield Ratio using Equity Yield 

 DY – Dividend Yield 

 EY – Earning Yield 

6.1.1 Japan  

 

 

Table 6. Passive and Active Trading Strategies in Japan: average return, volatility of 

returns, trading profitability and risk-adjusted returns 

 

 

 

 

 

 

Total Wealth Mean Return Median Return SD of returns Sharpe Ratio No. of switches

Buy & Hold bonds 119.21            0.232                0.420                   3.443              0.063                 -                        

Buy & Hold equities 112.08            0.221                1.416                   5.385              0.038                 -                        

EVS-BEYR (Dividends) 132.32            0.319                0.420                   3.443              0.088                 4                            

EVS-BEYR (Earnings) 144.76            0.403                0.439                   3.413              0.113                 4                            

EVS-Dividend Yield 300.39            1.114                1.727                   4.306              0.255                 12                         

EVS-Earning Yield 445.68            1.467                1.681                   3.609              0.402                 19                         
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Figure 5. Japan: The number of switches and the extreme values of BEYRDY at 90
th

 

percentile 

 

Figure 6. Japan: The number of switches and the extreme values of BEYREY at 90
th

 

percentile 

 
Figure 7. Japan: The number of switches and the extreme values of DY at 90

th
 percentile 
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Figure 8. Japan: The number of switches and the extreme values of EY at 90
th

 percentile 

 

When only mean and median returns are considered, active strategy with earning yield 

is the most profitability strategy followed by dividend yield among all the trading 

strategies. On the contrary, if we compare the risk of each portfolio, BEYR with 

earnings provides the lowest risk followed by BEYR with dividends among all 

portfolios. When we consider both return and volatility, active strategy with earning 

yield is still the best combination of risk and return trade off. Both portfolios for passive 

strategy have lowest mean returns combined with high level of volatility. Among all the 

portfolios, the buy and hold equity portfolio has the lowest mean return combined with 

highest risk. We consider the underlying reason for underperformance of equity market 

is the impact of Global Financial Crisis happened in 2008. The risk-adjusted return for 

earning yield and dividend yield provides the highest risk adjusted performance. In 

summary, active trading strategy is better than passive trading strategy in Japan and 

active strategies based on traditional equity yields as indicators have better market 

timing ability than BEYR.  

6.1.2 Malaysia 

 

Table 7. Passive and Active Trading Strategies in Malaysia: average return, volatility of 

returns, trading profitability and risk-adjusted returns 

 

Total Wealth Mean Return Median Return SD of returns Sharpe Ratio No. of switches

Buy & Hold bonds 170.77            0.521                0.859                   2.595              0.109                 

Buy & Hold equities 275.69            1.043                1.706                   4.831              0.166                 

EVS-BEYR (Dividends) 192.72            0.661                0.922                   2.754              0.153                 6                            

EVS-BEYR (Earnings) 198.87            0.677                0.917                   2.786              0.157                 3                            

EVS-Dividend Yield 113.73            0.192                0.838                   3.133              (0.015)               6                            

EVS-Earnings Yield 479.65            1.559                1.535                   4.227              0.312                 14                         
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Figure 9. Malaysia: The number of switches and the extreme values of BEYRDY at 90
th

 

percentile 

 

Figure 10. Malaysia: The number of switches and the extreme values of BEYREY at 

90
th

 percentile 

 

Figure 11. Malaysia: The number of switches and the extreme values of DY at 90
th

 

percentile 
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Figure 12. Malaysia: The number of switches and the extreme values of EY at 90
th

 

percentile 

 

In Malaysia, the earning yields provide the highest mean and median return among all 

portfolios for both passive and active trading strategies followed by the buy and hold 

equity portfolio. In terms of volatility, buy and hold equities indicates the highest level 

of risk and followed by earning yields portfolio of active strategy. The empirical results 

are in accordance with the basic theory of risk and return combination; the higher the 

return, the higher the risk. Buy and hold bond portfolios have the lowest volatility 

followed by the BEYR based active strategies. It is interesting to take note that normal 

dividend yield provides lowest mean return with highest risk associated. Therefore, 

dividend yield is not a good criterion for market timing strategy in Malaysia. The 

underlying reason could be due to changes in dividend policy and therefore wrong 

signals are given for the market switch.  The existing research on corporate dividend 

policy and behavior of Malaysian companies by Pandey (2003) also indicates that the 

dividend payout ratios are vary quite significantly across time and less stable dividend 

policies are being pursued by companies in Malaysia.  When we look at the 

risk-adjusted performance for Malaysia, earning yields of active strategy provide the 

best risk-adjusted return followed by buy and hold equity portfolio of passive strategy. 

