THE PHILIPPINE REVIEW OF ECONOMICS
Vor. L No. 1, Juxe 2013 ee. 5782

Random walks in the different sectoral
submarkets of the Philippine Stock Exchange
amid modernization

Cesar C. Rufino
School of Economics, De La Salle University—Manila

This study explores the weak-form efficiency of the
Philippine Stock Exchange (PSE) and its different sectoral
markets using modern inference techniques with robust
statistical properties. The research is motivated by the lack
of consensus in the literature on the informational efficiency
of the country’s stock market and the apparent scarcity of
studies on the same issue using data covering the period
of massive modernization of the exchange, geared toward
transparent disclosures and integrity of transactions. The
study may also be considered a fitting assessment of why the
PSE is setting the pace over most stock exchanges in Asia in
terms of growth levels across key stock market indicators,
culminating in a highly successful year 2012 when it ranked
ninth among the ten best-performing stock markets of the
world. Evidence presented by the results of the study suggests
the presence of overall informational efficiency in the
Philippine Stock Exchange during the period under review.

JEL classification: C14;G14;G15
Keywords: random walk, market efficiency, panel unit root tests, variance ratio
tests, wild bootstrap, stock exchange modernization.

1. Introduction

One of the most enduring empirical questions posed by investors,
speculators, economists, and academics all over the world is whether stock
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market prices follow a random walk. Investors and speculators often work
under the presumption that stock prices are predictable and therefore do
not follow a random walk, but most economists and academicians take the
opposite view because of their belief in the inherent efficiency of capital
markets where prices cannot be dependably predicted.A great volume of
research has been done to settle the issue across time and settings, using
different methodologies and data frequencies, but mixed findings often
emerge.

The academics’ belief in the viability of the random walk hypothesis
is anchored on the so-called weak-form market efficiency theory first
proposed by Samuelson [1965] and Fama [1965], which posits that asset
prices fully and instantaneously reflect all available and relevant information,
such that price adjustments are immediate in a manner that returns cannot
be accurately predicted.This is the classical manifestation of a random walk
or a martingale process. Studies regarding asset prices predictability almost
always involve empirical testing of the efficient market hypothesis (EMH) or
examining whether returns follow a martingale difference sequence (MDS).

Some explanations are proposed for the predictability of asset returns
that stock market investors may be holding on to. Melvin [2004] proposed
that in markets where MDS does not hold, prices are not quick enough
to adjust to new information, creating fleeting arbitrage that investors can
take advantage of. Market distortions due to risk valuations and pricing
of capital [Smith, Jefferis, and Ryoo 2002] and government interventions
[Yilmaz 2003] may create disequilibrium of market prices, thus veering
away from efficiency. Lo [2004] theorized the reconciliation of the EMH
with the adaptive market hypothesis (AMH) through the notion of bounded
rationality. He proposed that predictability may happen from time to time
due to changing market conditions (e.g., bubbles, crises, crashes, etc.) and
other exogenous factors.

A good number of empirical articles have been written about the
Philippine stock market to determine whether the local bourse conforms
to the tenets of the EMH. Some of these studies feature the Philippines as
part of a cross-country analysis. Table 1 exhibits a brief summary of the
findings of selected studies showing the methodologies employed, data
frequency and time period covered,as well as the results on the test about
the acceptance or rejection of the weak-form efficient market hypothesis.
From these results, one can glean the lack of consensus on the validity of
the phenomenon in the local stock market.
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The present study is an attempt to contribute to the growing literature
on the predictability or unpredictability of the returns from the Philippine
Stock Exchange (PSE), considered one of the top ten best-performing stock
markets in the world in 2012 [CNNMoney 2013], using contemporary
empirical data on the various sectoral markets comprising the PSE. The
study is also motivated by the need to assess the efficacy of the various
operational changes implemented by the exchange to enhance the
integrity of transactions and improve the system of disclosures of relevant
information.To ensure robustness of the results, the study employs some
of the cutting-edge techniques currently used in modern finance literature
to provide compelling evidence in resolving the debate for or against the
random-walk hypothesis in the Philippine context.

