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Abstract

Information Flow, Predictability, and Disagreement

Foong Soon Cheong

2009

This dissertation (a) hypothesizes that information flow plays an important role in
the inter-temporal variation in stock return, and (b) describes a surprising absence of

scale for forecast error and forecast dispersion distributions.

In “Information Flow and Stock Returns”, 1 propose an information flow
explanation for the “Monday effect,” defined as higher stock returns on Friday than on
Monday. [ hypothesize that short sellers profit when negative information supporting
their bearish outlook is released to the public. Such public information is more likely to
arrive on days with higher information flow (e.g., when the stock market is open). The
cost of short selling, however, is a function of the loan rate which is invariant to whether
markets are closed or open. This creates an incentive for short sellers to close their short
positions on Fridays, relative to other days. Closing a short position requires the short
seller to place a buy order. As a result, the buying pressure on Friday raises share prices

slightly.

Turning to my second paper, “Surprising absence of scale for forecast error and
forecast dispersion distributions” (with Jake Thomas), we show that while levels of actual

and consensus forecast earnings per share (EPS) vary with scale, magnitudes of the



difference (or forecast errors) do not vary with scale. That is, forecast errors within a
certain range (e.g., +5 cents per share) are equally likely for both high-price and low-

price shares.

We also find a similar lack of variation with scale for forecast dispersion,
representing magnitudes of the difference between individual forecasts and the consensus
(mean) for that firm-quarter. The prior literature has assumed that magnitudes of forecast
errors (representing predictability) and forecast dispersion (representing disagreement
across analysts) vary naturally with scale and has deflated both variables accordingly. We
show that such scaling is likely to cause biased estimates, and recommend that scaling
not be used unless cailed for by theory, and a scale variable be included as an additional
regressor. Our exploratory analyses suggest that both variables vary with scale but other

effects that are correlated with scale reverse that variation.



Information Flow and Stock Returns

1. Introduction

The “Monday effect,” defined as higher stock returns on Friday than on Monday, was
widely known by the early 1970s (Cross, 1973).' Despite the flurry of research fhat
follows, Thaler (1987, p.174) reviews the literature and finds that “most of the reasonable,
or even not so reasonable, explanations have been tested and rejected.” Current research
interest appears to have subsided. Likely factors include allegations that the Monday
effect arises either from data-snooping or infrequent events (Rubinstein, 2001; Sullivan et

al., 2001; Kamstra et al., 2000).

This paper begins with a preview of two selected findings, and the motivation to
unravel this puzzle. First, I find that the data-snooping claim is not supported by data. In_
an out-of-sample test, 1 find that the mean return on Friday (measured from Thursday
close to Friday close) is higher than that on Monday (measured from Friday close to
Monday close) in 36 out of 37 years. Second, I find that infrequent events are unlikely to
account for a significant portion of the Monday effect, since the median return on Friday

is also higher than that on Monday in 36 out of 37 years.”

Researchers who use daily stock returns should be particularly concerned about the

Monday effect, since many implicitly assume (incorrectly) in their econometric analysis

' The “Monday effect” is interchangeably labeled as the “Weekend effect” in the literature.
? This mean (median) difference of 0.32% (0.28%) between Friday and Monday is economically large.
Note that the mean (median) daily return across all days of the week is only 0.08% (0.13%).



that the daily stock returns are identically distributed on different days of the week
(Gibbons and Hess, 1981). In addition, inferences of event studies are difficult whenever
the timing of the event is systematically related to the day of the week. For example, an
event study of the stock market reaction to news releases will overstate the impact of bad

news if managers tend to release bad news after the end of Friday trading hours.?

As a motivation to accounting researchers, the presence of positive abnormal returns
around the release of accounting earnings is well documented.* This study, which
examines why stock returns are abnormally low for periods of low information flow
(weekends), could shed light on the high stock returns for periods of high information

flow (earnings announcements).

Finally, the Monday effect is related to the broader issue of market efficiency. French
(1980, p. 68) ‘states that the Monday | effect “appear to be e'vidence of market
inefficiency,” since the mean return on Monday should be either the same as Friday (if
expected returns are zero on non-trading days) or three times that of Friday (if expected

returns on non-trading days and trading days are similar).

In this paper, | hypothesize that the Monday effect is partly driven by short sellers.
Prior literature documents that institutional short sellers forgo a portion of the interest

earned on short selling proceeds, while individual short sellers typically forgo the entire

? Subtracting the market return from the firm return does not solve the problem as long as the cause of the
Monday effect is unknown. In this example, if the low market return over the weekend is due to firms
releasing bad news, then subtracting the market return will understate the effect in an event study.

* Examples include Ball and Kothari (1991), Beaver (1968), and Cohen, Dey, Lys, and Sunder (2007).



amount.’ This implicit cost of short selling is the same each calendar day, whether
markets are closed or open. On the other hand, short sellers derive greater benefit when
markets are open, since public information that validates their belief is more likely to
arrive when the market is open (which corresponds to days with higher information flow).
Thus, short sellers are more likely to close their short positions on Fridays, relative to
other days. As a result, there is excess buying pressure on Fridays which raises Fridays’
closing prices slightly. Mechanically, this abnormally high closing price on Friday results

in slightly higher stock returns on Friday, and a lower stock returns on Monday.°

To be sure, I do not mean that short sellers close a position on Friday, and reopen that
same position on the following Monday, since the transaction cost incurred (e.g., bid-ask
spread) is likely to exceed the savings on short selling cost. What I mean is that when
short sellers finally decide to close their position, they are more likely to do so on a
Friday, relative to othér days. I also do not maké any prediction on the da.y short sellers
open their short position, though it is reasonable to assume that they will do so

immediately upon receipt of any private negative information.

My explanation of the Monday effect is related to two prior studies. While I argue
that it is the decreased flow of news (from Friday close to Monday close) that drives the
Monday effect, Damodaran (1989) argues that it is bad news that causes the Monday

effect (i.e., the market is systematically surprised by poor earnings announcements). As

5 See, for example, Boehmer et al. (2008, p. 523), Cohen et al. (2007, p. 2066), Fortune (2000, p. 31), and
Jones and Lamont (2002, p. 212).

6 Throughout this paper, the return on Friday is measured from Thursday close to Friday close, while the
return on Monday is measured from Friday close to Monday close.



an approximate paraphrase, Damodaran (1989) argues that the mean return on Monday is
low because the first moment of earnings announced after Friday close is low, while 1
argue that the mean return on Monday is low because the second moment of return on

Monday is low.

My study also builds on the findings of Chen and Singal (2003), who explain that
short sellers close their positions on Fridays and “reestablish new short positions on
Mondays” to avoid volatility over the weekend. Their hypothesis, however, raises several
troubling issues. First, aside from the fact that closing and reestablishing new short
positions is costly (given the bid-ask spread), there is no evidence that short selling is
more prevalent on Monday (Blau et al., 2007). Second, even if it were true that market
participants seek to avoid volatility over the weekend, it is unclear why the effect from
the unwinding of short positions should be greater than that from the unwinding of long
pésitions (especially since. there are certainly mofe market participants with long
positions).” Finally, short sellers generally perceive themselves as sophisticated investors
with private negative information. Why then should they be concerned about volatility
over weekend, since firm-specific news/volatility should favor their bearish outlook,

while market-wide volatility can be easily hedged away?

Even though my explanation seems to be in direct contradiction with the explanation
in Chen and Singal (2003) (since I hypothesize that short sellers close their position

because there is too little volatility/news over the weekend), none of the evidence in Chen

" This is true by construction. D’Avolio (2002, p. 302) explains that “for the loan market to clear, not all
investors can lend”.



and Singal (2003) contradicts my explanation. In fact, as I explain in Section 3, their

evidence helps support my explanation.

In subsequent sections, I find support for my explanation from seven predictions. In
particular, I disentangle my explanation from Chen and Singal (2003), and show that the
Monday effect is higher when there is relatively lower information flow over Monday, or
when the cost of short selling is higher. The inference from information flow will be
mutually exclusive, in the sense that the result either supports Chen and Singal (2003) or
my hypothesis. The prediction relating to the cost of short selling is unique to my
hypothesis, and is not predicted by anmy prior studies. I also make cross-sectional
predictions related to the level of short interest and the availability of a traded option
market (since put option serves as an alternative to short selling). To the extent that there
is lower information flow during holidays, | make intertemporal predictions on pre/post
returns 'around holiday and long-weekends (i.e., weekendg with adjacent holidays). ‘In
addition, I reject recent claims that the Monday effect arises from either data-snooping or
infrequent events. In an out-of-sample test, both the mean and median market returns on
Friday is higher than that on Monday in 36 out of the most recent 37 years. Lastly, I also
find that returns are generally increasing from Monday through Friday.® This suggests
that short sellers who are less certain of their private information close their positions

before Friday to avoid the mad rush (“short squeeze™) in covering their positions.

This paper contributes to the literature in three ways. First, this paper offers an

explanation for the Monday effect, and provides evidence that both information flow and

® This is not a typo. I am referring to returns, and not price level.



the cost of short selling are systematically related to stock returns. Second, it shows that
some recent explanations for the Monday effect, including the widely held belief that the
Monday effect is due to data-snooping by researchers, are not supported by data.
Hopefully, this paper will stimulate renewed interest in the Monday effect. Finally, this
paper contributes to the literature by providing a unifying framework for numerous

disparate findings in the literature.

The rest of this paper is organized as follows. The next section reviews the literature.
Section 3 develops my hypothesis. Section 4 describes the data source and defines the
variables. Section 5 and 6 explain the results of my time-series and cross-sectional

analyses. Section 7 concludes.

2. Related literature

This papelr builds on a rich literaturé that documents and offe;s various explanations
for the Monday effect. The Monday effect does not exist only in the stock exchanges of
United States. It also exists in the over-the-counter market (Keim and Stambaugh, 1984),
and in the equity market of several countries (Jaffe and Westerfield, 1985a, 1985b; Kim,

1988; Aggarwal and Rivoli, 1989; Jaffe et al., 1989; and Chang et al., 1993).

A plethora of explanations for the Monday effect has been investigated over the past
three decades. These include: strategic announcement of poor earnings and dividend
during weekends (Damodaran, 1989), measurement error and specialist-related
explanations (Keim and Stambaugh, 1984), bid-ask bounce (Keim, 1989), delay in trade

settlement (Gibbons and Hess, 1981; Lakonishok and Levi, 1982; Dyl and Martin, 1985;



and Lakonishok and Levi, 1985), non-synchronous trading (Abraham and lkenberry,

1994), and the expiration day of stock options (Wang et al., 1997).

However, by and large, there is a dearth of well-accepted explanations.” For example,
Damodaran (1989) concludes that he can explain only 3.4 percent of the Monday effect.
Keim and Stambaugh (1984) reject both the measurement error and specialist-related
explanations. Wang et al. (1997) find that the expiration day of stock option cannot
explain the Monday effect. Abraham and lkenberry (1994, p. 264) provide evidence that
non-synchronous trading problem is not an issue. Interestingly, in a literature review
conducted more than two decades ago, Thaler (1987, p.174) commented “Most of the

reasonable, or even not so reasonable, explanations have been tested and rejected.”

Three recent lines of explanation have since been offered. Kamstra et al. (2000, p.
1009), the first su;:h explanation, hypothesiée “a psychological mec};anism by which
daylight saving time changes impact on the functioning of financial markets on two
particular weekends every year.” They then argue that the Monday effect arises from the

resulting sleep disruption during two weekends each year.

The claim of data-snooping is the second recent explanation.'® Sullivan et al. (2001, p.

249-261) point out the lack .of out-of-sample validation in Cross (1973). Given that it

® Chen and Singal (2003, p. 686) also agree that “the weekend effect remains largely an unresolved issue”.
' While previous studies (e.g., Lakonishok and Smidt (1988, Table 2)) have argued that the Monday effect
is not due to data-snooping, their evidence is clearly not sufficiently convincing (given Rubinstein (2001)
and Sullivan et al. (2001). A weakness in their study (where they showed that the Monday effect also exists
in other sample sub-periods) is that their results could be driven by a few extreme outliers (e.g., the “Black
Monday” of October 1987).



was “based on market participants’ claim that prices tend to fall on Mondays... the same
data were used to formulate and test the hypothesis.” Furthermore, they argue that since
“the hypothesis of a Monday effect was not based on any theory,” the “fullAcombination
of possibilities” available to a researcher intent on data-snooping is large. They suggested
that once properly “evaluated in the context of the full universe from which such rules

were drawn, calendar effects no longer remain significant.”

In the third recent explanation, Chen and Singal (2003, p. 685-688) hypothesize that
short sellers fear the presence of volatility over the weekend, since “even little volatility
during nontrading hours can be devastating as the short sellers are unable to trade.”'!
Thus, they suggested that short sellers “close their speculative positions on Fridays and

reestablish new short positions on Mondays causing stock prices to rise on Fridays and

fall on Mondays.”

In the next section, I offer a new explanation for the Monday effect. 1 will also

develop tests to distinguish my explanation from these three recently offered explanations.

3. Hypothesis development

I conjecture that short sellers prefer to hold their short position over periods with
higher information flow (e.g., when the market is open). This is because, by virtue of

taking a short position, short sellers must generally believe that they possess private

! Fields (1934) was the first to suggest that the Monday effect is related to the presence of short sellers,
though he provides little evidence to substantiate his claim. Moreover, his study was relatively obscure till
recent years. Chen and Singal (2003) is the first study that seriously investigates this hypothesis.



information about a firm.'? Short sellers rely on, and benefit from, higher (public)

information flow to unlock the value of their private information.

The cost of short selling is, however, invariant to whether markets are closed or open.
In short sales, the entire proceeds from short selling are generally kept by the broker as
cash collateral (D’ Avolio, 2002, p.275). At a minimum, short sellers forgo a fraction of
the interest earned on the cash collateral. Thus, this implicit cost of short selling is the

same each calendar day.

The key insight is that while it is three times more costly to hold a short position from
Friday close to Monday close (compared to any other days), the benefit (in terms of
information flow from Friday close to Monday close) is typically less than three times
that on other days (French and Roll, 1986). Hence, a short seller is more likely to close

his short position (and drive up prices slightly) on Friday.

However, this buying pressure on Friday may not necessarily materialize into higher
share price if there are sufficient counteracting forces. First, brokers could lower the cost
of short selling over the weekend to induce short sellers not to close their positions on
Friday (say, by offering a higher rebate rate for weekends). This will induce more short
sellers to hold on to their short positions. Second, if sufficiently large numbers of
investors defer their purchases from Friday to Monday (or hasten their divestment from

Monday to Friday), the decrease in buying pressure on Friday could offset the buying

'2 Clearly, not all short sellers possess private information. For example, some short to “lock in” profits
from long positions (since higher taxes can result from liquidating long positions too early).



pressure from short sellers. However, given the industry norm where rebate rate is
unchanged during weekends, and the widespread belief that the Monday effect arises
from data-snooping, both scenarios are remote and unlikely to impede the buying

pressure from translating into higher share prices.

Below, I make seven predictions to test the validity of my explanation. The common
theme underlying all these predictions stems from the above cost-benefit analysis. By
exploiting unique features of my explanation, I also generate predictions to distinguish

my explanation from the other three recently offered explanations.

First, I like to establish that the Monday effect is systematic, and does not arise from
either data-snooping (e.g., Sullivan et al., 2001), nor some infrequent events (e.g.,
Kamstra et al., 2000). Thus, I predict that:

Hypothesis H1: The Monday effect persists in an out-of-sample test.

Hypothesis H2: The median return on Friday is significantly higher than the median

return on Monday in an out-of-sample test.

From my cost-benefit analysis, | make the following unique predictions, in the sense

that they are not predicted by any prior studies.

10



Hypothesis H3: The Monday effect is higher when cost of short selling is higher."

Hypothesis H4: The Monday effect is higher when information flow over Mondays,

relative to information flow over Fridays, is lower.

If short sellers who are less certain about their private negative information close their
positions before Friday to avoid the mad rush (“short squeeze™) in buying to cover their

positions on Friday. Then, by backward induction, I hypothesize that:
Hypothesis HS: Returns across days of the week exhibits an increasing trend.

Finally, I make predictions on availability of the options market on the Monday effect,
and the stock return behavior around holiday and long weekend. To the extent that the
options market serves as an alternative to short selling, and that most standardized option

contracts are settled without trading the underlying security, I predict that:

Hypothesis H6: (a) The Monday effect is lower after put options are introduced in
1977. (b) Cross-sectionally, I also predict that the Monday effect is lower for firms

associated with higher use of put options.

Hypothesis H7: (a) To the extent that there is also little information released over

holiday, the stock return behavior around holiday will be similar to that around the

"> When cost of short selling varies due to shift in the supply of stocks available in the shorting market, an
implicit assumption of H3 is that the demand curve for shorting is sufficiently inelastic. Such assumption is
standard and “common in the literature” (Cohen et al., 2007, p. 2062).

11



weekend (i.e., pre-holiday returns are higher than post-holiday returns). (b) Long
weekends (i.e., weekends with adjacent holidays on Fridays or Mondays) will exhibit

14
more pronounced “Monday effect.”

It turns out that evidence for hypotheses H6 and H7 can be inferred from existing
literature. For hypothesis H6, Chen and Singal (2003, p. 686) show that “the weekend
effect weakens significantly after 1977,” and that “stocks with higher put volume
ratios ... have a significantly smaller weekend effect.” For hypothesis H7, Ariel (1990, p.
1625) finds high stock returns before holidays, and “unremarkable returns on post-
holiday trading days.” Since some holidays always fall on Mondays, Ariel (1990) is
concerned that the high pre-holiday returns may be confounded with high Friday returns.
To ensure that this holiday effect is incremental to that from the Monday effect, Ariel
(1990, p. 1623 and Table 1V(C)) added dummy variables for each day of the week as
control variables and found that this high pre-hoiiday return behavior contiﬁued'to persist.
This means that consistent with my prediction, the Monday effect is higher for long

weekends (i.e., those weekends with adjacent holidays).

While the predictions in the last two hypotheses have been documented in the
existing literature, no prior literature has related it to my explanation. One contribution of
this paper is that my explanation for the Monday effect provides a unifying framework
for these disparate findings. The rest of this paper will focus on testing the remaining five

hypotheses.

'* To be sure, this is not the Monday effect as defined earlier. Here, I mean the difference between
Thursday return and the subsequent Monday return (for Friday holidays), or the difference between Friday
and the subsequent Tuesday return (for Monday holidays).

12



4. Data and variables definition

This section explains how I measure the cost of short selling, Monday effect, and

information flow.

In the time-series analysis, I focus on the cost of short selling as incurred by
individual short sellers, since the cost incurred by institutional investors is not generally
available."” This approach is certainly valid if the cost of short selling for individual
investors is positively related to that for institutional investors (since individual cost of
short selling can then be viewed as a proxy for institutional cost of short selling). To
ensure that my results are robust, I will also exploit a period associated with high short

selling cost, as identified in Jones and Lamont (2002).

In short sales, the entiré proceeds from short selliﬁg are generally kept by tﬁe broker
as cash collateral (D’Avolio, 2002, p. 275). The implicit cost of short selling for
individual short sellers is the risk-free rate, since they typically forgo all the interest
earned on their cash collateral.'® Thus, in subsequent analysis, | measure the cost of short
selling using the monthly risk-free rate (one-month T-Bill return), as calculated by

Ibbotson and Associates, Inc (data available since July 1926)."”

'* Boehmer et al. (2008, p. 523) states that major lenders (such as brokerage firms) consider the cost of
borrowing stocks to be “highly proprietary”.

' Boehmer et al. (2008, p. 523) explain that “individuals face an opportunity cost on their short sales equal
to the short-term riskless rate.” Jones and Lamont (2002, p. 212) state that “individuals who short ...
typically receive a rebate rate of zero, both in modern times and in the 1920s.” See also Cohen et al. (2007,
p. 2066) and Fortune (2000, p. 31).

' The daily risk-free rate is not available before the year 1963.

13



There are certainly other costs of short selling that are not captured by my above
proxy. For example, Federal Reserve Regulation T imposes an additional 50% margin
requirement (i.e., total collateral is 150% of the market value of shares shorted) when the
lender is a U.S. broker-dealer. In addition, short sellers must either post additional
collateral if the prices of their shorted shares increases, or close their position at a
significant loss if they run out of capital (Liu and Longstaff, 2000). Short positions also
run the risk of being involuntarily recalled (at a loss to short sellers if no alternative
lender could be found), as might be the case if the stock lender decides to sell his shares
when prices increase (Jones and Lamont, 2002).'® Finally, if short sellers perceive
themselves as more sophisticated market players, they may value the opportunity cost of

their capital well above than the risk-free rate.

As a robustness test, | also conduct a cross-sectional analysis. | use firm size and
return volatility as my proxy for the cost of short-selling, since D'Avolio (2002) observes

that higher cost of short selling is associated with smaller firms and more volatile stocks.

I define Monday effect as the mean return on Fridays minus that on Mondays. I
obtain daily stock and stock indices returns from the Center for Research in Security
Prices (CRSP). The daily CRSP equal-weighted indices returns are based on all firms in
the three major exchanges (NYSE, NASDAQ, and AMEX) and are inclusive of

distributions. To avoid spurious results arising from potential differences in return

'8 D’ Avolio (2002, p. 273) finds that “having been recalled, the mean (median) time before the short
can be reestablished with the lender is 23 (9) trading days™.

14



volatility, the standard log return (or continuously compounded return) is used throughout

this paper to compute the mean Monday and Friday return (Campbell et al., 1997, p. 11).

I define information flow as the standard deviation of residuals from a market model
regression. This measure is consistent with the existing literature. For example, Ferreira
and Laux (2007, p. 952) explain that “idiosyncratic volatility is a good candidate as a
summary measure of information flow.” Similarly, Thomas (2002, p. 382) argues that
such volatility measure “proxies for the amount of price-relevant information about a

firm that arrives daily to the market.”

To be more precise, in each firm-month, I regress the excess daily firm return on the
daily Fama-French three factors. I then compute the information flow on each day of the
week (i.e., standard deviation of residuals on each day of the week). Since I postulate that
the Monday éffect arises from the dec;ease in information flow .on Monday (relative to
Friday), I define relative information flow as the Monday information flow minus the

Friday information flow."’

The relative information flow is a key variable of interest in my following cross-
sectional analysis.* Certainly, there are factors unrelated to information flow (e.g., bid-
ask spread) that could also affect the standard deviation of residuals. However, to the

extent that such factors affect both the Monday information flow and Friday information

'® Throughout this paper, all returns are measured from close-to-close (e.g., Monday return is measured
from Friday close to Monday close).

20 Strictly speaking, my explanation is based on the expected level of relative information flow. The use of
ex-ante measure is however unnecessary, as the realized measure should be an unbiased, albeit noisy,
estimate of the expected measure under a rational expectations framework.
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flow by similar magnitude, then subtracting the Friday information flow from the

Monday information flow should mitigate the effect of such factors.

5. Time-series analysis

I begin by investigating whether the Monday effect persists in an out-of-sample test
(Hypothesis H1). I compute the mean return on Friday and Monday in each year. The
difference between the mean return on Friday and Monday is the Monday effect. Table 1
(Panel A) shows that the mean return on Friday is higher than the mean return on
Monday in 78 out of 82 years. Since Cross’s (1973) original finding was based on all of
the then available 18 years of data (from 1953 to 1970), my out-of-sample test uses only
data starting after 1970. Both Table 1 (Panel A) and Figure 1 (Panel A) show that the
mean return on Friday is higher than the mean return on Monday in 36 out of the most
recent 37 years. Using a nonparametric test, under the null hypothesis that the return
distribution on Mc'mday is the same as that~on Friday, the probabilit}; that this finding
occurs by mere chance is less than one in a million.*' The use of nonparametric test

mitigates the effect of outliers.

Next, I examine whether the median return on Friday is higher than the median return
on Monday (Hypothesis H2). If the Monday effect is driven mainly by infrequent outliers
(such as the two weekends affected by daylight savings adjustment in Kamstra et al.
(2000)), then there should be little difference in the median Friday and Monday return.

However, Table 1 (Panel B) shows that the median return on Friday is also higher than

! This requires the usual assumption of serial independence (p-value < 0.000001 using a binomial test with
parameters n = 37, success = 36, probability = 0.5). This p-value is the probability of tossing a fair coin 37
times, and observing 36 or more heads or tails. '
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the median return on Monday in 78 out of 82 years. In an out-of-sample test (Figure 1,
Panel B), the median return on Friday is higher than the median return on Monday in 36
out of 37 years. This evidence suggests that it is unlikely that the Monday effect is driven
mainly by infrequent outliers (Kamstra et al., 2000). Table 1 Panels C and D show that
our inference remains largely unchanged whether we examine the equal-weighted or

value-weighted indices return.

As a robustness check, and to rule out the possibility that the Monday effect arises
from features that are unique to certain exchanges (e.g., market maker mechanism), I
repeat the analysis in Table 1 separately for each of the three major exchanges (NYSE,
NASDAQ, and AMEX). Table 2 shows that while the Monday effect is less pronounced
for firms in the NYSE exchange, it is nevertheless strong and significant in all three
exchanges. Note that firms listed in the NYSE exchange are generally larger, and should

be associated with lower cost of short selling.

Table 3 examines whether higher cost of short selling is associated with higher
Monday effect (Hypothesis H3). As explained in Section 4, I measure the cost of short
selling by the monthly risk-free rate. Panel A shows that the cost of short selling is

positive and statistically significant.
As a robustness check, I run the regression separately in each decade (Panel B) and

find that the coefficient estimates in all nine decades are positive. Using a nonparametric

test, the probability that the coefficient estimates in all nine decades are positive is less
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than 0.01. Notice that Figure 2 shows that there is considerable variation in the risk-free

rate over the years, and within each decade.

Table 3 (Panel C) runs yet another robustness test. In each decade, I separate the 120
months into two groups (based on the cost of short selling). In 8 of the 9 decades, the

months with higher cost of short selling exhibit a higher Monday effect (p-value = 0.04).

To further support my hypothesis that the Monday effect increases with the cost of
short selling (Hypothesis H3), I exploit the regime change in the cost of short selling, as
identified in Jones and Lamont (2002, p. 220). Specifically, they find that “The regime
shift in October 1930 was dramatic. Suddenly, no stock lent at a positive rate ... this
unwillingness to lend ... could be justified by fears of legal persecution... the anti-
shorting climate was hysterical in October 1930.” Incidentally, in that same month, the
ﬁnaﬁcial weekly Barron’s (10?20/1930, p-18) describe the high cost of short selliﬁg for

U.S. Steel as “virtually unprecedented.”

