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ABSTRACT

This study examines the presence of the day-of-the-week effect anomaly in the Kuwait Stock
Exchange (KSE) using Ordinary Least Square Method (OLS). The day-of-the-week effect is a
phenomenon that constitutes a form of anomaly of the efficient capital markets theory. According
to this phenomenon, the average daily return of the market is not the same for trading days of the
week, as we would expect on the basis of the efficient market theory. This study investigates day of
the week effect on the available data of daily returns on the weighted index in the Kuwait Stock
Exchange with the period from January 2002 to September 2011. The findings show that KSE
exhibits positive returns on the first and the last day of the week with significant negative returns
on the Second day of the Trading week.
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Contribution/ Originality

This study is one of very few studies which have investigated the presence of the day-of-the-
week effect anomaly in the Gulf Cooperation Council (GCC) countries in general and in the state
of Kuwait in particular. The study uses new estimation methodology as the trading days in Kuwait
changed from (Saturday-Wednesday) to (Sunday-Thursday) during the study period due to the
change in the weekend in September 2007).

1. INTRODUCTION
Efficiency in the context of capital market has been defined in many ways, but the most
common way has been defined in terms of what sort of information is available to market
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participants, and how they handle that information. According to this view, an efficient capital
market is one where prices of financial assets accurately reflect all information and quickly adjust
to new information (Dimson and Mussavian, 1998). This definition is referred to as informational
efficiency.

The securities markets in developing countries are considered to be less efficient because of
their operating characteristics, such as size, market regulation, trading costs and nature of the
investors. And also, different participants may have varying amounts and quality of information.

The day-of-the-week effect continues to be one of the interesting and debatable stock market
anomalies to study because of the existence of significant day-of-the-week effects that would be
very useful for developing profitable trading strategies. Investors could buy stocks on days with
abnormally low returns and sell stocks on days with abnormally high returns.

While there were extensive researches conducted on the day-of-the-week effect on returns, it
has been noticed that the average market return varies within a week and could be negative in the
first or second trading day or at least be lower than the other trading days of the week. The
reasoning presented by many researchers (mentioned in Section 2) for this phenomenon, is that the
bad news are usually received at the weekend (Mehdian and Mark, 2001). These news pressurize
the investors to sell on the coming first trading day. Moreover, the negative news spread fear in
minds of the investors which leads to selling on first day of the week. It is also believed that the
second trading day’s negative returns occur due to lag in spreading of news from matured markets
to other market Aggarwal and Rivoli (1989). This is what makes the day-of-the-week market
anomaly a topic for continuous study.

The objective of this paper is to investigate the day-of-the-week effect in the KSE. This paper
is divided into the following sections. Section 2 presents the literature review of the day-of-the-
week effect. Section 3 demonstrates an overview of KSE. Section 4 describes-the database as well
as the methodology employed in the paper. Section 5 shows the analysis of the results and Section
6 ends the report with the conclusion.

2. LITERATURE REVIEW

There is an extensive literature on day-of-the-week effect. Day-of-the-week effect has been a
mystery since the late 1920’s where Kelly (1930) identified that the average daily return of the
market is different for all trading days in a week, and that the returns on Monday in the markets of
United States of America are negative.

Later, French (1980) observed negative average daily share returns for Monday in the period
1953-1977 on the New York Stock Exchange.

It was observed by Fama (1965) that the variance on Monday for daily returns was higher than
other days. It is observed that the stock exchange market starts downwards and ends upwards
(Cross, 1973). The above mentioned observations imply that average return on Monday and
Tuesday is lesser than the average return on other days of the week in the developed markets. The
justifications given for such a phenomenon is that the bad news would come out at the end of the
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week leading to a selling action on the coming Monday (Mehdian and Mark, 2001). Reasons for
the lower returns on Tuesday in certain stock markets are indicated towards lag in receiving
information from USA’s market (Aggarwal and Rivoli, 1989).