2. Methodology

The state of the art in testing the validity of the random walk hypothesis
for asset prices gradually evolved from the use of simple moving averages
and analysis of graphs and correlations into sophisticated inference tools
and the use of artificial intelligence models. The current staple in the
empirical evaluation of the ascendancy of the weak-form EMH involves a
modified version of the variance ratio (VR) test introduced in an influential
seminal paper by Lo and McKinlay [1988].1In the present paper,one of the
most modern versions of this test is employed: the wild bootstrap variance
ratio test of Kim [20006]. In addition, the classic Lo-McKinlay VR test,and a
robust multiple VR test [Chow and Denning 1993] are also employed for
comparative analysis.The choice of the adoption of the wild bootstrap VR
test as the primary model to use stemmed from the recent publication of
the results of Monte Carlo analysis of the power of alternative tests for
the martingale difference hypothesis (MDH) in which the wild bootstrap
test emerged as among the most powerful, with superior small-sample
properties [Charles, Darne, and Kim 2011].

Proving that the underlying asset price series follows a martingale
difference sequence is just one of the necessary requirements of an
informationally efficient market. MDS, the presence of which is evaluated
by the VR tests, only signifies that any positive increments of the series
are uncorrelated. The other condition is the existence of the unit root
component of the series (Liu and He [1991]; Azad [2009)]). If these two
properties exist in a financial market, the financial series is said to follow
a random walk. In this study, the presence of the unit root component is
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empirically determined in all submarkets of the Philippine Stock Exchange
using a battery of panel unit root tests (Levin, Lin,and Chu [2002]; Maddala
and Wu [1999]; Im, Pesaran, and Shin [2003]).To conserve space, technical
discussion of these tests is omitted, since the study highlights the more
important MDS evaluation.

2.1. The variance ratio tests

Perhaps the most popular empirical technique used in checking the
existence of a martingale difference sequence in an observed realization
of a time series is the so-called variance ratio test. This test emanates out
of a simple specification of the data-generating process of a series whose
first difference or logarithmic first difference follows a martingale process
[Escanciano and Lobato 2009].The VR methodology consists in testing the
MDS hypothesis by exploiting the MDS property that the variance of its
increments is linear in all lags. In other words, the sample variance of the
g-period increment of an MDS process is  times the sample variance of its
one-period increment. Hence, the VR at lag ¢ is defined as the ratio of 1/g
of the variance of g-period return with the variance of single-period return
of the process.When the process is truly an MDS, this variance ratio should
not differ significantly from unity for all positive g.

Lo and McKinlay [1988] formulated two test statistics for the MDS
hypothesis.The first works under the strong assumption that the increment
is i.i.d (identically and independently distributed) corresponding to the
homoscedastic or i.i.d. null random walk hypothesis. In the other test
statistic, Lo and McKinlay downgraded the i.i.d assumption to allow some
general types of conditional heteroscedasticity and serial dependence (akin
to GARCH assumptions), which are often seen in financial time series. The
associated null hypothesis under this assumption is the heteroscedastic
random walk hypothesis, frequently called the martingale or m.d.s. null,
since the increment is technically a martingale difference sequence
[Escanciano and Lobato 2009].

2.1.1. The test statistic under the i.i.d null

If {y,} is a realization of the process {¥ } with a sample size 7, the
variance-ratio (VR) needed to test the hypothesis that {Y } isi.i.d.is defined
by Lo and McKinlay as
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This statistic should not differ significantly from 1 for any integer g >1 if
the increment is i.i.d., but not if it is serially correlated. Lo and McKinlay

[1988] proved that under i.i.d.,
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2.1.2. The test statistic under the m.d.s. null

Under the heteroscedastic random walk hypothesis, Lo and McKinlay
[1988] derived a robust version of (3) to account for time-varying volatility
and autocorrelation of the underlying series and arrived at the following
test statistic:

gq-1
7= (R-1) ({124 -P1/g)* 6)° )

where J=l

5]'= { 2 (?’;_,&)2(%-]_,&)2}+{{Z O};_la){| } (©))
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Lo and McKinlay showed that if Y, is an MDS,then Z " is asymptotically
normally distributed with mean zero and standard deviation of 1.