Given the dramatic increase in the cost of short selling, hypothesis H3 predicts that
the Monday effect following the regime change to be higher. Consistent with my
prediction, Table 1 finds the Monday effect in the year following the regime change
(1931) to be higher than in the prior year. In fact, both the mean and median Monday
effect in 1931 is the highest in all 82 years of my sample. In unreported tables, a closer

month-by-month analysis reveals a qualitatively similar result.®

22 For example, | compare the two months after October 1930, with the two months before October 1930.
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Hence, 1 conclude that Table 3 supports my hypothesis that the Monday effect
increases with the cost of short selling. This result is especially interesting as the
intertemporal variation of the Monday effect with the risk-free rate is not predicted by

any prior research.

Lastly, I examine whether the returns across the days of the week exhibits an
increasing trend (Hypothesis HS). To avoid outliers (e.g., Black Mondays) from driving
the results, Figure 3 graphs both the mean and median returns over different days of the
week, and demonstrates that the returns across days of the week are generally increasing.
As a robustness test, Figure 4 repeats the analysis in Figure 3 separately for each decade.
Aside from the visually compelling evidence, in unreported results, a regression of
returns on the days of the week yields a positive and statistically significant coefficient
(even when Monday and Friday returns are excluded from the regression analysis).
Hence, | éonclude that Figure 3 supﬁorts my hypothesis that thé returns across the days of"

the week exhibit an increasing trend.

6. Cross-sectional analysis

This section examines whether, cross-sectionally, higher cost of short selling is
associated with higher Monday effect (Hypothesis H3), and whether the Monday effect is

higher when relative information flow is lower (Hypothesis H4).

As explained in Section 4, in the cross-sectional analysis, | measure the cost of short
selling by firm size and return volatility. Table 4 is an investigation based on firm size.

Panels A through J compute the Monday effect in each of the size deciles. These deciles
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are formed by a cross-sectional sort of all NYSE/AMEX/NASDAQ firms based on
market capitalization at the end of the previous calendar year. In the decile associated
with the highest cost of short selling (Panel A, smallest size decile), the overall mean
Monday (Friday) return is —0.16% (0.22%), corresponding to a Monday. effect of 0.38%.
As we move across to the largest size decile, the overall Monday effect decreases rather

monotonically to 0.18%.

Table 5 is an investigation based on return volatility. Panels A through J compute the
Monday effect in each of the standard deviation deciles. These deciles are formed by a
cross-sectional sort of all NYSE/AMEX firms based on standard deviation of return at
the end of the previous calendar year. In the decile associated with the highest cost of
short selling (Panel A, highest standard deviation), the overall mean Monday (Friday)
return is —0.15% (0.45%), corresponding to a Monday effect of 0.60%. As we move
across to the lérgest standard deviation' decile, the overall Monday effect decreases

monotonically to 0.11%.

Finally, I examine whether the Monday effect is higher when relative information
flow is lower (Hypothesis H4). Here, I exploit differences in prediction to disentangle my

hypothesis from that of Chen and Singal (2003).
If the hypothesis in Chen and Singal (2003) holds (i.e., short sellers close their

position on Friday to avoid volatility over the weekend), then firms with higher relative

information flow should be associated with higher Monday effect. This is because
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relative information flow is defined as Monday information flow minus the Friday
information flow (see Section 4 for details), thus higher relative information flow means
a greater flow of information between Friday close to Monday close (relative to the flow
between Thursday close to Friday close). On the contrary, if my hypothesis is more
descriptive (i.e., short sellers dislike the relative lack of volatility over the weekend), then
firms with higher relative information flow should be associated with lower Monday

effect.

Given that my explanation for the Monday effect is based on the contemporaneous
change in information flow, [ do not run predictive regression. As pointed out by Ang et
al. (2008), contemporaneous regression, however, can cause spurious positive correlation
between mean return and information flow due to skewness in stock returns. To address
this issue, I use log returns for all returns in the market model regression. This is the same

approach adopted by Ang et al. (2008, p. 28).

In Table 6, I compute the Monday effect and the relative information flow for each
firm-month. In each year, [ sort the firm-months into deciles based on its relative
information flow, and tabulate the Monday effect in each decile. Consistent with
hypothesis H4, the Monday effect decreases With higher relative information flow. This
decrease is generally monotonic for the Monday effect, and is both economically and
statistically significant. Thus, the Monday effect is not due to the fear of volatility over

the weekend. Rather, it arises from the relative lack of volatility over the weekend.
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Even though the main purpose of this analysis is to disentangle my hypothesis from
that of Chen and Singal (2003), skeptics might argue that a larger relative information
flow will naturally lead to a larger Monday effect, as long as my measure of information

flow captures risk, and is thus priced.23

However, it is important to note that unlike a cost-based explanation, a risk-based
story cannot explain why Mondays’ returns are generally negative (as we observed in
Table 1). Furthermore, a risk-based story would not predict the intertemporal relationship

of the Monday effect with the cost of short selling.

7. Conclusion

In this paper, 1 hypothesize that both information flow and the cost of short selling
have systematic impact on stock returns. I investigate my hypothesis in the context of the
Monday effect. Since short‘selling is costly, short selllers must generally believe'that they
possess valuable private information. Short sellers rely on, and benefit from, public
information to unlock the value of their private information. Hence, I conjecture that
short sellers are more likely to close their short positions on Friday when relative

information flow is lower, or when the cost of short selling is higher.

Despite the use of crude proxies, I find support for my explanation from seven
predictions. In particular, I show that the Monday effect is higher when relative

information flow is lower, or when the cost of short selling is higher. I also make

¥ While idiosyncratic volatility / risk might be priced when not all assets are traded or can be diversified
(e.g., human capital and private business ownership), Ang et al. (2005) finds a negative cross-sectional
relation between idiosyncratic volatility and stock returns.
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predictions on how the Monday effect varies with the level of short interest and the
availability of a traded options market. To the extent that there is lower information flow
over holiday, [ make predictions for pre/post returns around holidays and long weekends.
In addition, [ also reject recent claims that the Monday effect arises from either data-
snooping or infrequent events. Using CRSP indices returns, [ find that both the mean and
median return on Friday is higher than that on Monday in 78 out of 82 years (full sample),
or 36 out of 37 years (out-of-sample test). Finally, I also find that returns are generally
increasing from Monday through Friday. This suggests that short sellers who are less
certain of their private information close their positions before Friday to avoid the rush

(“short squeeze™) in covering their positions.
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Panel A: Mean Friday return minus mean Monday return in each year

008+
006

0044 M 7] = A [

i [l

HULULUHLLUHLL,

Difference

-.002

T

I T i T ] T T
1971 1976 1981 1986 1991 1996 2001 2006
Year

Panel B: Median Friday return minus median Monday return in each year

.008
.006

0044 ||+ _

R AT

-.002

Difference
|

1 I T T i I T
1971 1976 1981 1986 1991 1996 2001 2006
Year

Figure 1: Difference between mean/median daily return on Friday and Monday in each
year, computed using the daily equal-weighted CRSP indices returns. Here, I use data

after the year 1970 for an out-of-sample analysis.
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Figure 2: Monthly risk-free rate (one-month T-Bill return) from July 1926 to December
2007, as calculated by Ibbotson and Associates, Inc.
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Panel A: Mean daily return in each day of the week
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Figure 3: Mean and median daily return for each day of week, computed using the daily
equal-weighted CRSP indices returns from year 1926 to 2007. Note that the stock market
is no longer open on Saturday after the year 1952.
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Panel A: Mean daily return in each day of the week
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Panel B: Median daily return in each day of the week
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Figure 4: Mean and median daily return for each day of week, grouped by decade. This
is a decade by decade analysis to confirm that the results reported in Figure 3 are robust.
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Table 1: Monday effect in each year. In Panel A (Panel B), I compute the mean
(median) return on Monday and Friday in each year, computed using the daily CRSP
equal-weighted daily indices returns.

In Panel C (Panel D), I compute the mean (median) return on Monday and Friday in each
year, computed using the daily CRSP value-weighted daily indices returns.

The two-sided p-value indicated under each panel tests the null hypothesis that the return
distribution on Monday is the same as that on Friday. This binomial test is an out-of-

sample analysis and uses only data after the year 1970.

Panel A: Mean Monday and Friday return (equal-weighted daily indices returns)

Monday  Friday Monday  Friday

Year Return Return Difference Year Return Return Difference
1926 -0.20% 0.08 % 0.28% 1967 -0.03 % 0.38% 0.41 %
1927 0.03 % 0.13 % 0.10 % 1968 0.11 % 0.19 % 0.08 %
1928 0.00 % 0.19 % 0.19 % 1969 -0.52% 0.13 % 0.65 %
1929 -0.64 % 0.21 % 0.85% 1970 -0.29% 0.19 % 0.48 %
1930 -0.50% -0.07% 0.43 % 1971 0.04 % 0.20 % 0.16 %
1931 -0.65% 0.42 % 1.07 % 1972 -0.13% 0.27 % 0.40 %
1932 -0.20 % 0.52% 0.72 % ‘ 1973 -051% 0.02 % 0.53 %
1933 0.65 % 0.13 % -0.52% 1974 -038% 0.04 % 0.42 %
1934 -041% 0.23 % 0.64 % 1975 0.21 % 0.44 % 0.23 %
1935 023 % 0.42 % 0.19 % 1976 0.13% 0.23 % 0.10 %
1936 -021% 0.10 % 0.31 % 1977 0.01 % 0.27% 0.26 %
1937 -088% -027% 0.61 % 1978 -0.10% 0.29 % 0.39 %
1938 002% -0.12% -0.14 % 1979 - -0.04 % 0.33 % 0.37 %
1939 -034% -0.08% 0.26 % 1980 -0.19% 0.32% 0.51 %
1940 -029% -0.14% 0.15% 1981 -025% 0.26 % 0.51 %
1941 -005% -0.07% -0.02 % 1982 -0.14% 0.28 % 0.42 %
1942 0.06 % 0.22 % 0.16 % 1983 -0.08 % 0.32 % 0.40 %
1943 -0.12% 0.05 % 0.17 % 1984 -0.24% 0.18% 042 %
1944 0.01% 0.25% 0.24 % 1985 -0.04 % 0.26 % 0.30 %
1945 0.12 % 0.17 % 0.05% 1986 -0.19% 0.23 % 0.42 %
1946 -0.33 % 0.29 % 0.62 % 1987 -0.51% 0.23% 0.74 %
1947 -032% -0.09% 0.23 % 1988 -0.01 % 0.24 % 0.25%
1948 -0.31% 0.06 % 0.37 % 1989 -0.16 % 0.17 % 0.33%
1949 -0.18% -0.03% 0.15% 1990 -0.15% 0.08 % 0.23 %
1950 -0.26 % 0.29 % 0.55 % 1991 0.04 % 0.27 % 0.23 %
1951 -0.16 % 0.13 % 0.29 % 1992 0.06 % 0.28 % 0.22%
1952 -0.08% 0.21 % 0.29 % 1993 0.07 % 0.28 % 0.21 %
1953 -0.28% 0.05 % 0.33 % 1994 -0.10% 0.21 % 031%
1954 0.06 % 0.30 % 0.24 % 1995 0.01 % 0.35% 0.34 %
1955 -0.24 % 0.26 % 0.50 % 1996 -0.01 % 0.28% 0.29 %
1956 -0.11% 0.21 % 0.32 % 1997 0.00 % 0.21 % 021 %
1957 -0.47 % 0.01 % 0.48 % 1998 -0.20% 0.31 % 0.51 %
1958 0.08 % 0.32% 0.24 % 1999 0.10 % 0.39% 0.29 %
1959 -0.13 % 0.26 % 0.39 % 2000 -0.21% 0.30 % 0.51 %
1960 -030% 0.19 % 0.49 % 2001 -0.05% 0.15% 0.20 %
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1961
1962
1963
1964
1965
1966

-0.03%
-035%
-0.09 %

0.02 %
-0.04 %
-0.21 %

0.17 %
0.00 %
0.16 %
0.22%
031 %
0.10 %

0.20 %
0.35 %
0.25 %
0.20 %
035 %
031 %

2002 -0.18% 0.17 % 0.35%
2003 0.24 % 0.16 % -0.08 %
2004 -0.02% 0.16 % 0.18%
2005 0.09 % 0.14 % 0.05%
2006 -0.08 % 0.02 % 0.10 %
2007 -0.16 % 0.12% 0.28 %

All -0.14 % 0.18 % 0.32 %

p-value < 0.000001 using a binomial test with parameters n = 37, success = 36, probability = 0.5

This p-value is the probability of tossing a fair coin 37 times, and observing 36 or more heads or tails.
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Panel B: Median Monday and Friday return (equal-weighted daily indices returns)

Monda Frida .
Year Re turny Re turz’l Difference
1926 -0.03% 020% 0.23 %
1927 0.10%  030% 0.20 %
1928 015% 032% 0.17 %
1929 -034% 024% 0.58 %
1930 001%  0.13% 0.12 %
1931 -054% 043% 0.97 %
1932 -053%  0.13% 0.66 %
1933 -022%  053% 0.75 %
1934 -021% 004%  025%
1935 025%  0.48% 023 %
1936 -0.12% -0.01% 0.11%
1937 -0.52%  0.03% 0.55%
1938 007% -058%  -0.65%
1939 -027% -0.12% 0.15%
1940 -0.18%  0.02% 0.20 %
1941 002% -003% -0.05%
1942 013%  0.28% 0.15 %
1943 005%  0.19% 0.14 %
1944 0.08%  024% 0.16 %
1945 029% 027%  -0.02%
1946 -026%  0.04% 0.30 %
1947 -024% -0.01% 0.23 %
1948 -017%  0.01% 0.18 %
1949 -017% -0.06% 0.11 %
1950 -0.05%  0.40 % 0.45 %
1951 -003%  0.12% 0.15 %
1952 -0.03%  0.19% 0.22 %
1953 -0.16%  0.12% 0.28 %
1954 -001% 035% 0.36 %
1955 003%  0.30% 0.27 %
1956 -001% 025% 0.26 %
1957 -033%  0.01% 0.34 %
1958 0.16%  0.33% 0.17 %
1959 0.02%  026% 0.24 %
1960 -0.18%  0.16% 0.34 %
1961 0.06%  021% 0.15%
1962 -022%  0.05% 0.27 %
1963 -009% 020% 0.29 %
1964 000%  024% 0.24 %
1965 0.09%  0.36% 0.27 %
1966 -0.05% 023% 0.28 %

Monday

Friday

Year Return Return Difference
1967 0.09%  0.41% 0.32 %
1968 017%  034% 0.17 %
1969 -047%  0.12% 0.59 %
1970 -021%  0.15% 0.36 %
1971 -0.08% 0.12% 0.20 %
1972 -0.14%  030% 0.44 %
1973 -038% 0.01% 0.39 %
1974 -040% -0.04% 0.36 %
1975 -001%  030% 031 %
1976 010%  023% 0.13 %
1977 001% 034% 0.33 %
1978 015% 039% 0.24 %
1979 006%  039% 0.33 %
1980 007%  040% 0.33 %
1981 -0.13%  0.38% 0.51 %
1982 -0.05%  026% 0.31 %
1983 -0.10%  032% 0.42 %
1984 -026%  0.11% 0.37 %
1985 -0.10%  026% 0.36 %
1986 -0.12%  0.28% 0.40 %
1987 -0.05%  026% 031%
1988 -008% 027% 0.35%
1989 -005% 025% 0.30 %
1990 -007% ° 0.17% 0.24 %
1991 002% 023% 0.21 %
1992 0.14% 037% 0.23 %
1993 0.13%  030% 0.17 %
1994 2003%  033% 0.36 %
1995 0.13%  035% 0.22 %
1996 006%  032% 0.26 %
1997 0.18%  0.34% 0.16 %
1998 -0.01% 031% 032 %
1999 0.11%  046% 0.35 %
2000 -001%  049% 0.50 %
2001 006%  0.19% 0.13 %
2002 -0.12%  023% 0.35 %
2003 040% 0.19% -021%
2004 004% 032% 0.28 %
2005 017%  0.19% 0.02 %
2006 006%  0.12% 0.06 %
2007 -002%  023% 0.25 %
All -0.04% 024 % 0.28 %

p-value < 0.000001 using a binomial test with parameters n = 37, success = 36, probability = 0.5
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Panel C: Mean Monday and Friday return (value-weighted daily indices returns)

Monday  Friday Monday  Friday

Year Return Return Difference Year Return Return Difference
1926 -0.16% 0.07% 0.23% 1967 -0.14% 0.14% 0.28%
1927 -0.01% 0.11% 0.12% 1968 0.04% 0.07% 0.03%
1928 -0.05% 0.26% 0.31% 1969 -0.38% 0.12% 0.50%
1929 -0.84% 0.21% 1.05% 1970 -0.28% 0.17% 0.45%
1930 -0.47% -0.07% 0.40% 1971 -0.03% 0.13% 0.16%
1931 -0.62% 0.15% 0.77% 1972 -0.15% 0.23% 0.38%
1932 -0.56% -0.03% 0.53% 1973 -0.48% -0.06% 0.42%
1933 0.21% 0.04% -0.17% 1974 -0.36% -0.21% 0.15%
1934 -0.33% 0.00% 0.33% 1975 0.17% 0.30% 0.13%
1935 0.12% 0.27% 0.15% 1976 0.15% 0.04% -0.11%
1936 -0.21% -0.02% 0.19% 1977 -0.06% 0.10% 0.16%
1937 -0.76% -0.30% 0.46% 1978 -0.06% 0.19% 0.25%
1938 -0.17% -0.11% 0.06% 1979 -0.02% 0.15% 0.17%
1939 -0.27% -0.03% - 0.24% 1980 -0.22% 0.18% 0.40%
1940 -0.19% -0.19% 0.00% 1981 -0.20% 0.11% 0.31%
1941 0.01% -0.17% -0.18% 1982 -0.07% 0.17% 0.24%
1942 - 0.08% 0.01% -0.07% 1983 -0.03% 0.12% 0.15%
1943 -0.12% -0.04% 0.08% 1984 -0.12% 0.08% 0.20%
1944 0.00% 0.14% 0.14% 1985 0.07% 0.17% 0.10%
1945 0.09% 0.10% 0.01% 1986 -0.12% 0.12% 0.24%
1946 -0.27% 0.20% 0.47% 1987 -0.62% -0.01% 0.61%
1947 -0.24% -0.07% 0.17% 1988 0.08% 0.12% 0.04%
1948 -0.28% 0.07% 0.35% 1989 0.01% 0.13% 0.12%
1949 -0.13% -0.03% 0.10% ' 1990 0.09% 0.01% -0.08%
1950 -0.22% 0.25% 0.47% 1991 0.10% -0.02% -0.12%
1951 -0.06% 0.09% 0.15% 1992 0.14% -0.06% -0.20%
1952 -0.05% 0.21% 0.26% 1993 0.15% -0.05% -0.20%
1953 -0.27% 0.04% 0.31% 1994 -0.01% 0.01% 0.02%
1954 0.05% 0.26% 0.21% 1995 0.08% 0.13% 0.05%
1955 -0.22% 0.27% 0.49% 1996 0.09% 0.13% 0.04%
1956 -0.11% 0.26% 0.37% 1997 0.13% 0.08% -0.05%
1957 -0.47% -0.02% 0.45% 1998 -0.03% 0.22% 0.25%
1958 0.06% 0.26% 0.20% 1999 0.13% 0.27% 0.14%
1959 -0.13% 0.22% 0.35% 2000 -0.04% 0.02% 0.06%
1960 -0.31% 0.18% 0.49% 2001 -0.09% -0.29% -0.20%
1961 -0.04% 0.14% 0.18% 2002 -0.21% -0.05% 0.16%
1962 -0.32% -0.01% 0.31% 2003 0.12% 0.06% -0.06%
1963 -0.07% 0.11% 0.18% 2004 0.03% 0.02% -0.01%
1964 -0.02% 0.16% 0.18% 2005 0.13% 0.08% -0.05%
1965 -0.12% 0.17% 0.29% 2006 -0.01% -0.05% -0.04%
1966 -0.23% 0.03% 0.26% 2007 -0.09% 0.10% 0.19%

All -0.12% 0.08% 0.20%

p-value = 0.02 using a binomial test with parameters n = 37, success = 26, probability = 0.5
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Panel D: Median Monday and Friday return (value-weighted daily indices returns)

Monday

Friday

Year Return Return Difference
1926 0.03% 0.23% 0.20%
1927 0.18% 0.23% 0.05%
1928 0.08% 0.35% 0.27%
1929 -0.52% 0.33% 0.85%
1930 -0.12% 0.13% 0.25%
1931 -0.66% 0.17% 0.83%
1932 -0.71% -0.13% 0.58%
1933 -0.21% 0.05% 0.26%
1934 -0.37% -0.13% 0.24%
1935 0.21% 0.43% 0.22%
1936 0.03% -0.13% -0.16%
1937 -0.53% -0.16% 0.37%
1938 -0.13% -0.45% -0.32%
1939 -0.14% 0.02% 0.16%
1940 -0.06% 0.00% 0.06%
1941 0.06% -0.13% -0.19%
1942 0.12% 0.06% -0.06%
1943 -0.05% 0.07% 0.12%
1944 0.06% 0.17% 0.11%
1945 0.17% 0.17% 0.00%
1946 -0.11% 0.01% 0.12%
1947 -0.15% 0.06% 0.21%
1948 -0.06% 0.12% 0.18%
1949 -0.16% -0.07% - 0.09%
1950 -0.05% 0.34% 0.39%
1951 -0.02% 0.09% 0.11%
1952 0.01% 0.17% 0.16%
1953 -0.16% 0.08% 0.24%
1954 0.06% 0.31% 0.25%
1955 0.08% 0.30% 0.22%
1956 -0.03% 0.27% 0.30%
1957 -0.39% -0.04% 0.35%
1958 0.26% 0.22% -0.04%
1959 -0.04% 0.19% 0.23%
1960 -0.18% 0.18% 0.36%
1961 0.03% 0.16% 0.13%
1962 -0.22% 0.01% 0.23%
1963 -0.05% 0.14% 0.19%
1964 -0.01% 0.19% 0.20%
1965 -0.01% 0.23% 0.24%
1966 -0.10% 0.06% 0.16%

p-value < 0.01

Monday

Friday

Year Return Return Difference
1967 -0.13% 0.16% 0.29%
1968 0.00% 0.16% 0.16%
1969 -0.43% 0.09% 0.52%
1970 -0.21% 0.11% 0.32%
1971 -0.17% 0.18% 0.35%
1972 -0.15% 0.28% 0.43%
1973 -0.51% -0.10% 0.41%
1974 -0.21% -0.39% -0.18%
1975 0.09% 0.17% 0.08%
1976 0.12% 0.12% 0.00%
1977 -0.10% 0.05% 0.15%
1978 0.00% 0.08% 0.08%
1979 0.09% 0.10% 0.01%
1980 0.16% 0.27% 0.11%
1981 -0.19% 0.05% 0.24%
1982 -0.04% 0.02% 0.06%
1983 0.03% 0.19% 0.16%
1984 -0.15% -0.04% 0.11%
1985 0.04% 0.16% 0.12%
1986 0.07%  0.07% 0.00%
1987 -0.03% 0.00% 0.03%
1988 0.01% 0.17% 0.16%
1989 0.09% 0.29% 0.20%
1990 0.29% -0.07% -0.36%
1991 -0.01% 0.08% 0.09%
1992 0.05% -0.01% -0.06%
1993 0.19% 0.02% -0.17%
1994 0.00% 0.11% 0.11%
1995 0.13% 0.17% 0.04%
1996 0.19% 0.18% -0.01%
1997 0.24% 0.32% 0.08%
1998 0.17% 0.25% 0.08%
1999 0.01% 0.29% 0.28%
2000 0.13% 0.11% -0.02%
2001 0.03% -0.23% -0.26%
2002 -0.06% 0.07% 0.13%
2003 0.36% 0.08% -0.28%
2004 0.01% 0.08% 0.07%
2005 0.19% 0.10% -0.09%
2006 0.04% 0.00% -0.04%
2007 -0.06% 0.20% 0.26%
All -0.04% 0.11% 0.15%

using a binomial test with parameters n = 37, success = 27, probability = 0.5
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Table 2: Monday effect in each year, separately for the three major exchanges. In
Panel A (Panel B), [ compute the mean (median) return on Monday and Friday in each
year, computed using the daily CRSP equal-weighted daily indices returns for firms in
the NYSE exchange. In Panel C (Panel D), I compute the mean (median) value-weighted
returns for firms in the NYSE exchange.

Panels E through H repeats Panels A through D for firms in the AMEX exchange. Panels
[ through L repeats the analysis for firms in the NASDAQ exchange.

The two-sided p-value indicated under each panel tests the null hypothesis that the return
distribution on Monday is the same as that on Friday. This binomial test is an out-of-
sample analysis and uses only data afier the year 1970.

