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ABSTRACT

The main objective of the study was to test the podiday effect on stock market returns
at the Nairobi Securities Exchange. The stock ntark®irns were computed for five
days before the holidays and five days after thikdégs. The results were further
analyzed by calculating expected returns and sulesegly computing the abnormal
returns. This study adopted a descriptive resealesign. The data used in this
studyconstituted daily stock returns of companisted continuously at NSE front'1
January 2010 to31December 2013. Secondary data was obtained fremrettords at the
NSE for the fouryear period from 2010 to 2013. Tdeta included daily prices and
market indexes from theNairobi Securities Excharde daily return for each firm was
obtained. An event study methodology was adopteteso the pre- holiday effect on
stock market returns at the Nairobi Securities Exgfe. The finding indicated existence
of pre-holiday effect at the Nairobi SecuritiesEange. In conclusion, consistent with
the existing findings, pre- holiday effect exhibitatthe Nairobi Securities Exchange is
accompanied by fluctuations in stock return. Thespnce of pre- holiday effect on stock
return indicate stock market inefficiency and tliere, NSE as a regulator of
Kenya'sSecurities market need to take steps inrotdeincrease the informational
efficiency of the stockmarket operation. This vétiable investors to reap fully benefits
of investing at NSE.



CHAPTER ONE: INTRODUCTION

1.1Background of the study

Financial market anomalies refer to the patternseaurity returns that violate and are
inconsistent with the traditional finance modelsl dhe market efficiency (Kuhn, 1970).

These are empirical results that are inconsisteatit the maintained theories of asset-
pricing behavior (Schweret, 2002). Holiday effeattbe other hand refers to differences
between stock returns of the days that precedellomf the public holidays and the rest of

the working days (Dumitriu, Nistor, &Stefanescul12]

The study was basedon the efficient market hyp@hesmulated by Fama (1970), The
Capital Asset Pricing Model by Sharpe (1964) arelRlandom Walk Theory. EMH posits
that an efficient market is one whose stock priwédkalways reflect fully the available

information. Therefore, it would be impossible totmerform the market since the prices
already reflect and incorporate all the relevafiorimation (Fama, 1965) and that there
should be no abnormal returns on special occasidrss EMH classifies market efficiency
into three categories: the weak form which stétes the stock returns are serially un-
correlated and have a constant mean, semi stroregewstock prices instantaneously
reflect any new publicly available information astlong form of efficiency where prices
reflect all available public and private informatioThe Capital Asset Pricing Model by
Sharpe (1964) offers a powerful means of predicind measuring risk and in explaining
the relationship between expected return and Hskvever, the study will be anchored on

the efficient market hypothesis.



The NSE is the leading securities exchange in Bista and one of the largest stock
exchanges in Africa with the fourth largest tradimjume across the continent. The NSE
comprises of 4 major investments segments name&in Mhvestment Market segments
(requires a company to have a minimum of 1000 $iwdders), Alternative Investment
Market segment (which requires a company to hawveimmum of 100 shareholders),
Fixed Income Securities Market segment and the @rd#nterprise Market Segment
which was recently introduced to cater for smatl amedium sized firms. Over the years
vast changes have taken place at the NSE includadgng automation, increased listings
among others resulting to increased efficiency efidctiveness in trading of securities

(NSE, 2014).

1.1.1 The Pre-holiday Effect

The phenomenon of abnormal returns around publiddys is known as the holiday

effect as it has been well documented in both a@perl and emerging markets (Dodd
&Gakhovich, 2011). Lakonishok and Smidt (1988) sddreturns one day before and
after holiday in US and found significant abnormaturns before holiday. Post-holiday
returns were however insignificant until 1952 anerevpositiveand significant from1952

to 1986.Ariel (1990) examined intradaymarket resumnd documented a significant
preholiday effect. Over the pre-holiday period ktgrices increased and had a much

higher frequency of positive returns, particulariythe last hour.

According to Pettengil (1989) abnormal pre-holidajurns have been documented across
different sizes of companies and across countfigther Lakonishok and Smidt (1988)

argue that unlike some other anomalies, the prieldypleffect seems to be persistent over



time. Moreover, general argument and observatiente®n that investors trade and react
positively in trading during the period before lalys and that after holiday they are
psychologically affected and therefore their resuramain low (Zafar, Urooj, Chughtai,
&Amjad, 2012). Dodd and Gakhovich(2011) investigathe holiday effect in 14 CEE
markets where they found the presence of holidgcein the CEE region with a number
of countries showing abnormal pre- holiday retuiftgey also documented abnormal post-
holiday returns.

1.1.2 Stock Returns

Stock returns refer to gain or loss on investmemtivis sensitive to both fundamental and
expectations in the market (Lee, 1998). Gartne®%)3efines it as a gain or loss of
security in a particular period consisting of in@rand capital gains relative on an
investment and it is usually presented in form gfesicentage.According to Reilly and
Brown (2003) stock return is thecompensation far time, the expected rate of inflation
and the uncertainty of the return after investimgtocks.

Stock returns are measured as the continuously @onded daily, weekly, monthly or
annual percentage change in the share price ajck.sthe usual sources of income for
stocks include dividends, returns on capital angitah appreciation. There are two
methods that are usually used to calculate retusimaple returns and continuously
compounded (logarithm) returns (Lee, 1998).