2.2. The multiple variance ratio tests

Since the variance ratio restriction holds for every ¢ difference of the
underlying series, for g > 1, it is customary to evaluate the test statistics
(3) and (4) at several selected values of g (in this study g is set for g = 2,
4, 8,and 16). Chow and Denning [1993] proposed a test statistic used to
examine the absolute values of a set of multiple variance ratio statistics (for
the different set values of ¢).The main purpose of this statistic is to control
the size of the joint variance ratio test to be implemented.
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The null hypothesis for the Chow-Denning multiple VR test is set as
the joint statement

VR(g)=1fori=1,2,...,m ©
against the alternative hypothesis
VR(q) # 1 for some holding period g, . @)
The Chow-Denning test statistic can be written as
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The Chow-Denning (CD) test is anchored on the idea that any decision
on the null hypothesis can be based on the maximum absolute value of
the individual IR statistic under the m.d.s. assumption of Lo and McKinlay
[1988]. Under such assumption, CD statistic follows the studentized
maximum modulus (SMM) distribution with m and T' degrees of freedom
[Chow and Denning 1993], whose critical values are tabulated in Stoline
and Ury [1979].The p-value for the CD statistic is bounded from above
by the p-value for the SMM distribution with parameters m and 7, with T
approaching infinity.

2.3. The wild bootstrap variance ratio test

Efron [1979] pioneered the concept of the bootstrap, which is a
resampling procedure that approximates the sampling distribution of a
test statistic. This procedure is often resorted to in evaluating test statistics
that operate under unconventional assumptions and/or under small sample
conditions.

To implement the bootstrap in approximating the m.d.s.-based Lo-
McKinlay test statistic (4) and the m.d.s.-based Chow-Denning test statistic
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(8), Kim [20006] used the wild bootstrap of Mammen [1993] to develop a
procedure that can roughly estimate sampling distributions such as (4) and
(8), which are robust to unknown forms of conditional and unconditional
heteroscedasticity. The procedure developed by Kim [2006] has been
receiving good reviews in the literature as having the most power aside from
having superior small sample properties among competing methodologies
(e.g.,Charles, Darne,and Kim [2011]; Kim and Shamsuddin [2008]; Hoque,
Kim, and Pyun [2007]).

Simply put, the Kim [2006] procedure is conducted in three stages, as
applied, for example, to the Chow-Denning test statistic (8):

Form a bootstrap sample of I' observations yt*z nyfort=1,2 ..
T where 7, is a random sequence having the properties: (a) E(n,) = 0

and (b) E(nH = 1.

1. Calculate MV =MV (y, ;q) with MV (y," ; g) statistic generated from the
bootstrap sample obtained in stage 1.

2. Repeat stages 1 and 2 in a sufficiently large number of replications,
say, m times to form a bootstrap distribution of the test statistic (8).
The bootstrap distribution is now used in approximating the sampling
distribution of the CD test statistic. The p-value of the test can be
obtained as the proportion of the bootstrap distribution greater than
the CD test statistic value obtained from the original data.

The wild bootstrap of the Lo-McKinlay test statistic (4) can be
implemented similarly as a two-tailed test.To implement the wild bootstrap
test, Kim [2006] suggests the use of the standard normal distribution forz,,
although simulation results are insensitive to other distributions like the
two-point distribution of Mammen [1993] and the Rademacher distribution
developed by Hans Rademacher (1892-1969).

2.4. The data and its composition

The Philippine Stock Exchange has just reached its 20th year as a unified
exchange out of the merger of Manila Stock Exchange, one of the oldest in
Asia, and Makati Stock Exchange.The goal of this unification is to enhance
the growth of the capital market in the country. For the last several years,
it has been setting the pace over most stock exchanges in Asia in terms
of growth levels of primary stock market indicators. Last year, the market
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grew by close to 30 percent and the amount of capital raised is more than
three times its average level during the past three years.Also last year, the
PSE was adjudged as one of the top ten best-performing stock markets in
the world [CNNMoney 2013] ranking number 9 with 26 percent gain from
2011.This year, the PSE is currently on a sustained bull run.