The risk-adjusted return for dividend yields is indicating negative return and therefore 

instead of investing in the portfolio resulted from the market timing ability of dividend 

yields, it is better to invest in risk free asset. However, when dividend yield is used as 

the variable in BEYR criterion, both results are getting better for both mean return and 

risk-adjusted return. Therefore, BEYR can be considered as a good indicator of active 

strategy in adjusting risk and return. In brief, active strategy does perform better than 

buy and hold portfolios in Malaysia, however, except for dividend yields due to its 

nature of unstable dividend payout policies in Malaysia.  
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6.1.3 Singapore 

 

Table 8. Passive and Active Trading Strategies in Singapore: average return, volatility of 

returns, trading profitability and risk-adjusted returns 

 

 

Figure 13. Singapore: The number of switches and the extreme values of BEYRDY at 

90
th

 percentile 

 

 

Figure 14. Singapore: The number of switches and the extreme values of BEYREY at 

90
th

 percentile 

 

Total Wealth Mean Return Median Return SD of returns Sharpe Ratio No. of switches

Buy & Hold bonds 174.25            0.535                0.594                   2.401              0.186                 -                        

Buy & Hold equities 217.92            0.958                1.620                   6.993              0.124                 -                        

EVS-BEYR (Dividends) 195.12            0.652                0.643                   2.488              0.226                 4                            

EVS-BEYR (Earnings) 203.90            0.695                0.772                   2.619              0.232                 3                            

EVS-Dividend Yield 519.96            1.675                1.782                   5.666              0.280                 6                            

EVS-Earnings Yield 589.31            1.787                1.612                   5.605              0.303                 7                            
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Figure 15. Singapore: The number of switches and the extreme values of DY at 90
th

 

percentile 

 

 

Figure 16. Singapore: The number of switches and the extreme values of EY at 90
th

 

percentile 

 

The portfolio using earning yields as an indicator in active trading strategy provides the 

highest mean return and median return combined with the highest risk associated among 

all portfolios followed by the portfolio based on dividend yield. Buy and hold equity 

portfolio has the highest volatility among all portfolios. The same underlying reason 

with Japan market could be applied here in terms of bad performance of equity market 

in Singapore; the after effect of Global Financial Crisis in 2008. When we compare 

BEYR based portfolios with the other indicators based portfolio for active strategy, the 

volatility of the BEYR portfolio is much lower than the normal equity yields. BEYR is 

indeed a good criterion to use for hedging risk in an investment.  In terms of 

risk-adjusted performance, although, all trading strategies perform more and less better 

than the others, earning yields still provide the best risk-adjusted return. Therefore, in 
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trading profitability of active trading strategy is better than the passive trading strategy 

in Singapore market.   

6.2 Statistical Tests on Results  
Paired T-tests are used to test hypotheses difference between two population means 

(Ruppert, 2011, p 618).The null hypothesis for paired T- test is the difference between 

the two observations is 0, and the alternative hypothesis is the difference which is not 0. 

In our study, we use the paired t-test to test for the difference in means since the returns 

of the active and passive strategies are not independent (Giot & Petitjean, 2009, p. 371). 

 

Trading strategy  B & H bond B & H equity 

BEYR dividend 0.320 0.864 

BEYR earning 0.159 0.748 

DY 0.045 0.015 

EY 0.001 0.005 

Table 9. Paired T-test results for Japan 

In Japan, the paired t-test points to a significant positive difference between the mean 

return of the dividend/ earning yield and the mean return of the buy-and-hold bond/ 

equity strategy. Then the null hypothesis can be rejected at the 5% level of significance. 

Malaysia 

Trading strategy  B & H bond B & H equity 

BEYR dividend 0.066 0.296 

BEYR earning 0.081 0.313 

DY 0.108 0.006 

EY 0.001 0.010 

Table 10. Paired T-test results for Malaysia 

In Malaysia, the paired t-test points to a significantly positive difference between the 

mean return of the dividend yield and the mean return of the buy-and-hold equity 

strategy. And also it points to a significantly positive difference between the mean return 

of the earning yield and the mean return of the buy-and-hold bond / equity strategy. Then 

the null hypothesis can be rejected at the 5% level of significance. 
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Singapore 

Trading strategy  B & H bond B & H equity 

BEYR dividend 0.159 0.597 

BEYR earning 0.142 0.648 

DY 0.015 0.036 

EY 0.005 0.025 

Table 11. Paired T-test results for Singapore 

In Singapore, the paired t-test points to a significantly positive difference between the 

mean return of the dividend / earning yield and the mean return of the buy-and-hold bond 

/equity strategy. Then the null hypothesis can be rejected at the 5% level of significance. 

