Evidence of Random Walk in Pakistan Stock Exchange: An Emerging Stock Market Study

Musarrat Shamshir(1)(*), Mirza Jawwad Baig(2), Khalid Mustafa(3)
(1)Hamdard Institute of Education and Social Sciences, Faculty of Social Sciences and Humanities, Hamdard University, Karachi-Pakistan

musarrat.adnan@gmail.com; musarrat.adnan@hamdard.edu.pk
(2)Institute of Space and Planetary Astrophysics (ISPA), Faculty of Science, University of Karachi, Karachi- Pakistan.

mjawwadbaig@uok.edu.pk
(3)Department of Economics, Faculty of Social Sciences, University of Karachi, Karachi-Pakistan.

khalidku@yahoo.com
(*)Corresponding Author
Abstract

The study reports the empirical evidence on the presence of weak-form efficiency under the random walk hypothesis on the emerging stock market of Pakistan; Pakistan stock exchange (PSX), formerly known as Karachi stock exchange (KSE) from January 01, 2009 to August 31, 2014, by investigating two categories of stock indices; one in which the selection of firms is based upon market capitalization and the other where the selection criteria of firms is based upon free-float methodology. The study applied both non-parametric and parametric tests; Kolgomorov-Simirnov (K-S), runs, serial correlation and unit root tests on daily returns of KSE-100 index; KSE- all share index; KSE-30 index and KMI-30 index. The study finds absence of random walk on the former two indices, where chronology of firms and selection criteria are based on traditional market capitalization technique. However, evidence of random walk is found in stock-indices where selection of firms is based on free floating methodology. The trace of random walk advocates the free floating methodology over market capitalization criteria.   
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