Panel A: Mean Monday and Friday return (NYSE; equal-weighted)

Monday  Friday Monday  Friday

Year Return Return Difference Year Return Return Difference
1926 -0.20% 0.08% 0.28% 1967 -0.09% 0.26% 0.35%
1927 0.03% 0.13% 0.10% 1968 0.07% 0.13% 0.06%
1928 0.00% 0.19% 0.19% 1969 -0.44% 0.11% 0.55%
1929 -0.64% 0.21% 0.85% 1970 -0.24% 0.20% 0.44%
1930 -0.50% -0.07% 0.43% 1971 0.04% 0.15% 0.11%
1931 -0.65% 0.42% 1.07% 1972 -0.12% 0.22% 0.34%
1932 -0.20% 0.52% 0.72% 1973 -0.51% 0.01% 0.52%
1933 0.65% 0.13% -0.52% 1974 -0.41% -0.04% 0.37%
1934 -0.41% 0.23% 0.64% 1975 0.26% 0.47% 0.21%
1935 0.23% 0.42% 0.19% 1976 0.19% 0.15% -0.04%
1936 ~ -0.21% 0.10% 0.31% 1977 © -0.05% 0.21% 0.26%
1937 -0.88% -0.27% 0.61% 1978 -0.13% 0.23% 0.36%
1938 0.02% -0.12% -0.14% 1979 -0.08% 0.26% 0.34%
1939 -0.34% -0.08% 0.26% 1980 -0.23% 0.24% 0.47%
1940 -0.29% -0.14% 0.15% 1981 -0.19% 0.21% 0.40%
1941 -0.05% -0.07% -0.02% 1982 -0.08% 0.22% 0.30%
1942 0.06% 0.22% 0.16% 1983 -0.04% 0.18% 0.22%
1943 -0.12% 0.05% 0.17% 1984 -0.18% 0.14% 0.32%
1944 0.01% 0.25% 0.24% 1985 -0.01% 0.21% 0.22%
1945 0.12% 0.17% 0.05% 1986 -0.16% 0.20% 0.36%
1946 -0.33% 0.29% 0.62% 1987 -0.58% 0.08% 0.66%
1947 -0.32% -0.09% 0.23% 1988 0.03% 0.18% 0.15%
1948 -0.31% 0.06% 0.37% 1989 -0.08% 0.10% 0.18%
1949 -0.18% -0.03% 0.15% 1990 -0.09% 0.03% 0.12%
1950 -0.26% 0.29% 0.55% 1991 0.08% 0.16% 0.08%
1951 -0.16% 0.13% - 0.29% 1992 0.05% 0.08% 0.03%
1952 -0.08% 0.21% 0.29% 1993 0.10% 0.08% -0.02%
1953 -0.28% 0.05% 0.33% 1994 -0.06% 0.05% 0.11%
1954 0.06% 0.30% 0.24% 1995 0.02% 0.17% 0.15%
1955 -0.24% 0.26% 0.50% 1996 0.04% 0.14% 0.10%
1956 -0.11% 0.21% 0.32% 1997 0.06% 0.09% 0.03%
1957 -0.47% 0.01% 0.48% 1998 -0.16% 0.14% 0.30%
1958 0.08% 0.32% 0.24% 1999 0.02% 0.19% 0.17%
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1959
1960
1961
1962
1963
1964
1965
1966

-0.13%
-0.30%
-0.03%
-0.33%
-0.08%

0.01%
-0.07%
-0.21%

0.26%
0.19%
0.17%
-0.01%
0.12%
0.19%
0.24%
0.06%

0.39%
0.49%
0.20%
0.32%
0.20%
0.18%
0.31%
0.27%

2000 0.01%  0.08% 0.09%
2001 -0.03%  0.04% 0.07%
2002 0.15%  0.09% 0.24%
2003 0.17%  0.12% -0.05%
2004 -0.03%  0.14% 0.17%
2005 0.12%  0.13% 0.01%
2006 -0.04%  0.00% 0.04%
2007 -0.14%  0.12% 0.26%

All -0.13%  0.14% 0.27%

p-value < 0.000001 using a binomial test with parameters n = 37, success = 34, probability = 0.5
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Panel B: Median Monday and Friday return (NYSE; equal-weighted)

Monday  Friday Monday  Friday

Year Return Return Difference Year Return Return Difference
1926 -0.03% 0.20% 0.23% 1967 0.08% 0.23% 0.15%
1927 0.10% 0.30% 0.20% 1968 0.13% 0.29% 0.16%
1928 0.15% 0.32% 0.17% 1969 -0.45% 0.09% 0.54%
1929 -0.34% 0.24% 0.58% 1970 -0.19% 0.13% 0.32%
1930 0.01% 0.13% 0.12% 1971 -0.13% 0.12% 0.25%
1931 -0.54% 0.43% 0.97% 1972 -0.10% 0.24% 0.34%
1932 -0.53% 0.13% 0.66% 1973 -0.40% 0.04% 0.44%
1933 -0.22% 0.53% 0.75% 1974 -0.50% -0.21% 0.29%
1934 -0.21% 0.04% 0.25% 1975 -0.04% 0.30% 0.34%
1935 0.25% 0.48% 0.23% 1976 0.15% 0.19% 0.04%
1936 -0.12% -0.01% 0.11% 1977 -0.03% 0.27% 0.30%
1937 -0.52% 0.03% 0.55% 1978 -0.04% 0.31% 0.35%
1938 0.07% -0.58% -0.65% 1979 0.03% 0.24% 0.21%
1939 -0.27% -0.12% 0.15% 1980 0.12% 0.33% 0.21%
1940 -0.18% 0.02% 0.20% 1981 -0.10% 0.32% 0.42%
1941 0.02% -0.03% -0.05% 1982 0.00% 0.07% 0.07%
1942 0.13% 0.28% 0.15% 1983 0.00% 0.28% 0.28%
1943 0.05% 0.19% 0.14% 1984 -0.19% 0.08% 0.27%
1944 0.08% 0.24% 0.16% 1985 -0.04% 0.23% 0.27%
1945 0.29% 0.27% -0.02% 1986 -0.07% 0.23% 0.30%
1946 -0.26% 0.04% 0.30% 1987 0.00% 0.06% 0.06%
1947 -0.24% -0.01% 0.23% 1988 -0.08% 0.22% 0.30%
1948 -0.17% 0.01% 0.18% 1989 0.02% 0.19% 0.17%
1949 -0.17% ° -0.06% 0.11% ' 1990 -0.02% " 0.02% 0.04%
1950 -0.05% 0.40% 0.45% 1991 0.06% 0.22% 0.16%
1951 -0.03% 0.12% 0.15% 1992 0.09% 0.09% 0.00%
1952 -0.03% 0.19% 0.22% 1993 0.15% 0.09% -0.06%
1953 -0.16% 0.12% 0.28% 1994 -0.01% 0.19% 0.20%
1954 -0.01% 0.35% 0.36% 1995 0.08% 0.14% 0.06%
1955 0.03% 0.30% 0.27% 1996 0.12% 0.18% 0.06%
1956 -0.01% 0.25% 0.26% 1997 0.17% 0.23% 0.06%
1957 -0.33% 0.01% 0.34% 1998 -0.03% 0.14% 0.17%
1958 0.16% 0.33% 0.17% 1999 -0.03% 0.23% 0.26%
1959 0.02% 0.26% 0.24% 2000 -0.08% 0.14% 0.22%
1960 -0.18% 0.16% 0.34% 2001 0.09% 0.02% -0.07%
1961 0.06% 0.21% 0.15% 2002 -0.22% 0.21% 0.43%
1962 -0.21% 0.01% 0.22% 2003 0.40% 0.15% -0.25%
1963 -0.08% 0.18% 0.26% 2004 -0.01% 0.19% 0.20%
1964 0.02% 0.22% 0.20% 2005 0.20% 0.11% -0.09%
1965 0.10% 0.29% 0.19% 2006 0.09% 0.04% -0.05%
1966 0.00% 0.17% 0.17% 2007 -0.03% 0.24% 0.27%

All -0.03% 0.18% 0.21%

p-value < 0.00001 using a binomial test with parameters n = 37, success = 32, probability = 0.5
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Panel C: Mean Monday and Friday return (NYSE; value-weighted)

Monday Friday Monday  Friday

Year Return Return Difference Year Return Return Difference
1926 -0.16% 0.07% 0.23% 1967 -0.14% 0.13% 0.27%
1927 -0.01% 0.11% 0.12% 1968 0.03% 0.06% 0.03%
1928 -0.05% 0.26% 0.31% 1969 -0.37% 0.12% 0.49%
1929 -0.84% 0.21% 1.05% 1970 -0.27% 0.17% 0.44%
1930 -0.47% -0.07% 0.40% 1971 -0.03% 0.12% 0.15%
1931 -0.62% 0.15% 0.77% 1972 -0.15% 0.22% 0.37%
1932 -0.56% -0.03% 0.53% 1973 -0.47% -0.07% 0.40%
1933 0.21% 0.04% -0.17% 1974 -0.35% -0.23% 0.12%
1934 -0.33% 0.00% 0.33% 1975 0.18% 0.29% 0.11%
1935 0.12% 0.27% 0.15% 1976 0.16% 0.03% -0.13%
1936 -0.21% -0.02% 0.19% 1977 -0.07% 0.09% 0.16%
1937 -0.76% -0.30% 0.46% 1978 -0.05% 0.18% 0.23%
1938 -0.17% -0.11% 0.06% 1979 -0.01% 0.12% 0.13%
1939 -0.27% -0.03% 0.24% 1980 -0.20% 0.15% 0.35%
1940 -0.19% -0.19% 0.00% 1981 -0.17% 0.09% 0.26%
1941 0.01% -0.17% -0.18% 1982 -0.05% 0.16% 0.21%
1942 0.08% 0.01% -0.07% 1983 -0.01% 0.09% 0.10%
1943 -0.12% -0.04% 0.08% 1984 -0.09% 0.06% 0.15%
1944 0.00% 0.14% 0.14% 1985 0.08% 0.16% 0.08%
1945 0.09% 0.10% 0.01% 1986 -0.09% 0.12% 0.21%
1946 -0.27% 0.20% 0.47% 1987 -0.63% -0.03% 0.60%
1947 -0.24% -0.07% 0.17% 1988 0.10% 0.12% 0.02%
1948 -0.28% 0.07% 0.35% 1989 0.04% 0.14% 0.10%
1949 -0.13% -0.03% 0.10% "~ 1990 0.12% 0.02% -0.10%
1950 -0.22% 0.25% 0.47% 1991 0.11% -0.03% -0.14%
1951 -0.06% 0.09% 0.15% 1992 0.16% -0.06% -0.22%
1952 -0.05% 0.21% 0.26% 1993 0.18% -0.06% -0.24%
1953 -0.27% 0.04% 0.31% 1994 0.01% 0.00% -0.01%
1954 0.05% 0.26% 0.21% 1995 0.10% 0.12% 0.02%
1955 -0.22% 0.27% 0.49% 1996 0.13% 0.12% -0.01%
1956 -0.11% 0.26% 0.37% 1997 0.14% 0.08% -0.06%
1957 -0.47% -0.02% 0.45% 1998 -0.02% 0.20% 0.22%
1958 0.06% 0.26% 0.20% 1999 0.05% 0.21% 0.16%
1959 -0.13% 0.22% 0.35% 2000 0.22% -0.10% -0.32%
1960 -0.31% 0.18% 0.49% 2001 -0.05% -0.19% -0.14%
1961 -0.04% 0.14% 0.18% 2002 -0.20% -0.02% 0.18%
1962 -0.32% -0.01% 0.31% 2003 0.09% 0.11% 0.02%
1963 -0.07% 0.11% 0.18% 2004 0.02% 0.03% 0.01%
1964 -0.02% 0.16% 0.18% 2005 0.12% 0.09% -0.03%
1965 -0.12% 0.17% 0.29% 2006 0.00% -0.03% -0.03%
1966 -0.23% 0.02% 0.25% 2007 -0.08% 0.10% 0.18%

All -0.11% 0.07% 0.18%

p-value < 0. 05 using a binomial test with parameters n = 37, success = 25, probability = 0.5
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Panel D: Median Monday and Friday return (NYSE; value-weighted)

Monday  Friday Monday  Friday

Year Return Return Difference Year Return Return Difference
1926 0.03% 0.23% 0.20% 1967 -0.12% 0.16% 0.28%
1927 0.18%  0.23% 0.05% 1968 0.00% 0.16% 0.16%
1928 0.08% 0.35% 0.27% 1969 -0.40% 0.09% 0.49%
1929 -0.52% 0.33% 0.85% 1970 -0.22% 0.13% 0.35%
1930 -0.12% 0.13% 0.25% 1971 -0.17% 0.17% 0.34%
1931 -0.66% 0.17% 0.83% 1972 -0.17% 0.29% 0.46%
1932 -0.71% -0.13% 0.58% 1973 -0.50% -0.14% 0.36%
1933 -0.21% 0.05% 0.26% 1974 -0.23% -0.42% -0.19%
1934 -0.37% -0.13% 0.24% 1975 0.15% 0.17% 0.02%
1935 0.21% 0.43% 0.22% 1976 0.11% 0.13% 0.02%
1936 0.03% -0.13% -0.16% 1977 -0.08% 0.04% 0.12%
1937 -0.53% -0.16% 0.37% 1978 0.01% 0.06% 0.05%
1938 -0.13% -0.45% -0.32% 1979 0.09% 0.06% -0.03%
1939 -0.14% 0.02% 0.16% 1980 0.15% 0.27% 0.12%
1940 -0.06% 0.00% 0.06% 1981 -0.19% -0.01% 0.18%
1941 0.06% -0.13% -0.19% 1982 -0.01% -0.06% -0.05%
1942 0.12% 0.06% -0.06% 1983 0.07% 0.15% 0.08%
1943 -0.05% 0.07% 0.12% 1984 -0.16% 0.00% 0.16%
1944 0.06% 0.17% 0.11% 1985 -0.01% 0.17% 0.18%
1945 0.17% 0.17% 0.00% 1986 0.09% 0.07% -0.02%
1946 -0.11% 0.01% 0.12% 1987 0.02% -0.01% -0.03%
1947 -0.15% 0.06% 0.21% 1988 0.01% 0.19% 0.18%
1948 -0.06% 0.12% 0.18% 1989 0.13% 0.30% 0.17%
1949 -0.16% -0.07% ©0.09% 1990 0.36% -0.09% -0.45%
1950 -0.05% 0.34% 0.39% 1991 -0.04% 0.03% 0.07%
1951 -0.02% 0.09% 0.11% 1992 0.08% -0.06% -0.14%
1952 0.01% 0.17%" 0.16% 1993 0.17% 0.00% -0.17%
1953 -0.16% 0.08% 0.24% 1994 0.03% 0.12% 0.09%
1954 0.06% 0.31% 0.25% 1995 0.11% 0.12% 0.01%
1955 0.08% 0.30% 0.22% 1996 0.18% 0.23% 0.05%
1956 -0.03% 0.27% 0.30% 1997 0.24% 0.24% 0.00%
1957 -0.39% -0.04% 0.35% 1998 0.03% 0.22% 0.19%
1958 0.26% 0.22% -0.04% 1999 -0.12% 0.16% 0.28%
1959 -0.04% 0.19% 0.23% 2000 0.28% -0.01% -0.29%
1960 -0.18% 0.18% 0.36% 2001 0.03% -0.18% -0.21%
1961 0.03% 0.16% 0.13% 2002 -0.26% 0.16% 0.42%
1962 -0.22% 0.00% 0.22% 2003 0.29% 0.06% -0.23%
1963 -0.05% 0.13% 0.18% 2004 -0.01% 0.10% - 0.11%
1964 0.00% 0.19% 0.19% 2005 0.13% 0.07% -0.06%
1965 -0.01% 0.23% 0.24% 2006 -0.02% 0.05% 0.07%
1966 -0.11% 0.05% 0.16% 2007 -0.04% 0.23% 0.27%

All -0.03% 0.11% 0.14%

p-value < 0.05 using a binomial test with parameters n = 37, success = 25, probability = 0.5
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Panel E: Mean Monday and Friday return (AMEX; equal-weighted)

Monday  Friday Monday  Friday

Year Return Return Difference Year Return Return Difference
1926 1967 0.04% 0.53% 0.49%
1927 1968 0.15% 0.27% 0.12%
1928 1969 -0.63% 0.15% 0.78%
1929 1970 -0.35% 0.18% 0.53%
1930 1971 0.05% 0.27% 0.22%
1931 1972 -0.14% 0.33% 0.47%
1932 1973 -0.53% 0.04% 0.57%
1933 1974 -0.43% 0.17% 0.60%
1934 1975 0.24% 0.55% 0.31%
1935 1976 0.17% 0.28% 0.11%
1936 1977 -0.01% 0.34% 0.35%
1937 1978 -0.13% 0.33% 0.46%
1938 1979 -0.05% 0.38% 0.43%
1939 1980 -0.16% 0.36% 0.52%
1940 1981 -0.24% 0.29% 0.53%
1941 1982 -0.10% 0.32% 0.42%
1942 1983 -0.03% 0.34% 0.37%
1943 1984 -0.23% 0.20% 0.43%
1944 1985 -0.02% 0.22% 0.24%
1945 1986 -0.24% 0.29% 0.53%
1946 1987 -0.59% 0.28% 0.87%
1947 1988 0.03% 0.27% 0.24%
1948 1989 -0.10% 0.18% 0.28%
1949 1990 -0.18% 0.10% 0.28%
1950 : : 1991 0.05% 0.25% 0.20%
1951 1992 0.03% 0.28% 0.25%
1952 1993 0.02% 0.26% 0.24%
1953 1994 -0.08% 0.22% 0.30%
1954 1995 0.00% 0.29% 0.29%
1955 1996 0.01% 0.28% 0.27%
1956 1997 -0.02% 0.22% 0.24%
1957 1998 -0.27% 0.33% 0.60%
1958 1999 0.02% 0.40% 0.38%
1959 2000 -0.10% 0.36% 0.46%
1960 2001 -0.01% 0.32% - 0.33%
1961 2002 -0.11% 0.25% 0.36%
1962 -0.11% 0.16% 0.27% 2003 0.25% 0.29% 0.04%
1963 -0.09% 0.21% 0.30% 2004 -0.04% 0.23% 0.27%
1964 0.05% 0.27% 0.22% 2005 0.02% 0.22% 0.20%
1965 0.01% 0.40% 0.39% 2006 -0.13% 0.16% 0.29%
1966 -0.20% 0.16% 0.36% 2007 -0.12% 0.18% 0.30%

All -0.09% 0.27% 0.36%

p-value < 0.000001 using a binomial test with parameters n = 37, success = 37, probability = 0.5

42



Panel F: Median Monday and Friday return (AMEX; equal-weighted)

Year

Monday
Return

Friday
Return

Difference

1926
1927
1928
1929
1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954

1955

1956
1957
1958
1959
1960
1961
1962
1963

1964

1965
1966

-0.06%
-0.10%
-0.01%

0.13%
-0.05%

0.32%
0.23%
0.28%
0.44%
0.31%

0.38%
0.33%
0.29%
0.31%
0.36%

Monday

Friday

Year Return Return Difference
1967 0.20% 0.56% 0.36%
1968 0.32% 0.39% 0.07%
1969 -0.52% 0.13% 0.65%
1970 -0.19% 0.14% 0.33%
1971 -0.06% 0.19% 0.25%
1972 -0.18% 0.33% 0.51%
1973 -0.39% 0.00% 0.39%
1974 -0.44% -0.02% 0.42%
1975 0.06% 0.34% 0.28%
1976 0.12% 0.24% 0.12%
1977 -0.03% 0.34% 0.37%
1978 0.11% 0.54% 0.43%
1979 0.07% 0.46% 0.39%
1980 0.11% 0.50% 0.39%
1981 -0.10% 0.42% 0.52%
1982 -0.07% 0.42% 0.49%
1983 0.03% 0.38% 0.35%
1984 -0.29% 0.11% 0.40%
1985 -0.14% 0.25% 0.39%
1986 -0.24% 0.30% 0.54%
1987 -0.04% 0.30% 0.34%
1988 -0.06% 0.28% 0.34%
1989 0.01% 0.27% 0.26%
1990 -0.17% " 0.16% 0.33%
1991 -0.06% 0.35% 0.41%
1992 0.01% 0.36% 0.35%
1993 -0.01% 0.31% 0.32%
1994 -0.07% 0.27% 0.34%
1995 0.12% 0.25% 0.13%
1996 0.09% 0.28% 0.19%
1997 0.11% 0.33% 0.22%
1998 -0.16% 0.30% 0.46%
1999 -0.01% 0.35% 0.36%
2000 -0.07% 0.50% 0.57%
2001 0.02% 0.33% 0.31%
2002 -0.10% 0.24% 0.34%
2003 0.35% 0.32% -0.03%
2004 0.05% 0.29% 0.24%
2005 -0.02% 0.29% 0.31%
2006 0.01% 0.19% 0.18%
2007 0.03% 0.25% 0.22%

All -0.03% 0.30% 0.33%

p-value < 0.000001 using a binomial test with parameters n = 37, success = 36, probability = 0.5
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Panel G: Mean Monday and Friday return (AMEX; value-weighted)

Monday  Friday Monday  Friday

Year Return Return Difference Year Return Return Difference
1926 1967 -0.07% 0.30% 0.37%
1927 1968 0.06% 0.19% 0.13%
1928 1969 -0.55% 0.10% 0.65%
1929 1970 -0.40% 0.15% 0.55%
1930 1971 -0.06% 0.26% 0.32%
1931 1972 -0.19% 0.35% 0.54%
1932 1973 -0.40% 0.00% 0.40%
1933 1974 -0.42% 0.02% 0.44%
1934 1975 0.09% 0.33% 0.24%
1935 1976 0.04% 0.14% 0.10%
1936 1977 -0.06% 0.24% 0.30%
1937 1978 -0.17% 0.27% 0.44%
1938 1979 0.00% 0.45% 0.45%
1939 1980 -0.41% 0.31% 0.72%
1940 1981 -0.50% 0.17% 0.67%
1941 1982 -0.31% 0.20% 0.51%
1942 1983 -0.08% 0.20% 0.28%
1943 ' 1984 -0.27% 0.14% 0.41%
1944 1985 0.03% 0.13% 0.10%
1945 1986 -0.29% 0.18% 0.47%
1946 1987 -0.56% 0.15% 0.71%
1947 1988 -0.02% 0.13% 0.15%
1948 1989 -0.06% 0.10% 0.16%
1949 ' : 1990 -0.15% -0.03% 0.12%
1950 1991 0.00% 0.04% 0.04%
1951 1992 -0.08% 0.02% 0.10%
1952 1993 0.03% 0.09% 0.06%
1953 ' 1994 -0.12% 0.07% 0.19%
1954 1995 -0.05% 0.10% 0.15%
1955 1996 -0.05% 0.12% 0.17%
1956 1997 -0.02% 0.11% 0.13%
1957 1998 -0.29% 0.17% 0.46%
1958 : 1999 0.06% 0.28% 0.22%
1959 2000 -0.16% 0.13% 0.29%
1960 2001 -0.11% 0.07% 0.18%
1961 2002 -0.15% -0.01% 0.14%
1962 -0.10% 0.07% 0.17% 2003 0.12% 0.10% -0.02%
1963 -0.12% 0.16% 0.28% 2004 0.00% 0.14% 0.14%
1964 0.00% 0.13% 0.13% 2005 0.13% 0.18% 0.05%
1965 -0.13% 0.23% 0.36% 2006 -0.11% 0.05% 0.16%
1966 -0.20% 0.11% 0.31% 2007 -0.15% 0.23% 0.38%

All -0.14% 0.15% 0.29%

p-value < 0.000001 using a binomial test with parameters n = 37, success = 36, probability = 0.5
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Panel H: Median Monday and Friday return (AMEX; value-weighted)

Year

Monday
Return

Friday
Return

Difference

1926
1927
1928
1929
1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966

-0.07%
-0.09%

0.00%
-0.01%
-0.10%

0.08%
0.21%
0.14%
0.28%
0.21%

0.15%
0.30%
0.14%
0.29%
031%

p-value < 0.000001 using a binomial test with parameters n = 37, success = 34, probability = 0.5
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Monday

Friday

Year Return Return Difference
1967 0.06% 0.32% 0.26%
1968 0.09% 0.27% 0.18%
1969 -0.29% 0.13% 0.42%
1970 -0.31% 0.09% 0.40%
1971 -0.13% 0.22% 0.35%
1972 -0.12% 0.38% 0.50%
1973 -0.37% -0.06% 0.31%
1974 -0.39% -0.19% 0.20%
1975 0.03% 0.29% 0.26%
1976 0.08% 0.13% 0.05%
1977 0.01% 0.29% 0.28%
1978 0.04% 0.30% 0.26%
1979 0.06% 0.40% 0.34%
1980 -0.23% 0.35% 0.58%
1981 -0.46% 0.19% 0.65%
1982 -0.01% 0.13% 0.14%
1983 -0.04%. 0.30% 0.34%
1984 -0.30% 0.06% 0.36%
1985 0.00% 0.20% 0.20%
1986 -0.20% 0.14% 0.34%
1987 -0.06% 0.10% 0.16%
1988 -0.15% 0.15% 0.30%
1989 -0.05% 0.25% 0.30%
1990 -0.13% 0.05% 0.18%
1991 -0.02% 0.15% 0.17%
1992 -0.08% 0.00% 0.08%
1993 0.09% 0.12% 0.03%
1994 -0.06% 0.17% 0.23%
1995 0.08% 0.11% 0.03%
1996 -0.06% 0.19% 0.25%
1997 0.14% 0.18% 0.04%
1998 -0.02% 0.27% 0.29%
1999 0.00% 0.31% 0.31%
2000 -0.08% 0.24% 0.32%
2001 0.04% 0.16% 0.12%
2002 -0.07% 0.07% 0.14%
2003 0.29% 0.19% -0.10%
2004 0.03% 0.23% 0.20%
2005 0.18% 0.16% -0.02%
2006 0.04% -0.07% -0.11%
2007 -0.07% 0.31% 0.38%

All -0.04% 0.19% 0.23%




Panel I: Mean Monday and Friday return (NASDAQ; equal-weighted)

Monday  Friday Monday  Friday

Year Return Return Difference Year Return Return Difference
1926 1967
1927 1968
1928 1969
1929 1970
1930 1971
1931 1972 -1.00% 0.47% 1.47%
1932 1973 -0.49% 0.01% 0.50%
1933 1974 -0.34% 0.03% 0.37%
1934 1975 0.15% 0.37% 0.22%
1935 ' 1976 0.07% 0.27% 0.20%
1936 1977 0.06% 0.28% 0.22%
1937 1978 -0.07% 0.30% 0.37%
1938 1979 -0.02% 0.36% 0.38%
1939 1980 -0.17% 0.36% 0.53%
1940 1981 -0.28% 0.27% 0.55%
1941 1982 -0.17% 0.29% 0.46%
1942 1983 -0.10% 0.37% 0.47%
1943 1984 -0.27% 0.19% 0.46%
1944 1985 -0.05% 0.28% 0.33%
1945 1986 -0.18% 0.22% 0.40%
1946 1987 -0.48% 0.27% 0.75%
1947 1988 -0.04% 0.26% 0.30%
1948 ' 1989 ° -0.21% 0.19% 0.40%
1949 1990 -0.17% 0.10% 0.27%
1950 1991 0.01% 0.32% 0.31%
1951 1992 0.06% 0.38% 0.32%
1952 1993 0.06% 0.39% 0.33%
1953 ‘ 1994 -0.12% 0.29% 0.41%
1954 1995 0.00% 0.45% 0.45%
1955 1996 -0.04% 0.35% 0.39%
1956 1997 -0.03% 0.27% 0.30%
1957 1998 -0.22% 0.40% 0.62%
1958 1999 0.15% 0.51% 0.36%
1959 2000 -0.34% 0.42% 0.76%
1960 2001 -0.07% 0.18% 0.25%
1961 2002 -0.22% 0.20% 0.42%
1962 2003 0.29% 0.15% -0.14%
1963 2004 -0.01% 0.15% 0.16%
1964 2005 0.08% 0.14% 0.06%
1965 2006 -0.10% 0.01% 0.11%
1966 2007 -0.20% 0.10% 0.30%
All -0.10% 0.26% 0.36%

p-value < 0.000001 using a binomial test with parameters n = 36, success = 35, probability = 0.5
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Panel J: Median Monday and Friday return (NASDAQ; equal-weighted)