1.1.3 Pre- Holiday Effect and Stock Returns

Over the years, evidence has shown that returnenadx$ on days preceding a public
holiday are, on average, higher than returns oerdtiading days (Ariel, 1990; Vergin&

McGinnis, 1999). Lokonishok and Smidst (1988) doeunted in the study that they



conducted that the pre- holiday returns were twehtge times higher than the average
returns on the other ordinary days. These resudt® wonfirmed by several other studies,
such as Pettengill (1989) and Ariel (1990) who fbuhat abnormal pre- holiday returns
have been observed across different sizes of caegand across country and that over
the pre- holiday period stock prices increased laad much higher frequency positive
returns respectively.

Significant pre-holiday returns also exist in otimearkets. Meneuand Pardo (2004) find
significant pre-holiday effects in Spain, Cao et @009) find significant pre-holiday
effects in the New Zealand market and finally Pi¢dQ06) examined the holiday effect
internationally by examining six major exchange§, WBustralia, Hong Kong, UK, Japan
and Canada. The study found that the holiday eff&itit existed and there were some
commonality for the holiday relation among six excbes.

1.1.4 Nairobi Securities Exchange

NSE has been the subject to significant changdharprocess of developing the Kenya
capital market in the recent years. Developmentsapftal markets are crucial for capital
accumulation, efficient allocation of resources gmdmotion of economic growth of a
country. Since its incorporation NSE has witnessedncrease in the number of securities
brokers, introduction of investment banks, estabtient of custodial institutions and credit
rating agencies and an increase in the numberstgdlicompanies over time. Securities
traded include, equities, bonds and preferenceesh@hese developments have had effects
on how trading takes place at the NSE.

Whether the NSE is efficient and an event suchadisidy can impact the stock prices at

the NSE is a question which has attracted numbkeresearchers. It is interesting and



practical to find out the different factors whichncaffect the price of the stock. This is
meaningful not only to the researchers but alsonfaeket players and involvers who
would like to understand and perceive the rhythmthedf market prices. It helps the
investors to seize the opportunity for arbitrageetrup investment strategies successfully.
The NSE has been one of the most popular investaetues in Kenya and has also
become an integral and significant part of Kenyanemy. Given that it is an emerging
market, it is important to test the theory of a#fitt market within the empirical work and

to determine whether this securities market i<igfit or not completely efficient.

In 2014, NSE underwent demutualization which markegteat milestone not only for the
Exchange but Kenya's Capital Markets as a wholenilaalization meant commitment to
transparency and good corporate governance by NffEaa demutualized entity the
ownership of the NSE is separate from the righida Trading Participant (a stockbroker
or investment bank); members of the Kenyan invggpiablic can now own shares in the
NSE.The process builds investor confidence in thsress as market operators and places
the NSE in a better position to facilitate Kenye&pital market becoming the gateway of

East and Central Africa.

1.2 Resear ch Problem

According to EMH, stock prices of securities futBflect all available market information
about the securities and as a result investorsatagarn abnormal profits. However, the
market anomalies that have been studied have proeagdtions in volatility of stock
returns. This denies the weak form of EMH inferrihg@t the market is inefficient. If the
investors and other market participants can idgatipattern in the returns volatility then it

would be easier to make investment decisions basedturn and risk of the stocks. Over
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the years, evidence has shown that returns obsenvethys preceding a public holiday
are, on average, higher than returns on othemtgadiays (Ariel, 1990; Vergin& McGinnis,

1999).

The Nairobi Securities exchange consists of diffeayers trading within the market and
ranging from individuals, institutional investonschanalysts who time to time make errors
and these errors have an influence on the sequniitg. Mispricing of assets in the market
is persistent due to several reasons includingijriits to arbitrage, and existing models of
psychology and descriptive power of stock returlso investors’ misperception has

effect on the price of the asset considered evtr gfving room for risk and this was

witnessed at the time when Safaricom went publitesE overreactions withessed raise
guestions with regard to the efficiency of the N®Brket hence makes this study worth

undertaking.

Chan, Khanthavit, and Thomas (1996) studied holiefigct by distinguishing between
state holidays and cultural holidays in Malaysralid, Singapore and Thailand. Except for
Thailand the result showed that the other threentcas had significant abnormal returns
during pre-holiday periods for cultural holidaysdaall four countries did not have
abnormal pre-holiday returns for state holidaysagidede (2012) investigated the
existence of two anomalies in African stock retutte month of the year and the pre-
holiday effects, and their implications for stoclanket efficiency. The study documented
high and significant returns in days preceding édag in South Africa. The results

indicated that the month of the year effect is ptent in African stock returns.



Locally, Rasungu (2005) studied the impact of tieéiday effect on the common share
returns of companies listed on the NSE during teeiog 1st January 1998 to 1st
December 2002 and the results did not find exigtesfcthe holiday effect in the NSE,
Osman (2004), studied whether the stock returiteeatNSE exhibit holiday effects. The
study used a regression model to carry out theysisahnd the findings were, the holiday
effects do not have a significant impact on stastkinns and Ndonga (2014), studied the
relationship between holiday effect and stock miakkaatility case of NSE. The study
findings indicated the existence of holiday effattthe Nairobi Securities Exchange and

that the holiday effect is accompanied by stocurrevolatility.

From the review of the studies above there is stllconsensus as to whether the pre-
holiday effect exists at the NSE. Moreover, thelgts done have used regression model is
determining the existence of holiday effect at N8E and the period considered was too
short that will not be able to fully display theoeomic effects. Therefore, this study aimed
at filling this gap by adopting a different methdmlyy, event study methodology was
adopted and a market model was used in determit@gexpected returns and finally
abnormal returns were computed to test the existefiqre- holiday effect at the NSE.
The study also considered a window period thabmgyér compared to prior studies in
seeking to answer the following question: Do theeinmes on common stocks at the NSE
reflect the pre- holiday effect?