6.3 Response to main hypotheses 

Now, we recalled all three main hypotheses developed in chapter 3 and the responses to 

each hypothesis are summarized in the table below. The responses below are based on 

the risk adjusted performance of portfolio for each country.  

Hypothesis JAPAN MALAYSIA SINGAPORE 

Active> passive? YES YES YES 

BEYR> Equity yields? NO YES NO 

Not comply with EMH (Weak Form)?  YES YES YES 

Table 12. Summary of hypotheses results 

6.4 Comparison with the previous research 

Giot & Petitjean (2009) did the similar research using Extreme Value Strategy as a 

short-term market timing strategy based BEYR as an indicator. The focus of their 

research is on the financial markets of the United States, the United Kingdom, 

Netherland and Belgium. The first two main hypotheses used in our research were 

developed based on their research and therefore we want to make comparison with our 

results against theirs whether there would be any significant underlying factors for the 

differences in empirical results among the markets in US, Europe and Asia. As far as we 

understood, although there is no previous research conducting EMH relating with 

market timing ability in Asian financial markets, the research of Kim & Shamduddin 

(2008) has provided a general overview and guidelines of the efficiency of the Asian 

equity markets regardless of the different analysis models. Therefore, the empirical 

findings from our third Hypothesis will be compared against their research as well.  
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Hypothesis 1: Active trading strategy (EVS) outperforms two benchmark buy and 

hold portfolios (passive trading strategy) 

In Giot & Petitjean (2009) research, among the four countries used: US, UK, 

Netherland and Belgium, active trading strategy outperforms passive trading strategy 

only in US. Passive trading strategy outperforms active trading strategy for the rest of 

the countries. In our research, active trading strategy outperforms passive trading 

strategy for all countries used in our analysis: Japan, Malaysia and Singapore.  

Therefore, we have accepted the deduced hypothesis.  

Hypothesis 2: The profitability and market timing ability of BEYR as criterion for 

active trading strategy is better than the equity yields 

In Giot & Petitjean (2009) research, the market timing ability of BEYR is better than 

the equity yields and provide higher profitability in US, Netherland and Belgium. In 

UK, the equity yield provides better profitability than BEYR. In our study, the 

profitability and the market timing ability of BEYR is better than the equity yields only 

in Malaysia. The normal equity yields are still important criterion for market timing 

strategy in Japan and Singapore. Therefore, the deduced hypothesis is accepted only for 

Malaysia. The underlying reason for differences in predictive ability of earnings yields 

between different countries could be due to the differences in accounting practices such 

as depreciation and the use of consolidated earnings (Berge & Ziemba, 2003, p. 5).   

The choice of trading strategy is dependent on the factor of whether the market is in a 

developed stage or emerging stage. Therefore, we have concluded that the type of 

market structure and the impact of financial crisis are the contributing factors for the 

difference between the empirical results of the two researches. 

Hypothesis 3: Financial Markets does not comply with Efficient Market 

Hypothesis (EMH – Weak Form Efficiency)  

The empirical results of our research indicate that since active trading outperforms 

passive trading for all countries in scrutiny, excess returns can be earned to some extent. 

Therefore, we have accepted the deduced hypothesis that financial market does not 

comply with weak-form EMH; inefficient stock markets. Our finding is similar with the 

result of Kim & Shamduddin (200) for Malaysia, inefficient stock markets, whereas 

Japan and Singapore show weak-form efficiency in their research.     
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7. Conclusion 

In this chapter, the answers for each sub-questions for the research will be discussed in 

detail and based on them, we will present the answer for the main research questions. 

Theoretical and practical contribution of the research will be discussed. Then following 

with quality criterion in our research and then along with the limitation and 

recommendation for further research areas. 

7.1 General Conclusion 

The main purpose of the research is to examine the market timing ability of BEYR and 

whether the indicator outperforms the basic indicators: earning yields and dividend 

yields in terms of timing the market. In means to obtain the answers, we have tested 

different trading approaches for three countries (Japan, Malaysia, and Singapore) and 

calculated the risk-adjusted return, mean return and total profitability of portfolio 

resulted from each trading method used. 

According to the empirical results, the answers for the sub-questions are responded as 

follows: 

1. Does active trading strategy outperform passive trading strategy (buy and hold 

trading strategy)? 