Monday  Friday Monday  Friday

Year Return Return Difference Year Return Return Difference
1926 1967
1927 1968
1928 1969
1929 1970
1930 1971
1931 1972 -1.00% 0.38% 1.38%
1932 1973 -0.33% 0.02% 0.35%
1933 1974 -0.43% 0.04% 0.47%
1934 1975 0.02% 0.29% 0.27%
1935 1976 0.07% 0.24% 0.17%
1936 1977 0.12% 0.32% 0.20%
1937 1978 0.18% 0.46% 0.28%
1938 1979 0.14% 0.39% 0.25%
1939 1980 0.14% 0.41% 0.27%
1940 1981 -0.20% 0.44% 0.64%
1941 1982 -0.10% 0.41% 0.51%
1942 1983 -0.07% 0.35% 0.42%
1943 1984 -0.31% 0.11% 0.42%
1944 1985 -0.10% 0.29% 0.39%
1945 1986 -0.13% 0.27% 0.40%
1946 1987 -0.09% 0.26% 0.35%
1947 ' 1988 -0.02% 0.25% 0.27%
1948 1989 -0.10% 0.27% 0.37%
1949 ’ ’ 1990 -0.08% 0.20% 0.28%
1950 1991 0.03% 0.34% 0.31%
1951 1992 0.09% 0.41% 0.32%
1952 1993 0.11% 0.39% 0.28%
1953 1994 -0.03% 0.40% 0.43%
1954 1995 0.13% 0.49% 0.36%
1955 1996 -0.01% 0.38% 0.39%
1956 1997 0.19% 0.35% 0.16%
1957 1998 -0.01% 0.37% 0.38%
1958 1999 0.32% 0.51% 0.19%
1959 2000 -0.02% 0.55% 0.57%
1960 2001 0.17% 0.35% 0.18%
1961 2002 -0.12% 0.19% 0.31%
1962 2003 0.45% 0.17% -0.28%
1963 2004 0.14% 0.29% 0.15%
1964 2005 0.15% 0.18% 0.03%
1965 2006 0.09% 0.10% 0.01%
1966 2007 -0.08% 0.26% 0.34%
All -0.02% 0.30% 0.32%

p-value < 0.000001 using a binomial test with parameters n = 36, success = 35, probability = 0.5
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Panel K: Mean Monday and Friday return (NASDAQ; value-weighted)

Year

Monday
Return

Friday
Return

Difference

1926
1927
1928
1929
1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966

Monday

Friday

Year Return Return Difference
1967

1968

1969

1970

1971

1972 -0.78% 0.57% 1.35%
1973 -0.58% 0.01% 0.59%
1974 -0.44% -0.11% 0.33%
1975 0.06% 0.35% 0.29%
1976 0.04% 0.12% 0.08%
1977 -0.03% 0.22% 0.25%
1978 -0.16% 0.25% 0.41%
1979 -0.09% 0.28% 0.37%
1980 -0.32% 0.32% 0.64%
1981 -0.30% 0.25% 0.55%
1982 -0.17% 0.22% 0.39%
1983 -0.19% 0.27% 0.46%
1984 -0.27% 0.16% 0.43%
1985 -0.02% 0.24% 0.26%
1986 -0.24% 0.13% 0.37%
1987 -0.62% 0.09% 0.71%
1988 -0.04% 0.13% 0.17%
1989 -0.17% 0.11% 0.28%
1990 -0.01% -0.03% -0.02%
1991 0.03% 0.05% 0.02%
1992 0.02% -0.08% -0.10%
1993 0.01% 0.01% 0.00%
1994 -0.08% 0.04% 0.12%
1995 -0.01% 0.21% 0.22%
1996 -0.06% 0.17% 0.23%
1997 0.09% 0.07% -0.02%
1998 -0.05% 0.29% 0.34%
1999 0.40% 0.48% 0.08%
2000 -0.60% 0.30% 0.90%
2001 -0.26% -0.65% -0.39%
2002 -0.25% -0.14% 0.11%
2003 0.23% -0.14% -0.37%
2004 0.07% -0.03% -0.10%
2005 0.13% 0.03% -0.10%
2006 -0.03% -0.14% -0.11%
2007 -0.14% 0.07% 0.21%
All -0.12% 0.10% 0.22%

p-value < 0.01 using a binomial test with parameters n = 36, success = 28, probability = 0.5
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Panel L: Median Monday and Friday return (NASDAQ; value-weighted)

Monday  Friday Monday  Friday

Year Return Return Difference Year Return Return Difference
1926 1967
1927 1968
1928 1969
1929 1970
1930 1971
1931 1972 -0.78% 0.20% 0.98%
1932 1973 -0.61% 0.07% 0.68%
1933 1974 -0.41% -0.14% 0.27%
1934 1975 -0.14% 0.25% 0.39%
1935 1976 0.07% 0.18% 0.11%
1936 1977 0.05% 0.30% 0.25%
1937 1978 0.00% 0.38% 0.38%
1938 1979 -0.02% 0.32% 0.34%
1939 1980 -0.03% 0.34% 0.37%
1940 1981 -0.18% 0.35% 0.53%
1941 1982 -0.12% 0.29% 0.41%
1942 1983 -0.15% 0.30% 0.45%
1943 1984 -0.25% 0.02% 0.27%
1944 1985 -0.08% 0.26% 0.34%
1945 1986 -0.22% 0.18% 0.40%
1946 1987 -0.16% 0.12% 0.28%
1947 1988 -0.01% 0.13% 0.14%
1948 1989 -0.07% 0.26% 0.33%
1949 ‘ - 1990 0.11% 0.07% -0.04%
1950 1991 0.03% 0.13% 0.10%
1951 1992 -0.02% -0.07% -0.05%
1952 1993 0.12% 0.14% 0.02%
1953 1994 -0.04% 0.07% 0.11%
1954 1995 0.01% 0.19% 0.18%
1955 1996 0.03% 0.19% 0.16%
1956 1997 0.38% 0.15% -0.23%
1957 1998 0.26% 0.24% -0.02%
1958 1999 0.64% 0.78% 0.14%
1959 2000 -0.38% 0.62% 1.00%
1960 2001 -0.32% -0.11% 0.21%
1961 2002 -0.07% -0.24% -0.17%
1962 2003 0.26% -0.08% = -0.34%
1963 2004 0.05% -0.04% -0.09%
1964 2005 0.24% 0.14% -0.10%
1965 2006 0.07% -0.10% -0.17%
1966 2007 -0.08% 0.14% 0.22%
All -0.03% 0.18% 0.21%

p-value < 0.01 using a binomial test with parameters n = 36, success = 27, probability = 0.5
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Table 3: Effect of cost of short selling on the Monday effect. This time-series analysis
shows that higher cost of short selling is associated with higher Monday effect. In each
month, I compute the Monday effect. The Monday effect is the difference between the
mean return on Friday and Monday, computed using the daily CRSP equal-weighted
indices returns. As explained in Section 4, I use the monthly risk-free rate as the proxy
for the cost of short selling.

Panel A shows that the Monday effect is positively associated with the cost of short
selling (p-value < 0.02).

Panel B provides a robustness check. I run the regression separately in each decade. In all
nine decades, the coefficient estimate for the cost of short selling is positive (p-value <
0.01 using a binomial test with parameters n = 9, success = 9, probability = 0.5).

Panel C provides yet another robustness check. In each decade, I separate the 120 months
into two groups (based on the cost of short selling). In eight of the nine decades, the
months with higher cost of short selling exhibit a higher Monday effect (p-value = 0.04
using a binomial test with parameters n = 9, success = §, probability = 0.5).

Panel A: Time-series (monthly) regression of the Monday effect on the cost of short
selling

(1 (2)
MondayEffect MondayEffect
shortsellcost ' ' 0.21
(2.35)**
Constant 0.0031 0.0025
(13.89)*** (6.98)***
Observations 984 978
R-squared 0.0000 0.0056

Absolute value of t statistics in parentheses
* significant at 10%; ** significant at 5%; *** significant at 1%
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Panel B: Time-series (monthly) regression of the Monday effect on the cost of short
selling, separately in each decade

Sign of coefficient

Decade estimate of shortsellcost
1920 Positive
1930 Positive
1940 Positive
1950 Positive
1960 Positive
1970 Positive
1980 Positive
1990 Positive
2000 Positive

p-value < 0.01 using a binomial test with parameters n = 9, success = 9, probability = 0.5

Panel C: Monday effect in each decade, partitioned by months with low/high cost of
short selling

Decade (Iigit’ of short seﬁ:gﬁ High > Low
1920 0.12 % 0.58 % Yes
1930 0.38% 0.35% No
1940 0.06% 0.26 % " Yes
1950 0.36 % 0.37 % Yes
1960 0.31% 0.34 % Yes
1970 0.22 % 0.46 % Yes
1980 041 % 0.43 % Yes
1990 023% 0.31 % Yes
2000 0.15% 0.23 % Yes

All 0.27 % 0.35% Yes

p-value = 0.04 using a binomial test with parameters n = 9, success = 8, probability = 0.5
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Table 4: Monday effect in each year, separately for each NYSE/AMEX/NASDAQ
capitalization decile. In Panel A through Panel J, | compute the mean return on Monday
and Friday in each year, separately for each NYSE/AMEX/NASDAQ capitalization
decile. Firms with lowest market capitalization are in decile 1.

The two-sided p-value indicated under each panel tests the null hypothesis that the return
distribution on Monday is the same as that on Friday. This binomial test is an out-of-

sample analysis and uses only data after the year 1970.

Panel A: Mean Monday and Friday return (Decile 1)

Monday  Friday Monday  Friday

Year Return Return Difference Year Return Return Difference
1926 -0.12% -0.06% 0.06% 1967 0.15% 0.61% 0.46%
1927 0.02% 0.13% 0.11% 1968 0.32% 0.33% 0.01%
1928 0.13% 0.23% 0.10% 1969 -0.53% 0.12% 0.65%
1929 -0.46% -0.10% 0.36% 1970 -0.26% 0.17% 0.43%
1930 -0.90% -0.52% 0.38% 1971 0.13% 0.24% 0.11%
1931 -1.23% 0.32% 1.55% 1972 0.09% 031% 0.22%
1932 -0.63% 0.39% 1.02% 1973 -0.41% -0.04% 0.37%
1933 0.58% -0.02% -0.60% 1974 -0.41% 0.09% 0.50%
1934 -0.79% 0.48% 1.27% 1975 0.21% 0.42% 0.21%
1935 0.23% 0.18% -0.05% 1976 0.10% 0.36% 0.26%
1936 -0.44% 0.17% 0.61% 1977 0.07% 0.36% 0.29%
1937 -1.17% -0.29% 0.88% 1978 -0.05% 0.33% 0.38%
1938 0.11% -0.20% -0.31% 1979 0.00% 0.36% 0.36%
1939 -0.55% -0.13% 0.42% 1980 0.00% 0.40% 0.40%
1940 -0.63% -0.14% 0.49% . 1981 -0.15%. 0.33% 0.48%
1941 -0.12% 0.01% 0.13% 1982 -0.04% 0.40% 0.44%
1942 0.02% 0.43% 0.41% 1983 0.05% 0.55% 0.50%
1943 -0.19% 0.15% 0.34% 1984 -0.32% 0.19% 0.51%
1944 0.01% 0.36% 0.35% 1985 -0.09% 0.28% 0.37%
1945 0.11% 0.26% 0.15% » 1986 -0.22% 0.29% 0.51%
1946 -0.39% 0.27% 0.66% 1987 -0.40% 0.37% 0.77%
1947 -0.38% -0.06% 0.32% 1988 -0.07% 0.32% 0.39%
1948 -0.45% 0.05% 0.50% 1989 -0.19% 0.10% 0.29%
1949 -0.26% 0.00% 0.26% 1990 -0.20% 0.03% 0.23%
1950 -0.36% 0.44% 0.80% 1991 0.00% 0.47% 0.47%
1951 -0.25% 0.10% 0.35% 1992 0.00% 0.43% 0.43%
1952 -0.10% 0.22% 0.32% 1993 -0.02% 0.33% 0.35%
1953 -0.30% 0.08% 0.38% 1994 -0.23% 0.25% 0.48%
1954 -0.03% 0.45% 0.48% 1995 -0.15% 0.44% 0.59%
1955 -0.17% 0.34% 0.51% 1996 -0.10% 0.40% 0.50%
1956 -0.07% 0.10% 0.17% 1997 -0.26% 0.32% 0.58%
1957 -0.37% 0.08% 0.45% 1998 -0.49% 0.53% 1.02%
1958 0.07% 0.41% 0.34% 1999 0.13%  0.60% 0.47%
1959 -0.13% 0.30% 0.43% 2000 -0.08% 0.27% 0.35%
1960 -0.25% 0.17% 0.42% 2001 -0.11% 0.30% 0.41%
1961 -0.11% 0.19% 0.30% 2002 -0.03% 0.19% 0.22%
1962 -0.37% -0.28% 0.09% 2003 0.42% 0.31% -0.11%
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1963 -0.04% 0.13% 0.17%
1964 0.03% 0.28% 0.25%
1965 0.04% 0.53% 0.49%
1966 -0.11% 0.11% 0.22%

p-value < 0. 000001 using a binomial test with parameters n = 37, success = 36, probability = 0.5
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2004 0.10% 0.15% 0.05%
2005 0.06% 0.19% 0.13%
2006 -0.10% 0.14% 0.24%
2007 -0.05% 0.17% 0.22%

All -0.16% 0.22% 0.38%




Panel B: Mean Monday and Friday return (Decile 2)

Monday

Friday

Year Return Return Difference
1926 -0.28% 0.22% 0.50%
1927 0.07% 0.11% 0.04%
1928 0.09% 0.24% 0.15%
1929 -0.69% -0.08% 0.61%
1930 -0.60% -0.15% 0.45%
1931 -0.85% -0.17% 0.68%
1932 -0.23% 0.34% 0.57%
1933 0.53% -0.39% -0.92%
1934 -0.54% 0.25% 0.79%
1935 0.10% 0.42% 0.32%
1936 -0.25% 0.14% 0.39%
1937 -0.99% -0.33% 0.66%
1938 -0.01% -0.34% -0.33%
1939 -0.52% -0.29% 0.23%
1940 -0.50% -0.34% 0.16%
1941 -0.17% -0.15% 0.02%
1942 -0.04% 0.26% 0.30%
1943 -0.22% -0.01% 0.21%
1944 0.00% 0.27% 0.27%
1945 0.15% 0.13% -0.02%
1946 -0.34% 0.35% 0.69%
1947 -0.31% -0.10% 0.21%
1948 -0.42% 0.06% 0.48%
1949 -0.19% 0.00%" 0.19%
1950 -0.26% 0.33% 0.59%
1951 -0.22% 0.14% 0.36%
1952 -0.11% 0.20% 0.31%
1953 -0.30% 0.09% 0.39%
1954 0.08% 0.36% 0.28%
1955 -0.21% 0.26% 0.47%
1956 -0.10% 0.20% 0.30%
1957 -0.44% 0.04% 0.48%
1958 0.03% 0.38% 0.35%
1959 -0.09% 0.35% 0.44%
1960 -0.34% 0.17% 0.51%
1961 0.01% 0.21% 0.20%
1962 -0.29% -0.08% 0.21%
1963 -0.19% 0.17% 0.36%
1964 -0.03% 0.26% 0.29%
1965 0.03% 0.44% 0.41%
1966 -0.28% 0.14% 0.42%

p-value < 0. 000001 using a binomial test with parameters n = 37, success = 36, probability = 0.5
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Monday

Friday

Year Return Return Difference
1967 0.08% 0.56% 0.48%
1968 0.18% 0.34% 0.16%
1969 -0.56% 0.15% 0.71%
1970 -0.32% 0.16% 0.48%
1971 0.06% 0.18% 0.12%
1972 -0.11% 0.32% 0.43%
1973 -0.48%  -0.02% 0.46%
1974 -0.34% 0.05% 0.39%
1975 0.11% 0.50% 0.39%
1976 0.12% 0.30% 0.18%
1977 0.07% 0.31% 0.24%
1978 -0.15% 0.29% 0.44%
1979 0.00% 0.43% 0.43%
1980 -0.13% 0.42% 0.55%
1981 -0.22% 0.30% 0.52%
1982 -0.13% 0.35% 0.48%
1983 -0.12% 0.42% 0.54%
1984 -0.26% 0.21% 0.47%
1985 -0.06% 0.31% 0.37%
1986 -0.19% 0.28% 0.47%
1987 -0.48% 0.27% 0.75%
1988 -0.18% 0.28% 0.46%
1989 -0.23% 0.21% 0.44%
1990 -0.33% 0.01% 0.34%
1991 -0.08% 0.26% 0.34%
1992 -0.04% 0.33% 0.37%
1993 0.00% 0.30% 0.30%
1994 -0.23% 0.21% 0.44%
1995 -0.18% 0.43% 0.61%
1996 -0.13% 0.27% 0.40%
1997 -0.17% 0.22% 0.39%
1998 -0.33% 0.36% 0.69%
1999 0.12% 0.45% 0.33%
2000 -0.20% 0.22% 0.42%
2001 0.02% 0.26% 0.24%
2002 -0.23% 0.14% 0.37%
2003 0.30% 0.24% -0.06%
2004 -0.06% 0.23% 0.29%
2005 0.05% 0.16% 0.11%
2006 -0.09% 0.14% 0.23%
2007 -0.11% 0.12% 0.23%
All -0.17%  0.18% 0.35%




Panel C: Mean Monday and Friday return (Decile 3)

Monday

Friday

Year Return Return Difference
1926 -0.28% 0.01% 0.29%
1927 0.01% 0.03% 0.02%
1928 -0.13% 0.22% 0.35%
1929 -0.74% 0.14% 0.88%
1930 -0.57% -0.18% 0.39%
1931 -1.04% 0.29% 1.33%
1932 -0.73% 0.16% 0.89%
1933 0.49% 0.13% -0.36%
1934 -0.50% 0.16% 0.66%
1935 0.20% 0.34% 0.14%
1936 -0.30% 0.10% 0.40%
1937 -0.95% -0.26% 0.69%
1938 -0.03% -0.22% -0.19%
1939 -0.33% -0.19% 0.14%
1940 -0.31% -0.18% 0.13%
1941 -0.11% -0.09% 0.02%
1942 -0.05% 0.15% 0.20%
1943 -0.22% 0.01% 0.23%
1944 0.05% 0.28% 0.23%
1945 0.16% 0.15% -0.01%
1946 -0.28% 0.28% 0.56%
1947 -0.27% -0.13% 0.14%
1948 -0.36% 0.09% 0.45%
1949 - -0.17% -0.08% 0.09%
1950 -0.27% 0.26% 0.53%
1951 -0.20% 0.13% 0.33%
1952 -0.11% 0.25% 0.36%
1953 -0.29% 0.04% 0.33%
1954 0.06% 0.31% 0.25%
1955 -0.32% 0.29% 0.61%
1956 -0.08% 0.18% 0.26%
1957 -0.48% 0.05% 0.53%
1958 0.06% 0.34% 0.28%
1959 -0.13% 0.25% 0.38%
1960 -0.24% 0.17% 0.41%
1961 -0.05% 0.16% 0.21%
1962 -0.35% -0.06% 0.29%
1963 -0.13% 0.18% 0.31%
1964 0.04% 0.28% 0.24%
1965 -0.05% 0.30% 0.35%
1966 -0.31% 0.16% 0.47%

p-value < 0. 000001 using a binomial test with parameters n = 37, success = 37, probability = 0.5
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Year l\l:::l:r:y II;:;:?'Z; Difference
1967 -0.07% 0.52% 0.59%
1968 0.07% 0.29% 0.22%
1969 -0.68% 0.12% 0.80%
1970 -0.32% 0.15% 0.47%
1971 0.00% 0.20% 0.20%
1972 -0.14% 0.28% 0.42%
1973 -0.47% 0.00% 0.47%
1974 -0.35% 0.06% 0.41%
1975 0.24% 0.41% 0.17%
1976 0.06% 0.31% 0.25%
1977 0.08% 0.31% 0.23%
1978 -0.10% 0.34% 0.44%
1979 -0.03% 0.40% 0.43%
1980 -0.21% 0.38% 0.59%
1981 -0.24% 0.33% 0.57%
1982 -0.11% 0.34% 0.45%
1983 -0.18% 0.44% 0.62%
1984 -0.25% 0.16% 0.41%
1985 -0.08% 0.24% 0.32%
1986 -0.28% 0.24% 0.52%
1987 -0.65% 0.25% 0.90%
1988 -0.08% 0.24% 0.32%
1989 -0.28% 0.17% 0.45%
1990 -0.28% 0.05% 0.33%
1991 -0.14% 0.25% 0.39%
1992 -0.16% 0.24% 0.40%
1993 -0.12% 0.30% 0.42%
1994 -0.22% 0.17% 0.39%
1995 -0.05% 0.35% 0.40%
1996 -0.10% 0.25% 0.35%
1997 -0.02% 0.19% 0.21%
1998 -0.25% 0.27% 0.52%
1999 0.17% 0.49% 0.32%
2000 -0.26% 0.27% 0.53%
2001 -0.06% 0.21% 0.27%
2002 -0.12% 0.11% 0.23%
2003 0.19% 0.28% 0.09%
2004 -0.08% 0.20% 0.28%
2005 0.05% 0.15% 0.10%
2006 -0.09% 0.09% 0.18%
2007 -0.13% 0.09% 0.22%
All -0.18% 0.18% 0.36%




Panel D: Mean Monday and Friday return (Decile 4)

Monday

Friday

Year Return Return Difference
1926 -0.26% 0.03% 0.29%
1927 0.08% 0.06% -0.02%
1928 -0.13% 0.12% 0.25%
1929 -0.61% 0.09% 0.70%
1930 -0.71% -0.19% 0.52%
1931 -0.72% 0.24% 0.96%
1932 -0.32% 0.26% 0.58%
1933 0.71% -0.30% -1.01%
1934 -0.49% 0.21% 0.70%
1935 0.17% 0.46% 0.29%
1936 -0.31% 0.12% 0.43%
1937 -0.92% -0.28% 0.64%
1938 -0.07% -0.27% -0.20%
1939 -0.44% -0.11% 0.33%
1940 -0.29% -0.24% 0.05%
1941 -0.03% -0.22% -0.19%
1942 -0.01% 0.17% 0.18%
1943 -0.19% -0.01% 0.18%
1944 -0.06% 0.24% 0.30%
1945 0.06% 0.23% 0.17%
1946 -0.37% 0.30% 0.67%
1947 -0.34% -0.12% 0.22%
1948 -0.27% 0.05% 0.32%
1949 -0.22% -0.04% 0.18%"
1950 -0.25% 0.24% 0.49%
1951 -0.17% 0.13% 0.30%
1952 -0.10% 0.22% 0.32%
1953 -0.29% 0.09% 0.38%
1954 0.04% 0.29% 0.25%
1955 -0.24% 0.27% 0.51%
1956 -0.12% 0.22% 0.34%
1957 -0.46% 0.00% 0.46%
1958 0.10% 0.36% 0.26%
1959 -0.18% 0.31% 0.49%
1960 -0.37% 0.23% 0.60%
1961 -0.02% 0.21% 0.23%
1962 -0.28% 0.01% 0.29%
1963 -0.09% 0.19% 0.28%
1964 -0.01% 0.31% 0.32%
1965 -0.07% 0.39% 0.46%
1966 -0.31% 0.16% 0.47%

p-value < 0. 000001 using a binomial test with parameters n = 37, success = 36, probability = 0.5
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Monday

Friday

Year Return Return Difference
1967 -0.12% 0.50% 0.62%
1968 0.09% 0.24% 0.15%
1969 -0.53% 0.11% 0.64%
1970 -0.33% 0.19% 0.52%
1971 0.03% 0.23% 0.20%
1972 -0.14% 0.27% 0.41%
1973 -0.48% 0.04% 0.52%
1974 -0.42% -0.01% 0.41%
1975 0.20% 0.46% 0.26%
1976 0.10% 0.23% 0.13%
1977 0.01% 0.29% 0.28%
1978 -0.16% 0.31% 0.47%
1979 -0.07% 0.43% 0.50%
1980 -0.24% 0.35% 0.59%
1981 -0.22% 0.33% 0.55%
1982 -0.13% 0.30% 0.43%
1983 -0.12% 0.36% 0.48%
1984 -0.27% 0.18% 0.45%
1985 -0.09% 0.28% 0.37%
1986 -0.27% 0.25% 0.52%
1987 -0.63% 0.23% 0.86%
1988 -0.06% 0.22% 0.28%
1989 -0.28% 0.13% 0.41%
1990 -0.38% -0.04% 0.34%
1991 -0.12% 0.27% 0.39%
1992 -0.13% 0.19% 0.32%
1993 -0.04% 0.24% 0.28%
1994 -0.16% 0.15% 0.31%
1995 -0.09% 0.32% 0.41%
1996 -0.08% 0.23% 0.31%
1997 -0.05% 0.12% 0.17%
1998 -0.26% 0.18% 0.44%
1999 0.05% 0.42% 0.37%
2000 -0.20% 0.25% 0.45%
2001 -0.02% 0.18% 0.20%
2002 -0.15% 0.14% 0.29%
2003 0.27% 0.18% -0.09%
2004 -0.06% 0.19% 0.25%
2005 0.07% 0.14% 0.07%
2006 -0.09% 0.04% 0.13%
2007 -0.14% 0.10% 0.24%

All -0.18% 0.17% 0.35%




Panel E: Mean Monday and Friday return (Decile 5)