The PSE index series is composed of the main index: the PSEi, six sectoral
indices, and the all-shares index.The six sectoral indices representing the
major sectors under the revised industry classification of the PSE are (1)
financials index, (2) industrial index, (3) holding firms index, (4) property
index, (5) services index, and (6) mining and oil index. Together with the
all-shares index, daily closing values of these sectoral indices over the
period October 2006 to May 2012 constitute the database of the present
study.These daily prices are converted into weekly figures represented by
the closing index values for Wednesdays (if Wednesday is a nontrading day,
either of the contiguous days Tuesday or Thursday is used to ensure that
there is no gap in the data) producing a total of 343 observations—which
may be considered small when compared to usual sample sizes of similar
studies in the literature.

The weekly data are used in the analysis because of the built-in biases
associated with the daily series (e.g., nontrading, bid and ask spread,
asynchronous prices, etc.) (Lo and MacKinlay [1988];Azad [2009]; Darrat
and Zhong [2000]), but this consequently decreases the sample size.
Although short, covering a span of only a little over five years, the period of
the study covers the extensive modernization of the PSE, starting with the
adoption in 2005 of the online disclosure system or the ODiSy, providing
24/7 online system access for the submission and announcement of all
types of disclosures. In 2007, the PSE acquired the advanced warning and
control system, a state-of-the-art computerized surveillance system designed
to further enhance the integrity of the stock market. Appendix A shows
the various modernization moves implemented by the Philippine Stock
Exchange.
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3. Results
3.1. Descriptive analysis of returns in the PSE submarkets

The time graphs of the weekly sectoral indices and the all-shares index
are presented in Figure 1, where seemingly random patterns are seen for
each graph but with a pronounced trough reached sometime in 2008 or
during the onset of the financial crisis in western countries. After that
bottom, all indices started to exhibit sustained long-term upward trend,
which may be said to be still ongoing. Short-term fluctuations, however,
appear to be erratic.

Descriptive analysis of returns in the different sectors of the market is
presented in Table 2.1t shows excessive departure from normality of in all
sectors and extreme kurtosis indicative of heavy tails in their distributions,
particularly mining and oil,and services. Low mean and median returns are
also noted in all markets especially in the property and services sectors.
Highest average return was registered by the mining and oil sector with
close to 0.6 percent, with the holding firms following with a little less
than 0.4 percent. The mean performance of other sectors hovers to just a
shade over 0.2 percent. Services proved to have the lowest average return
with less than 0.2 percent for the entire sample horizon. The Lagrange
multiplier ARCH (14) tests reveal the presence of highly significant ARCH
effects in the returns of the sub-indices of the PSE with the exception of
the services sector.Thus in most submarkets, time-varying return volatility
exists, justifying the use of the heteroscedatic null in the VR tests.

Returns in the different submarkets of the PSE are all positive and are
highly correlated as evidenced by the correlation matrix inTable 3 where all
pair-wise correlation coefficients of returns are highly significant statistically.
The implication of these empirical signals may be that all submarkets of
the exchange are moving together in more or less the same direction and
may react similarly to the same impulses and shocks.



Figure 1. Line graphs of the weekly PSE all shares and the different sectoral indices
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3.2. Results from the unit root tests

As mentioned in the methodology section, one of the two preconditions
of a weak-form efficient market is the presence of the unit root component
in the price series. The existence of a unit root in a variable implies its
nonstationarity such that either the variable’s first or the second moment
or both are time varying.The presence of a single unit root in the market
price series indicates its potential of being a random walk, especially when
its first difference or its logarithmic first difference is a white noise.These
first differences are frequently equated respectively, to the simple and
continuously compounded return of the underlying financial series.When
the returns are a white noise, then it cannot be predicted reliably; hence,
the best prediction of the actual value of the series on the next period is
the actual value during the current period—a time-honored hallmark of an
informationally efficient market.

The information provided by Tables 4 and 5 concerns the results of
the testing for the occurrence of unit roots in the various sectoral index
series.Table 4 details the results of the augmented Dickey-Fuller (ADF) test
on the individual indices under two exogenous regression scenarios of
the presence of the drift parameter (intercept) and the presence of both
intercept and trend in the auxiliary regressions. Under the two scenarios,
the results are unmistakable: all sectoral indices, including the all-shares
index, are integrated of order one—in other words, have single unit root,
nonstationary at levels but stationary at first differences, at the highest level
of significance.This result is somewhat encouraging for academicians who
believe that the markets are informationally efficient.