1.30bjective of the study

The objective of the study was to test the preidagl effect on stock returns at the Nairobi

Securities Exchange.



1.4Value of the study

Academicians will benefit from this research bypwed them to narrow down on their
research gaps in the course of their undertakirmgsdarch in this similar area of financial
market anomalies. They will also benefit by addkmpwledge to the already existing

theory.

The government may also use the information andltee®f the study in formulating
policies and regulations such as tax regulatioas ey affect business organizations due
to such an anomaly (pre-holiday effect). Top manage will also benefit from the
findings as the findings may help them in makingisiens on investment by timing the
market during the holiday period for them to earghhreturns if the returns could be

predicted. Portfolio managers can use the infolmnat know when to buy or sell stocks.

The study could provide information to consultaams stock brokers which will help them
provide quality services to their clients. It cowdtso prove useful to individual private
investors who after studying the pre-holiday effemt choose when to buy or sell stocks.
The information on the anomaly also opens up padggibf traders to formulate profitable

trading rules based on the observed patterns.



CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction
This chapter reviewed literature on testing theidayl effect. Specifically, the chapter
addressed the theoretical framework guiding théystempirical literature and summary of

literature review.

2.2 Theoretical Review

Various finance theories have tried to explainlibbavior of stock market. This section
therefore examined theoretical foundation where fiblowing theories have been
discussed: Efficient Market Hypothesis, Capital &sBricing Model and the Random

Walk Theory.

2.2.1 The Efficient Market Hypothesis (EMH)

The efficient market hypothesis (EMH) maintainsttimaarket prices fully reflect all
available information. Developed independently laynBelson and Fama in the 1960s, the
EMH states that in an informational efficient mark®ice changes must be unforecastable
if they are properly anticipated, that is, if théyly incorporate the information and
expectations of all market participants. Fama (197@de a distinction between three
forms of EMH; the weak form, the semi-strong forndahe strong form. The strong form
of efficiency suggests that securities prices ceéfldl available information and private
information. The semi strong form of EMH assertattthe security prices reflect all
publicly available information. There are no unddwed or overvalued securities and
when new information is released, it is fully ingorated in the price. The weak form of

thehypothesis puts forward that past prices onrmstreflect future prices of securities.



According to Fama, Fisher, Jensen and Roll (196@HES an investment theory which
states that it is impossible to “beat the markettduse stock market efficiency causes
existing securities prices to always incorporate agflect all the relevant information.
This means that stocks trade at their fair value s it is impossible for investors to
either purchase undervalued stocks or sell stankmflated prices.

This theory is relevant to this study since it pd@s the basis for determining whether
stock markets are efficient or not. This is in Hemse that before determining whether the
market is inefficient, it is necessary as a logistrting point to assume the market is
efficient. The absence of the holiday effect cantbute significantly to the proposition
that a market is efficient and devoid of behavidralses that would result in the holiday
effect anomaly (Huang &Litzenberger 1988).

2.2.2 Capital Asset Pricing Model

The capital asset pricing model is based on twarpater portfolio analysis model
developed by Markowitz (1952). This model was siamgously and independently
developed by William Sharpe (1964) which marked Mweh of asset pricing theory.
CAPM offers powerful and intuitively pleasing pretions about how to measure risk and
the relationship between expected return and Tikk. capital asset pricing model forms it
bases on a set of assumptions that it normally @yspnd these include; investors being
risk averse who have preferences for expectedrretnd a dislike for risk, existence of a
riskless asset, investors being able to lend ceghat riskless rate and also borrow at the
riskless rate, all investments are perfectly dblesi all investors have homogenous
expectations with regard to investment horizons thedmarket has no imperfections with

no uncertainty about expected inflation.
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One of the most important outcome of CAPM assumgtiss that all investors hold a
portfolio which is a combination between risklesstfolio and market portfolio and if

CAPM holds investors can hold a diversified poitfsland systematic risk will be the only
risk of importance to investors while the unsysteenask will be reduced to zero by

holding a diversified portfolio. Ideally this wilinean that there will be no identifiable
inefficiency in the market and all securities wi# along the market security line. This
model is relevant to this study since it provides basis for determining the expected

returns for the stock.

2.2.3 Random WalkT heory

Bachelier (1900) was the first to suggest thattgssees in an efficient market are well
described by random walk and therefore they cowddnbrmally distributed. This
argument gave birth to the random walk hypothesiwhich changes in asset prices do
not display any pattern. Later study by Cowles dmuks (1937) proved that US stock prices
and also share these characteristics. Samuelséb) (A®ofed that properly anticipated prices
fluctuate randomly. Fama (1995) observed thattkery implies that a series of stock price
changes has no memory; the past history of thesseginnot be used to predict the future in a
meaningful way. He further noted the future patthef price level of a security is no more

predictable than the path of a series of cumulaiedom numbers.

Fama (1995) argues that the theory of random vialk®ck market prices presents important
challenges to both the chartist and the proponiefitnolamental analysis. He observed that

there is no real value in market analysis for tiertist and for the fundamental analysis; if the

11



random walk theory is valid then stock prices a anint in time will represent good
estimates of intrinsic or fundamental values. Taet that imperial studies confirmed the
presence of financial market anomalies such semiirho effect contract the theory of

random walks.

2.3 Deter minants of Stock Returns
Different empirical studies have identified thatcit returns of any given firm are may be

affected by multiple factors. These among othechiate:

2.3.1 Market Anomalies

Dyl and Maberly (1988) presented the informatioowfl hypothesis which stated that
information flow over the weekend is the cause ainblay effects hence the cause for
negative returns on Monday.Banz (1981) and Reingafi®81) investigated the impact of
size on expected returns. The studies found afgignt negative relationship between size
of a firm and the expected returns. According tonBathis was due to insufficient
information on small firms leading to limited dig#ication hence higher risk adjusted
return onthese small stocks.