Monday  Friday Monday  Friday

Year Return Return Difference Year Return Return Difference
1926 -0.26% 0.04% 0.30% 1967 -0.04% 0.36% 0.40%
1927 0.01% 0.08% 0.07% 1968 0.07% 0.20% 0.13%
1928 -0.07% 0.12% 0.19% 1969 -0.54% 0.12% 0.66%
1929 -0.67% 0.13% 0.80% 1970 -0.38% 0.14% 0.52%
1930 -0.46% -0.05% 0.41% 1971 -0.03% 0.20% 0.23%
1931 -0.80% 0.23% 1.03% 1972 -0.23% 0.32% 0.55%
1932 -0.90% 0.08% 0.98% 1973 -0.54% 0.02% 0.56%
1933 0.36% -0.17% -0.53% 1974 -0.40% 0.06% 0.46%
1934 -0.65% 0.18% 0.83% 1975 0.21% 0.46% 0.25%
1935 0.11% 0.27% 0.16% 1976 0.09% 0.24% 0.15%
1936 -0.28% 0.07% 0.35% 1977 0.00% 0.32% 0.32%
1937 -0.97% -0.35% 0.62% 1978 -0.17% 0.31% 0.48%
1938 0.16% -0.36% -0.52% 1979 -0.09% 0.36% 0.45%
1939 -0.41% -0.13% 0.28% 1980 -0.28% 0.38% - 0.66%
1940 -0.29% -0.19% 0.10% 1981 -0.29% 0.27% 0.56%
1941 -0.08% -0.11% -0.03% 1982 -0.18% 0.32% 0.50%
1942 0.04% 0.19% 0.15% 1983 -0.16% 0.33% 0.49%
1943 -0.23% -0.05% 0.18% 1984 -0.29% 0.15% 0.44%
1944 0.00% 0.29% 0.29% 1985 -0.05% 0.26% 0.31%
1945 0.11% 0.14% 0.03% 1986 -0.24% 0.20% 0.44%.
1946 -0.35% 0.26% 0.61% 1987 -0.68% 0.25% 0.93%
1947 -0.35% -0.12% 0.23% 1988 -0.07% 0.16% 0.23%
1948 -0.34% 0.05% 0.39% 1989 -0.29% 0.11% 0.40%
1949 -0.17% = -0.06% 0.11% ‘ 1990 -0.35%  0.00% 0.35%
1950 -0.28% 0.24% 0.52% 1991 -0.07% 0.19% 0.26%
1951 -0.16% 0.11% 0.27% 1992 -0.03% 0.20% 0.23%
1952 -0.09% 0.20% 0.29% 1993 -0.05% 0.20% 0.25%
1953 -0.31% 0.02% 0.33% 1994 -0.14% 0.07% 0.21%
1954 0.05% 0.31% 0.26% 1995 -0.02% 0.30% 0.32%
1955 -0.28% 0.27% 0.55% 1996 -0.06% 0.21% 0.27%
1956 -0.14% 0.23% 0.37% 1997 0.02% 0.10% 0.08%
1957 -0.51% -0.02% 0.49% 1998 -0.28% 0.20% 0.48%
1958 0.06% 0.31% 0.25% 1999 0.05% 0.36% 0.31%
1959 -0.15% 0.27% 0.42% 2000 -0.24% 0.26% 0.50%
1960 -0.36% 0.17% 0.53% 2001 -0.06% 0.16% 0.22%
1961 -0.01% 0.15% 0.16% ‘ 2002 -0.19% 0.09% 0.28%
1962 -0.36% 0.01% 0.37% 2003 0.28% 0.02% -0.26%
1963 -0.15% 0.14% 0.29% 2004 -0.04% 0.16% 0.20%
1964 -0.01% 0.19% 0.20% 2005 0.12% 0.14% 0.02%
1965 -0.06% 0.30% 0.36% 2006 -0.12% -0.03% 0.09%
1966 -0.22% 0.13% 0.35% 2007 -0.23% 0.06% 0.29%

All -0.19% 0.14% 0.33%

p-value < 0. 000001 using a binomial test with parameters n = 37, success = 36, probability = 0.5
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Panel F: Mean Monday and Friday return (Decile 6)

Year ]gz:l:::ly ll::;?:_z; Difference
1926 -0.22% 0.02% 0.24%
1927 0.02% 0.06% 0.04%
1928 -0.03% 0.21% 0.24%
1929 -0.77% 0.16% 0.93%
1930 -0.42% -0.15% 0.27%
1931 -0.70% 0.23% 0.93%
1932 -0.76% 0.06% 0.82%
1933 0.57% -0.13% -0.70%
1934 -0.43% 0.09% 0.52%
1935 0.20% 0.43% 0.23%
1936 -0.17% 0.06% 0.23%
1937 -0.88% -0.37% 0.51%
1938 -0.04% -0.24% -0.20%
1939 -0.37% -0.08% 0.29%
1940 -0.24% -0.20% 0.04%
1941 -0.08% -0.16% -0.08%
1942 0.00% 0.17% 0.17%
1943 -0.13% -0.01% 0.12%
1944 -0.02% 0.26% 0.28%
1945 0.14% 0.16% 0.02%
1946 -0.32% 0.30% 0.62%
1947 -0.29% -0.10% 0.19%
1948 -0.34% 0.01% 0.35%
1949 -0.20% -0.07% 0.13%
1950 -0.29% 0.26% 0.55%
1951 -0.15% 0.13% 0.28%
1952 -0.06% 0.19% 0.25%
1953 -0.26% 0.01% 0.27%
1954 0.04% 0.27% 0.23%
1955 -0.25% 0.18% 0.43%
1956 -0.10% 0.23% 0.33%
1957 -0.47% 0.00% 0.47%
1958 0.09% 0.28% 0.19%
1959 -0.18% 0.26% 0.44%
1960 -0.29% 0.14% 0.43%
1961 -0.03% 0.12% 0.15%
1962 -0.39% 0.02% 0.41%
1963 -0.10% 0.13% 0.23%
1964 0.02% 0.20% 0.18%
1965 -0.09% 0.29% 0.38%
1966 -0.26% 0.06% 0.32%

Monday

Friday

Year Return Return Difference
1967 -0.07% 0.37% 0.44%
1968 0.02% 0.13% 0.11%
1969 -0.58% 0.13% 0.71%
1970 -0.37% 0.19% 0.56%
1971 0.03% 0.15% 0.12%
1972 -0.22% 0.26% 0.48%
1973 -0.55% 0.03% 0.58%
1974 -0.46% 0.02% 0.48%
1975 0.19% 0.51% 0.32%
1976 0.12% 0.23% 0.11%
1977 -0.03% 0.31% 0.34%
1978 -0.19% 0.31% 0.50%
1979 -0.10% 0.36% 0.46%
1980 -0.24% 0.33% 0.57%
1981 -0.29% 0.27% 0.56%
1982 -0.19% 0.30% 0.49%
1983 -0.13% 0.30% 0.43%
1984 -0.28% 0.16% 0.44%
1985 -0.03% 0.25% 0.28%
1986 -0.28% 0.18% 0.46%
1987 -0.58% 0.18% 0.76%
1988 -0.08% 0.20% 0.28%
1989 -0.22% 0.11% 0.33%
1990 -0.29% -0.03% 0.26%
1991 -0.06% 0.18% 0.24%
1992 -0.03% 0.16% 0.19%
1993 -0.03% 0.16% 0.19%
1994 -0.17% 0.07% 0.24%
1995 -0.02% 0.24% 0.26%
1996 -0.01% 0.21% 0.22%
1997 0.05% 0.11% 0.06%
1998 -0.23% 0.15% 0.38%
1999 0.11% 0.39% 0.28%
2000 -0.30% 0.27% 0.57%
2001 -0.12% 0.10% 0.22%
2002 -0.22% 0.03% 0.25%
2003 0.25% -0.06% -0.31%
2004 -0.03% 0.09% 0.12%
2005 0.14% 0.10% -0.04%
2006 -0.09% -0.08% 0.01%
2007 -0.20% 0.07% 0.27%

All -0.17% 0.13% 0.30%

p-value < 0. 000001 using a binomial test with parameters n = 37, success = 35, probability = 0.5
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Panel G: Mean Monday and Friday return (Decile 7)

Monday

Friday

Year Return Return Difference
1926 -0.20% 0.04% 0.24%
1927 0.02% 0.14% 0.12%
1928 -0.07% 0.20% 0.27%
1929 -0.85% 0.30% 1.15%
1930 -0.49% -0.08% 0.41%
1931 -0.62% 0.22% 0.84%
1932 -0.62% 0.16% 0.78%
1933 0.42% -0.14% -0.56%
1934 -0.43% 0.06% 0.49%
1935 0.19% 0.39% 0.20%
1936 -0.20% 0.04% 0.24%
1937 -0.80% -0.33% 0.47%
1938 -0.07% -0.23% -0.16%
1939 -0.37% -0.09% 0.28%
1940 -0.30% -0.19% 0.11%
1941 0.01% -0.13% -0.14%
1942 0.03% 0.10% 0.07%
1943 -0.16% 0.01% 0.17%
1944 0.01% 0.23% 0.22%
1945 0.08% 0.19% 0.11%
1946 -0.31% 0.22% 0.53%
1947 -0.32% -0.06% 0.26%
1948 -0.29% 0.04% 0.33%
1949 -0.18% -0.03% 0.15%
1950 -0.23% 0.25% 0.48%
1951 -0.14% 0.14% 0.28%
1952 -0.08% 0.20% 0.28%
1953 -0.29% 0.03% 0.32%
1954 0.03% 0.28% 0.25%
1955 -0.24% 0.22% 0.46%
1956 -0.13% 0.24% 0.37%
1957 -0.43% 0.02% 0.45%
1958 0.09% 0.30% 0.21%
1959 -0.12% 0.25% 0.37%
1960 -0.33% 0.19% 0.52%
1961 -0.06% . 0.16% 0.22%
1962 -0.38% -0.03% 0.35%
1963 -0.09% 0.12% 0.21%
1964 0.01% 0.16% 0.15%
1965 -0.07% 0.26% 0.33%
1966 -0.21% 10.04% 0.25%

Monday

Friday

Year Return Return Difference
1967 -0.13% 0.31% 0.44%
1968 0.07% 0.10% 0.03%
1969 -0.49% 0.08% 0.57%
1970 -0.27% 0.16% 0.43%
1971 0.02% 0.20% 0.18%
1972 -0.20% 0.26% 0.46%
1973 -0.56% 0.00% 0.56%
1974 -0.43% 0.00% 0.43%
1975 0.20% 0.44% - 0.24%
1976 0.16% 0.19% 0.03%
1977 -0.03% 0.27% 0.30%
1978 -0.17% 0.27% 0.44%
1979 -0.10% 0.33% 0.43%
1980 -0.33% 0.37% 0.70%
1981 -0.26% 0.24% 0.50%
1982 -0.16% 0.22% 0.38%
1983 -0.13% 0.25% 0.38%
1984 -0.21% 0.13% 0.34%
1985 -0.04% 0.23% 0.27%
1986 -0.24% 0.19% 0.43%
1987 -0.59% 0.14% 0.73%
1988 -0.03% 0.15% 0.18%
1989 -0.19% 0.10% 0.29%
1990 -020%  -0.04% ©0.16%
1991 -0.05% 0.12% 0.17%
1992 -0.04% 0.08% 0.12%
1993 -0.05% 0.12% 0.17%
1994 -0.11% 0.03% 0.14%
1995 -0.02% 0.25% 0.27%
1996 0.00% 0.20% 0.20%
1997 0.07% 0.08% 0.01%
1998 -0.18% 0.15% 0.33%
1999 0.08% 0.30% 0.22%
2000 -0.32% 0.26% 0.58%
2001 -0.16% 0.01% 0.17%
2002 -0.25% 0.03% 0.28%
2003 026%  -0.09% -0.35%
2004 -0.04% 0.10% 0.14%
2005 0.17% 0.11% -0.06%
2006 -0.10%  -0.08% 0.02%
2007 -0.20% 0.10% 0.30%
All -0.16%  0.13% 0.29%

p-value < 0. 000001 using a binomial test with parameters n = 37, success = 35, probability = 0.5
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Panel H: Mean Monday and Friday return (Decile 8)

Year l\l'{(;:l:::ly ;:l:l:{l Difference
1926 -0.21% 0.05% 0.26%
1927 0.01% 0.03% 0.02%
1928 -0.03% 0.10% 0.13%
1929 -0.78% 0.16% 0.94%
1930 -0.50%  -0.13% 0.37%
1931 -0.85% 0.26% 1.11%
1932 -0.58% -0.09% 0.49%
1933 0.22% -0.02% -0.24%
1934 -0.39% 0.04% 0.43%
1935 0.05% 0.36% 0.31%
1936 -0.18% -0.04% 0.14%
1937 -0.77% -0.35% 0.42%
1938 -0.10% -0.18% -0.08%
1939 -037%  -0.12% 0.25%
1940 -0.29%  -0.27% 0.02%
1941 -0.01%  -0.16% -0.15%
1942 0.05% 0.05% 0.00%
1943 -0.11% 0.02% 0.13%
1944 -0.05% 0.21% 0.26%
1945 0.07% 0.14% 0.07%
1946 -0.36% 0.29% 0.65%
1947 -0.33% -0.03% 0.30%
1948 -0.28% 0.06% 0.34%
1949 " -0.17% -0.02% 0.15%
1950 -0.31% 0.26% 0.57%
1951 -0.12% 0.13% 025%
1952 -0.07% 0.22% 0.29%
1953 -0.26% 0.00% 0.26%
1954 0.08% 0.26% 0.18%
1955 -0.27% 0.22% 0.49%
1956 -0.12% 0.21% 0.33%
1957 -0.49% 0.00% 0.49%
1958 0.05% 0.30% 0.25%
1959 -0.14% 0.26% 0.40%
1960 -0.25% 0.17% 0.42%
1961 -0.03% 0.16% 0.19%
1962 -0.32% -0.02% 0.30%
1963 -0.10% 0.10% 0.20%
1964 0.01% 0.16%- 0.15%
1965 -0.07% 0.22% 0.29%
1966 -0.21% 0.07% 0.28%

p-value < 0. 000001 using a binomial test with parameters n = 37, success = 35, probability = 0.5
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Year I\l’:(;z:ir:y ::lt::i Difference
1967 -0.08% 0.23% 0.31%
1968 -0.01% 0.11% 0.12%
1969 -0.42% 0.12% 0.54%
1970 -0.26% 0.14% 0.40%
1971 0.02% 0.12% 0.10%
1972 -0.12% 0.24% 0.36%
1973 -0.53% 0.00% 0.53%
1974 -0.41% -0.05% 0.36%
1975 0.18% 0.42% 0.24%
1976 0.13% 0.16% 0.03%
1977 -0.05% 0.23% 0.28%
1978 -0.18% 0.23% 0.41%
1979 -0.10% 0.31% 0.41%
1980 -0.30% 0.28% 0.58%
1981 -0.27% 0.22% 0.49%
1982 -0.13% 0.24% 0.37%
1983 -0.12% 0.24% 0.36%
1984 -0.22% 0.16% 0.38%
1985 -0.02% 021% 0.23%
1986 -0.23% 0.17% 0.40%
1987 -0.56% 0.11% 0.67%
1988 -0.02% 0.14% 0.16%
1989 -0.14% 0.07% 0.21%
1990 ~0.12% -0.06% 0.06%
1991 0.02% 0.08% 0.06%
1992 0.03% 0.06% 0.03%
1993 0.02% 0.07% 0.05%
1994 -0.11% 0.05% 0.16%
1995 0.03% 021% 0.18%
1996 -0.02% 0.15% 0.17%
1997 0.06% 0.12% 0.06%
1998 -0.19% 0.12% 0.31%
1999 0.09% 0.32% 0.23%
2000 -0.29% 0.19% 0.48%
2001 -0.17% -0.10% 0.07%
2002 -0.25% 0.02% 0.27%
2003 0.22% -0.04% -0.26%
2004 -0.02% 0.10% 0.12%
2005 0.15% 0.11% -0.04%
2006 -0.10% -0.09% 0.01%
2007 -0.21% 0.10% 0.31%
All -0.16% 0.10% 0.26%




Panel I: Mean Monday and Friday return (Decile 9)

Year Dl:z:l:::ly Ili:lt(li::'i Difference
1926 -0.14% 0.02% 0.16%
1927 -0.03% 0.09% 0.12%
1928 -0.04% 0.33% 0.37%
1929 -0.80% 0.25% 1.05%
1930 -0.49% -0.14% 0.35%
1931 -0.78% 0.12% 0.90%
1932 -0.57% 0.00% 0.57%
1933 0.30% 0.01% -0.29%
1934 -0.34% ~0.03% 0.37%
1935 0.12% 0.28% 0.16%
1936 -0.23% -0.05% 0.18%
1937 -0.80% -0.26% 0.54%
1938 -0.11% -0.12% -0.01%
1939 -0.39% -0.08% 0.31%
1940 -0.24% -0.24% 0.00%
1941 -0.01% -0.15% -0.14%
1942 0.07% 0.06% -0.01%
1943 -0.15% -0.02% - 0.13%
1944 -0.04% 0.20% 0.24%
1945 0.12% 0.14% 0.02%
1946 -0.31% 0.22% 0.53%
1947 -0.28% -0.09% 0.19%
1948 -0.30% 0.07% 0.37%
1949 -0.11% 0.00% 0.11%
1950 -0.27% 0.28% 0.55%
1951 -0.10% 0.14% 0.24%
1952 -0.04% 0.20% 0.24%
1953 -0.20% 0.05% 0.25%
1954 0.03% 0.25% 0.22%
1955 -0.27% 0.23% 0.50%
1956 -0.12% 0.28% 0.40%
1957 -0.40% -0.02% 0.38%
1958 0.06% 0.28% 0.22%
1959 -0.14% 0.19% 0.33%
1960 -0.27% 0.18% 0.45%
1961 -0.02% 0.16% 0.18%
1962 -0.32% -0.03% 0.29%
1963 -0.07% 0.12% 0.19%
1964 0.01% 0.16% 0.15%
1965 -0.09% 0.20% 0.29%
1966 -0.20% 0.04% 0.24%

Monday

Friday

Year Return Return Difference
1967 -0.16% 0.17% 0.33%
1968 0.03% 0.09% 0.06%
1969 -0.37% 0.11% 0.48%
1970 -0.22% 0.14% 0.36%
1971 -0.04% 0.11% 0.15%
1972 -0.16% 0.22% 0.38%
1973 -0.49% 0.02% 0.51%
1974 -0.42% -0.07% 0.35%
1975 0.17% 0.44% 0.27%
1976 0.13% 0.12% -0.01%
1977 -0.05% 0.18% 0.23%
1978 -0.16% 0.22% 0.38%
1979 -0.10% 0.24% 0.34%
1980 -0.29% 0.26% 0.55%
1981 -0.26% 0.20% 0.46%
1982 -0.11% 0.19% 0.30%
1983 -0.11% 0.20% 0.31%
1984 -0.22% 0.18% 0.40%
1985 -0.01% 0.20% 0.21%
1986 -0.20% 0.13% 0.33%
1987 -0.59% 0.07% 0.66%
1988 0.01% 0.12% 0.11%
1989 -0.10% 0.07% 0.17%
1990 -0.06% -0.06% 0.00%
1991 0.05% 0.06% 0.01%
1992 0.02% 0.01% -0.01%
1993 0.04% 0.05% 0.01%
1994 -0.05% 0.03% 0.08%
1995 0.01% 0.15% 0.14%
1996 0.02% 0.12% 0.10%
1997 0.05% 0.08% 0.03%
1998 -0.14% 0.13% 0.27%
1999 0.14% 0.34% 0.20%
2000 -0.38% 0.23% 0.61%
2001 -0.12% -0.17% -0.05%
2002 -0.21% 0.04% 0.25%
2003 0.15% 0.08% -0.07%
2004 -0.02% 0.12% 0.14%
2005 0.16% 0.12% -0.04%
2006 -0.08% -0.03% 0.05%
2007 -0.13% 0.14% 0.27%

All -0.15% 0.10% 0.25%

p-value < 0. 00001 using a binomial test with parameters n = 37, success = 32, probability = 0.5
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Panel J: Mean Monday and Friday return (Decile 10)

Monday

Friday

Year Return Return Difference
1926 -0.15% 0.09% 0.24%
1927 -0.01% 0.13% 0.14%
1928 -0.06% 0.28% 0.34%
1929 -0.86% 0.20% 1.06%
1930 -0.46%  -0.05% 0.41%
1931 -0.57% 0.14% 0.71%
1932 -0.55%  -0.04% 0.51%
1933 0.15% 0.07% -0.08%
1934 -030%  -0.02% 0.28%
1935 0.12% 0.25% 0.13%
1936 -021%  -0.02% 0.19%
1937 -0.73%  -031% 0.42%
1938 -021%  -0.08% 0.13%
1939 -022%  -0.01% 0.21%
1940 -0.17%  -0.18% -0.01%
1941 0.03%  -0.18% -0.21%
1942 0.09%  -0.02% -0.11%
1943 -0.10%  -0.05% 0.05%
1944 0.01% 0.10% 0.09%
1945 0.09% 0.07% -0.02%
1946 -0.23% 0.17% 0.40%
1947 -020%  -0.07% 0.13%
1948 -0.26% 0.07% 0.33%
1949 -0.12%  :0.03% 0.09%
1950 -0.19% 0.24% 0.43%
1951 -0.02% 0.06% 0.08%
1952 -0.05% 0.21% 0.26%
1953 -0.28% 0.05% 0.33%
1954 0.06% 0.25% 0.19%
1955 -0.20% 0.29% 0.49%
1956 -0.10% 0.26% 0.36%
1957 -0.49%  -0.03% 0.46%
1958 0.05% 0.24% 0.19%
1959 -0.13% 0.21% 0.34%
1960 -0.33% 0.18% 0.51%
1961 -0.04% 0.14% 0.18%
1962 -032%  -0.01% 0.31%
1963 -0.07% 0.11% 0.18%
1964 -0.03% 0.16% 0.19%
1965 -0.14% 0.15% 0.29%
1966 -0.23% 0.01% 0.24%

Monday

Friday

Year Return Return Difference
1967 -0.14% 0.09% 0.23%
1968 0.04% 0.04% 0.00%
1969 -0.35% 0.12% 0.47%
1970 -0.29% 0.18% 0.47%
1971 -0.04% 0.12% 0.16%
1972 -0.15% 0.23% 0.38%
1973 -0.47% -0.07% 0.40%
1974 -0.35% -0.25% 0.10%
1975 0.17% 0.26% 0.09%
1976 0.15% 0.02% -0.13%
1977 -0.07% 0.07% 0.14%
1978 -0.03% 0.17% 0.20%
1979 0.01% 0.11% 0.10%
1980 -0.21% 0.14% 0.35%
1981 -0.18% 0.08% 0.26%
1982 -0.06% 0.15% 0.21%
1983 -0.01% 0.08% 0.09%
1984 -0.09% 0.05% 0.14%
1985 0.09% 0.15% 0.06%
1986 -0.09% 0.11% 0.20%
1987 -0.64% -0.04% 0.60%
1988 0.10% 0.12% 0.02%
1989 0.04% 0.15% 0.11%
1990 0.14% 0.03% -0.11%
1991 0.11% -0.04% -0.15%
1992 0.16% -0.09% -0.25%
1993 0.19% -0.08% -0.27%
1994 0.01% 0.00% -0.01%
1995 0.10% 0.12% 0.02%
1996 0.11% 0.12% 0.01%
1997 0.15% 0.07% -0.08%
1998 0.00% 0.23% 0.23%
1999 0.13% 0.26% 0.13%
2000 0.01% -0.02% -0.03%
2001 -0.09% -0.32% -0.23%
2002 -0.20% -0.06% 0.14%
2003 0.10% 0.06% -0.04%
2004 0.04% -0.01% -0.05%
2005 0.12% 0.07% -0.05%
2006 0.01% -0.05% -0.06%
2007 -0.07% 0.09% 0.16%

All -0.11% 0.07% 0.18%

p-value = 0. 09 using a binomial test with parameters n = 37, success = 24, probability = 0.5
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Table 5: Monday effect in each year, separately for each NYSE/AMEX standard
deviation deciles. In Panel A through Panel J, I compute the mean return on Monday and
Friday in each year, separately for each NYSE/AMEX standard deviation deciles. Firms

with highest standard deviation are in decile 1.

The two-sided p-value indicated under each panel tests the null hypothesis that the return
distribution on Monday is the same as that on Friday. This binomial test is an out-of-
sample analysis and uses only data after the year 1970.

Panel A: Mean Monday and Friday return (Decile 1)

Year l\liz:lud::ly ll;:'t:tlyl Difference
1926 -0.12% 0.37% 0.49%
1927 0.09% 0.65% 0.56%
1928 0.50% 0.30% -0.20%
1929 -0.36% 0.15% 0.51%
1930 -0.49% -0.09% 0.40%
1931 -0.10% 1.26% 1.36%
1932 1.00% 1.06% 0.06%
1933 1.15% 0.69% -0.46%
1934 -0.49% 0.71% 1.20%
1935 0.76% 0.96% 0.20%
1936 -0.07% 0.43% 0.50%
1937 -0.99% -0.16% 0.83%
1938 0.14% 0.34% 0.20%
1939 -0.33% 0.22% 0.55%
. 1940 -0.54% 0.32% 0.86%
1941 -0.20% 0.59% 0.79%
1942 0.31% 0.92% 0.61%
1943 -0.20% 0.30% 0.50%
1944 0.08% 0.32% 0.24%
1945 0.07% 0.27% 0.20%
1946 -0.68% 0.39% 1.07%
1947 -0.64% -0.06% 0.58%
1948 -0.61% 0.17% 0.78%
1949 -0.36% 0.00% 0.36%
1950 -0.47% 0.54% 1.01%
1951 -0.36% 0.08% 0.44%
1952 -0.21% 0.31% 0.52%
1953 -0.50% 0.15% 0.65%
1954 0.02% 0.53% 0.51%
1955 -0.32% 0.45% 0.77%
1956 -0.27% 0.25% 0.52%
1957 -0.70% 0.09% 0.79%
1958 0.04% 0.51% 0.47%
1959 -0.31% 0.49% 0.80%
1960 -0.51% 0.22% 0.73%
1961 -0.13% 0.25% 0.38%
1962 -0.49% 0.00% 0.49%
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Year l\l{::l:::ly ll;:;:a:i Difference
1967 0.07% 0.78% 0.71%
1968 0.30% 0.37% 0.07%
1969 -0.93% 0.18% 1.11%
1970 -0.57% 0.22% 0.79%
1971 -0.05% 0.38% 0.43%
1972 -0.21% 0.48% 0.69%
1973 -0.65% 0.11% 0.76%
1974 -0.45% 0.34% 0.79%
1975 0.30% 0.87% 0.57%
1976 0.17% 0.60% 0.43%
1977 0.01% 0.45% 0.44%
1978 -0.16% 0.60% 0.76%
1979 -0.09% 0.50% 0.59%
1980 -0.25% 0.53% 0.78%
1981 -0.42% 042% . 0.84%
1982 -0.14% 0.44% 0.58%
1983 -0.06% 0.44% 0.50%
1984 -0.34% 0.32% 0.66%
1985 -0.15% 0.40% 0.55%
1986 -0.39% 0.68% 1.07%
1987 -0.69% 0.45% 1.14%
1988 -0.01% 0.60% 0.61%
1989 -0.18% 0.47% 0.65%
1990 -0.15% 0.57% 0.72%
1991 0.46% 0.96% 0.50%
1992 0.21% 0.78% 0.57%
1993 0.06% 0.57% 0.51%
1994 -0.02% 0.57% 0.59%
1995 -0.07% 0.57% 0.64%
1996 -0.11% 0.53% 0.64%
1997 -0.15% 0.43% 0.58%
1998 -0.52% 0.69% 1.21%
1999 0.12% 0.65% 0.53%
2000 -0.16% 0.61% 0.77%
2001 -0.13% 0.73% 0.86%
2002 -0.20% 0.60% 0.80%
2003 0.51% 0.50% -0.01%



1963 -0.19% 0.34% 0.53%

1964 0.05% 0.49% 0.44%

1965 0.13% 0.72% 0.59%

1966 -0.17% 0.27% 0.44%
p-value <0.