Table 4. ADF unit root test for the sectoral indices of the PSE

Sector With intercept With intercept and trend
Level First difference Level First difference
(p-value) (p-value) (p-value)  (p-value)

Null hypothesis: With unit root

All shares 0.9531  0.0000 0.9374  0.0000
Financials index 0.9534  0.0000 0.9725  0.0000
Industrial index 0.9624  0.0000 0.8685  0.0000
Holding firms index 0.9843  0.0000 0.9488  0.0000
Property index 0.8364  0.0000 0.9124  0.0000
Services index 0.1354  0.0000 0.2701  0.0000

Mining & oil index 0.8862  0.0000 0.7773  0.0000
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Figures presented in Table 5 reveal the additional unit root assessment,
this time courtesy of the panel unit root tests. These tests are used to
check if the results of the individual ADF tests for the different sectors are
robust to panel data structure. Furthermore, the literature points out the
superiority of panel-based unit root tests (e.g., Wu and Chen [1999];Azad
[2009)) in terms of power vis-a-vis unit root tests based on individual time
series.Tests by Levin, Lin,and Chu [2002], Breitung [2000],and Hadri [2000]
assume common unit root process across different cross section entities,
while the Im, Pesaran and Shin [2003], and the Fisher-type tests [Maddala
and Wu 1999] assume different unit root processes for the different cross-
section units. The results from these tests confirm the findings of the tests
for the individual ADF unit root test that all sectoral indices of the PSE are
integrated of order one; therefore, it is safe to conclude that the all-shares
index, which represents the PSE itself and the six sectoral submarkets,
exhibits unit root components.

Table 5. Panel unit root tests on the PSE sectoral indices

Panel unit root test: Level variables

Series: ALLSHARES, FINANCIALS, HOLDINGFIRMS, INDUSTRIAL, MINING&OIL,
PROPERTY, SERVICES

Method Statistic Prob.** Cross- sections  Obs
Null: Unit root [assumes common unit root process]

Levin, Lin, and Chu t 2.25988 0.9881 7 2366
Breitung -0.51647 0.3028 7 2366
Hadri* 14.1947 0.0000 7 2366
Im, Pesaran, and Shin W-stat 2.87689 0.9980 7 2366
ADF - Fisher Chi-square 4.32045 0.9932 7 2366
PP - Fisher Chi-square 493746 0.9867 7 2366

Panel unit root test: first differences

Method Statistic Prob.** Cross- sections  Obs
Null: Unit root [assumes common unit root process]

Levin, Lin, and Chu t -2.55057 0.0054 7 2359
Breitung -31.8023 0.0000 7 2359
Hadri* 1.49116 0.0680 7 2359
Im, Pesaran, and Shin W-stat -18.8072 0.0000 7 2359
ADF - Fisher Chi-square 346.840 0.0000 7 2359
PP - Fisher Chi-square 1018.92 0.0000 7 2359

* Hadri’s null is stationarity.

** Probabilities for Fisher tests are computed using an asymptotic Chi. -square distribution. All other tests assume
asymptotic normality.
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3.3. Results from variance ratio tests

In order to ascertain the presence of independent increments for
different holding periods (¢) of the underlying indices of the PSE, the
variance ratio tests expounded in the methodology section are implemented
on the weekly stock market data. Two sets of variance ratio tests are used: the
robust version of the Lo-McKinlay [1988] test under asymptotic normality,
and the wild bootstrap variance ratio test of Kim [2006]. Multiple variance
ratio tests via the Chow-Denning [1993] framework are also implemented
to mitigate the size bias of the preceding individual VR tests and produce
more robust results. Two different null hypotheses are also considered
for the variance ratio tests: (1) the underlying series is a martingale, and (2) the
logarithmic transformed series is a martingale These hypotheses will determine
if the series is either a random walk or an exponential random walk, or
both. Under the foregoing conditions, two tables are created: Table 6, which
details the results of the variance ratio and multiple variance ratio tests
to test the null hypotheses under the MDS assumption using asymptotic
normality, and Table 7 using the wild bootstrap procedure of Kim [20006].