Other anomalies include the January effect, neggefitm effect, The Low PE ratio effect,

Low-Priced Stocks, Market overreaction, The Janaay The Weekend effect.

2.3.2 Leverage

Asset returns have also been related to debt tdtyegatio of assets. Bhandari

(1988)investigated expected returns against leeeod@ firm as measured by its Debt to
Equity ratio (D/E). Thestudy found that on contirayl for size and beta, D/E was
positively related to expected returns. The stuatyctuded that beta along with D/E was

able to capture the risk better.
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24 Empirical Review

Aligadede (2013) investigated the existence of amomalies in African stock returns: the
month of the year and the pre-holiday effects, #rar implications for stock market
efficiency. The study extended the traditional aaph to modeling anomalies and
examined the mean and the variance of returnssiudgydocumented high and significant
returns in days preceding a holiday in South Afritiae results indicated that the month of

the year effect is prevalent in African stock raetur

Wu (2013) studied the returns of Chinese sharemgltine Chinese New Year. The study
used unique sample to offer a direct test of ther @ffect. The average daily returns in
three event windows: one week prior to the CNY ,hbkday week, and one week after the
CNYwere computed. Using all Chinese ADRs compldteth 1993 to 2011, the findings

indicated a positive holiday effect during the CIeétival. Moreover, the Chinese ADRs
had significantly higher average returns in the kvesor to the festival, but lower average

returns in the post-festival week than the reshefyear.

Picou (2006) sought to investigate the existencanahternational stock market anomaly.
The study tested for holiday anomalies over a tear yeriod and examined six major
international indices using dummy variables. Regjogswith continuous data and simple
regression analysis with discrete data points weesl. The study found the existence of
the ex-post-holiday anomaly for all exchanges testad for the international effect of the

ex-post-holiday reaction.
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Meneu and Pardo (2004)vestigated the existence of a pre-holiday effacthe most

important individual stocks of the Spanish Stoclkcliange that also traded in both the
New York Stock Exchange and the Frankfurt Stockhaxge. Study results showed high
abnormal returns on the trading day prior to hgledthat are not related to any calendar

anomaly.

Mghendi (2014) sought to test the existence of kfinal effect on stock market returns at

the Nairobi Securities Exchange. The study adoptescriptive research design and it
used secondary data from the Nairobi Securitieh&mxge collected using data collection
sheets which were edited, coded and cleaned. Fategin-parametric test of differences
was used in the study as a test of significanceva$ noted that monthly returns had
varying degrees but small sized firms displayedasenpositive influence on the monthly

returns for the six year period at the NSE. Thewtoncluded that small sized firms have
a significant positive influence on the monthlyurets of companies listed at the NSE thus

showing the existence of small firm effect.

Osman (2004) investigated whether the stock retatrthe NSE exhibit holiday effect.
The study used regression analysis to find ouhd s$tock returns around the public
holidays were higher compared to the returns ofrotlays of the week. T-test was applied
to assess the significance of the coefficientsveerifrom the regression equation and one
of the coefficients of the regression equation seeged significance. The study showed
that holidays do not have a significant impact tutls market activity at the Nairobi Stock

Exchange hence there is no holiday effect at theoNiaStock Exchange.
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Rasugu (2005) studied the impact of the holidagafbn the common share returns of
companies listed on the NSE during the period dastidry 1998 to 1st December 2002.
Daily mean returns of the days preceding holidayd ather non-pre-holiday days were
compared. Results showed that on a trading day fwipublic holidays mean returns are
1.6 times returns of other days. A comparison @&-hwliday and post-holiday mean
returns produced similar results. Individual meatums on six days surrounding holidays
also showed that pre-holiday days have lower meamns. The results therefore did not

support the existence of the holiday effect inNI&E.

Ndonga (2014) examined whether there is a reldtipnsetween holiday effect and the
stock return volatility at the Nairobi SecuritiesxdBange. This study examined pre-
holiday, post-holiday and normal day’s returns &ods they affect volatility of returns at

the NSE. The data used in the study constitutelg deock returns of 50 companies listed
continuously at NSE from 1st Jan 2011 to 31st Dém¥n?013. Secondary data was
obtained from the records at the NSE for the threar period from 2011 to 2013. A
regression model was adopted to determine holiffagteon stock market volatility using

the volume weighted average price. The findingsceteéd existence of holiday effect at
the Nairobi Securities Exchange and that the hylaféect is accompanied by stock return
volatility with highest volatility experienced duag post-holiday returns and lowest

volatility is experienced on pre-holiday returns.
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2.5 Summary of Literature Review

Pre-holiday effect on stock market returns has egransively documented for different
securities markets in the world and results geedrdiffered from country to country and
from one stock market to another. The differenoagsults could have been brought about
due to the period that the studies were carriedoo@ven the choice of methodology by
different researchers in their undertaking of thedi®s hence there is need to carry out

more research in this area.

Aligadede (2013), Rasugu (2005) and Osman (2004urdented the non- existence of
holiday effect at the NSE while Ndonga (2014) ackieolged the existence of holiday
effect at the NSE. Menue and Pardo (2004) and Wwi3Rconfirmed the existence of pre-
holiday effect at Spanish Stock Market and Chinspeetively. Finally, Picou (2006)

documented the existence of holiday effect for shemajor exchanges, US, Australia,
Hong Kong, UK, Japan and Canada he had considekdhare precisely is that the post-

holiday returns were higher than those of the miedhy.