The study on day-of-the-week effect on returns in the Kuwait stock market has been divided
into three groups (Al-Mutairi, 2010). One group shows negative returns on the beginning of the
week and positive returns on the last trading day. The second group shows right the opposite of the
first group. However, the third group shows no effect on returns based on different days of the
week. Cross (1973) studies the day-of-the-week effect for the period from 1953 to 1970 on the
S&P 500 Index for the stock market returns. He found that the mean return on Monday was lower
than the mean return on Friday. Solnik and Bounsquet (1990) conducted a study on the French
Stock Exchange to find the day-of-the-week effect. They noticed that a strong negative return on
Tuesday is existed. Similar studies (Barone, 1990) on the Italian Stock Market and Balaban (1995)
on the Istanbul Stock Exchange proved the same results. Lakonishok and Smidt (1988) explore 90
years of the Dow Jones Industrial Average Index in the period 1897-1986. They observe persistent
seasonality in Dow Jones Industrial Average Index returns confirming the day-of-the-week effect
with Monday’s average returns being -0.14%. Dubouis and Louvet (1995) provide probably the
most comprehensive study confirming the day-of-the-week effect. They examined eleven indexes
from nine countries in the period 1969-1992. They found negative returns on Mondays, which are
compensated by abnormal positive returns on Wednesday. Bayar and Kan (2002) sampled returns
from nineteen countries and found that for the majority of the markets the day-of-the-week effects
in the stock market returns existed on Tuesday and Wednesday. They found a weaker effect in the
returns for Thursday and Friday. They also found that the volatility is highest on Monday and
lowest towards the end of the week for most of the markets. Similarly, Rodriguez Werner (2012)
examines the Day of the Week Effect for the main stock markets in Latin during the period, 1993-
2007. Undertaking three different analyses, including GARCH models for the returns and volatility
of daily returns by day of the week for the major stock market indexes in the region, he found
significant evidence of a Monday Effect (lower than expected returns) or a Friday Effect (higher
than expected returns) in many cases in the region.

On the other hand, another group has been able to present a complete opposite phenomenon,
i.e. on the first day-of-the-week the returns are positive and negative on the last day (Al-Loughani
and Chappell, 2001; Aly et al., 2004). Al-Loughani and Chappell (2001) used the price index of the
KSE for a period of five years starting from January 1993 to December 1997 with GARCH model
to inspect the day-of-the-week effect. They discovered that the average returns are higher on the
first day in the trading week in the KSE.

The last group as detailed below found no substantive differences among returns on different
days within a week. According to Syed and Perry (2006) day-of-the-week effect could not be
traced in most of the emerging stock markets other than Taiwan, Philippines and Pakistan. Their
study was conducted on 21 emerging stock markets. In a recent study on the Stock Exchange of
Mauritius, Agathee (2008) found that the mean returns of overall trading days in a week are not
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significantly different from zero for the data used in the given period of 1998-2006. Furthermore,
Berument Hakan and Dogan (2012) examine the stock market returns and volatility relationship
using US daily returns from May 26, 1952 to September 29, 2006. The empirical evidence reported
did not support the proposition that the return-volatility relationship is present and the same for
each day of the week.

In the light of the literature review surveyed in this research, it has been noticed that studies on
the day-of-the-week effect on various stock markets are inconclusive and this study will continue to
understand and present the subject extensively and on a regional basis.

2.1. Kuwait Stock Exchange — An Overview

KSE started operating in 1961. Some common features of stock markets in this region are;
smaller in size and fewer in companies listed with infrequent trading and lower turnover compared
to matured/developed markets. Mostly, banking industry dominates the arena of stock exchanges.
As of October 27, 2011, the number of listed companies on KSE was 210, with market
capitalization of around Kuwaiti Dinar 29.85 billion. Stocks turnover reached almost half compared
to last year same period as Table (1) exhibits.

Table-1. Trading indicators of KSE as of October 27, 2011
Trading Indicators Today’s Day To | Day ToDay % | Average Daily | Average Daily Year
value Day Chg. % Year To Date 2011 To Date 2010
Change
Volume (Million Shares) 165.85 1.69 1.03% 159.28 321.11
Value Traded (KWD Million) 24.22 151 6.66% 25.54 53.24
No. of Trades 2,585 (129.0) (4.75) 2,608 5,366

Source: Kamco (2011)

3. RESEARCH METHODOLOGY

This study uses daily returns for data on the KSE Market Index from 01.01.2002 to
30.09.2011. Due to the change in the weekend in September 2007, the trading days changed from
(Saturday-Wednesday) to (Sunday-Thursday). Hence, the study uses the terminology of Day 1 to
Day 5 with Day 1 denoting Saturday till Aug 2007 and Sunday from Sep 2007.