Evidence presented by the results suggests the presence of overall
informational efficiency in the Philippine Stock Exchange during the review
period. Generally, the tests are consistently meeting the requirements of
both the random walk and the exponential random walk hypotheses for
the PSE (all-shares) and all of its sectoral markets. Out of a total of 112
individual variance ratios presented inTables 6 and 7, only one comes close
to being statistically significant at 5 percent level: the g = 16 weeks holding
period for the holding firms sector shown inTable 7, with wild bootstrap
p-value of 0.0550 (significant at 10 percent level for exponential random
walk).In all of the 28 Chow-Denning multiple variance ratios, not even one
breached the 10 percent level of significance. Hence, it is safe to conclude
that under conditional volatility of market returns (m.d.s. hypothesis),
regardless of whether the g-period variance ratio distribution is assumed
asymptotic normal or nonparametrically resampled through wild bootstrap,
the Philippine Stock Exchange adheres to the tenets of the weak-form
efficiency market hypothesis during an era of massive modernization.
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4. Concluding remarks

This study has explored the weak-form efficiency of the Philippine
Stock Exchange using modern variants of the panel unit root tests and
variance ratio tests. The research is motivated by the lack of consensus
in the literature on the informational efficiency of the country’s stock
market and the apparent scarcity of studies on the same issue using data
covering the period of massive modernization of the exchange, geared
toward transparent disclosures (e.g.,the round-the-clock online disclosure
system) and integrity of transactions (e.g., the state-of-the-art computerized
surveillance system).The study may also be considered a fitting assessment
of the efficacy of these operational improvements that led the PSE in setting
the pace for most stock exchanges in Asia in terms of growth levels across
key stock market indicators, culminating in a highly successful year 2012.

Despite having a relatively small sample (343 weekly observations)
as compared to similar studies in the literature, the study, using robust
procedures, is able to generate compelling evidence of the weak-form
market efficiency of the PSE—that is, market prices fully and instantaneously
reflect all available and relevant information, such that price adjustments
are immediate in a way that returns cannot be reliably predicted using
historical stock market data.
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Appendix A. Modernization moves of the Philippine Stock Exchange 2005-2010

2005

Implemented the online disclosure system or the ODiSy, providing 24/7
online system access for the submission and announcement of all types
of disclosures.

Signed a memorandum of agreement with Globetronics Inc., an
electronic billboard operator, for the posting and display of the PSE’s
advertisements in select and strategic locations in Metro Manila
through a video display system.

FTSE International Limited (FTSE) and Association of Southeast Asian
Nations (ASEAN) exchanges, Jakarta Stock Exchange, Bursa Malaysia
Berhad, Singapore Exchange Securities Trading Limited, and The Stock
Exchange of Thailand signed a memorandum of agreement creating the
FTSE/ASEAN Index. The PSE has 12 representative listed companies
from the total of 180 traded in the FTSE/ASEAN Index.

Implemented a new industry classification of listed companies
whereby listed firms are now categorized according to major sources of
revenue instead of their primary purpose as stated in their articles of
incorporation.

Added a new criterion, tradability, for listed companies to be included
in the Composite Index. Under this new criterion, shares of companies
must be traded in at least 95 percent of the total trading days of the
relevant review period of one year.

2006

Revised the industry classification of listed companies by categorizing
companies according to their major source of revenue. The number of
sectors increased to six from five, with two new sectors introduced—
namely, the Holding Firms and Services Sector—while the Mining
Sector and the Qil Sector were combined to form just one sector.

Shifted to use free float market capitalization in computing the index
from the use of full market capitalization of listed stocks. The shift
aimed to provide investors with a more reliable gauge of trading activity
and market behavior.

Revised its criteria in selecting companies for inclusion in the index.
The criteria were the following: (1) free float level of at least 10
percent, (2) liquidity or average daily trading value of at least PHP 5
million, (3) tradability of at least 95 percent, and (4) volume turnover
ratio of at least 10 percent. The PSE changed the name of its main
indicator from PSE Composite Index to PSE Index (PSEi).

