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ABSTRACT

The paper studies the bond pricing efficiency in KLSE from a risk premium
perspective. The risk premium and yield spread of stock return and bond yield form
the basis of stock and bond valuation. This paper uses the analysis of correlation
between the stock risk premium and bond yield spread to gauge the efficiency of the
bond pricing. A total of 11 listed bonds and their underlying stocks were analysed
Sfrom 27 May 1996 to 5 August 1998 straddled across the July 1997 Asian financial
crisis. The study finds that Malaysian listed bonds were grossly inefficient. This paper
reckons that the utmost measure is necessary to increase and enhance the liquidity in
both the primary and secondary market in order to increase its pricing efficiency.

Pricing efficiency is the catalyst to develop the debt market.
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