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ABSTRACT

NIFTY is the bellwether index followed by most of the traders in Indian stock markets.
The turnover in the S&P CNX NIFTY constituent shows that the scripts are mostly traded
on every session of trading. The study is carried out to check the semi moth effect in S&P
CNX NIFTY which may helpful for retail investors to make investment decision. This
study is carried out using the monthly movement of S&P CNX NIFTY index of NSE India
Ltd for the period April 01, 2004 to March 31, 2015. The statistical significance of semi
month effect is tested using descriptive statistics and paired “t” test. The outcome of the
analysis shows that there is the presence of semi-month effect in index returns and
suggestions to retail investors to time the investments based on the market movement.

Keywords: Capital Market, Seasonal effects / Calendar Anomalies, Monthly Effects,
Semi-month Effect, S&P CNX NIFTY — Market Index of National Stock Exchange India
Ltd

Introduction

The movement of stock market indices denotes the movement of market which implies
the economic well-being. The study on volatility in stock market prices and index have
sailed through past century among academic disciplines and have a cumulative research
evidence. Efficient Market Hypothesis (EMH) by Eugene Fama (1970) in simple terms,
“Securities prices reflect information” is one of the highly researched areas of financial
economics. EMH states arrival of new information in the market will immediately impact
the prices of securities and thus the index also. The breakdown of EMH is evident when
modern financial theory claimed highly controversial and often disputed the EMH in the
modern financial world as the investors such as Rakesh Jhunjhunwala and Warren Buffett
have consistently beaten the market over long periods of time, which by definition is
impossible according to the EMH and when Indian stock markets crashed by 496.50
points which is 8.7% over previous trading session in S&P CNX NIFTY in a single day
(January 21, 2008) as evidence that stock market index can seriously deviate from their
fair movement which is named as “Black Monday for Dalal Street”. Adam (2004) states
that security prices fully reflect all available information and will immediately adjust to
the arrival of new information. The introduction of financial derivative contract happens
at second half of the month and financial results of corporates and monetary policy
announcement of RBI are announced on first half of the month. This paves way for
investors to study the anomaly in market.

Semi-month effect in stock market Indices is that the market returns from the first half
of the month are significantly higher than the second half of the month or vice versa.
Arief (1887), who first provided evidence that the first half of the month had higher
return than the rest of the days of the month by using The Center for Research in Security
Prices (CRSP) data from 1963 to 1981. He also found that the difference in returns was
almost 1% higher than first half of the month. Lakonishok and Smidt (1988) tried to
examine the semi-month effect by using the Dow Jones Industrial Average (DJIA) data
from 1897 to 1986 found that there no significant difference between the returns given by
DJIA during the first and second half of the month. Arief (1887) suggested 3 major
reasons for the existence of semi-month effect such as new information concerning
corporate cash flow, changes in the risk free interest rate, changes in the preferences of
market participants leading to variations in demand for securities, which cannot be offset
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by adjustment in supply need to be analysed before making investment decision in-order
to make profits in the market.

Review of Literature

The review of research is to identify research gap and understand methodologies
employed in the research area of Calendar Anomalies. Harvinder Kaur (2004) analyzed
the nature and characteristics of stock market volatility in India and the US. The study
found that the response to news arrival was asymmetrical, meaning that the impact of
good and bad news was not the same. The return and volatility on various weekdays have
somewhat changed after the introduction of Rolling Settlement. There was mixed
evidence of return and volatility spillover between the US and Indian Markets. B. S Badla
& Kiran Jindal (2006) investigated one of the anomalies by segmenting pre and post
rolling settlement. The result of this study found that the returns of the month effect and
semi-monthly effect were prevalent in the Indian Stock Market. Guneratne B
Wickremasinghe (2007) using the sample of 75 companies from Colombo Stock
Exchange (CSE), found that there were no statistically significant differences among the
returns for different days of the week. The analysis of this study indicates that the returns
for the Month of January were not different from that of other months of the year. The
study found that daily and monthly patterns of returns cannot be used to devise any
method to profit from trading in shares in the Colombo Stock Exchange (CSE)
Nageswari.P, Selvam.M and Karpagam.V (2011) examined the existence of Semi-Month
Effect in Indian Stock Market. The study found that that the mean returns in the first half
calendar month was lower than the mean returns in the second half calendar month
during the study period. The paper reports an insignificant semi-monthly effect across all
years except for 2005-06. Nikunj Patel and Martin Sewell (2015) from Nirma University
and University of Cambridge respectively, in their review about Calendar Anomalies
found that there are few research studies in the area of turn-of-the-month and semi-month
effect in the market and the research can be focused in this area.