Migrated from trade-for-trade processing to a multilateral netting
system called central clearing and central settlement system (CCCS).
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2006

The Commission on Higher Education Commission (CHED) en
banc approved the policies, standards, and guidelines for business
administration by virtue of CHED Memorandum Order 39 (CMO
39), series of 2006, which mandated the inclusion in business
administration courses of a stand-alone subject in capital markets.
CMO 39 was implemented in June 2007.

The FTSE/ASEAN 40 exchange-traded fund (ETF) was officially
launched with its listing on the Singapore Exchange. The ETF was
designed to track the 40 largest companies across five stock markets
within the ASEAN region.

Launched the Certified PSE Securities Specialist Course, which is
envisioned to provide continuing education for market participants,
while synthesizing and emulating the chartered financial analyst.

2007

Acquired the advanced warning and control system, a state-of-the-art
computerized surveillance system designed to further enhance the
integrity of the stock market.

The Philippine Mineral Reporting Code (PMRC) was formally launched.
Considered an internationally accepted standard in the mining industry,
the PMRC sets out the minimum requirements, recommendations, and
guidelines for public reporting of exploration results, mineral resources,
and ore reserves.

2008

Entered into a memorandum of understanding with NYSE Euronext,
and signed the new trading system license, implementation and
maintenance agreement with NYSE Euronext Technology SAS (NYXT).
NYXT is a wholly owned subsidiary of NYSE Euronext, the world'’s
largest exchange operator.

The Personal Equity and Retirement Account (PERA) Law was signed
by President Gloria Macapagal-Arroyo on 22 August. The PERA Law
encourages savings through voluntary retirement funds for workers and
provides an important savings and investment vehicle to attract much-
needed local investments by resident and overseas Filipinos.

Approved the implementation of a circuit breaker rule, a 15-minute
trading halt in the event the PSEi declines by at least 10 percent based
on the previous day’s closing index value, to allow investors time to
digest the impact of an unusual market drop and help restore normalcy
in the stock market.

President Arroyo signed into law Republic Act 9510, otherwise known
as the Credit Information System Act (CISA), on 31 October. CISA
seeks to enhance the reliability of credit information and facilitate
credit investigation and rating.
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Rufino: Random walks

2009

Signed a memorandum of agreement with the Department of Education
on 15 January for the integration of a capital markets segment in

the high school curriculum, particularly in the fourth year economics
subject.

On 30 June, President Arroyo signed into law Republic Act 9648,
which exempts from documentary stamp tax the sale, barter, or
exchange of shares of stock listed and traded through the stock
exchange, with retroactive effect to 20 March 2009.

The Real Estate Investment Trust (REIT) Act of 2009 lapsed into law
on December 17. The REIT Law encourages the establishment of REIT
companies solely for the purpose of owning income-producing real
estate and related assets. REIT companies are required to distribute at
least 90 percent of their taxable net income to its shareholders to avail
themselves of the preferential tax treatment.

2010

Revised its rules on listing by way of introduction on 24 March.

The amendments include, among others, the following additional
requirements: (1) fairness opinion and valuation report issued by

a third-party financial institution on the pricing of the applicant
company’s securities to be listed in accordance with the Guidelines
for Fairness Opinions and Valuation Reports, (2) enhanced lockup
provisions, and (3) lifting of the trading band on the listing date of the
securities.

The PSE’s new trading system, now known as PSEtrade, was launched
on 26 July.

2010

The corporate governance (CG) guidebook was launched in November
as another initiative of the Exchange to promote good governance
among listed companies. It is composed of ten guidelines embodying
principles of good business practice and based on internationally
recognized corporate governance codes and best practices.

The Amended Minimum Public Ownership (MPO) Rule took effect on
30 November and became a continuing listing requirement for listed
companies. The amended MPO rule states that listed companies must
maintain 10 percent, at the minimum, of their issued and outstanding
shares held by the public, excluding any treasury shares.

Source: Lifted verbatim from the Philippine Stock Exchange website: www.pse.com.ph.