000001 using a binomial test with parameters n = 37, success = 36, probability = 0.5
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2004 -0.07% 0.34% 0.41%
2005 -0.03% 0.35% 0.38%
2006 -0.27% 0.28% 0.55%
2007 -0.29% 0.34% 0.63%
Al -0.15% 0.45% 0.60%




Panel B: Mean Monday and Friday return (Decile 2)

Monday

Friday

Year Return Return Difference
1926 -0.44% 0.02% 0.46%
1927 0.04% 0.15% 0.11%
1928 -0.09% 0.31% 0.40%
1929 -0.54% 0.30% 0.84%
1930 -0.74% 0.06% 0.80%
1931 -0.68% 0.57% 1.25%
1932 -0.02% 1.08% 1.10%
1933 1.14% 0.32% -0.82%
1934 -0.38% 0.49% 0.87%
1935 0.28% 0.50% 0.22%
1936 -0.39% 0.24% 0.63%
1937 -1.19% -0.23% 0.96%
1938 0.11% -0.21% -0.32%
1939 -0.45% -0.17% 0.28%
1940 -0.44% -0.21% 0.23%
1941 -0.20% -0.17% 0.03%
1942 -0.07% 0.31% 0.38%
1943 -0.15% 0.00% 0.15%
1944 -0.09% 0.45% 0.54%
1945 0.10% 0.24% 0.14%
1946 -0.56% 0.38% 0.94%
1947 -0.48% -0.19% 0.29%
1948 -0.56% 0.11% 0.67%
1949 -0.33% -0.04% 0.29%
1950 -0.36% 0.39% 0.75%
1951 -0.31% 0.09% 0.40%
1952 -0.19% 0.28% 0.47%
1953 -0.46% 0.05% 0.51%
1954 0.06% 0.38% 0.32%
1955 -0.38% 0.39% 0.77%
1956 -0.21% 0.26% 0.47%
1957 -0.65% -0.01% 0.64%
1958 0.03% 0.43% 0.40%
1959 -0.22% 0.34% 0.56%
1960 -0.53% 0.34% 0.87%
1961 -0.11% 0.25% 0.36%
1962 -0.43% -0.06% 0.37%
1963 -0.16% 0.23% 0.39%
1964 -0.05% 0.32% 0.37%
1965 -0.08% 0.44% 0.52%
1966 -0.34% 0.17% 0.51%

p-value <0. 000001 using a binomial test with parameters n = 37, success = 36, probability = 0.5
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Monday

Friday

Year Return Return Difference
1967 -0.09% 0.52% 0.61%
1968 0.08% 0.28% 0.20%
1969 -0.77% 0.14% 0.91%
1970 -0.47% 0.25% 0.72%
1971 0.04% 0.32% 0.28%
1972 -0.17% 0.44% 0.61%
1973 -0.64% 0.08% 0.72%
1974 -0.70% 0.24% 0.94%
1975 0.33% 0.70% 0.37%
1976 0.16% 0.31% 0.15%
1977 -0.05% 0.43% 0.48%
1978 -0.20% 0.30% 0.50%
1979 -0.17% 0.39% 0.56%
1980 -0.40% 0.41% 0.81%
1981 -0.45% 0.35% 0.80%
1982 -0.19% 0.30% 0.49%
1983 -0.14% 0.31% 0.45%
1984 -0.37% 0.21% 0.58%
1985 -0.16% 0.26% 0.42%
1986 -0.31% 0.31% 0.62%
1987 -0.78% 0.27% 1.05%
1988 -0.05% 0.29% 0.34%
1989 -0.23% 0.12% 0.35%
1990 -0.44% 0.25% 0.69% -
1991 -0.10% 0.30% 0.40%
1992 -0.10% 0.34% 0.44%
1993 -0.04% 0.23% 0.27%
1994 -0.18% 0.18% 0.36%
1995 -0.10% 0.26% 0.36%
1996 -0.05% 0.22% 0.27%
1997 -0.06% 0.16% 0.22%
1998 -0.38% 0.20% 0.58%
1999 0.08% 0.34% 0.26%
2000 -0.17% 0.28% 0.45%
2001 -0.12% 0.16% 0.28%
2002 -0.26% 0.13% 0.39%
2003 0.29% 0.15% -0.14%
2004 -0.07% 0.27% 0.34%
2005 0.10% 0.21% 0.11%
2006 -0.15% 0.03% 0.18%
2007 -0.21% 0.24% 0.45%
Al -0.22% 0.24% 0.46%




Panel C: Mean Monday and Friday return (Decile 3)

Monday

Friday

Year Return Retarn Difference
1926 -0.30% -0.06% 0.24%
1927 0.00% 0.07% 0.07%
1928 -0.12% 0.13% 0.25%
1929 -0.68% 0.09% 0.77%
1930 -0.52% -0.13% 0.39%
1931 -0.79% 0.45% 1.24%
1932 0.03% 1.31% 1.28%
1933 0.65% 0.09% -0.56%
1934 -0.49% 0.18% 0.67%
1935 0.23% 0.34% 0.11%
1936 -0.25% 0.06% 0.31%
1937 -1.01% -0.28% 0.73%
1938 -0.02% -0.33% -0.31%
1939 -0.40% -0.26% 0.14%
1940 -0.48% -0.34% 0.14%
1941 -0.03% -0.24% -0.21%
1942 -0.05% 0.25% 0.30%
1943 -0.26% -0.03% 0.23%
1944 -0.03% 0.28% 0.31%
1945 0.13% 0.19% 0.06%
1946 -0.51% 0.40% 0.91%
1947 -0.44% -0.13% 0.31%
1948 -0.39% 0.09% 0.48%
1949 -0.28%  -0.07% 0.21%
1950 -032%  0.35% 0.67%
1951 -0.21% 0.18% 0.39%
1952 -0.15% 0.28% 0.43%
1953 -0.36% 0.04% 0.40%
1954 0.01% 0.37% 0.36%
1955 -0.30% 0.32% 0.62%
1956 -0.14% 0.28% 0.42%
1957 -0.64% -0.01% 0.63%
1958 0.04% 0.37% 0.33%
1959 -0.19% 0.28% 0.47%
1960 -0.44% 0.24% 0.68%
1961 -0.10% 0.20% 0.30%
1962 -0.39% 0.03% 0.42%
1963 -0.14% 0.22% 0.36%
1964 -0.04% 0.27% 0.31%
1965 -0.07% 0.38% 0.45%
1966 -0.30% 0.20% 0.50%

p-value < 0. 000001 using a binomial test with parameters n = 37, success = 35, probability = 0.5
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Monday

Friday

Year Return Return Difference
1967 -0.10% 0.51% 0.61%
1968 0.10% 0.23% 0.13%
1969 -0.73% 0.14% 0.87%
1970 -0.47% 0.24% 0.71%
1971 0.06% 0.25% 0.19%
1972 -0.26% 0.36% 0.62%
1973 -0.62% 0.01% 0.63%
1974 -0.48% 0.11% 0.59%
1975 0.27% 0.59% 0.32%
1976 0.18% 0.22% 0.04%
1977 -0.10% 0.40% 0.50%
1978 -0.25% 0.34% 0.59%
1979 -0.15% 0.42% 0.57%
1980 -0.27% 0.47% 0.74%
1981 -0.33% 0.27% 0.60%
1982 -0.19% 0.35% 0.54%
1983 -0.11% 0.29% 0.40%
1984 -0.35% 0.11% 0.46%
1985 -0.08% 0.22% 0.30%
1986 -0.28% 0.18% 0.46%
1987 -0.74% 0.19% 0.93%
1988 0.02% 0.22% 0.20%
1989 -0.18% 0.08% 0.26%
1990 -0.22%  -0.02% 0.20%
1991 -0.01% 0.20% 0.21%
1992 0.00% 0.11% 0.11%
1993 0.02% 0.13% 0.11%
1994 -0.11% 0.11% 0.22%
1995 -0.02% 0.21% 0.23%
1996 -0.01% 0.16% 0.17%
1997 -0.01% 0.10% 0.11%
1998 -0.27% 0.22% 0.49%
1999 0.04% 0.36% 0.32%
2000 -0.11% 0.14% 0.25%
2001 -0.03% 0.10% 0.13%
2002 -0.22% 0.12% 0.34%
2003 0.20% 0.13% -0.07%
2004 -0.07% 0.17% 0.24%
2005 0.19% 0.15% -0.04%
2006 -0.14% 0.02% 0.16%
2007 -0.22% 0.19% 0.41%

All -0.19% 0.18% 0.37%




Panel D: Mean Monday and Friday return (Decile 4)

Monday

Friday

Year Return Return Difference
1926 -0.26% 0.03% 0.29%
1927 0.09% 0.04% -0.05%
1928 -0.01% 0.11% 0.12%
1929 -0.73% 0.21% 0.94%
1930 -0.69% -0.10% 0.59%
1931 -0.83% 0.34% 1.17%
1932 -0.11% 0.57% 0.68%
1933 0.83% 0.14% -0.69%
1934 -0.52% 0.24% 0.76%
1935 0.22% 0.44% 0.22%
1936 -0.36% 0.06% 0.42%
1937 -1.10% -0.37% 0.73%
1938 0.27% -0.23% -0.50%
1939 -0.53% -0.24% 0.29%
1940 -0.32% -0.30% 0.02%
1941 0.04% -0.18% -0.22%
1942 0.08% 0.16% 0.08%
1943 -0.21% 0.01% 0.22%
1944 -0.03% 0.33% 0.36%
1945 0.16% 0.20% 0.04%
1946 -0.37% 0.34% 0.71%
1947 -0.36% -0.06% 0.30%
1948 -0.39% 0.05% 0.44%
1949 -0.19% -0.06% 0.13%
1950 -0.35% 0.30% 0.65%
1951 -0.16% 0.15% 0.31%
1952 -0.10% 0.22% 0.32%
1953 -0.31% 0.01% 0.32%
1954 0.07% 0.32% 0.25%
1955 -0.29% 0.25% 0.54%
1956 -0.18% 0.27% 0.45%
1957 -0.59% -0.02% 0.57%
1958 0.03% 0.37% 0.34%
1959 -0.19% 0.26% 0.45%
1960 -0.35% 0.19% 0.54%
1961 -0.03% 0.21% 0.24%
1962 -0.37% -0.03% 0.34%
1963 -0.10% 0.14% 0.24%
1964 -0.05% 0.24% 0.29%
1965 -0.11% 0.36% 0.47%
1966 -0.26% 0.15% 0.41%

Monday

Friday

Year Return Return Difference
1967 -0.06% 0.45% 0.51%
1968 0.06% 0.18% 0.12%
1969 -0.62% 0.14% 0.76%
1970 -0.36% 0.22% 0.58%
1971 0.09% 0.22% 0.13%
1972 -0.20% 0.30% 0.50%
1973 -0.57% 0.08% 0.65%
1974 -0.53% 0.08% 0.61%
1975 0.29% 0.61% 0.32%
1976 0.24% 0.19% -0.05%
1977 -0.03% 0.32% 0.35%
1978 -0.21% 0.31% 0.52%
1979 -0.10% 0.35% 0.45%
1980 -0.28% 0.33% 0.61%
1981 -0.34% 0.25% 0.59%
1982 -0.11% 0.28% 0.39%
1983 -0.05% 0.25% 0.30%
1984 -0.25% 0.14% 0.39%
1985 -0.02% 0.19% 0.21%
1986 -0.20% 0.19% 0.39%
1987 -0.65% 0.17% 0.82%
1988 0.08% 0.16% 0.08%
1989 -0.13% 0.11% 0.24%
1990 -0.24% -0.01% 0.23%
1991 0.06% 0.13% 0.07%
1992 0.00% 0.08% 0.08%
1993 0.09% 0.13% 0.04%
1994 -0.06% 0.06% 0.12%
1995 0.03% 0.17% 0.14%
1996 0.01% 0.16% 0.15%
1997 0.03% 0.08% 0.05%
1998 -0.20% 0.14% 0.34%
1999 0.00% 0.26% 0.26%
2000 -0.05% 0.14% 0.19%
2001 -0.06% 0.06% 0.12%
2002 -0.19% 0.07% 0.26%
2003 0.18% 0.13% -0.05%
2004 0.00% 0.16% 0.16%
2005 0.16% 0.14% -0.02%
2006 -0.09% -0.04% 0.05%
2007 -0.16% 0.16% 0.32%
All -0.16% 0.15% 0.31%

p-value < 0. 000001 using a binomial test with parameters n = 37, success = 34, probability = 0.5
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Panel E: Mean Monday and Friday return (Decile 5)

Monday

Friday

Year Return Return Difference
1926 -0.24% 0.04% 0.28%
1927 -0.02% 0.03% 0.05%
1928 -0.07% 0.16% 0.23%
1929 -0.76% 0.06% 0.82%
1930 -0.50% -0.16% 0.34%
1931 -0.59% 0.45% 1.04%
1932 -0.46% 0.32% 0.78%
1933 0.53% 0.03% -0.50%
1934 -0.60% 0.19% 0.79%
1935 0.21% 0.50% 0.29%
1936 -0.28% 0.03% 0.31%
1937 -1.05% -0.41% 0.64%
1938 -0.10% -0.19% -0.09%
1939 -0.48% -0.10% 0.38%
1940 -0.32% -0.23% 0.09%
1941 0.03% -0.18% 0.21%
1942 0.03% 0.17% 0.14%
1943 -0.17% 0.01% 0.18%
1944 -0.02% 0.29% 0.31%
1945 0.16% 0.19% 0.03%
1946 -0.29% 0.33% 0.62%
1947 -0.31% -0.09% 0.22%
1948 -0.23% 0.01% 0.24%
1949 -0.18% -0.03% 0.15%
1950 -0.26% 0.28% 0.54%
1951 -0.17% 0.19% 0.36%
1952 -0.04% 0.19% 0.23%
1953 -0.29% 0.08% 0.37%
1954 0.05% 0.27% 0.22%
1955 -0.25% 0.25% 0.50%
1956 -0.06% 0.28% 0.34%
1957 -0.57% -0.04% 0.53%
1958 0.08% 0.33% 0.25%
1959 -0.15% 0.29% 0.44%
1960 -0.32% 0.14% 0.46%
1961 -0.05% 0.15% 0.20%
1962 -0.32% -0.01% 0.31%
1963 -0.09% 0.14% 0.23%
1964 0.03% 0.25% 0.22%
1965 -0.06% 0.31% 0.37%
1966 -0.21% 0.08% 0.29%

Year ]\l:::lud::ly ll;::(lil?'{l Difference
1967 -0.03% 0.37% 0.40%
1968 0.09% 0.18% 0.09%
1969 -0.52% 0.13% 0.65%
1970 -029%  0.18% 0.47%
1971 0.06% 0.15% 0.09%
1972 -0.13% 0.26% 0.39%
1973 -0.59%  -0.03% 0.56%
1974 -0.42% 0.03% 0.45%
1975 0.19% 0.51% 0.32%
1976 0.19%  0.17% -0.02%
1977 -0.05% 0.30% 0.35%
1978 -0.16% 0.30% 0.46%
1979 -0.07% 0.31% 0.38%
1980 -0.19% 0.30% 0.49%
1981 -0.22% 0.21% 0.43%
1982 -0.14%  0.25% 0.39%
1983 -0.06%  0.25% 0.31%
1984 -0.23% 0.16% 0.39%
1985 0.01% 0.20% 0.19%
1986 -0.18% 0.19% 0.37%
1987 -0.56% 0.13% 0.69%
1988 0.05%  0.16% 0.11%
1989 -0.09%  0.09% 0.18%
1990 -0.09%  -0.06% 0.03%
1991 0.04% 0.07% 0.03%
1992 0.09% 0.06% -0.03%
1993 0.12% 0.10% -0.02%
1994 -0.02%  0.03% 0.05%
1995 0.02% 0.16% 0.14%
1996 0.03% 0.12% 0.09%
1997 0.06% 0.09% 0.03%
1998 -0.12% 0.09% 0.21%
1999 0.03% 0.24% 0.21%
2000 -0.02% 0.06% 0.08%
2001 -0.04% 0.04% 0.08%
2002 -0.17%  0.04% 0.21%
2003 0.18% 0.11% -0.07%
2004 0.00% 0.12% 0.12%
2005 0.16% 0.13% -0.03%
2006 -0.02%  -0.02% 0.00%
2007 -0.15% 0.11% 0.26%
All -0.14%  0.13% 0.27%

p-value < 0. 00001 using a binomial test with parameters n = 37, success = 32, probability = 0.5
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Panel F: Mean Monday and Friday return (Decile 6)

Year l\;{:lud::ly l];:;:ii; Difference
1926 -0.17% 0.04% 0.21%
1927 0.06% 0.11% 0.05%
1928 -0.11% 0.13% 0.24%
1929 -0.80% 0.19% 0.99%
1930 -0.59% -0.16% 0.43%
1931 -0.77% 0.44% 1.21%
1932 -0.49% 0.26% 0.75%
1933 0.52% 0.03% -0.49%
1934 -0.51% 0.10% 0.61%
1935 0.12% 0.53% 0.41%
1936 -0.28% 0.12% 0.40%
1937 -0.93% -0.36% 0.57%
1938 -0.07% -0.24% -0.17%
1939 -0.39% -0.13% 0.26%
1940 -0.27% -0.17% 0.10%
1941 -0.06% -0.14% -0.08%
1942 0.07% 0.14% 0.07%
1943 -0.09% 0.05% 0.14%
1944 0.02% 0.27% 0.25%
1945 0.12% 0.15% 0.03%
1946 -0.28% 0.22% 0.50%
1947 -0.23% -0.08% 0.15%
1948 -0.30% 0.06% 0.36%
1949 -0.17% -0.08% 0.09%
1950 -0.21% 0.27% 0.48%
1951 -0.13% 0.13% 0.26%
1952 -0.10% 0.22% 0.32%
1953 -0.28% 0.06% 0.34%
1954 0.02% 0.32% 0.30%
1955 -0.21% 0.21% 0.42%
1956 -0.10% 0.22% 0.32%
1957 -0.47% -0.01% 0.46%
1958 0.08% 0.28% 0.20%
1959 -0.12% 0.30% 0.42%
1960 -0.27% 0.17% 0.44%
1961 0.01% 0.13% 0.12%
1962 -0.30% -0.02% 0.28%
1963 -0.07% 0.16% 0.23%
1964 0.04% 0.17% 0.13%
1965 -0.03% 0.25% 0.28%
1966 -0.16% 0.07% 0.23%

Year l\l:(e):l:::ny ;:::2:_3; Difference
1967 -0.04% 0.35% 0.39%
1968 0.10% 0.15% 0.05%
1969 -0.48% 0.15% 0.63%
1970 -0.25% 0.20% 0.45%
1971 0.04% 0.20% 0.16%
1972 -0.13% 0.19% 0.32%
1973 -0.55% 0.02% 0.57%
1974 -037%  -0.02% 0.35%
1975 0.27% 0.49% 0.22%
1976 0.23% 0.15% -0.08%
1977 -0.07% 0.23% 0.30%
1978 -0.12% 0.24% 0.36%
1979 -0.03% 0.30% 0.33%
1980 -0.18% 0.23% 0.41%
1981 -0.17% 0.20% 0.37%
1982 -0.11% 0.23% 0.34%
1983 -0.03% 0.21% 0.24%
1984 -0.16% 0.15% 0.31%
1985 0.02% 0.19% 0.17%
1986 -0.16% 0.18% 0.34%
1987 -0.57% 0.10% 0.67%
1988 0.04% 0.16% 0.12%
1989 -0.04% 0.11% 0.15%
1990 -0.05%  -0.02% 0.03%
1991 0.00% 0.04% 0.04%
1992 0.06% 0.03% -0.03%
1993 0.11% 0.07% -0.04%
1994 -0.05% 0.02% 0.07%
1995 0.04% 0.16% 0.12%
1996 0.08% 0.13% 0.05%
1997 0.11% 0.08% -0.03%
1998 -0.14% 0.14% 0.28%
1999 0.04% 0.16% 0.12%
2000 0.02% 0.02% 0.00%
2001 0.00% 0.00% 0.00%
2002 -0.14% 0.11% 0.25%
2003 0.15% 0.14% -0.01%
2004 0.02% 0.13% 0.11%
2005 0.10% 0.12% 0.02%
2006 -0.02%  -0.02% 0.00%
2007 -0.13% 0.11% 0.24%

All -0.13% 0.12% 0.25%

p-value < 0. 00001 using a binomial test with parameters n = 37, success = 32, probability = 0.5
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Panel G: Mean Monday and Friday return (Decile 7)

Year ]\l:(e):lud::ly E:::‘:i Difference
1926 -0.16% 0.02% 0.18%
1927 -0.02% 0.10% 0.12%
1928 0.02% 0.18% 0.16%
1929 -0.60% 0.20% 0.80%
1930 -0.44%  -0.07% 0.37%
1931 -0.68% 0.18% 0.86%
1932 -0.56% 0.28% 0.84%
1933 041%  -0.03% -0.44%
1934 -0.44% 0.03% 0.47%
1935 0.15% 0.33% 0.18%
1936 -0.17% 0.03% 0.20%
1937 -0.92%  -0.33% 0.59%
1938 -0.07%  -0.18% -0.11%
1939 -037%  -0.06% 0.31%
1940 0.17%  -0.17% 0.00%
1941 -0.01%  -0.09% -0.08%
1942 0.05% 0.13% 0.08%
1943 -0.06% 0.03% 0.09%
1944 0.05% 0.20% 0.15%
1945 0.12% 0.10% -0.02%
1946 -0.19% 0.25% 0.44%
1947 -022%  -0.12% 0.10%
1948 -0.26% 0.05% 0.31%
1949 -0.11% 0.01% 0.12%
1950 -0.19% 0.23% 0.42%
1951 -0.10% 0.13% 0.23%
1952 -0.05%  0.19% 0.24%
1953 -0.21% 0.00% 0.21%
1954 0.10% 0.27% 0.17%
1955 -0.18% 0.21% 0.39%
1956 -0.07% 0.20% 0.27%
1957 -0.36% 0.01% 0.37%
1958 0.09% 0.26% 0.17%
1959 -0.08% 0.21% 0.29%
1960 -0.25% 0.14% 0.39%
1961 0.02% 0.11% 0.09%
1962 -026%  -0.02% 0.24%
1963 -0.05% 0.11% 0.16%
1964 10.05% 0.17% 0.12%
1965 -0.04% 0.24% 0.28%
1966 -0.17% 0.03% 0.20%

Year ]\l:g:l:r:y II;:;:?'Z; Difference
1967 -0.02% 0.28% 0.30%
1968 0.05% 0.15% 0.10%
1969 -0.39% 0.11% 0.50%
1970 -0.19% 0.15% 0.34%
1971 0.03% 0.15% 0.12%
1972 -0.08% 0.21% 0.29%
1973 -0.51% -0.04% 0.47%
1974 -0.34% -0.06% 0.28%
1975 0.23% 0.35% 0.12%
1976 0.17% 0.11% -0.06%
1977 -0.02% 0.18% 0.20%
1978 -0.07% 0.21% 0.28%
1979 -0.04% 0.24% 0.28%
1980 -0.16% 0.19% 0.35%
1981 -0.13% 0.18% 0.31%
1982 -0.03% 0.20% 0.23%
1983 0.03% 0.19% 0.16%
1984 -0.10% 0.13% 0.23%
1985 0.02% 0.16% 0.14%
1986 -0.13% 0.17% 0.30%
1987 -0.52% 0.08% 0.60%
1988 0.05% 0.19% 0.14%
1989 -0.04% 0.09% 0.13%
1990 0.00% -0.04% -0.04%
1991 0.04% 0.05% 0.01%
1992 0.08% 0.04% -0.04%
1993 0.13% 0.05% -0.08%
1994 -0.02% 0.00% 0.02%
1995 0.06% 0.13% 0.07%
1996 0.10% 0.13% 0.03%
1997 0.11% 0.08% -0.03%
1998 -0.09% 0.10% 0.19%
1999 0.03% 0.15% 0.12%
2000 0.06% -0.03% -0.09%
2001 0.02% 0.03% 0.01%
2002 -0.10% 0.05% 0.15%
2003 0.14% 0.14% 0.00%
2004 0.02% 0.11% 0.09%
2005 0.08% 0.13% 0.05%
2006 0.03% 0.00% -0.03%
2007 -0.11% 0.07% 0.18%
All -0.10% 0.10% 0.20%

p-value < 0. 001 using a binomial test with parameters n = 37, success = 30, probability = 0.5
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Panel H: Mean Monday and Friday return (Decile 8)

Monday

Friday

Year Return Return Difference
1926 -0.13% 0.07% 0.20%
1927 0.01% 0.12% 0.11%
1928 -0.04% 0.16% 0.20%
1929 -0.69% 0.18% 0.87%
1930 -0.34% -0.10% 0.24%
1931 -0.70% 0.23% 0.93%
1932 -0.64% 0.34% 0.98%
1933 0.49% 0.00% -0.49%
1934 -0.34% 0.15% 0.49%
1935 0.17% 0.27% 0.10%
1936 -0.17% 0.01% 0.18%
1937 -0.69% -0.23% 0.46%
1938 -0.07% -0.15% -0.08%
1939 -0.29% -0.06% 0.23%
1940 -0.14% -0.13% 0.01%
1941 -0.02% -0.12% -0.10%
1942 0.06% 0.07% 0.01%
1943 -0.04% 0.06% 0.10%
1944 0.07% 0.16% 0.09%
1945 0.10% 0.15% 0.05%
1946 -0.16% 0.23% 0.39%
1947 -0.22% -0.06% 0.16%
1948 -0.16% 0.03% 0.19%
1949 -0.06% -0.03% 0.03%
1950 -0.15% 0.19% 0.34%
1951 -0.06% 0.13% 0.19%
1952 -0.02% 0.17% 0.19%
1953 -0.19% 0.06% 0.25%
1954 0.09% 0.21% 0.12%
1955 -0.21% 0.21% 0.42%
1956 -0.04% 0.18% 0.22%
1957 -0.32% 0.03% 0.35%
1958 0.10% 0.28% 0.18%
1959 -0.04% 0.18% 0.22%
1960 -0.21% 0.14% 0.35%
1961 0.01% 0.15% 0.14%
1962 -0.27% 0.01% 0.28%
1963 -0.03% 0.11% 0.14%
1964 0.06% 0.13% 0.07%
1965 -0.04% 0.16% 0.20%
1966 -0.16% 0.02% 0.18%