From the empirical results, active trading strategy does outperform two benchmark buy 

and hold portfolios for all countries in our analysis. We have considered that the main 

factor attributing the difference between our findings and the previous literature is the 

impact of financial crisis and after effects resulting from it. Therefore, we have 

concluded that in times of financial meltdown, it is better for the investors to exercise 

the active strategy rather than investing in buy and hold portfolios to hedge the risks 

associated with the market downturn. The finding from our research is consistent with 

the empirical results of existing literatures. The studies of Tangitprom (2012) also make 

the same assumption that active trading approach has the ability to reduce loss from the 

effect of US sub-crime crisis in 2008.  

2. Does the profitability of the active strategy depend on the criterion used to time 

the market? 

Based on the total wealth of portfolios, the profitability is depending on the criterion 

used for the market timing strategy. From our research, market timing using earning 

yields as an indicator provides the best total wealth results for all countries. The 

dividend yield is the second best indicator for Japan and Singapore and BEYR with 

earnings yields for Malaysia.  
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3. Do the results of market timing strategy indicate whether financial market 

under scrutiny complies with weak form of Efficient Market Hypothesis (EMH)? 

The result from the sub-question 1 has supported to answer this question. Since active 

trading strategy outperforms passive trading strategy, we have concluded that the 

financial markets for Japan, Malaysia and Singapore do not comply with EMH. The 

conclusion drawn from our research is also in accordance with the existing studies of 

EMH on emerging markets. Apart from Japan, Singapore and Malaysia is still 

considered as the emerging markets and the level of market efficiency is weak in 

emerging markets because the requirements for accounting disclosures is not as strict as 

in comparison with developed markets (Bodie et al., 2009, 347). 

Main Research Question 

The answers from the sub-questions have supported to answer the main research 

question which was stated as: 

“Can Bond to Equity Yield Ratio (BEYR) be used as a main indicator for earning 

superior returns by applying extreme value strategy as market timing strategy?”    

 

BEYR is the main indicator used in active trading strategy and extreme value strategy is 

applied as the active strategy for financial markets in Japan, Malaysia and Singapore.  

The results have indicated that the predictive ability of BEYR and the total profitability 

of the portfolio resulted from the short-term prediction of BEYR are not as good as the 

results compared with traditional equity yields. Nevertheless, the short-term market 

timing ability of BEYR is considered as a useful criterion for adjusting risk among the 

indicators used for market timing strategy.  

7.2 Quality Criterion in our research 

According to Bryman & Bell, (2011, p. 41), reliability, validity and replication are the 

three main criteria for evaluating the business and management research. In this section, 

we will evaluate our research using these three criteria. 

7.2.1 Reliability 

“Reliability is concerned with the question of whether the results of a study are 

repeatable”(Bryman & Bell, 2011, p. 41). It includes three key factors in evaluating 

whether a measure is reliable: stability, internal reliability and inter-observer 

consistency (Bryman & Bell, 2011, p.158). In our study, the data we used is secondary 

data and all the data were downloaded from Thomson Reuters DataStream. Thomson 

Reuters DataStream is a reliable data source, which has been used by many researchers 

and applied the data in their research. Moreover, since we are using the historical data 

for our analysis, from November 2001 to April 2014, the historical period is already 
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fixed and we have no control over on the data collection to manipulate in whatsoever 

ways. Thus, the measure looks reliable and results will be repeatable from our study 

with the high quality data. 

7.2.2 Validity 

Validity is the concerned with the question of whether or not the measurement that we 

used to measure a concept really measures that concept (Bryman & Bell, 2011, p. 159). 

There are four types of validity which can be distinguished as measurement validity, 

internally validity, external validity and ecological validity (Bryman & Bell, 2011, p. 

42). For the purpose of our study, we will discuss measurement validity, external 

validity and ecological validity. 

7.2.2.1 Measurement validity 

Measurement validity is concerned with whether or not the devised concept really does 

reflect the concept (Bryman & Bell, 2011, p. 42). In our study we are engaged to 

investigate in whether BEYR as an indicator can lead to earning superior returns for 

financial markets in Asia: Japan, Malaysia and Singapore. As we have stated in the 

theoretical part, BEYR can be used as an indicator in making decisions for switching 

the investment from equity market to bond market or vice versa. It is of course a 

function to evaluate the performance of stock and bond market, and provide an 

instruction for investors to choose the invest market. Nevertheless, after the test and 

analyses, the result we got for BEYR is not always the best predictor to evaluate the 

performance of stock and bond market in any country anytime. Sometimes, equity yield 

is better than BEYR for using as an indicator, which can lead to earning superior returns 

for financial markets in Asia. 