The study uses the daily returns on KSE Index, which is a capitalization weighted index. The
index measures the performance (price movements) of all companies listed on KSE.

For the Research, unconditional logarithmic daily index returns were calculated by the formula
denoted below:

Where P = Today’s’ index value
P 1 = Index value at close of last trading day
R { = Return of KSE Weighted Index
The following regression is run for the whole period to test whether there is any statistical
significant difference among index returns on different Trading days of the week:

© 2015 AESS Publications. All Rights Reserved.

760



Asian Economic and Financial Review, 2015, 5(5):757-765

R, =b,D, +b,D, +b,D, +b,D, +bsDg + &)

Where R; is the return at time t, Dy; is a dummy variable with a value of “1” is given to a
Trading Day and 0 otherwise; D, =1 if the day is a Trading Day 2 and O otherwise; and so on. The
ordinary least squares (OLS) coefficients b; to bs are the mean returns for Day 1 through Day 5,
respectively and &; denotes the random disturbance term. The hypothesis to be tested is:

H,:b, =b, =b, =b, =b,

If there is no day-of-the-week effect in mean returns, the coefficients are not significantly
different from zero. F-statistic is used to test this hypothesis, that coefficients b1 through b5 would
be identical. Rejection of the hypothesis implies that at least one of the five daily rates of return is
not equal to the others. The day-of-the-week effect is also examined by checking significance of
the coefficients bl through b5. The existence of day-of-the-week effect will be confirmed when
coefficient of at least one dummy variable is statistically significant (Brooks and Persand, 2001).

4. DATA AND ANALYSIS
Table 2 provides summary statistics for daily returns across the Trading days for different time

periods starting from 01.01.2002 to 30.09.2011.

Table-2. Summary statistics for daily returns across the Trading days

Year 20022003 20042005 2006|2007 2008 2009 2010|2011 _[2002-2011
DAY 1

Observations | 46 18 45 45 a7 16 49 19 47 37 459
Mean 0.00146 | 0.00485 |0.00106 | 0.00462 | 0.00163 | 0.00150 | -0.00373| 0.00176 | -0.00014] -0.00509 0.00089
Mediam 0.00293 [ 0.00460 | 0.00135 | 0.00386 0.00120 | 0.00199 | -0.00144] 0.00462 | 0.00168 | -0.00357 0.00168
Std. Deviation | 0.00941 | 0.01086 [ 0.00632 | 0.01056| 0.01329 | 0.00899 | 0.01763 | 0.01795 | 0.00901 | 0.01069 | 0.01237
Kurtosis 5.52182 | 1.98775 [4.46953 | 1.21255| 3.84800 | 1.62972 | 0.91193 | -0.12098( 0.38149 | 1.70467 | 2.63498
Skewness -1.72474[ -0.28319 | -0.57121] 0.58309 | 1.02390 [ -0.72037 | -0.73872| 0.25375 | -0.25841| -0.70156 -0.42889
P- Value 0.00373 [0.00315 |0.00190 [ 0.00317 | 0.00390 | 0.00267 | 0.00506 | 0.00516 | 0.00265 | 0.00356] 0.00113
DAY 2

Observations | 50 51 51 19 8 49 19 50 a8 38 183
Mean 0.00041 | 0.00092 | -0.00112[ -0.0038 | -0.09659] -0.00008 | -0.00734[ -0.00425| 0.00150 | 0.00014 | -0.01065
Mediam -0.00027| 0.00175 | -0.00162[ 0.00002 | 0.00149 | -0.00017 | -0.00352[-0.00375| 0.00260 | 0.00190 | -0.00018
Std. Deviation | 0.00650 | 0.00856 | 0.00623 | 0.00873 | 0.66668 | 0.00713 | 0.01485 | 0.01659 | 0.00916 | 0.00878 | 0.21037
Kurtosis 0.09865 | 1.35441 [1.03122 | -0.15548 47.978058 -0.36991| 0.67099 | 1.47803 [ 0.94669 | 0.16758 | 480.61814
Skewness 1.29886 | -0.39256| 0.33936 | 0.01958 | -6.92588] 0.00538 | -0.98057| -0.29086| -0.60120| -0.96682 -21.89621
P- Value 0.00185 [ 0.00241 |0.00175 | 0.00251 0.193583 0.00205 | 0.00426 | 0.00472 | 0.00266 | 0.00289] 0.01881
DAY 3