Statement of the Problem

The stock market index S&P CNX NIFTY is widely accepted index by various stock
market participants such as Foreign Institutional Investors, Domestic Institutions and
Retail Investors to track the market movement. The significant difference between retail
and institutions is that the institutions will follow markets across the countries and risk to
get better returns for their investment by employing fund managers and financial market
experts whereas the objectives of retail investors such as safety, liquidity and low risk
appetite from their savings to meet their financial goals may not have adequate
information’s and time to watch their investments. Hence there is the need for retail
investors to study the market anomaly to get the better opportunity to make profits out of
their investment.

Objectives of the Study

The study intends to identify the Semi-Month Effect prevalent in S&P CNX NIFTY
index turnover based on the past performance between first half month and second half
month for the period 2004-05 to 2014-2015.

Research Methodology

The study is analytical in nature. Secondary data was downloaded from historical data
page of www.nseindia.com website for the Financial Year 2004-05 to 2014-2015.
Descriptive statistics such as Mean, Median, Standard Deviation, Variance, Skewness,
Kurtosis and paired “t” test being used for analysis.
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Analysis and Interpretation
The analysis of semi-month effect in S&P CNX NIFTY for the Financial Year 2004-
05 to 2014-2015 is presented in Table-1.

Table -1
(Crores)
Tools First half of the month Second half of the month
Mean 5676.5113 5855.5468
Median 5590.2800 5706.5650
Std. Deviation 2371.42520 2616.87441
Variance 5623657.495 7027044.129
Skewness 0.476 1.048
Kurtosis 0.165 3.284

Source: Database collected from NSE website (S&P CNX NIFTY turnover —
Descriptive statistics)

The analysis shows that there was highest (5855.5 crores) mean return recorded for the
second half month than the first half (5676.5 crores) which is 3.1% higher. This indicates
that the trading activity is higher during the second half of the month. The highest value
(2616.8) and lowest value (2371.4) of standard deviation recorded for the second and first
half month respectively. The highest value of standard deviation with higher mean return
revealed there is linear relationship between the return and risk in S&P CNX NIFTY
returns during the study period. The peak of return distribution was platykurtic for the
first half and leptokurtic for the second half month returns and highest (3.284) for the
second half of the return series. The returns are skewed positive for both first and second
half months during the study period.

Determination of Semi-Month Effect — Paired ‘T’ Test
To identify whether Mean return differs between First Half of the Month and Second

Half of the Month using Paired ‘t’ test is employed and the outcome is given below using
Table —11.

Table - 11
Semi Month Mean N Std. Deviation | Paired t value | P value
First half 5676.5113| 1337 2371.42520 009
Second half | 5855.5468 | 1337 2616.87441 -2.624 '

Table-2 shows the results of paired ‘t’ test analysis of semi-month effect in S&P CNX
NIFTY returns for the Financial Year 2004-05 to 2014-2015. The Mean return is found to
be 5676.51 and 5855.58 during the first half and second half of the month respectively.
As the calculated p-value is less than 0.01, there exists significant mean difference in
returns between first and second half of the month. It is observed that the semi-month
effect does exists in S&P CNX NIFTY index returns during the study period.

Findings and Suggestions

The analysis of the turnover of S&P CNX NIFTY showed that highest mean returns
was recorded for the second half month than the rest of the days of the month. The one of
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the possible reason may be the salaried people may invest their portion of savings into at
the beginning of the month. So it is suggested that the retail investors may invest during
the first half of the month. It is also suggested to consider selling their holdings as there is
greater volatility and highest turnover recorded during second half of the month. The
Reserve Bank of India announces Monetary policy rates usually at the end of every
quarter, Corporates announce their financial position at the beginning of the month and
monthly return comparison by financial institutions come across the month shows that the
retail investors may invest at the beginning of the month and advised to hold for long
term which may help them in overcoming short term fluctuation.

Conclusion

The analysis on S&P CNX NIFTY index shows that there is semi-month effect in
returns generated has significant difference between first half and second half month for
the study period. This paper confirms that the Indian stock market returns tested in the
research are not efficient and there exists opportunities for superior returns. The earlier
studies across boundaries also suggests that the anomalies are very strong and represent
an opportunity to earn high returns by investing in the stock market for few trading
sessions in a month. However, the study is based on the historical data, but the future
market movement is affected by various factors such as Government decisions,
transactions by institutions, income level of individuals, market irregularities etc., the
retail investors may invest their portion of savings in diversified portfolio with the long
term objective. The opportunity of making good returns by timing of investment and
framing of investment strategies will help retail investors not only to safeguard their hard
earned money but also to fulfill their financial goals.
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