While some studies showed non- existence of priekpleffect, other studies presented
existence of pre- holiday effect. The inconsisteotthe results and findings of the studies
done maybe due to methodologies adopted, periodidened during the undertaking of
the study and how the window period was defineds $tudy therefore intended to extend
the findings of previous studies by adopting aetéht methodology in analysis and by
considering a longer window period all the samegstablish whether NSE exhibits pre-

holiday effect.
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Introduction
This chapter outlines the methodology that was weerbnduct the study. It specifies the
research design, population of the study,data cadle method and how analysis of the

data was done.

3.2 Resear ch Design

The study adopted a descriptive research desigoordimg to Mugenda and Mugenda
(2003), a descriptive research design determines raports things the way they are.
Creswell (2003) also observed that a descriptisearch design is used when data is
collected to describe persons, organizations, ngsttior a phenomenon. The research
design was ideal for this study as it was carrietdom firms listed at the NSE and data was

readily available for comparison and there was aaipulation of the data.

3.3 Population of the study

The total population consistedof all the 62 comparlisted at the equity section of the
NSE as at 31 December 2013(See appendix 1). Thdy stas a census study but only
those companies that were continuously listed age \&ctively participating in the market
within the period were considered.

3.5 Data Collection

The data contained a series of daily stock pricescémpanies that constitute the NASI
Index over the period*1January 2010 to 8December 2013 thus secondary data was
used. This data was obtained from the Nairobi SeesirExchange library and from the

respective companies.
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3.6 Data analysis

To test for the pre- holiday effect on stock refjran event study methodology was used.
An event studyexamines the effect of some eversebof events on the value of assets.
Event study is widely used in testing the efficigraf the market. The following steps

were undertaken:

First, Preholiday was defined as the last fiveitrgdlays before the public holiday and
post-holiday was defined as the first five traddays after the public holiday. The daily
stock prices for the window period defined thafas the five days prior to holiday, the

holiday day and the five days after the holidayeniiren collected for the companies listed

at the NSE as at 31st December 2013.

Theactual returns on stocks for each day withindisfened window period were computed
as follows:
Total Returns=K,—Pg)+D
PoPo
Where;
P1= Closing price for each event day
Po= Opening price for each event day
D= Dividends
The expected returns on the other hand were compusi®g the market models for each
holiday on each of the event day as follows:

Rit= 0+ Bj Rt
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Where;

E(Ry)=Expected returns of stock j at event period t

B; = Securities specific intercept and slope coedfits

Rm= Market return measured by NSE- 20 Share Indéxnat t

g;= The unpredictable component of the return

The models for each holiday were derived using S&8B5expected returns for each day
within the window period were computed.

Finally, the abnormal returns were determined ugegollowing formula:

ARji= Ri— E (Ry)

Where;

AR;j= Abnormal returns of stock j at time t

Ri= Actual returns of stock j at time t

E (Rt) = Expected returns of stock j at time t

3.6.1 Operationalization of Study Variables

In order to test the pre-holiday effect, the stadgplyzed the effect of public holidays, that
is; Easter, Labour Day {IMay), Madaraka Day {1June), Mashujaa Day (2@ctober),
Jamhuri Day (12 December), Christmas Day (25ecember) and Boxing Day (26
December). These calendar holidays were takenegsaitte.

Preholiday was defined as the last five tradingsdagfore the public holiday and post-

holiday was defined as the first five trading dafter the public holiday.
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3.6.2 Tests of Significance
To test the significance of abnormal returns thendardized t-test following Patell

(1976) and Dodd and Warner (1983) were used. Tlleximg hypothesis was tested:
Ho.Pre- holiday effect does not exist at the NSE.
Hi: Pre- holiday effect exists at the NSE.

The analysis of abnormal returns was done usin®B®S computer program.
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CHAPTER FOUR: DATA ANALYSIS, RESULTS AND DISCUSSION

4.1 Introduction

This chapter presents results of the analysis amtinfys of the study with reference to
the objective of the study. The chapter is orgahias follows; section 4.2 gives a
summary of descriptive analysis of the Abnormalured, section 4.3 provides results of
the data analysis and includes relevant tables lieht to explain the results of the
analysis and section 4.4 which presents the titestdescribes the main findings of the

study.

4.2 Descriptive Statistics

Table4.1: Summary of Descriptive Statistics of Abnormal Returns

N Mean Std. Variance] Skewness Kurtosis
Deviation
Statistic| Statistic| Std. Statistic Statistic | Statistic| Std. Statistic| Std.
Error Error Error

ABR 60| -.053¢| .0257: .1992: .04C| -1.48¢ .30¢ 5.317 .60¢
Valid N
o 60
(listwise)

Source: Research Data

Table 4.1 above shows the descriptive statistich@fabnormal returns. The abnormal
returns had a mean of -0.0539; the standard eraer0M02572, and a skewness of -1.489.
The abnormal returns had a standard deviation 13922, a variance of 0.40 and a

kurtosis of 5.312.
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4.3 Data Analysis, Results and Discussion of Findings

Table 4.2: Coefficients of Regression Model for Easter Holiday

Model Unstandardized Coefficients Standardized T Sig.
Coefficients
B Std. Error Beta
(Constant) .000 .000 795 484
1
RM -.004 .010 -.240 -428 .698

a. Dependent Variable: AR

The expected returns for Easter Holiday were catedl using the following model for

each day in the event window:

