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Long Memory Effect of Stock Return

in Asian Developing Countries

Jer-Shiou Chiou> Cho-Min Lin® Yu-Lung Chen’ Jiun-Day Lin®

Abstract

In this study, the existence of the long memory effect in stock markets among the Asian
developing countries is investigated. The ARFIMA model has been adopted to estimate the parameter d.
The ARMA and GARCH models are also taken to study the stock’s returns. In comparison the effect of
describing the returns among models, the data out of sample has been employed.

The empirical result shows that the stock markets in South Korea and Singapore do posses long
memory effect, and the differences of forecasted errors between ARFIMA and other models are slim
too. In characterizing the stock returns in these two countries, the ARFIMA model is therefore plausible.
However, the long memory effect was not found in Taiwan, Hong Kong, and Malaysia. Thus the

ARFIMA is therefore inapplicable in those countries.

Key words: long memory, ARMA, GARCH, ARFIMA, forecast errors
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