Observations | 51 49 49 52 49 49 49 51 50 38 487
Mean 0.00174 | 0.00151 | 0.00063 | 0.00190|-0.00311] 0.00127 | -0.00063| 0.00008 | 0.00179 | -0.00033 0.00052
Mediam 0.00155 | 0.00198 | 0.00103 | 0.00189] -0.00106| 0.00274 | -0.00008| 0.00003 | 0.00248 | 0.00131) 0.00129
Std. Deviation | 0.00520 | 0.01043 [ 0.00742 | 0.00761| 0.01034 | 0.00741 | 0.01411 | 0.01672 | 0.00922 | 0.00832|0.01030
Kurtosis 0.55718 | 3.01990 | 1.15339| 0.98379|-0.08636| 1.14037 | 1.99839 | 1.14999 | 1.69610 | 4.50969 | 3.28272
Skewness 0.32795 | -0.43683 | -0.38224] -0.39079 -0.62058 -0.72440| 0.15104 | -0.60938| -0.83984| -1.70065 -0.60813
P- Value 0.00163 | 0.00259 | 0.00213 | 0.00212 0.00297 | 0.00213 | 0.00405 | 0.00470 | 0.00262 | 0.00273 | 0.00092
DAY 4

Observations | 51 48 50 52 49 50 50 50 51 38 489
Mean 0.0000% | 0.00078 |0.00113 | 0.00162|0.09464|0.00187 | -0.00013| 0.00178 | 0.00054 | -0.00007 0.01027
Mediam 0.00103 | 0.00207 | 0.00184 | 0.00177] 0.001260.00137 | -0.00029| 0.00270 | 0.00018 | 0.00045] 0.00122
Std. Deviation | 0.00733 | 0.00915 [ 0.00625 | 0.00785| 0.65207 | 0.00626 | 0.01348 | 0.01486 | 0.00845 | 0.01065 | 0.20664
Kurtosis 4.06918 | 6.71471 | 1.78657 | 1.37569| 48.97853 0.35270 | 3.88067 | 0.59728 |1.01768 |6.74820)486.85152
Skewness -1.14775| -2.03346| 0.40844 | -0.54861] 6.99775 | -0.10759] 0.34090 | 0.28256 | 0.41084 | -1.6713( 22.04056
P- Value 0.00206 | 0.00266 | 0.00178 | 0.00219] 0.18730]0.00178 | 0.00383 | 0.00422 | 0.00238 | 0.00350) 0.01836
DAY S

Observations | 50 48 50 50 49 50 46 47 49 36 475
Mean 0.00175 [0.00295 | 0.00116 | 0.00286 | 0.00039 | 0.00152 | 0.00035 | -0.00042| 0.00092 | 0.00078| 0.00125
Mediam 0.00153 [0.00180 | 0.00113 | 0.00370 | -0.00101| 0.00085 |-0.00008| -0.00007| -0.00183| -0.00071 0.00109
Std. Deviation | 0.00524 | 0.00781 | 0.00785 | 0.00906 | 0.00940 | 0.00627 | 0.01533 | 0.01183 | 0.00724 | 0.00702| 0.00909
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Table 2 shows significant negative returns for Day 2 - Sunday till 2007 and Monday after

2007. The same inference of significant negative returns on Day 2 is supported by negative

skewness of the data. The overall mean return for Day 2 is negative which is not consistent with the

Monday effect observed by empirical research findings in the US markets. The returns are lowest

on Day 2 and highest on Day 4. The Volatility of the returns measured by the Standard deviation is

also high on Day 2 and Day 4. The volatility is lowest on the last trading day. This is consistent

with the findings of Aggarwal and Tandon (1994).

Table-3. F-Statistics Results

2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2002-2011
F Statistics | 1.711 | 3.894 | 1.131 | 4426 | 1.018 | 1.792 | 2.925 | 0.980 | 0.868 | 2.320 | 1.214
P Value 0.133 1 0.002 | 0.344 | 0.001 | 0.408 | 0.115 | 0.014 | 0.431 | 0.503 | 0.045 | 0.300

It is clearly seen from the Table 3 that mean returns are not significantly different across the

overall period. However we observe in years 2003, 2005, 2008 and 2011, that there is some

evidence in favor of the day-of-the-week effect. This is consistent with the findings in Table 4

where significant returns were observed in Day 2 and Day 4.