R=-0.240 R

Table4.3:Summary of Actual, Expected, Abnormal and Cumulative Abnor mal

Returnsfor Easter Holiday

ACTUAL EXPECTED ABNORMAL CUMULATIVE ABNORMAL
RETURNS RETURNS RETURNS RETURNS

0.020977093 0.000216 0.020761093 0.020761093
0.00004064 0.00001272 0.00002792 0.020789013
0.0001351] 0.0000096 0.0001255 0.020914513
-0.000284 -0.00000048 -0.00028352 0.020630993
-0.0001274 0.00000004§ -0.000127448 0.020503545
0 0.0000048 -0.0000048 0.020498745
-0.00004816 0.00048 -0.00052816 0.019970585
-0.0004632 0.0000144 -0.0004776 0.019492985
0.0001473 0.0000216 0.0001257 0.019618685
-0.0004202 0.0000216 -0.0004418 0.019176885

Source: Research Data
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Figure 1: Abnormal Returnsfor Easter Holiday

ABNORMAL RETURNS EASTER HOLIDAY
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0.005
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Source: Research Data
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From table 4.3 and Figure 1 above, the abnormatnstwere positive in the first pre-

holiday day and remains zero until the event dalyiammediately after the holiday.

Table 4.4: Coefficientsfor regression model Christmas and Boxing Days

Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) .000 .000 .709 .529
1
RM .001 .004 129 226 .836

a. Dependent Variable: AR

The expected returns Christmas and Boxing days eadcellated using the following

model for each day in the event window:

R =0.129R,
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Table4.5:Summary of Actual, Expected, Abnormal and Cumulative Abnor mal

Returnsfor Christmas and Boxing Days

ACTUAL EXPECTED | ABNORMAL RETURNS X- CUMULATIVE
RETURNS | RETURNS MAS & BOXING DAY ABNORMAL RETURNS
0.001881 0.010881 -0.009 -0.009
-0.003592 -0.0013231] -0.0022689 -0.0112689
-0.00493 0 -0.00493 -0.0161989
0.0007198| -0.0052367 0.0059565 -0.0102424
0.002903 0.0002584 0.0026446 -0.0075978
0.003172 0.006674 -0.003502 -0.0110998
0.001929 -0.002102 0.004031 -0.0070688
0.000225 0.007522 -0.007297 -0.0143658
-0.06106 0.002102 -0.063162 -0.0775278
-0.002412 0.005909 -0.008321 -0.0858488

Source: Research Data

Figure 2: Abnormal Returnsfor Christmasand Boxing Days
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0
-0.01
-0.02
-0.03
-0.04
-0.05
-0.06
-0.07

ABNORMAL RETURNS X-MAS & BOXING DAY

Source: Research Data

From table 4.5 and Figure 2 above, the abnormaitnstwere positive two days before

the event day. Zero abnormal returns were witnedsgdg the event day and negative



abnormal returns immediately after the holidaysntpositive abnormal returns were

witnessed two day after holiday.

Table 4.6: Coefficientsfor regression model Mashujaa Day

Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) -.023 .013 -1.734 .181
1
RM -4.478 21.026 -122 -213 .845

a. Dependent Variable: AR

The expected returns Mashujaa day were calculatied the following model for each

day in the event window:

R=-0.023 - 0.122R

Table4.7: Summary of Actual, Expected, Abnormal and Cumulative Abnor mal

Returnsfor Mashujaa Day

ACTUAL EXPECTED ABNORMAL CUMULATIVE ABNORMAL
RETURNS RETURNS RETURNS RETURNS
-0.06240: -0.02189. -0.04051. -0.04051.
-0.04088- -0.02235. -0.01853: -0.05904-
-0.01081! -0.02251 0.01169 -0.04734:
0.002294. -0.02299: 0.025292 -0.022055
-0.002541. -0.02576: 0.023222. 0.001167.
-0.01892- -0.02494! 0.00602! 0.007192
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-0.0155¢ -0.02367- 0.00808- 0.015276.

-0.00777! -0.02426. 0.01648: 0.031758
-0.01748! -0.02193i 0.00444 0.036205.
-0.02931. -0.02482 -0.00448- 0.031721

Source: Research Data

Figure 3: Abnormal Returnsfor Mashujaa Day
ABNORMAL RETURNS MASHUJAA DAY
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Source: Research Data
From table 4.7 and Figure 3 above, the abnormatnetwere negative before the event
day for two days. Thereafter, positive abnormalmet were witnessed just before the

event day and immediately after the event day.
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Table 4.8: Coefficients of Regression Model for Jamhuri Day

Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) .559 578 .967 405
1
RM -4.890 12.887 -.214 -.379 .730

a. Dependent Variable: AR

The expected returns Jamhuri day were calculatied tise following model for each

day in the event window:

R =0.599- 0.214R

Table4.9: Summary of Actual, Expected, Abnormal and Cumulative Abnor mal

Returnsfor Jamhuri Day

ACTUAL EXPECTED ABNORMAL CUMULATIVE ABNORMAL
RETURNS RETURNS RETURNS RETURNS

-0.00783: 0.59705! -0.60489: -0.60489:
-0.0004417 0.600138 -0.6005800 -1.2054730
0.000898. 0.59985. -0.598952 -1.8044258
-0.03639 0.59896! -0.63536. -2.4397878
-0.0005909 0.59900: -0.5995939 -3.0393817
0.516272 0.59932! -0.083056 -3.1224383
-0.00592 0.59558. -0.60150:i -3.7239463
-0.008634. 0.59781. -0.606452 -4.3303985
0.07744. 0.60086 -0.523421 -4.8538245
-0.006749. 0.60102: -0.607777 -5.4616018

Source: Research Data
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Figure4: Abnormal Returnsfor Jamhuri Day

ABNORMAL RETURNS JAMHURI DAY
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Source: Research Data
From table 4.9 and Figure 4 above, the abnormatnstwere negative before and even

after the event day.

