
 
 

Number 66 
2007 

 
 

The 
Investment 
Analysts 
Journal 

 
 
 
 
 
 
C Mlambo and N Biekpe 
The efficient market hypothesis: Evidence from ten 
African stock markets 5-17 
 
G Bailey and E Gilbert 
The impact of liquidity on mean reversion of share returns 19-29 
 
NK Smithson and C Firer 
Performance of newly listed mining stocks on the London 
AIM and Toronto TSX-V Stock Exchanges 31-41 
 
A Abdo and G Fisher 
The impact of reported corporate governance disclosure  
on the financial performance of companies listed on the JSE 43-56 
 
R Mangani 
Distributional properties of JSE prices and returns 57-72 
 
DC Wentzel and E Maré 
Extreme value theory – an application to the South African 
equity market 73-77 
 

  
 
 
 
 
 
 



 
 

 
2 Investment Analysts Journal – No. 66 2007 

 

 
 
 
 
 

 

 
 
 
 
 



 
 

 
Investment Analysts Journal – No. 66 2007  

 1

 

Investment Analysts Society 
of 

South Africa 
 
 

Executive committee 
 M F Brown  G E Elston (Chairman) 
 W H Bowler K L Bright (Deputy Chairman) 
 P A Coningsby  N Chadehumbe 
 FJ Reuvers  P R du Toit 
 A D Thompson P M M Hodgson 
 J B Marais  A M Wood (Alternate)  
 

 

The Investment 
Analysts Journal 

 
Number 66 - 2007 

 
ISSN: 1029-3523 

 
 
Editorial policy 
The Investment Analysts Journal publishes significant new research in finance and investments. The journal seeks 
to establish a balance between theoretical and empirical studies. Papers written in any areas of finance, 
investment, accounting and economics will be considered for publication. All contributions are welcome but are 
subject to an objective selection procedure to ensure that published articles answer the criteria of scientific 
objectivity, importance and replicability. Readability and good writing style are important. No articles which have 
been published or are under review elsewhere will be considered. The editors reserve the right to make the final 
decision with respect to publication. 
 
Editorial committee 
Prof C Firer (Joint Editor), University of Cape Town 
Prof E van der Merwe Smit (Joint Editor), University of Stellenbosch Business School 
Prof M Ward, University of Pretoria 
 
The opinions expressed in this journal by contributors do not necessarily reflect those held by either the Society or 
the editorial committee. 
 
Enquiries concerning the journal should be addressed to The Investment Analysts Society of Southern Africa, PO 
Box 131, Ferndale, 2160. Tel. (011) 791-0105. Fax (011) 791-0107. Email: iassa@iafrica.com 
Website: http://www.iassa.co.za 
 
Single copies R57,00 
Annual subscription (two copies) R114,00 
(VAT inclusive) 
 
Index of past issues 
An index of all previous issues of the Journal can be found by clicking the Journal’s link on www.iassa.co.za. 



 
 

 
2 Investment Analysts Journal – No. 66 2007 

 



 
 

 
Investment Analysts Journal – No. 66 2007  

 3

 
Sanlam Capital Markets/IAS Award 

for the best article published annually in the 
Investment Analysts Journal 

 
 
This prestigious award is sponsored by Sanlam Capital Markets. 

The winners of the award for 2006 were announced at a Gala Dinner hosted by the Investment Analysts 
Society in June 2007. 
 
 

Previous award winners 
 

1998 Professor Dave Bradfield and Dr Ralf Wandmacher 
 

1999 Professor Colin Firer and Professor Heather McLeod 
 

2000 Ms Eleanor Fraser and Professor Michael Page 
 

2001 Professor Narendra Bhana 
 

2002 Professor John Hall and Mr Sollie Millard 
 

2003 Professor Narendra Bhana 
 

2004 Mr Chandan Prayag and Professor Paul van Rensburg 
 

2005 Ms Nadine Scher and Mr Chris Muller 
 

2006 Dr  CJ Auret  and RA Sinclaire 
 

 
INVESTEC, the Overall Winner of the IAS Best Reporting and Communications Award at the IAS 
dinner held in 2007 has generously sponsored this issue of the Journal, together with the following 
firms who have presented to members of the IAS, so far, this year. Our thanks are due to them all. 
 
