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onality and Impact of Stock Index Futures:
) the Kuala Lumpur Stock Exchange

RETURNS SEASONALITY AND IMPACT OF
7K INDEX FUTURES: EVIDENCE FROM THE
 KUALA LUMPUR STOCK EXCHANGE

Azhar Mohamad
Obiyathulla Ismath Bacha*

Mansor Ibrahim

Management Center
Kulliyyah of Economics & Management Sciences
International Islamic University Malaysia
Jalan Gombak, 53100 Kuala Lumpur
E-Mail : obiya@iiu.edu.my

aper examines the impact of Stock Index Futures (SIF) trading on Day of Week (DOW)
6fdaily KLSE returns. We address a total of four research questions using both a simple
odel and a GARCH (1,1) specification. Three daily return measures, CTC, OTC and CTO

used. The impact on DOW pattern of the new T+3 day settlement is also examined.

ocumented in previous studies, we see evidence of a DOW pattern in daily stock returns
period prior to SIF introduction. However, in the period following SIF introduction the
Apattern diminishes. The null hypothesis that mean daily returns are equal across the week
 be rejected. The T+3 Day settlement rule also had an impact on stock market DOW
rn. Between SIF and trading rule change, we find that while the SIF introduction reduced

 DOW effect substantially, the T+3 implementation eliminated even the marginal individual

- INTRODUCTION

impact of the introduction of Stock Index Futures (SIF) on underlying market efficiency
received much attention. Broadly, there have been two contending arguments about the likely

pact of SIF (and derivatives generally) on the underlying cash/stock market. The first is that,
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