Table 4.10: Coefficients of the Regression Model for M adaraka Day

Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) .001 .002 .554 .618
1
RM 124 .202 .334 .613 .583

a. Dependent Variable: AR

The expected returns Madaraka day were calculatied the following model for each
day in the event window:

R =0.001+ 0.334R
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Table4.11: Summary of Actual, Expected, Abnormal and Cumulative Abnormal

Returnsfor Madaraka Day

ACTUAL EXPECTED ABNORMAL RETURNS CUMULATIVE

RETURNS RETURNS MADARAKA DAY ABNORMAL RETURNS
-0.00821- 0.00515I -0.0133 -0.0133
-0.000395 -0.000959 0.000564 -0.012805
0.003582 -0.0001452 0.0037276 -0.0090775
-0.0008785 0.0018782 -0.0027567 -0.011834
-0.0009775 0.0010915 -0.0020691 -0.0139034
-0.003052 -0.0008390 -0.0022130 -0.0161164
-0.00123! 0.004614 -0.005853 -0.0219697
0.002360 0.003973 -0.001613 -0.0235832
-0.000315 0.0001231 -0.0004385 -0.024021
-0.0000693 -0.0001289 0.0000596 -0.0239621

Source: Research Data
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Figure5: Abnormal Returnsfor Madaraka Day

ABNORMAL RETURNS MADARAKA DAY
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Source: Research Data

From table 4.11and Figure 5, the abnormal returai® wegative before the holiday
period; they become positive two days before tHeldy, negative again a day before the
holiday and become zero during the event day. Maedwo days after the event day

abnormal returns were negative after which theybernegative later.

Table 4.12: Coefficients of the Regression Model for Labor Day

Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) .000 .000 .370 .736
1
RM .094 211 .250 447 .685

a. Dependent Variable: AR
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The expected returns for Labor Day were calculagdg the following model for each

day in the event window:

R = 0.250R,

Table 4.13: Summary of Actual, Expected, Abnormal and Cumulative Abnormal

Returnsfor Labor Day

ACTUAL
RETURNS EXPECTED ABNORMAL RETURNS | CUMULATIVE
RETURNS LABOR DAY ABNORMAL RETURNS

-0.001279 -0.00000381 -0.00127568 -0.00127568
-0.002835 0.0000413 -0.0028765 -0.00415226
-0.0004838 -0.0009946 0.0005107 -0.00364150
0.0004063 -0.0013297 0.0017361 -0.00190534
-0.007595 0.002272 -0.009868 -0.01177374
-0.004201 -0.002369 -0.001832 -0.01360584
0.001472 -0.002180 0.003653 -0.00995224
0.004631 0.00138: 0.003250 -0.00670134
0.000481 0.003993 -0.003511 -0.01021284
0 -0.0003848 0.0003848 -0.00982797

Source: Research Data
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Figure 6: Abnormal Returnsfor Labor Day
ABNORMAL RETURNS LABOR DAY
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From table 4.13 and Figure 6, the abnormal retwere negative before the event day,
they become positive two days before the holidayaso deep further to negative a day
before the event day. Positive abnormal returnsdveware witnessed during the first
three days immediately after the event day, itragaies to negative and finally picks

again and positive abnormal returns are witnessed.
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Table 4.14: Summary of Descriptive Statistics for Cumulative Abnor mal Returns

Descriptive Statistics
N | Minim | Maxim Mean Std. | Varia | Skewness Kurtosis
um um Deviati| nce
on
Statis| Statisti| Statisti| Statis| Std. | Statisti| Statist| Statis| Std| Statis| Std
tic c C tic | Erro c ic tic . tic
r Err Err
or or
CUM -1 .168| 1.3021 -1 .30 .60
ABR 60| -5.46 .04 5160 11 4 1.696 26021 9 5.819 3
Valid
N
(listwi 60
se)

Table 4.14 above shows descriptive statistics ohutative abnormal returns. The
cumulative abnormal returns had a mean of -0.5f@9standard error was 0.16811, and
a skewness of -2.602. Moreover, the cumulative ahab returns had a standard
deviation of 1.30214, variance of 1.696 and a lgist@f 5.819. the mean cumulative
abnormal returns of -0.5169 suggests that, on geetae pre- holiday effect will have a

negative effect on stock returns over and aboveniudket return.

4.4 Test of Significance of Abnormal Returns

The study was anchored on EMH hence the followympthesis was used:
Ho.Pre- holiday effect does not exist at the NSE.

Hi: Pre- holiday effect exists at the NSE.
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Table4.15: T-test Statistic for Abnormal Returns

Test Value =0
sig. (2 Mean 95% Confidence Interval of the
T Difference
t f tailed) Difference
Lower Upper
ABR 2097 59(.040 -.05393 -.1054 -.0025

Source: Research Data

The results showed that the abnormal returns hadadue of -2.097 and a significance
of 0.040. Since the p- value is less than 0.05effext is significant. The null hypothesis
was rejected and the study concluded that the afaioeturns during the event window

were significant and therefore there exists prdidhy effect at the NSE.
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CHAPTER FIVE: SUMMARY, CONCLUSION AND
RECOMMENDATION

5.1 Introduction

This chapter presents a summary of findings to stuely and in the process, draws
conclusions based on the findings. The chapteresuently, makes recommendations
arising from the conclusions of the study and madeggestions for further research in
connection with certain specific areas of this gtud

5.2 Summary of Findings

The objective of the study was to test the preidagl effect on stock market returns at the
Nairobi Securities Exchang&he study used event study methodolagtest the pre- holiday
effect on stock market returns at the Nairobi Sé&esrExchangeThe cumulative abnormal
returns had a mean of -0.5169 a standard deviafidn30214 and a variance of 1.696.
The negative mean cumulative returns implies thet poliday has a negative effect on

stock returns.