ABSA FARITEC MURRAY AND ROBERTS 
AFRICAN BANK INVESTMENTS FIRSTRAND MUTUAL AND FEDERAL 
AFRICAN RAINBOW GIJIMA NEDBANK 
ALTECH GOLDFIELDS PANGBOURNE 
ALTX GROUP FIVE PINNACLE 
APEXHI PROPERTIES GROWTHPOINT PSV HOLDING 
ASPEN HUDACO REDEFINE 
AVENG IMPERIAL HOLDINGS  SANLAM 
BIDVEST INFRASORS SASFIN 
DATACENTRIX INVESTEC SASOL 
DATATEC JOHNCOM SIMEKA 
DAWN KAP INTERNATIONAL SPAR 
DIGICORE MAKALANI SUPERGROUP 
DISCOVERY METROPOLITAN HOLDINGS TONGAAT 
ELLERINE MITTAL   
EOH MR PRICE  
   



 
 

 
4 Investment Analysts Journal – No. 66 2007 

This issue in brief 
 
The efficient market hypothesis: Evidence from ten African stock markets 
The paper investigates the weak-form efficiency of ten African stock markets using the runs tests on daily price 
data for individual stocks. To adjust for thin trading, returns are measured using the trade-to-trade approach and 
divided by the number of days between trades. It is found that the returns for the majority of stocks on the 
Namibian, Kenyan and Zimbabwean stock exchanges follow the random walk. These markets are, therefore, 
considered to be generally weak form efficient. For the remaining markets, the majority of stocks rejected the 
random walk hypothesis. Thus the possibility of devising profitable trading strategies on these markets cannot be 
entirely dismissed. 
 
The impact of liquidity on mean reversion of share returns 
This paper investigates the effects of liquidity on mean reversion of portfolio returns constructed from shares listed 
on the JSE Securities Exchange for the period 1983-2005 using a dataset corrected for survivorship bias. A new 
liquidity measure – the liquidity cap – is formulated and its impact on the relative (abnormal) returns of high price to 
earnings ratio (P/E) and low P/E ratio portfolios is evaluated. There is conclusive evidence that liquidity does affect 
the abnormal returns attributable to the presence of mean reversion – but in an unexpectedly asymmetrical way. 
Positive abnormal returns due to mean reversion are significantly reduced for the more liquid low P/E portfolios but 
the negative abnormal returns of high P/E portfolios increase when only more liquid shares are included in the 
portfolios. 
 
Performance of newly listed mining stocks on the London AIM and Toronto TSX-V Stock Exchanges 
This study explored the returns from new mining listings for the period January 1997 to June 2006 on the two most 
prominent junior mining stock exchanges in the world, London’s Alternative Investment Market (AIM) and the 
Toronto Venture Exchange (TSX-V).  Initial returns averaged 6,3% and 38,9% on AIM and the TSX-V respectively.  
Whilst the initial premia on TSX-V were similar to previously published Canadian data, the initial returns on AIM 
were substantially lower and suggest that new mining issues are more accurately priced on AIM.  The after-market 
returns for periods up to three years after listing were generally not significantly different from zero on AIM, but 
ranged from -6% after six months to -78,7% at the end of three years on the TSX-V. The relationship between life-
cycle stage, size of issue and type of commodity mined were also investigated. 
 
The impact of reported corporate governance disclosure on the financial performance of companies listed 
on the JSE 
This research focuses on the relationship between corporate governance disclosure and financial performance of 
companies on the JSE. An independent measure of corporate governance disclosure, G-Score, was created 
consisting of 29 governance disclosure factors. A total of 97 companies from 9 sectors on the JSE were rated using 
G-Score over from 2003 to 2005. The average G-Score was compared to financial performance indicators including 
share price return, market-to-book-value ratio and P/E ratio. Portfolios of shares were created for sectors, High 
portfolios (G-Score > 75%) and Low portfolios (G-Score < 50%). High portfolios within each sector outperformed 
the sector index in each case, indicating above average returns over the time period. Similarly the Low portfolios all 
underperformed the sector index.  
 
Distributional properties of JSE prices and returns 
This paper investigates the random walk properties in JSE security prices and returns, in order to appraise the 
relevance of traditional unconditional asset pricing methodologies, which are based on the assumption that returns 
are independently and identically distributed (iid) and jointly multivariate normally distributed. A battery of tests for 
unit roots, normality and linearity is invoked. As documented for most other markets, the distribution of the prices 
and returns is inconsistent with the iid normal assumption. In particular, JSE logarithmic security prices are I(1) 
processes, while logarithmic returns are neither normally nor linearly distributed. This evidence renders suspicious 
the appropriateness of standard methodologies for empirical tests of both the CAPM and the APT, and implies that 
the JSE security prices could be profitably non-linearly predictable over time, contrary to the EMH. 
 
Extreme value theory – an application to the South African equity market 
It is frequently assumed that returns are normally distributed for the statistical modelling of financial markets. 
Normal return based models perform well for small asset return fluctuations; however, markets do exhibit large 
moves occasionally which are not modelled well by the normal distribution assumption. 
 
This paper considers an application of extreme value theory (EVT) to the FTSE/JSE TOP40 index, especially in the 
light of recent big moves. the difference between returns obtained using the frequent assumption of normal returns 
and that obtained using EVT is demonstrated, suggesting that EVT is a very useful tool for realistic risk 
management analyses. 
 