Monday

Friday

Year Return Return Difference
1967 -0.03% 0.21% 0.24%
1968 0.10% 0.16% 0.06%
1969 -0.32% 0.11% 0.43%
1970 -0.13% 0.14% 0.27%
1971 0.05% 0.12% 0.07%
1972 -0.05% 0.18% 0.23%
1973 -0.45% -0.01% 0.44%
1974 -0.33% -0.08% 0.25%
1975 0.26% 0.36% 0.10%
1976 0.15% 0.11% -0.04%
1977 -0.03% 0.16% 0.19%
1978 -0.07% 0.20% 0.27%
1979 -0.01% 0.23% 0.24%
1980 -0.14% 0.16% 0.30%
1981 -0.06% 0.15% 0.21%
1982 -0.03% 0.16% 0.19%
1983 0.00% 0.16% 0.16%
1984 -0.11% 0.14% 0.25%
1985 0.06% 0.20% 0.14%
1986 -0.12% 0.15% 0.27%
1987 -0.53% 0.07% 0.60%
1988 0.06% 0.15% 0.09%
1989 -0.02% 0.09% 0.11%
1990 0.01% 0.01% 0.00%
1991 0.07% 0.05% -0.02%
1992 0.06% 0.03% -0.03%
1993 0.11% 0.04% -0.07%
1994 -0.01% 0.01% 0.02%
1995 0.04% 0.13% 0.09%
1996 0.09% 0.12% 0.03%
1997 0.13% 0.07% -0.06%
1998 -0.07% 0.11% 0.18%
1999 0.04% 0.15% 0.11%
2000 0.07% 0.01% -0.06%
2001 0.02% 0.03% 0.01%
2002 -0.07% 0.06% 0.13%
2003 0.15% 0.13% -0.02%
2004 0.00% 0.11% 0.11%
2005 0.09% 0.10% 0.01%
2006 0.02% 0.03% 0.01%
2007 -0.07% 0.06% 0.13%
All -0.08% 0.10% 0.18%

p-value < 0. 001 using a binomial test with parameters n = 37, success = 30, probability = 0.5
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Panel I: Mean Monday and Friday return (Decile 9)

Year Dl/ig:lud::ly II;Z;:;:‘{l Difference
1926 -0.09% 0.06% 0.15%
1927 0.06% 0.11% 0.05%
1928 -0.01% 0.26% 0.27%
1929 -0.66% 0.29% 0.95%
1930 -0.38% -0.07% 0.31%
1931 -0.56% 0.20% 0.76%
1932 -0.36% 0.07% 0.43%
1933 0.32% 0.02% -0.30%
1934 -0.28% 0.10% 0.38%
1935 0.09% 0.20% 0.11%
1936 -0.11% 0.04% 0.15%
1937 -0.64% -0.25% 0.39%
1938 -0.02% -0.05% -0.03%
1939 -0.18% 0.00% 0.18%
1940 -0.14% -0.07% 0.07%
1941 -0.07% -0.07% 0.00%
1942 0.07% 0.05% -0.02%
1943 -0.03% 0.06% 0.09%
1944 0.08% 0.13% 0.05%
1945 0.12% 0.10% -0.02%
1946 -0.14% 0.14% 0.28%
1947 -0.14% -0.03% 0.11%
1948 -0.14% 0.03% 0.17%
1949 -0.09% 0.01% 0.10%
1950 -0.14% 0.18% 0.32%
1951 -0.06% 0.10% 0.16%
1952 0.03% 0.15% 0.12%
1953 -0.12% 0.03% 0.15%
1954 0.06% 0.18% 0.12%
1955 -0.14% 0.17% 031%
1956 -0.02% 0.14% 0.16%
1957 -0.29% 0.02% 0.31%
1958 0.13% 0.21% 0.08%
1959 -0.03% 0.14% 0.17%
1960 -0.11% 0.13% 0.24%
1961 0.03% 0.14% 0.11%
1962 -0.23% -0.03% 0.20%
1963 -0.02% 0.10% 0.12%
1964 0.07% 0.12% 0.05%
1965 -0.06% 0.14% 0.20%
1966 -0.14% 0.02% 0.16%

Year l::::lud::ly ::3:2; Difference
1967 -0.03% 0.16% 0.19%
1968 0.11% 0.13% 0.02%
1969 -0.26% 0.12% 0.38%
1970 -0.13% 0.15% 0.28%
1971 0.04% 0.09% 0.05%
1972 -0.04% 0.16% 0.20%
1973 -0.39% 0.01% 0.40%
1974 -033%  -0.08% 0.25%
1975 0.21% 0.33% 0.12%
1976 0.14% 0.09% -0.05%
1977 -0.03% 0.10% 0.13%
1978 -0.03% 0.15% 0.18%
1979 0.02% 0.18% 0.16%
1980 -0.13% 0.11% 0.24%
1981 -0.03% 0.18% 0.21%
1982 0.01% 0.17% 0.16%
1983 0.05% 0.15% 0.10%
1984 -0.07% 0.12% 0.19%
1985 0.08% 0.19% 0.11%
1986 -0.09% 0.14% 0.23%
1987 -0.42% 0.05% 0.47%
1988 0.02% 0.13% 0.11%
1989 -0.02% 0.12% 0.14%
1990 -0.04%  -0.03% - 0.01%
1991 0.07% 0.05% -0.02%
1992 0.05% 0.03% -0.02%
1993 0.06% 0.04% -0.02%
1994 -0.04% 0.00% 0.04%
1995 0.06% 0.14% 0.08%
1996 0.07% 0.10% 0.03%
1997 0.11% 0.06% -0.05%
1998 -0.07% 0.08% 0.15%
1999 -0.03% 0.06% 0.09%
2000 0.07% 0.05% -0.02%
2001 0.04% 0.01% -0.03%
2002 -0.04% 0.08% 0.12%
2003 0.14% 0.14% 0.00%
2004 -0.03% 0.12% 0.15%
2005 0.04% 0.08% 0.04%
2006 0.02% 0.04% 0.02%
2007 -0.03% 0.05% 0.08%
All -0.06% 0.09% 0.15%

p-value < 0. 001 using a binomial test with parameters n = 37, success = 30, probability = 0.5
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Panel J: Mean Monday and Friday return (Decile 10)

Monday

Friday

Year Return Return Difference
1926 -0.06% 0.07% 0.13%
1927 0.02% 0.06% 0.04%
1928 -0.02% 0.17% 0.19%
1929 -0.45% 0.22% 0.67%
1930 -0.34% -0.02% 0.32%
1931 -0.70% 0.20% 0.90%
1932 -0.38% 0.05% 0.43%
1933 0.26% -0.03% -0.29%
1934 -0.10% 0.10% 0.20%
1935 0.08% 0.14% 0.06%
1936 -0.02% 0.00% 0.02%
1937 -0.37% -0.13% 0.24%
1938 0.01% 0.04% 0.03%
1939 -0.08% 0.01% 0.09%
1940 -0.08% -0.07% 0.01%
1941 -0.06% -0.11% -0.05%
1942 0.07% 0.00% -0.07%
1943 -0.04% 0.02% 0.06%
1944 0.02% 0.10% 0.08%
1945 0.12% 0.08% -0.04%
1946 -0.10% 0.15% 0.25%
1947 -0.12% -0.05% 0.07%
1948 -0.11% 0.03% 0.14%
1949 -0.04% 0.03% "0.07%
1950 -0.13% 0.15% 0.28%
1951 0.00% 0.08% 0.08%
1952 0.04% 0.13% 0.09%
1953 -0.11% 0.02% 0.13%
1954 0.08% 0.17% 0.09%
1955 -0.09% 0.11% 0.20%
1956 0.00% 0.07% 0.07%
1957 -0.11% 0.06% 0.17%
1958 0.13% 0.18% 0.05%
1959 0.01% 0.10% 0.09%
1960 -0.06% 0.14% 0.20%
1961 0.08% 0.13% 0.05%
1962 -0.23% 0.00% 0.23%
1963 0.00% 0.08% 0.08%
1964 0.06% 0.11% 0.05%
1965 -0.05% 0.08% 0.13%

-0.13% 0.00% 0.13%

1966

Monday

Friday

Year Return Return Difference
1967 0.00% 0.14% 0.14%
1968 0.11% 0.12% 0.01%
1969 -0.22% 0.08% 0.30%
1970 -0.06% 0.14% 0.20%
1971 0.05% 0.11% 0.06%
1972 -0.01% 0.13% 0.14%
1973 -0.24% 0.00% 0.24%
1974 -0.21% -0.06% 0.15%
1975 0.20% 0.24% 0.04%
1976 0.14% 0.10% -0.04%
1977 0.00% 0.08% 0.08%
1978 -0.06% 0.07% 0.13%
1979 -0.03% 0.11% 0.14%
1980 -0.12% 0.11% 0.23%
1981 0.06% 0.13% 0.07%
1982 0.06% 0.19% 0.13%
1983 0.06% 0.11% 0.05%
1984 -0.02% 0.12% 0.14%
1985 0.10% 0.16% 0.06%
1986 -0.01% 0.13% 0.14%
1987 -0.33% 0.03% 0.36%
1988 0.01% 0.12% 0.11%
1989 0.00% 0.07% 0.07%
1990 0.00% -0.03% -0.03%
1991 0.09% 0.07% -0.02%
1992 0.04% 0.04% 0.00%
1993 0.09% 0.00% -0.09%
1994 -0.09% -0.02% 0.07%
1995 0.08% 0.12% 0.04%
1996 0.06% 0.08% 0.02%
1997 0.10% 0.07% -0.03%
1998 -0.01% 0.04% 0.05%
1999 -0.08% 0.03% 0.11%
2000 0.05% 0.08% 0.03%
2001 0.04% 0.02% -0.02%
2002 0.00% 0.07% 0.07%
2003 0.00% 0.08% 0.08%
2004 -0.09% 0.08% 0.17%
2005 0.02% 0.06% 0.04%
2006 0.01% 0.06% 0.05%
2007 0.01% 0.07% 0.06%
All -0.04% 0.07% 0.11%

p-value < 0. 0001 using a binomial test with parameters n = 37, success = 31, probability = 0.5

73



Table 6: Effect of relative information flow on the Monday effect. This cross-
sectional analysis shows that higher relative information flow is associated with lower
Monday effect.

In each firm-month, I regress the excess daily firm return on the daily Fama-French three
factors. I then compute the standard deviation of residuals for each day of the week (i.e.,
my measure of information flow for each day of the week). Relative information flow is
computed as the Monday information flow (per calendar day) minus the Friday
information flow. As explained in Section 5, [ use log returns for all returns in the market
model regression to avoid spurious correlation between mean return and my measure of
information flow.

Firms are then sorted cross-sectionally (by year) into ten groups. In Panel A below, I
report the mean Monday effect for firms in each decile of relative information flow. The
Monday effect is the difference between the mean return on Friday and Monday.

Panel B repeats Panel A for the subsample where Monday information flow (per calendar
day) is less than Friday information flow. Panel C repeats Panel A for the subsample
where Monday information flow (per calendar day) is greater or equal than Friday
information flow.

Panel A: Mean Monday effect in deciles of Relative information flow

Relative information Mean Median
flow (ranks) Monday effect Monday effect

1 (Lowest) 1.04 % 1.10 %

2 0.57 % 0.56 %

3 0.40 % 0.36 %

4 0.30 % 0.25 %

5 0.22 % 0.18 %

6 0.18 % 0.12 %

7 0.13 % 0.08 %

8 0.11 % 0.03 %

9 0.07 % 0.00 %

10 (Highest) 0.06 % 0.00 %
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Panel B: Repeat Panel A for the subsample where Monday information flow (per
calendar day) < Friday information flow

Relative information Mean Median
flow (ranks) Monday effect Monday effect

1 (Lowest) 1.07 % 1.14 %

2 0.61 % 0.60 %

3 0.43% 0.40 %

4 0.33 % 0.28 %

5 0.25% 0.20 %

6 0.20 % 0.15%

7 0.16 % 0.11 %

8 0.12% 0.06 %

9 0.10% 0.02 %

10 (Highest) 0.07 % 0.00 %

Panel C: Repeat Panel A for the subsample where Monday information flow (per
calendar day) = Friday information flow

Relative information Mean Median
flow (ranks) Monday effect Monday effect

1 (Lowest) 0.02 % 0.00 %

2 0.03 % 0.00 %

3 0.08 % 0.00 %

4 0.07 % 0.00 %

5 0.07 % 0.00 %

6 0.06 % 0.01 %

7 0.10 % 0.03 %

8 0.09 % 0.03 %

9 0.09 % 0.03 %

10 (Highest) 0.01 % -0.05 %
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Surprising absence of scale for forecast error and forecast dispersion distributions
1. Introduction

Since both actual earnings per share (EPS) and consensus forecasts vary with the
scale of individual shares, where scale is typically measured as price per share,
conventional wisdom is that magnitudes of the difference should also vary with scale.
That is, the distribution of forecast errors for high-price shares should be associated with
larger absolute forecast errors and larger measures of variability, such as the variance and
interquartile range. To investigate the validity of this intuition we examine the
distributions of forecast errors for deciles of share price, where errors are measured as
reported quarterly EPS according to I/B/E/S less the most récent consensus analyst
forecast available. We find, much to our surprise, that there is little difference in
measures of variability across forecast error distributions for different price deciles.

To explore further why the variability of forecast errors does not vary with share
prices, we investigate the dispersion of individual forecasts around the consensus. Prior
research (e.g., Barron et al. [1998]) has emphasized differences between the two
constructs: whereas the variability of forecast errors is an across-firm-quarter measure of
predictability—the ability of consensus forecasts to accurately predict actual EPS—
forecast dispersion captures disagreement across analysts around the consensus for the
same firm-quarter. Despite these differences, conventional wisdom  holds that
disagreement should also vary with scale, similar to predictability. Disagreement across
analysts, measured in cents per share, must surely be higher for higher priced shares with
larger values of forecast EPS. Again, much to our surprise, we find the evidence

contradicts the intuition: dispersion of forecasts varies little across price deciles.
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Before proceeding further, we find it useful to provide some background and
describe the labels we use for different constructs. Underlying the I/B/E/S data are
forecasts of EPS (Fj;) made by analyst j for firm / in quarter . The mean (u;) and
standard deviation (0;) of the distribution of forecasts for each firm-quarter are refeﬁed
to as the consensus forecast and forecast dispersion, respectively. Individual forecasts and
the consensus are subtracted from the actual EPS reported for that firm-quarter to
generate forecast errors for each analyst (FE;) and for the firm-quarter (FEy),
respectively. These forecast errors are then pooled to generate a second set of
distributions, described by parameters such as the mean (u) and standard deviation (o)
representing forecast bias and predictability, respectively.*

To investigate these intuitions regarding predictability and disagreement, we
collect a sample of firm-quarters, each with a forecast error (FE;) and a dispersion value
(ow). We then group observations into deciles every quarter, based on beginning-of-A
quarter share prices, and generate distributions for forecast error and dispersion for those
price deciles. To describe the distributions generated, we compute two measures of
central tendency—mean and median—and three measures of variability—standard
deviation, interquartile range, and the range between the 5™ and 95" percentiles. We
focus on measures of variability for forecast errors when investigating predictability and
mean/median dispersion when investigating disagreement. We considered mean/median
absolute forecast errors as an alternative measure of predictability, but use those results
only for purposes of illustration since they are biased slightly by mean forecast errors

being systematically different from zero, especially for more extreme price deciles.

# We refer to these second set of distributions for illustrative purposes, since they may not actually

arise in practice. For example, in analyses based on regressions of forecast errors on its determinants, bias
may refer to the intercept and predictability may refer to variability of the error term.
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The following statistics illustrate how substantially our findings deviate from the
intuition in the literature. To provide context, the mean (median) beginning-of-quarter
share price of our lowest price decile is approximately $5 ($5), which is less than one-
tenth the mean (median) share price of our highest price decile of approximately $73
($62). And the magnitudes of forecast and actual EPS vary proportionately with this
substantial variation in the scale of share prices across price deciles. Despite this
substantial variation across price deciles in the scale of actual and forecast EPS,
disagreement and predictability vary only slightly with share price. The mean (median)
dispersion of forecasts around the consensus forecast is 3 (1) cents for the lowest priced
decile versus 5 (2) cents for the highest priced decile, and the standard deviation
(interquartile range) of forecast errors for the lowest price decile is 24 (5) cents versus 27
(5) cents for the highest price decile. As a first approximation our evidence suggests that
forecast dispersion and forecast errors of a particular amount (say within = 5 cents) are as
likely for a $5 St.OCk as they are for a $70 ;tock. We conduct a host of sensitivity analyses
and confirm that both findings are robust.

Prior research, apparently unaware of these results, has relied on the common
wisdom regarding predictability and disagreement varying with scale and deflated both
variables before using them as dependent or independent variables. Predictability is
typically measured by absolute value of forecast errors and the scaling variable is share
price or the level of reported/forecast earnings (e.g., Duru and Reeb [2002, eq. 1 and‘ 4],

Hope [2003, Table 5]). Disagreement is typically measured by forecast dispersion for that
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quarter (0i), and scale is measured by share price or the level of reported/forecast
earnings.”’

Because predictability and disagreement do not in fact vary with scale, deflating
them creates a strong negative correlation with scale. In our sample, the standard
deviation (interquartile range) for the distribution of price-deflated forecast errors
declines sharply from 12 (1) percent of price for the lowest price decile to 0.32 (0.08)
percent for the highest price decile. Similarly, the mean (median) price-deflated
dispersion declines from 0.79 (0.32) percent of price for the lowest price decile to 0.07
(0.04) for the highest price decile. This large negative correlation between price and
price-deflated measures of predictability and disagreement will bias estimated
coefficients using these price-deflated measures as dependent (independent) variables if
the included independent (dependent) variables happen to be correlated with price.

To illustrate the potential for such biases, we extend the analyses in Thomas
[2002] that relate variétion in price-deflated preciictability and disagreemeﬁt to the degree
of firm diversification. Our results confirm the presence of substantial biases and suggest
the following approach. Avoid deflation by scale, unless it is called for by theory. At a
minimum, report results for both scaled and unscaled results, and include the price
(inverse of price) as an additional regressor for the unscaled (scaled) variable

specification.

» Lang and Lundholm [1996, p. 476] deflate forecast dispersion by stock price “to facilitate

comparisons across firms.” Examples of other studies that deflate forecast dispersion by stock price include
Baber and Kang [2002, p. 288], Imhoff and Lobo [1992, p. 431], Thomas [2002, p. 381], Zhang [2006a, p.
110], and Zhang [2006b, p. 570]. Related studies that deflate dispersion by the absolute value of consensus
forecast, rather than share price, include Ajinkya et al. [1991, p. 393], Bryan and Tiras [2007, p. 659],
DeChow et al. [1996, p. 26], Diether et al. [2002, p. 2118], and Gu and Wu [2003, p. 13].
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Although our main objective is to document the two surprising results and the
extent of potential bias when scaled predictability and dispersion are used, we recognize
that a better understanding of the reasons why we observe the surprising results is
important to research on analyst forecasts. Our hypotheses about possible reasons why
predictability and dispersion do not vary with scale fall into two categories: a) forecast
error variability and forecast dispersion do not vary naturally with scale, and b) they vary
naturally with scale, as intuition suggests, but that variation is masked by variation in
other factors that also vary with scale but cause predictability and disagreement to shrink
with scale.

An example of the first category is that predictability and disagreement may vary
not with the level of earnings but with the precision of earnings, which in turn is
determined by the precision of revenue and expense forecasts. If low and high price firms
have similar precision for revenues and expenses, they may have similar precision for
eémings. An example of ihe second category is tﬁat predictability and disagreement
might vary with both scale and fundamental uncertainty, but the two effects might cancel
each other out if fundamental uncertainty is higher for low price firms.

Our investigation of the different hypothesized reasons failed to identify any
strong candidates. We are able, however, to document strong declines in predictability
and disagreement around stock splits, and those declines are roughly proportionél to the
corresponding decline in share price. We investigate stock splits because they represent a
natural experiment that provides built-in controls that restrict variation in the other factors

that potentially cause reverse variation with scale. This result supports the second
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category of explanations and the common intuition that predictability and disagreement
vary with scale.

The remainder of this paper is organized as follows. The sample and descriptive
statistics are described in Section 2, and Section 3 contains our main findings and a
summary of robustness tests. Section 4 discusses the results of extending Thomas [2002]
to illustrate the potential for biases when predictability and disagreement are deflated by
price. Section 5 summarizes our efforts to explain the two surprising findings, and
Section 6 concludes.

2. Sample and descriptive statistics

2.1. Sample selection
We include all U.S. firms on the unadjusted I/B/E/S files (with data not adjusted

for stock splits) that have fiscal quarters ending in the 14 calendar years from 1993 to
2006. We drop years before 1993 because of concerns about a shift around the early
1990°s in the methodology used to compute “actual” EPS ‘as reported by I/B/E/S.% For
each firm-quarter included we obtain the actual quarterly EPS after adjustment by I/B/E/S
for items analysts did not forecast (/IBESACTUAL), the most recent consensus (mean)
forecast EPS (FORECAST) and the standard deviation of individual forecasts around that
consensus (DISPERSION).*” We also obtain other variables such as the number of
analysts issuing forecasts (COVERAGE), and the age of individual forecasts as of the date

of the consensus forecast. To increase the reliability of consensus forecasts, we delete

%6 Cohen et al. [2007, p. 272] state that “prior to the early 1990s, I/B/E/S did not always adjust actual
earnings to exclude items not forecasted by analysts, thereby creating a mismatch between its actual
(realized) and forecasted (expected) earnings.” We find, however, that our main findings remain unchanged
when we include data from before 1993.

2 The most recent forecast is typically from the same month as the month of earnings announcement,
or the prior month if the earnings announcement has already been made before I[/B/E/S’ cut off date for that
month. In a few cases, we go back up to 90 days before the earnings announcement to find an available
consensus forecast.
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firm-quarters for which the consensus is based on fewer than three analysts. Finally, we
require that stock price (BEGPRICE) is available on CRSP as of 90 calendar days before
the fiscal quarter end (or the most recent trading day after that date if it is a non-trading
day).

Our “full sample” that satisfies these requirements contains 142,726 firm-quarters.
We then sort firm-quarters into price deciles each calendar quarter, based on the
beginning-of-quarter price (BEGPRICE). For our supplementary analyses, we create
additional variables, derived from Compustat and CRSP. Details of all variables are
provided in the Appendix A. No variables have been Winsorized or truncated, and no
sectors have been excluded (except the “Miscellaneous/Undesignated” sector, which

contains eight firm-quarters in our sample)®*.

2.2. Summary statistics for sample

Table 1 describes the distribution of sample firm-quarters for each year and sector,
where sector' groupings are taken from ‘I/B/E/S. The number of oBservations in each year
generally increases through time, though there is a temporary decline in the years 1999 to
2003. All sectors have at least a few thousand firm-quarter observations. The Technology
sector has the highest number of observations (28,005), while the Transportation sector
has the least (3,397).

Table 2 presents descriptive statistics for several key variables, sorted in

alphabetical order, and those results are generally consistent with prior research.”

2 One firm, Berkshire Hathaway (I/B/E/S ticker is BKHT), is deleted from our sample because it
had an unusually large forecast error for the quarter ending December 2006 (the forecast error of $406.64
per share arises from an /BESACTUAL of $1859 versus a FORECAST of $1452.36). This error is so large
that it skews some of our descriptive statistics (the next highest forecast error in our sample is below $44).
29 For example, Abarbanell and Lehavy [2003] also find that the mean forecast error is lower than
the median forecast error and that the fraction of positive forecast errors exceeds the fraction of negative
forecast errors.
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FORECAST distributions in Panel A are similar to those for IBESACTUAL, suggesting
that consensus forecasts are reasonably accurate. That inference is confirmed by the
relatively tight interquartile range (from -1 cent to +3 cents) for forecast errors
(FORECASTERR) and the relatively small values for absolute values of forecast error
(ABSFE). The distribution fdr actual EPS according to Compustat (COMPACTUAL) is
similar to that for IBESACTUAL, except that it is more left-skewed, and the
corresponding forecast error (COMPFE) distributions are similar to those based on
IBESACTUAL. Disagreement across analysts, measured by the dispersion of individual
forecasts around consensus forecasts (DISPERSION) just prior to earnings report dates, is
fairly narrow, indicated by mean (median) DISPERSION of 3 (2) cents per share.

The mean and median share prices (BEGPRICE) for our sample are $27.1 and
$22.5, implying that the distribution of share prices is right-skewed. The mean number of
analysts covering stocks in our sample (COVERAGE) is about 7 and the mean and
standard deviatioﬁ of the age of forecasts' as of the consensus dat.e is captured by
MEANSTALE and SDSTALE, respectively. We deflate forecast error, absolute forecast
errors, and dispersion by share price to generate DEFLFE, DEFLABSFE, and DEFLDISP,
respectively, which are used later to investigate the impact of price deflation by
comparing them with INVBEGPRC, which is the inverse of beginning share price. VOL is
a measure of fundamental uncertainty, derived from the standard deviation of daily
returns over a prior 200 day window.

Panel B of Table 2 provides Pearson and Spearman correlations between different
pairs of these variables. We limit our attention at this stage to a few correlations with

share price, and consider some other correlations later. The level of forecasts
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(FORECAST) and actual earnings (IBESACTUAL and COMPACTUAL) are strongly
positively related to BEGPRICE. And yet variability of forecast error, as captured by
ABSFE, is only weakly positively related to BEGPRICE. Similarly, the dispersion of
forecasts is also weakly related to share price.’® More details regarding the variation of
ABSFE and DISPERSION with BEGPRICE are explored in the next section. Because
ABSFE and DISPERSION are only weakly related to price, deflating them by price
creates a strong negative (positi\'/e) relation with BEGPRICE (INVBEGPRC).»!

Panel C of Table 2 provides the means and medians for selected variables across
different price deciles. The results show considerable variation in share price around the
overall mean/median that is reported in the right-most column for purposes of
comparison. Mean and median values of BEGPRICE for the highest decile are well over
ten times those for the lowest decile. This variation in the scale of share price is mirrored
in corresponding variation in the magnitudes of consensus EPS forecasts and both
measures of actual EPS, since the means and- medians reported for F ORECAST,
IBESACTUAL, COMPACTUAL for decile 10 are over ten times those reported for decile
1.

3. Main findings

As described in Section 1, we believe that the common practice of deflating
variability of forecast errors and forecast dispersion by price or level of actual/forecast
earnings is based on the intuition that the ability of consensus forecasts to predict

reported EPS and the disagreement across analysts when forecasting EPS for a particular

30 The relatively high Pearson correlation of 0.15 between DISPERSION and BEGPRICE appears to
be due to extreme values because it declines to 0.11 when we Winsorize the extreme 1 percent of the
distributions.

3 As mentioned in the prior footnote, the relatively low negative Pearson correlations observed for
DEFLABSFE and DEFLDISP appear to be related to extreme values, since they increase to values close to
the Spearman correlations when we Winsorize the extreme 1 percent of observations.
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firm-quarter both vary with scale. It appears that price deflation is preferred over
deflation by levels of actual or forecast earnings because of the potential for distortion
when those levels are close to zero or negative. Regardless of which scaling variable is
used, common wisdom is that deflation should improve comparability across shares of

different scale.