Labor Day, Madaraka Day, Mashujaa Day, ChristmasBoxing Day recorded positive
abnormal returns in most of the days before aner dfte holiday. Easter and Jamhuri
Day however, recorded negative abnormal returnall lime holidays also, fluctuations in
abnormal returns were witnessed with pre- holidaysdand post- holiday days reporting

both positive and negative abnormal returns.

The results also showed that the abnormal retuats & t- value of -2.097 and a
significance of 0.040. Since the p- value was tess 0.05, the effect was found to be
significant hence the study concluded that theiist g@xte- holiday effect at the Nairobi

Securities Exchange.
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5.3 Conclusion

The study thus concludes that there exists praddpleffect at the Nairobi Securities
Exchange. From the findings as presented, it waad that abnormal returns do exist
around the holiday periods and the mean abnormtakin® were significant at 5%

significance level.

The negative mean cumulative abnormal returns suggests that, on average the pre-
holiday effect had a negative effect of stock mnesuhence the returns will decrease over

and above the market return.

5.4 Recommendations

The study findings indicate that the pre-holidapraaly exists at the Nairobi Securities
Exchange. It is for this reason that the study meoends the regulator to come up with
more procedures which will improve the efficiendytloe stock market. The government
should put in place more directives and guidelitret will ensure the stock market

becomes a fair playing ground with minimal casesxfloitation.

The pre- holiday effect pattern might enable thesgtors to take advantage of the regular
shifts in the market by designing trading strategighich account for such predictable
pattern. The investors can buy securities and wasell them around holidays when the

security prices are high hence making an arbitpagsts.
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5.5 Limitations of the Study
This research was carried out following a Kenyarsjpective and only applicable to its
culture and way of life of her citizens. Therefaerenajor limitation is that it may not be

applicable to other countries due to cultural défeces and background.

This study also does not differentiate betweernitutginal traders and individual traders
and their effect on the trades. Institutional tradeave more market information than
individual investors. They can carry out researciolbtain more market information to

base their investment decisions.

5.6 Suggestions for Further Studies

This study covered a period of four years fromJestuary 2010 to 31st December 2013.
It is possible that a longer period could haverapdct on the findings of this study. It is

important to conduct a similar study that covelsrger period example fifteen years and
also use a different market index such us NSE 2@esimdex to see if the same findings

could be arrived at.

A similar study in market anomalies should also daeried out in fixed income
instruments to find out if holiday effect anomalyists. Trading in fixed income
instruments like Treasury Bills and Treasury Bomslglifferent from the way equity

instruments are traded.
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APPENDICES

Appendix |: Study Population as at 31% December 2013

|oN

=

=

S. NO| Company Name S.NO [ Company Name

1 A.Baumanné& Co Ltd 32 Kenya Airways Ltd

2 ARM Cement Ltd 33 Kenya Commercial Bank Ltd

3 B.O.C Kenya Ltd 34 Kenya Orchards Ltd

4 Bamburi Cement Ltd 35 Kenya Power & Lighting Co Ltd

5 Barclays Bank of Kenya Ltd 36 Kenya Re Insurance Corporation Lt
6 British American Tobacco Kenya Ltd 37 Liberty Kenya Holdings Ltd

7 British-American Investments Co.(Kenya) Ltd 38 Longhorn Kenya Ltd

8 Car & General (K) Ltd 39 Marshalls (E.A.) Ltd

9 Carbacid Investments Ltd 40 Mumias Sugar Co. Ltd

10 Centum Investment Co Ltd 41 Nairobi Securities Exchange Ltd
11 CFC Stanbic of Kenya Holdings Ltd 42 Nation Media Group Ltd

12 CIC Insurance Group Ltd 43 National Bank of Kenya Ltd

13 Crown Paints Kenya Ltd 44 NIC Bank Ltd

14 Diamond Trust Bank Kenya Ltd 45 Olympia Capital Holdings Ltd

15 E.A.Cables Ltd 46 Pan Africa Insurance Holdings Ltd
16 E.A.Portland Cement Co. Ltd 47 Rea Vipingo Plantations Ltd

17 Eaagads Ltd 48 Safaricom Ltd

18 East African Breweries Ltd 49 Sameer Africa Ltd

19 Equity Bank Ltd 50 Sasini Ltd

20 Eveready East Africa Ltd 51 Scangroup Ltd

21 Express Kenya Ltd 52 Standard Chartered Bank Kenya Lt
22 Flame Tree Group Holdings Ltd Ord 53 Standard Group Ltd

23 Home Afrika Ltd 54 The Co-operative Bank of Kenya Lt
24 Housing Finance Co. Kenya Ltd 55 The Limuru Tea Co. Ltd

25 Hutchings Biemer Ltd 56 Total Kenya Ltd

26 I&M Holdings Ltd 57 TPS Eastern Africa Ltd

27 Jubilee Holdings Ltd 58 Uchumi Supermarket Ltd

28 Kakuzi Ltd 59 Umeme Ltd

29 Kapchorua Tea Co. Ltd 60 Unga Group Ltd

30 KenGen Co. Ltd 61 Williamson Tea Kenya Ltd

31 KenolKobil Ltd 62 Trans-Century Ltd

43



