Day of the Week Effects in the Sri Lankan
Stock Market

MASTER OF BUSINESS ADMINISTRATION
IN
INFORMATION TECHNOLOGY

By
M.A. Jagath

Department of Computer Science and Engineering
University of Moratuwa, Sri Lanka

Colombo-Sri Lanka
December 2004



This is to certify that the work included in the dissertation on

Day of the Week Effects in the Sri Lankan
Stock Market

By

M.A. Jagath.

This dissertation was submitted to the
Department of Computer Science and Engineering of the
University of Moratuwa
in partial fulfillment of the requirements for the
Degree of MBA in Information Technology

Dr. P. M.C.Thilakeratne
Supervisor

Date:



Declaration

“I certify that this thesis does not incorporate without acknowledgement any material
previously submitted for a degree or diploma in any University to the best of my
knowledge and belief it does not contain any material previously published, written or
orally communicated by another person or myself except where due reference is made
in the text. I also hereby give consent for my dissertation, if accepted, to be made
available for photocopying and for interlibrary loans, and for the title and summary to
be made available to outside organizations”

Signature of the Candidate
Date

To the best of my knowledge, the above particulars are correct.

Supervisor



TABLE OF CONTENTS

List of Exhibits
List of Tables

Acknowledgement
Abstract

Chapter 1 INTRODUCTION
1.1 Background
1.2 Purpose of the study
1.3 Objective of the study
1.4 Significance of the study
1.5 Methodology
1.6 Limitations of the Study
1.7 Chapter Framework

Chapter 2 LITERATURE REVIEW

2.1 Introduction
2.2 Trends in the Global Stock Market
2.1.1 Trends in the Developed Market
2.1.2 Trends in the Emerging Market
2.3 Summary

Chapter 3 METHODOLOGY

3.1 Introduction

3.2 Development of Hypotheses
3.3 Methodology

3.4 Data

3.5 Summary

Page

Il
v

01
01
02
03
04
05
05
06

07

07
10
10
13
15

16
16
18
19
20
21



Chapter4  EMPIRICAL RESULTS
4.1  Introduction
4.2  Summary of results

Chapter5 ANALYSIS AND DISCUSSION OF RESULTS
5.1 Discuss the findings of the study
5.2  Consistency/Inconsistency of Previous Studies

Chapter 6 CONCLUSIONS AND RECOMENDATIONS
6.1 Conclusions
6.2 Recommendations

Appendix | Extracts of Data Analysis of ANOVA
Appendix Il Extracts of Data Analysis of —t
Appendix 111 Extracts of Data Collected

List of References

22
22
23

24
24
30

32
32
36

40
53
S7

148



No.

01

02

03

List of Exhibits
Exhibit

Sri Lanka ASPI-Mean Returns per Day
(1985 January to 1997 May)

Sri Lanka ASPI-Mean Returns per Day
(1997 June to 2003 December)

Sri Lanka ASPI-Mean Returns per Day
(1985 January to 2003 December)

Page

37

38

39



1
List of Tables

No. Table Page
01 Average Daily Returns 25
(1985 January to 1997 May)

02 Average Daily Returns 27
(1997 June to 2003 December)

03 Average Daily Returns 29
(1985 January to 2003 December)



11
Acknowledgements

I wish to extend my sincere thanks to following persons who assisted me in many ways

in making this report a reality.

The supervision and guidance of Dr. P.M.C. Thilakeratne and Mr.Chathura de Silva
added a lot of value to this report. | thank the Head of the Departments in MOT &
Computer Science and Engineering and the administration staff for their advice,

guidance and commitment during the entire MBA programme.

Dr. Katerina Lyroudi and Dr.Dimitrios Angelidis of University of Macedoniya,
Professor Ananda Jayawardana of University of Moratuwa, Mrs.Nayanathara de Silva,
Mr.Kithsiri Samarasinghe and Ms.Thanuja, Ms.Hashanthi, Mr.Shantha Pathirage
Mr.Ananda Weerasekera, Mr.L.Y.P.Silva and my wife Mrs.Jayantha extended their

support in many ways to make this study a success.



Abstract

This study investigates empirically the day of the week effect in Sri Lankan stock
Market (Colombo Stock Exchange- CSE). The day of the week effects refers to the
existence of a pattern on the part of stock returns, whereby these returns are linked to the
particular day of the week. In general the day of the week effects is present in the equity
markets in the form of a weeks ending strong and opening down. Last trading days of the
week particularly Friday, are characterized by positive  and substantially positive
returns, while Monday, the first trading day of the week differs some other days, even
producing negative returns. This phenomenon is observed globally in many developed
and emerging stocks markets, Fields (1931), Cross (1973), Gibbons & Hess (1981),
Keim & Stambaugh (1984), Hirsh (1986a,b), Lakonihok and Levy (1982), Rogalski
(1984), Simrlok and Starts (1986), Board and Sutcliffe (1988), Jacobs and Levy (1988),
Linn and Lockwood (1988), Piero (1994), Argawal and Tandon (1994), Mills and Coutts
(1995), Arsad and Coutts (1977), Gregoriou, Kontonicas and Tsitsianis (2002), Thomas
(2002), Lyroudi, Subeniotis and Komisopoulos (2002). The results of the most
significant studies and the possible explanations of the day of the week effect are

presented briefly.

The analysis is carried out by utilizing the closing price of the All Share Price Index
(ASPI) of the CSE, for the full period of January1985 to December 2003.Moreover
analysis was carried out for two sub period covering the periods of January 1985 to May
1997 and June 1997 to December 2003 respectively. This division of data is based on the
fact that the prior to the automation of trading system of the CSE and after. Automation
consist of the trading with the installation of a Screen Based Trading System, rules for
establishing branch offices and sales outlets of member firms and dispute resolution
between clients,brokers and member firms adopted and the establishment of a settlement
guarantee fund and a compensation fund in CSE. This was applied to see whether the

day of the week effect is influenced by the market risk.



This research makes use of analysis of variance (ANOVA) as a methodology for
investigating the day of the week effect. The empirical results indicated that the day of
the week effect is observed in the second sub and the full period of analysis and but not
visible in the first sub period. In the first sub period the day with the lowest returns of the
week is Tuesday. The highest returns of the week presents on Monday. In the second sub
period the day with the lowest and negative returns of the week is Tuesday and this is
unique result for the first sub period. Friday presents highest return of the week. The full
period analysis of 19 years the lower mean value is on Tuesday and negative. The
highest mean value is on Friday. Therefore especially second sub period and the full
period analysis of empirical results of this research are consistent with developed stock
markets. Therefore the implication here is that emerging Sri Lankan stock market
gradually stepping in to the developed market status. Because, the day of the week effect
appears in the CSE on Fridays. There is no specific explanation for the day of the week

effect in Sri Lankan stock market.
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