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The rate, size and direction of economic growth of an
economy depend largely on its financial system. A coun-
try’s financial system consists of financial assets, financial
intermediaries and financial markets. Financial system is a
broader term to include all the three components men-
tioned above. Financial assets, unlike physical assets, are
those assets which are useful for further production of oth-
er assets or for earning income. For example if one purchases
land & building for residential purpose, these can't be used
for further production. But if he purchases land & building
for hiring, these become a financial asset. Financial as-
sets are further classified into marketable and non-marketa-
ble assets depending on their transferability.

Financial intermediaries include all those insti-
tutions and organizations which intermediate and
facilitate transactions in financial markets e.g. Financial Cor-
porations and Investing Institutions, Commercial Banks, Stock
Exchanges, Co- operative Banks etc.

As per the Securities Contracts Regulation Act, 1956 "A
stock exchange is an association, organization or body of in-
dividuals, whether incorporated or not, established for the
purpose of assisting, regulating and controlling business
in buying, selling and dealing in securities.” Husband and
Dockeray™ write “Securities or Stock Exchanges are privately
organized markets which are used to facilitate trading in se-
curities.”

Hence, Stock exchanges or markets are organized and
orderly regulated markets providing trading facility of
listed securities through brokers thereby increasing liquidi-
ty and safety of investment and promoting saving and invest-
ment.

Stock Exchanges in India

India has a history of stock exchange for over a century. The
Bombay Stock Exchange (BSE) is known as the oldest ex-
change in Asia. It traces its history to the 1850s, when stock-
brokers would gather under banyan trees in front of Mumbai’s
Town Hall. The location of these meetings changed many
times, as the number of brokers constantly increased. The
group eventually moved to Dalal Street in 1874 and in 1875
became an official organization known as ‘The Native Share &
Stock Brokers Association’. In 1956, the BSE became the first
stock exchange to be recognized by the Indian Government
under the Securities Contracts Regulation Act. Develop-
ment of cotton mills industry led to set up of many
other stock exchanges. This was followed by the formation
of associations/exchanges in Ahmedabad (1894), Calcutta
(1908), and Madras (1937). At present there are many na-
tional and regional stock exchanges working in India.
The Bombay Stock Exchange (BSE) and the National Stock
Exchange of India Ltd (NSE) are the two primary nation-
al exchanges in India. In addition, there are several Regional
Stock Exchanges. However, the BSE and NSE have es-
tablished themselves as the two leading exchanges and
account for about 80 per cent of the equity volume traded

in India3. The NSE and BSE are equal in size in terms of
daily traded volume.

Seasonality

After understanding the concept of volatility, one can eas-
ily conclude this also that volatility is repeated over time and
that price fluctuations often occur in clusters. As everyone
understands the concept and nature of natural seasons, it
is better known that a particular season is repeated over a
certain period of time. In the season of spring the weather
becomes warmer and plant start to grow leaves which turn
out to fall in autumn. The earth completes its one round
around the sun in 365 days and after that it comes to the
same position where it was one year before. The sun rises in
the east and sets in the west. Summer, autumn, winter and
spring are the four seasons which come after one another
in the same sequence every year. In festive seasons shop-
keepers keep larger amount of stocks in anticipation of
high sales. People living along the coastal areas of
oceans take preventive actions regarding possibility of Tsu-
nami, Katrina etc.

These examples illustrate that when people know the
cyclic nature of a season they used to take preemptive
measures accordingly. To sum up, there are a lot of things
happening around us in a cyclical or repetitive manner
and being a human being, we used to adapt those cycles
and behave accordingly.

Seasonality in stock markets implies some kind of regular and
repetitive phenomenon occurring at some regular interval
of time, which may generate abnormal or excess returns.
Seasonality includes day-of-the-week effect, month-of-the-
year effect, quarterly effects, monthly effects, weekly effects,
holiday effects etc. The present study attempts to explore the
existence of seasonality in Indian stock market in four forms
namely day-of-the-week effect, month-of-the- year effect,
quarterly effects, and monthly effects. It was also aimed the
general awareness regarding seasonality.

VARIOUS CALENDAR EFFECTS
While going through literature, following calendar effects
were identified:

Day-of-the-Week Effect:

Day-of-the-week Effect implies that there is any day in a
week which is generating or providing statistically significant
returns on the stocks held which are in excess of those pro-
vided by other days. For example if returns of Thursday
are significantly higher or lower than returns of other
days, it will be termed as Thursday Effect. Black Mon-
day or Black Friday are the common terms used in day to
day life and reflects the existence of seasonality.

Month-of-the-Year Effect:

This term states that there are some months in a year which
tend to produce excess returns from those of other months.
As is observed in our day to day life that February is treat-
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ed as the pre-budget month in India and in this month the
behaviour of stock market is relatively calm and it gets
changed as per the announcements made in the budget.
If this fact is proven statistically, it will get turned into the
month-of-the-year effect. Stock market participants are
very much aware of the terms Santa Claus Rally, January
Effect, turn of the year effect, Sell in May and Go Away, No-
vember effect etc.

Quarterly Effects:

It refers to the probability of earning abnormal returns during
certain quarters of the year. In every country, each of the
quarters has its own significance. So there might have ex-
isted chances to earn excess returns in that particular
quarter. Quarterly effects may have their implications for long
term investors.

Monthly Effects:

This effect explores the possibility of earning abnormal
returns during certain parts of a month. Although less
researched, but this effect may have important consider-
ations for short time investors.

Holiday Effects:

It is a general experience in stock market that stock
prices behave in a particular way before and after holidays.
If these days (before and after holidays) statistically proven
to yield returns which are in excess of returns earned
during other days, the stock market will be said to have hol-
iday effects.

Weekly Effects: It refers to the possibility of earning higher
returns during particular week of a month. Many short term
investors buy on Monday and sell on Friday or vice-versa. This
practice may result in such weekly effects.

Election-Cycle Investing:

In many countries including India, election cycle consists
of a five-year period. Since elections, exit polling and
final results are otherwise also very important event for
stock markets, there are chances to earn abnormal returns
at a particular time before or after elections.
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