The results of the regression with dummy variables are given in Table 4 below:

Table-4. Results of the regression with dummy variables

B1 B2 B3 B4 B5 F Statistics | P Value
2002 0.00146 | 0.00041 | 0.00174 | 0.00009 | 0.00175 1.71084 0.13272
P Value | 0.15635 | 0.67665 | 0.07590 | 0.92721 | 0.07615
2003 0.00485 | 0.00092 | 0.00151 | 0.00078 | 0.00295 3.89447 0.00206
P Value | 0.00044 | 0.48628 | 0.26267 | 0.56670 | 0.03133
2004 0.00106 | -0.00112 | 0.00063 | 0.00113 | 0.00116 1.13148 0.34428
P Value | 0.30256 | 0.24272 | 0.51966 | 0.24341 | 0.02310
2005 0.00462 | -0.00038 | 0.00190 | 0.00162 | 0.00286 4.42644 0.00071
P Value | 0.00049 | 0.75959 | 0.11915 | 0.18377 | 0.02180
2006 0.00163 | -0.09659 | -0.00311 | 0.09464 | 0.00039 1.01794 0.40770
P Value | 0.97864 | 0.11032 | 0.95844 | 0.11393 | 0.99480
2007 0.00150 | -0.00008 | 0.00127 | 0.00187 | 0.00152 1.79194 0.11519
P Value | 0.16325 | 0.93957 | 0.22196 | 0.06990 | 0.14081
2008 -0.00373 | -0.00734 | -0.00063 | -0.00013 | 0.00035 2.92514 0.01392
P Value | 0.08581 | 0.00080 | 0.77031 | 0.95029 | 0.87543
2009 0.00176 | -0.00425 | 0.00008 | 0.00178 | -0.00042 0.98007 0.43054
P Value | 0.43663 | 0.05817 | 0.97163 | 0.42596 | 0.85645
2010 -0.00014 | 0.00150 | 0.00179 | 0.00054 | 0.00092 0.86846 0.50291
P Value | 0.91221 | 0.23166 | 0.14498 | 0.65575 | 0.45709
2011 -0.00509 | 0.00014 | -0.00033 | -0.00007 | 0.00078 2.31966 0.04514
P Value | 0.00096 | 0.92595 | 0.82417 | 0.96307 | 0.60992
2002- 0.00089 | -0.01065 | 0.00052 | 0.01027 | 0.00125 1.21370 0.29998
2011
P Value | 0.88595 | 0.07888 | 0.93168 | 0.08827 | 0.83758

Source: Statistical Analysis using Excel on KSE Daily Returns between 2002 and 2011.
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The observations in Table 4 presented above are results based on OLS regression run on day
returns in KSE. The observation period was Jan 2002 — Sep 2011 and used daily returns on the
KSE Market Index. The study endeavors to examine whether there is a significant difference
among daily returns based on days of trading. If there is no day-of-the-week effect in mean returns,
the coefficients are not significantly different from zero. F-statistic is used to test the hypothesis
that coefficients b1 through b5 would be identical. Rejection of the hypothesis implies that at least
one of the five daily rates of return is not equal to the others. The hypothesis was rejected in year
2003, 2005, 2008 and 2011. The p-value in these years was lower than 0.05. So there was a clear
evidence of day of the week effect in these years.

5. CONCLUSION

This paper has investigated the day-of-the-week effect on the KSE by examining the Index
returns of more than nine years data. The results, based on the OLS analysis of trading days,
indicate that there is a day-of-the-week effect in Kuwaiti Stock Exchange. This result is
inconsistent with those of other Stock Exchanges as the first trading day shows positive returns.
The Kuwait Stock Exchange exhibits positive returns on the first and the last day-of-the-week with
significant negative returns on the second day of the Trading week. This confirms a study
conducted by Al-Mutairi (2010) on inefficiencies in the Kuwait Stock market.

Further research studies can be conducted to test whether there is presence of day of the week
effect based on individual securities. The data can also be tested on ARCH Models as the OLS
method assumes homoscedasticity of data.
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