7.2.2.2 External validity 

External validity is concerned with whether the results of a study can be generalized 

beyond the specific research context (Bryman & Bell, 2011, p. 43). In our study, the 

sampling period we chose is from November 2001 to April 2014, the world financial 

crisis happened in 2008 and most countries’ financial markets have undergone big 

impacts from the crisis. Thus the performance of financial market is differing with their 

historical period before 2008. And there are only five years after financial crisis; the 

period is too short to track the long term performance of the stock and bond market. 

Then, of course the results during this period would be affected by this, and which 

would impair with the previous research results. And also the research respondents that 

we have chosen are three Asian countries. The Asia stock and bond market is different 

with European or the USA, since it can be considered as emerging state and not as 

mature as the markets in Europe or the USA. Thus, the results of our study cannot really 

be generalized beyond the specific research context. 
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7.2.2.3 Ecological validity 

Ecological validity is concerned with the question of whether or not social scientific 

findings are applicable to people’s everyday lives (Bryman & Bell, 2011, p. 43). Based 

on our research question, we want to investigate whether active trading strategy 

outperforms buy and hold trading strategy, whether the profitability of the active 

strategy is depending on the criterion used to time the market, and whether the results of 

market timing strategy comply with EMH. We suppose our findings is not only valid 

technically, but also applicable to people’s daily life of the investors who are seeking 

out for the methods that will yield excess returns for their portfolios. Therefore, even it 

may not be applied by each person in the society; at least it provides an instruction for 

people who are interested to do investment in stock and bond markets. 

7.2.3 Replication 

The purpose of the natural science is to reduce the contaminant influence of the scientist 

biases and value to the minimum level. In another word, the results of the research 

should be unaffected by the researcher’s special characteristic or expectations (Bryman 

& Bell, 2011, p. 165). In order to check this problem, scientists may seek to replicate. If 

there is a failure to replicate, then the validity of the findings are doubt. Consequently, 

scientists should highly explicit their procedures so that an experiment is capable of 

replication (Bryman & Bell, 2011, p. 165). In our study, we suppose the research is 

capable for replication. The data we collected was from Thomson Reuters DataStream, 

which is fixed and unaffected by our own requirements. Then all the procedures like the 

data collection, strategy evaluation, calculation process are explained in details which 

are easy for future researcher to follow. 

7.3 Contribution 

Apart from Japan and Thailand, no research has been conducted on this topic for 

financial markets in Asia, the empirical findings and therefore results from our research 

has contributed to both theoretical and practical purposes. Moreover, the existing 

researches on this topic are mainly conducted before the financial crisis and therefore 

we consider the choice of our sample period as another contribution to the literatures. 

From our empirical findings, we can both track the performance of financial markets 

before and after of financial crisis. Therefore, we believe that this thesis has bridged the 

knowledge gap explained in the introductory part by contributing to existing literatures 

with a new theoretical assumption on BEYR, which can be considered not a good 

indicator in emerging financial markets. Furthermore, investors who are interested in 

Asian financial markets will be provided with an insight on the nature of the bond and 

equity markets of Asia as well as the type of indicators that they should choose in their 

market timing strategy. 
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7.4 Limitation and Recommendation  

This thesis has brought a new perspective on the BEYR as market timing strategy. 

However, the limitations of this study should also be taken into consideration. In this 

thesis, the sampling period is from November 2001 to April 2014, with 13 years data 

and 150 monthly observations. According to previous research, such as Giot & Petitjean 

(2009) with the sample period from January 1973 to January 2004, yielding a total of 

373 monthly observations. Therefore, the sample period chosen is limited to track the 

long term performance of a country’s stock or bond market. Therefore further research 

with longer time horizon is recommended to conduct in one of the emerging markets 

where the historical data is sufficient enough for making comprehensive analysis.  

Moreover, since we are only using one active trading strategy (Extreme Value Strategy) 

to do the research, using different types of active trading strategies, such as regime 

switching strategy, and making comparisons against each empirical result is also 

recommended for further research. EVS does not consider the effect of underlying 

variables such as expected inflation and equity risk premium when formulating the 

trading rule. As discussed in the research of Levin & Wright (1998), using BEYR value 

alone for asset allocation decision will not result in the most profitable portfolio. 

Therefore, extending the further research in this respect for the emerging markets is 

recommended as well. Since EVS strategy is based on the historical data and 

information, other limitations in our research include the effect of changes in financial 

regulations and policies and changes in business cycle over time.   
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