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where ak+l measures the reward to risk ratio, and &1 is an error term with zero mean and 
conditional variance <J;. Meanwhile, p is the order of GARCH terms and q is the order of 
ARCH terms, with the values p:eo 0 andq:eo 0 (Chaudhry, 1995; and Hentschel, 1995). There 
are several ways to detemline the selection of p and q, such as Mean Squared Error (MSE); 
Akaike InfoID1ation Criterion (AIC) and Schwarz Information Criterion (SIC). However, 
SIC is the most suitable to use in determining the appropriate orders of p q. That is 
because, SIC is consistent and it penalizes most heavily for degrees of freedom, as compared to 
MSE and Ale. Apart from that, SIC is more consistent than AIC, which also tends to select 
the models that are too large (Lutkepohl, 1991). 

Note that on the left-hand side of Equation (4) is the logarithm of the conditional 
variance. This implies that the leverage effect is exponential rather than quadratic, and that 
forecasts of the conditional variance are guaranteed to be In this case, the 
presence ofleverage effects can be tested by the hypothesis that 'I'; > 0, whereas the impact is 
asymmetric if '1';* O. 

Empirical Results and Discussions 

Table 2 presents the OLS results for the day-of-the-week effect in this study. The results 
show that the coefficient of intercept term that represented the benchmark dav of Monday is 
significantly different from zero in BSE during pre-9fI! sub-period, but is insignificant during 

Table 2: OLS Results for Day.of.the.Week Effect 

Parameter Pre.9/11 Post·9fll 

Constant, 

"" 
0.2303 (0.0887)**' 0.0029 (0.9726) 

Tuesday, -0.2200 (0.2502) 0.0485 (0.6814) 

Wednesday, ex, -D.1311 (0.4919) 0.0760 (0.5196) 

Thursday, a, -D.2761 (0.1484) 0.0106 (0.9279) 

Friday, a. . -D.6548 (0.0006)' 0.1465 (0.2146) 

Return (-I), a, 0.0485 (0.1316) 0.0619 (0.0075)* 

Diagnostic Checking 

ARCH·LM Statistic (p-value) 

5 Lags 0.0000 0.0000 

10 Lags 0.0000 0.0000 

15 Lags 0.0000 0.0000 

Ljung-Box Q' Statistic (p-value) 

5 Lags 0.0000 0.0000 

IO'Lags 0.0000 0.0000 

15 Lags 0.0000 0.0000 

zz The IUP Journal of Applied Finance, Vol. 16, No.6, 2010 

L 

UMS 
UNlVERS1T1 MALAYSIA SABAH 



, 

Table 2 (Cont.) 

Wold Test (p-value) 

F-Stat. 0.0098 ·0.7378 

Chi~Square 0.0094 0.7378 

Note: ., .* and *** denote significance at 1, 5 and 10% levels respectively. Numbers in parentheses depict 
p-values. The null hypothesiso(the WaldTes[ is: Ho= a, = ~ = ~ = a, {same average daily retum for 
the week),"ARCH - LM and Ljung - Box Ql statistics refer co Engle's (1982) LM tesc and Ljung-Box 
Portmanteau test for the presence of the remaining ARCH efTecu. 

post-9tll sub-period. The coefficients of the dummy variables for the day of Tuesday, 
Wednesday, Thursday and Friday in the pre-9/ll sub-period are negative. However, only the 
negative Friday returns are statistically significant at 1% level, implying that. only Friday 
returns are significantly different from Monday returns. The Wald test result indicates that 
the null hypothesis of equal returns on all days is rejected at 1 % significan.ce level. Thus, 
day-of-the-week effect is found present in the pre-9/ll sub-period. As for the post-9/ll 
sub-period, there is no evidence of day-of-the-week effect by the Wald test. 

The daily returns that are estimated based on OLS model for both sub-samples are 
plotted in Figure 2. Another Wald test is applied to examine if these returns are significantly 
different from zero, and the results are summarized in Table 3. It is evident fr.om Table 3 
that the null hypothesis of zero return can be rejected for Monday and Friday in the 

Figure 2: Daily Returns Based on OLS Model 
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