3.1. Evidence of how predictability and disagreement vary with price

Figure 1 provides a more comprehensive perspective on the relation between
prices and variability of forecast errors/dispersion than that provided by the correlations
in Panel B of Table 2. Each vertical bar represents the distribution for a particular price
decile, and the hash marks identify the location of the mean, median, and 5™, 25%, 75",
and 95" percentiles of the pooled forecast error distribution. Numerical values for the
mean, median, standard deviation and interquartile ranges for these distributions are
provided in the corresponding panels of Table 3.

The left block of Panel A describes the aistribution of forecast Aerrors
(FORECASTERR) for different price deciles, where forecast errors are measured relative
to the actual EPS as reported by I/B/E/S. There is a concern that this proxy for the “core”
earnings number that analysfs attempt to forecast may be biased in unexpected ways
since I/B/E/S adjusts it after observing the price reaction to announced earnings.’> To
alleviate those concerns, the middle block of Panel A describes the distribution of
COMPFE, forecast errors measured relative to actual EPS as reported by Compustat. The

left blocks in Panels B and C provide the distributions for absolute forecast errors

3 The Wharton Research Data Services (Glushkov [2007, p. 27]) provides the following description:
“IBES observes the market reaction to the earnings announcement prior to choosing exactly which earnings
components to include in street earnings. This leads to a potential ex post selection bias.” Bradshaw and
Sloan [2002, p. 42] define street earnings as the “numbers announced by corporations in their press releases
and tracked by analyst estimate clearinghouse services, such as I/B/E/S.”
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(ABSFE), an alternative measure of forecast el;ror variability, and dispersion in analyst
forecasts around the consensus for each firm-quarter (DISPERSION). The right blocks in
Panels A, B, and C provide the distributions for DEFLFE, DEFLABSFE and DEFLDISP,
which are price-deflated values of forecast errors, absolute forecast errors, and dispersion,
respectively.

The main finding from the left block of Figure 1, Panel A, and Panel A1l of Table
3 is that variability of forecast error distributions does not increase substantially with
share price. The spread between the 5™ and 95" percentiles, the interquartile range, and
the standard deviation all suggest a shallow U-shaped relation between the variability of
forecast error and share price, with the right end of the U (firms with higher priced shares)
being slightly taller than the left end of the U (firms with lower priced shares). To
illustrate the surprising absence of scale implied by these results, consider for example
the relative lack of variation in the interquartile range across the price deciles. Even
though ﬁfms in decile 1 are on aver;age considerably smaller iﬁ scale than firms in decile;
10 (in terms of price and actual and forecast EPS), the interquartile range of 5 cents for
decile 1 is quite similar to the 5 cents reported for decile 10. In essence, holding aside
systematic variation .in forecast biases that are captured by differences in the
mean/median forecast error across the ten share price deciles, consensus forecasts are
almost equally accurate regardless of whether the EPS being forecasted is only a few
cents (for firms in decile 1) or almost a dollar (for firms in decile 10).

The results in the middle block of Figure 1, Panel A, and Panel A2 of Table 3
confirm that the observed lack of scale exhibited by predictability is not sensitive to

whether forecast errors are computed using actual EPS according to I/B/E/S or
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Compustat. While the measures of variability for COMPFE in the middle block of Figure
1, Panel A, and Panel A2 of Table 3 are systematically higher th‘an those for
FORECASTERR, variation across the price deciles continues to be described by a U-
shaped relation, rather than a sharply rising one.

The results reported for absolute forecast errors in the left block of Panel B in
Figure 1 and Panel Bl of Table 3 confirm the first finding that variability of forecast
errors does not increase much with scale. Mean and median levels of ABSFE for deciles 1
(10) are 0.07 (0.09) and 0.02 (0.03), respectively. Note that absolute values overstate true
variability when the means/medians are not zero. And since the mean/median forecast
errors in Panel Al of Table 3 indicate a systematic pattern of negative (positive) bias that
increases as we go toward lower (higher) price deciles, the absolute values of forecast
errors overstate variability of forecast errors, with the degree of overstatement increasing
for more extreme price deciles. As a result, we prefer to describe predictability in terms
of measures of variability of Fi ORECAST ERR, such as the staﬁdard deviation and
interquartile range, rather than mean/median values of ABSFE.

Our second finding regarding the lack of scale associated with analyst
disagreement is described in the left block of Panel C in Figure 1 and Panel C1 of Table 3.
As with ABSFE, the focus is not on the spreads of these distributions, but on the means
and medians, since the variable (DISPERSION) already measures spread across
individual forecasts. As with variability of forecast errors, the mean/median level of
dispersion exhibits a shallow, asymmetric U-shaped relation, that is taller for high price
deciles, rather than the proportional relation expected in prior research. This

counterintuitive finding suggests that disagreement across analysts, measured in cents per
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share, does not vary much across the price deciles even though the level of forecasted
EPS varies substantially. |

The impact Qf the common practice of price deflation on these variables is
described by the right block in Panels A, B, and C of Figure 1 and Panels A3, B2, and C2
of Table 3. Examining measures of variability for DEFLFE and means/medians for
DEFLABSFE and DEFLDISP suggests that price deflation causes variability of forecast
errors and forecast dispersion to decline sharply with price. Given the very mild evidence
of a positive relation between share price and undeflated variability of forecast errors and
forecast dispersion, scaling by price reverses that mild positive relation and creates a
strong negative relation with share price or, more correctly, a strong positive relation with

the inverse of share price.

3.2. Are the findings robust?
Panels A and B of Figure 2 offer a more detailed look at the distributions of

forecast error and (iispersion, respectively, fo determine whether thé distributional
statistics reported in Figure 1 mask some unusual aspects. The histograms reported show
the fraction of the sample represented by each cent of forecast error and dispersion. For
brevity, we only report histograms for three price deciles: deciles 1, 5, and 10,
representing low, medium, and high share price firms, respectively. Scrutiny of these
histograms reveals interesting patterns, such as a) the frequency of large negative forecast
errors (less than — 30 cents per share) is high for both low- and high-price shares, but low
for medium-price shares, b) the frequency of large positive forecast errors (greater than
30 cents per share) is high only for high-price shares, consistent with the right-tail
asymmetry observed in Figure 1, Panel A, c) the fraction of observations in the “just

missed” category (forecast errors of -1 and -2 cents) is substantially lower for high-price
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shares.*® The main conclusion, however, is that the underlying distributions described by
these histograms support the findings inferred from statistics reported in Figure 1 and
Table 3.

We repeated the FORECASTERR and DISPERSION plots in Figure 1 for each
year in our sample period. In addition, we computed the following statistics for each price
decile: a) standard deviation/interquartile range for forecast error, and b) mean/median
dispersion of each price decile. Our results (untabulated) confirm that the full sample
findings regarding predictability and disagreement are observed in most years. We
conducted a similar analysis across each of the 11 sectors noted in Table 1. There are
interesting patterns in the levels of predictability and disagreement in different sectors.
For example, variability of forecast errors (predictability) and mean/median levels of
dispersion (disagreement) are considerably lower in the health care and technology
sectors, but considerably higher in the transport and utilities sectors. However, all sectors
réﬂect the same general pafterns of lack of variation. in predictability and disaéreement
across price deciles that we noted in the full sample. We also confirm that our findings
remain qualitatively unchanged when we a) use the median of the individual forecasts
each quarter, instead of the mean, to represent the consensus forecast, and b) use absolute
values of forecast earnings and per share level of total assets as alternative measures of

scale, instead of share price.

3 Abarbanell and Lehavy [2003, p. 106] define [left] tail asymmetry as “a larger number and a

greater magnitude of observations that fall in the extreme negative relative to the extreme positive tail of
the forecast error distributions” and middle asymmetry as “a higher incidence of small positive relative to
small negative forecast errors in cross-sectional distributions.” In our paper, we use the term “right tail
asymmetry” to describe “a larger number and a greater magnitude of observations that fall in the extreme
positive relative to the extreme negative tail of the forecast error distributions.”
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As an additional investigation, Appendix B finds that the main analysis of Table 3
changes when we examine non-EPS forecast (forecast of cash flow or sales per share), or
when we examine the EPS forecast in countries outside United States. For example, for
the sales per share forecast in United States, we see much higher variation with scale. The
interquartile range of sales forecast error across the ten price deciles ranges from $0.09 to
0.53, while the median forecast dispersion ranges from $0.03 to $0.23. A stronger
variation with scale is also observed for the cash flow forecasts in United States, and for
all three types of forecast in many other countries.

4. Replication of Thomas [2002] to illustrate potential biases caused by price
deflation

Until we obtain a better understanding of the factors that explain how
predictability and disagreement vary with scale, researchers investigating these attributes
should exercise caution when deflating by share price. If predictability and disagreement
do not vary naturally with scale, price deflation will bias coefficient estimates, as long as
other included variables happen to be correlated with share price. And even if both
variables vary naturally with scale but that variation is reversed by other effects, scaling
by price but not controlling for these effects raises the same concerns about potential
biases caused by price deflation.

To illustrate these issues we extend the regressions of price-deflated predictability
and dispersion on diversification reported in Thomas [2002], a study that investigates the
relation between diversification and information asymmetry between managers and
investors. Price-deflated measures of predictability and disagreement are two of many
attributes of information asymmetry considered in that study, and diversification is

measured by the Herfindahl Index (HERF) computed for each firm-year based on
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segment assets. Our objectives are to determine the extent to which the results of that
study change when a)inverse of price is included as an additional regressor,
b) predictability and disagreement are not deflated by price, and ¢) price is added as an
additional regressor to the undeflated specifications.

Panel A of Table 4 contains Pearson and Spearman correlations among pairs of
key variables from Thomas [2002] as well as other variables we created from the
underlying data. To avoid confusion with similar variables used earlier, we choose our
own labels for these variables. The dependent variables in the regressions estimated in
Thomas [2002] are labeled DEFLATAFE and DEFLATDISP, which are price-deflated
values of absolute forecast errors and forecast dispersion, where deflation is based on
share price five days before the annual earnings announcement (PRICES). We focus here
only on two of the regressors, HERF and RESIDVOL considered in the different
equations. HERF, which measures diversification, varies between 0 and 1, with lower
values represe‘nting greater diversiﬁcatién across different segmeﬁts. RESIDVOL, which
measures the standard deviation of market model residuals, is included in the final
specification in Thomas [2002] to control for potential relations between idiosyncratic
volatility and predictability/dispersion. The variables we introduce are undeflated
absolute forecast errors (4FE), dispersion (DISP), and the inverse of share price
(INVPRICES).*" Key correlations are introduced where relevant in the discussion below.

Panels B and C of Table 4 contain the results of extending the analyses in Tables

3 and 4 of Thomas [2002], which explain variation in price-scaled absolute forecast error

3 AFE is similar to ABSFE except that the consensus forecast is the median not the mean forecast
for each firm-quarter, PRICES the share price used for deflation is similar to BEGPRICE except that it is
based on share price five days before the earnings announcement rather than beginning-of-quarter share
price, and RESIDVOL is similar to ¥OL except that it focuses on idiosyncratic not total return volatility.
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and dispersion, respectively. Specification I refers to the original results and equations (1)
through (5), reported in the columns, refer to the corresponding equations estimated in
the original paper. The main finding from the results for specification I in both panels that
is relevant for our purposes is that the coefficient on HERF is positive and significant in
equations (1) through (4), but that relation switches to a negative and significant
coefficient in equation (5), when volatility is introduced. That is, lower diversification
(larger HERF) is associated with higher variability of forecast errors and forecast
dispersion, but that relation reverses when a control for idiosyncratic volatility is
introduced in equation (5). Recall that the dependent variables in both panels are deflated
by share price.

Specification Il considers the impact of introducing the inverse of share price as
an additional regressor. This extension would be appropriate if theory called for measures
of predictability and disagreement to be scaled by share price, but there remained a
concern whether thét deflation might induce a‘spurious correlation with \l/ariables that are
related to price. Panel A of Table 4 indicates that price-deflated absolute forecast errors
and dispersion are strongly positively related to the inverse of price. Introducing the
inverse of share price offers a simple way to mitigate such a concern. The main result in
specification II for both panels B and C is that including INVPRICES to the right hand
side eliminates all of the significant positive coefficients on HERF observed in the
original results for equations (1) through (4). These results can be anticipated by the
negative correlation between HERF and price in Panel A of Table 4. And the lower
éoefﬁcient on RESIDVOL, relative to that in specification I, is likely related to the

positive correlation between volatility and inverse of price.
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Specification III is similar to the original specification, but the dependent
variables are no longer deflated by price. As with specification I, no significant positive
coefficients are observed on HERF in either Panel B or C. These results suggest that the
significant positive coefficients observed on HERF for equations (1) through (4) in the
original specification are likely due to the negative correlation between HERF and share
price, which then induces a positive correlation between HERF and the price-deflated
dependent variables. Introducing a variable that is related to share price, such as
RESIDVOL in equation (5), as an additional regressor controls for this correlation
between HERF and the price-deflated variables.

Specification IV adds share price as an additional regressor to specification III to
control for the small positive relations observed between share price and undeflated
rﬁeasures of predictability and disagreement (caused by the right end of the U-shaped
relation, for firms with high-price shares, being slightly taller than the left end). Panel A
.of Table 4 confirms that AFE and DISP are positiveiy related to share price. Obsewing a
positive coefficient on PRICES, that is especially significant in Panel C, illustrates the
importance of controlling for the small residual positive relation with share price that is
observed for undeflated measures of predictability and disagreement.

In sum, the results generated by extending the analyses in Thomas [2002] suggest
the following implications for research that employs measures of predictability and
disagreement.” First, unless called for by theory, these measures should either not be

deflated or both sets of results based on deflated and undeflated measures should be

3 The conclusions reached in Thomas [2002] are ultimately supported in analysis conducted on

alternative measures of asymmetric information that are not subject to the scaling issues investigated in the
present paper, i.e., abnormal returns to seasoned equity offerings (Hadlock et al. [2001]) and market
microstructure metrics (Clarke et al. [2004]).
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reported. Second, if deflated measures are used, it is important to include the inverse of
price as an additional regressor, to confirm that the coefficients are not biased because of
the strong negative relation between deflated measures and share price. Third, even if
undeflated measures are used, it is important to include price as an additional regressor,
to mitigate any bias due to the small positive relation between undeflated measures and
share price.

5. Why do predictability and disagreement not vary with scale?

We believe that research on analyst forecasts will benefit from understanding why
we find that predictability and disagreement do not vary with scale. Even though
developing such an understanding lies beyond the scope of this paper, we share below the
results of our efforts to probe this question. Hopefully, future researéh will build on our
early efforts.

We considered a number of possible reasons why predictability and disagreement
do ndt vary with scale. These pétential explanations fall in.to two general categories. First,
predictability and disagreement do not naturally vary with share price. This position
seems unintuitive since the levels of both forecast and actual EPS clearly vary with scale.
And we are unable to find evidence consistent with the reasons we generated to explain
why the difference between actual and forecast EPS and disagreement among analysts in

their forecasts would not also vary with scale.’® To be sure, it is quite possible that

3 For example, we investigated whether the precision of earnings forecasts depends on the precision

of revenue and expense forecasts, which in turn depend on the levels of revenues and expenses, not on the
level of earnings. Take two firms that have similar levels of revenues, but the first (second) firm has
expenses equal to 80% (90%) of revenues. Even though the first firm has twice the earnings of the second,
the precision of earnings forecasts would be reasonably similar if it was derived from the precision of
revenue and expense forecasts. If large and small earnings numbers, and by implication large and small
prices, arise because expenses are relatively smaller and larger but revenues are reasonably similar across
firms in the different price deciles, then predictability and disagreement could be similar across high and
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additional investigation might uncover some possible reasons that are supported by the
evidence.

The second possibility is that predictability and disagreement do in fact vary
naturally with scale, but other factors cause that variation to be reversed on average. Of
the many factors we considered, three seemed initially promising. First, fundamental
uncertainty in earnings and forecasts, as determined by firm choices relating to issues
such as operating and financial leverage, is positively related to the variability of forecast
errors and forecast dispersion but is negatively related to share price. Second, firms with
high-price shares may be associated with greater incentives for managers to guide
analysts, greater incentives for analysts to revise forecasts, and greater incentives for
I/B/E/S to adjust actual EPS accurately for items that analysts did not seek to forecast.

Our results, however, do not provide strong support for any of the different
hypotheses. We are, however, able to provide clear evidence that is consistent with the
second catégory of explanations wheﬁ we consider how prediciability and disagreement
vary around stock splits. By holding the firm constant, we seek to limit variation across
the factors that might potentially reverse the effects of any natural variétion with scale.
The results described below suggest that predictability and disagreeﬁent decline after
stock splits, and that decline is proportionate to the corresponding price declines.

Panels A and B of Figure 3 compare the distributions for forecast errors and
forecast dispersion, respectively, from four quarters before to four quarters after stock
splits of different magnitudes. Panels A and B of Table 5 provide key measures of central

tendency and variability for the corresponding distributions. Of the four most common

low price firms. Our results, however, indicate that high price firms have considerably larger values for
sales (and expense) per share than low price firms.
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types of splits represented in our sample, a “2-for-1” stock split is the most frequent
(1,341 instances) and the “3-for-1” split is the least frequent (76 instances).:‘7 Our results
suggest that the variability of forecast errors (represented by measures such as the
standard deviation and interquartile range) and the mean/median level of dispersion do
indeed appear to decline substantially after the split. To be sure, the declines are not
always proportionate to the split, for example, in the case of the “3-for-2” split one of the
measures of variability (standard deviation) actually increases after the split.”® However,
many of the changes around stock splits are so strongly proportional to the corresponding
price changes that we view this evidence as suggesting that forecast dispersion and
variability of forecast error do indeed vary naturally with price. Presumably, that
variation is not observed in aggregate data because it is reversed by other factors that also
vary with price.

We also consider similar analyses based on the quarter just before and after the
split (results available upon request). Our fesults again confirm that éplits are associated
with substantial declines in measures of forecast error variability and disagreement,
proportional to the splits that occurred. We do note, however, considerable negative
(positive) skewness for the post-split forecast error (dispersion) distributions. That is,
immediately after the split we see many more negative forecast errors and many more
forecasts that are higher than the median. Since this combination of negative and positive

skewness is consistent with some pre-split individual analyst forecasts not being

7 We did not include reverse splits and other stock splits because of the smaller sample sizes

obtained (less than 50 firm-quarters in each case).

One reason why the decline in the two measures is not exactly proportional to the split is that the
measures are rounded to the nearest cent. Also, it is possible that underlying uncertainty increases after a
split, which is then reflected in slightly less predictable earnings and slightly higher disagreement among
analysts.
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immediately adjusted for the split, we believe the results based on 4 quarters before and
after the split are more meaningful.”®

6. Concluding Remarks

In this paper, we document surprising empirical findings related to two aspects of
analyst forecasts: a) predictability of reported EPS, measured by variability of forecast
errors, and b) disagreement across analysts’ EPS forecasts, measured by dispersion of
forecasts around the consensus forecast. Prior research has relied on the intuition that
predictability and disagreement should vary proportionately with scale, typically proxied
by share price. We agree that this is a reasonable presumption since levels of both actual
and forecast EPS, which are the variables underlying predictability and disagreement,
vary with scale. However, contrary to these expectations, we find that measures of
variability of forecast errors as well as dispersion of individual forecasts around the
consensus do not vary much with share price.

We believe thaf explanations for the gap.between the common intﬁition and our
findings can be viewed as either being focused on explaining why variability and
disagreement do not vary naturally with scale, or on explaining why natural variation
with scale for both coﬁstructs is reversed on average by other factors that also vary with
scale. We provide evidence consistent with the second explanation, by showing that
predictability and disagreément decline proportionately after stock splits. However, we
believe that there is considerable understanding yet to be gained about the factors that

determine variation in predictability and disagreement.

39 Note that the + 4 quarter analysis is biased against observing proportional declines in predictability

and disagreement because prices tend to rise substantially during the four quarters before the split and
continue to rise, albeit to a smaller extent, during the four quarters after the split. Therefore the ratio of
stock prices from four quarters before to four quarters after the split is less than that implied by the split.
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Until progress is made on gaining that understanding, we believe that price
deflation of these two variables be undertaken with caution. The observed lack of
variation between price and undeflated measures of predictability/disagreement turns into
a strong negative relation when these two constructs are deflated by price. As a result,
there is considerable potential for biased coefficients, and researchers are encouraged to
a) check whether the coefficients on variables of interest are robust to the use of deflated
and undeflated measures of predictability/disagreement, and b) include price or inverse of

price as an additional regressor where appropriate.
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Panel B: Distribution of ABSFE and DEFLABSFE in each BEGPRICE decile
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Panel C: Distribution of DISPERSION and DEFLDISP in each BEGPRICE decile

- T 0.034~ -
0.15
0.024
0.10 0.01-
] 0.01 7
0.05 L
I EEE 0.014
. T I S e ll
000_ 4 4 4 4 4 4Lk 4 4 A OO()— B SO N lll
1 ) ) i T I 1 1 I i i 1 ) i 1 1
12345678910 123456

130

LEGEND
T35 %

~ 75 %

P\ Y [ET]
® Mean

T 25%

e 5%

LEGEND
T35 %

= 75 %

Y [T
@ Mean

“ 25%

A 5%



Figure 2. Histograms of forecast error and dispersion for selected BEGPRICE

deciles

The histograms below for FORECASTERR and DISPERSION are provided for deciles 1, 5, and 10 of
BEGPRICE, which is the beginning-of-quarter share price. Values below (above) -30 (30) cents are
combined with observations in the -30 (30) cent group. The horizontal line below each histogram contains a
solid circle to represent the mean, a long vertical hash mark for the median and hash marks for the 5%, 25,
75", and 95™ percentiles. FORECASTERR is defined as IBESACTUAL minus FORECAST, where
IBESACTUAL is the actual quarterly EPS (in dollars) as reported by 1/B/E/S, and FORECAST is the most
recent consensus (mean) EPS forecast (in dollars) for that firm-quarter. D/ISPERS/ION is the standard
deviation of the individual analysts’ EPS forecasts around the consensus in that quarter. All variables relate
to firm-quarters, and are described in more detail in the Appendix A.

Panel A: Histograms for FORECASTERR
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Panel B: Histogram for D/SPERSION.

Percentage of Sample
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Figure 3. Distribution of forecast error and dispersion before and after stock splits
This Figure describes how the distributions of FORECASTERR and DISPERSION vary from four quarters
before to four quarters after stock splits. The mean is indicated by the solid circle, the median by the long
horizontal hash mark, and the remaining hash marks locate the Sth, 25th, 75th, and 95th percentiles of the
pooled distributions for the different variables. FORECASTERR is defined as /BESACTUAL minus
FORECAST, where IBESACTUAL is the actual quarterly EPS (in dollars) as reported by 1/B/E/S, and
FORECAST is the most recent consensus (mean) estimate (in dollars) of IBESACTUAL for that firm-
quarter. DISPERSION 1is the standard deviation of the individual analysts’ EPS forecasts around the

consensus in that quarter. Additional details for all variables are provided in the Appendix A.

Panel A: Percentile plots of FORECASTERR before and after stock split (+/- 4 quarters from stock split)
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Panel B: Percentile plots of DISPERSION before and after stock split (+/- 4 quarters from stock split)

2-for-1 (N=1341)  3-for-1 (N=76)  3-for-2 (N=766)  5-for-4 (N=95)
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Table 1
Distribution of firm-quarter observation in each year and sector

This Table reports the number of firm-quarter observations in each year and sector. The sectors, as defined
in the 1/B/E/S database, are Basic Industries, Capital Goods, Consumer Durables, Consumer Non-Durables,
Consumer Services, Energy, Finance, Health Care, Technology, Transportation, and Public Utilities. The
sector named “Miscellaneous/Undesignated” has been deleted because only eight firm-quarters satisfied
our sample requirements.

“ 8 o &
-g 8 S @ wu o 8 2 to: wn
= Ei i a S & 2 = 2 & 2
Year g g g § 5 E g E —;:J § = All
m O &) Z 172) w [ jam ~ ~ =)
1993 683 779 344 474 12239 446 1275 991 1,098 209 584 8,122

1994 746 834 424 555 1,472 508 1,399 1,047 1299 227 609 9,120
1995 839 841 493 528 1,521 508 1,506 1,068 1,538 262 625 9,729
1996 820 896 480 544 1,686 573 1,598 1,210 1,975 265 620 10,667
1997 855 957 475 584 2,019 617 1517 1,430 2,392 284 667 11,797
1998 314 999 476 628 2,226 591 1,590 1,409 2,428 292 609 12,062
1999 733 894 420 589 2242 548 1616 1,245 2272 267 626 11,452
2000 610 697 353 502 2,192 478 1,395 1,066 2,404 222 518 10,437
2001 509 661 303 440 1,784 521 1320 1241 2,406 196 484 9,865
2002 415 627 295 413 1,669 478 1,375 1221 2,046 195 421 9,155
2003 425 598 292 457 1,621 473 1,532 1,172 1,938 209 426 9,143
2004 407 663 300 - 468 1,658 503 1,713 1,336 2,099 228 419 9,794
2005 440 724 337 483 1,724 542 1962 1,516 2,114 242 419 10,503
2006 528 774 328 529 1,728 653 2,063 1,580 1,996 299 402 10,880

All 3824 10,944 5320 7,194 24,781 7439 21,861 17,532 28,005 3,397 7,429 142,726
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Table 2
Descriptive statistics

All variables relate to firm-quarters, and are described in more detail in the Appendix A. /IBESACTUAL is
the actual quarterly EPS (in dollars) as reported by I/B/E/S and COMPACTUAL is the actual quarterly EPS
(in dollars) as reported by Compustat. FORECAST is the most recent consensus (mean) estimate (in dollars)
of IBESACTUAL for that firm-quarter, prior to the earnings announcement. FORECASTERR is defined as
IBESACTUAL minus FORECAST. ABSFE is the absolute value of FORECASTERR. DISPERSION is the
standard deviation of the individual analysts’ EPS forecasts around the consensus in that quarter.
COVERAGE is the number of estimates that underlie the consensus FORECAST. BEGPRICE is the share
price (in dollars) at the beginning-of-quarter, and INVBEGPRC is the inverse of BEGPRICE. MEANSTALE
and SDSTALE are the mean and standard deviation of forecast age (in days) of individual forecasts,
respectively. COMPFE is COMPACTUAL minus FORECAST. DEFLABSFE, DEFLDISP, and DEFLFE
are ABSFE, DISPERSION, and FORECASTERR scaled by BEGPRICE, respectively. VOL is the standard
deviation of stock returns over the period from day -210 to -11, relative to its fiscal quarter-end.

Panel A: Distributional statistics

Variable N Mean StdDev  Min Q1 Median 03 Max

ABSFE 142,726  0.06 0.22 0.00 0.01 0.02 0.06 43.03
BEGPRICE 142,726  27.1 24.0 0.0 13.4 22.5 34.9 908.0
COMPACTUAL 139,841 0.28 0.65 -35.92 0.06 0.26 0.50 24.00
COMPFE 139,841  -0.02 0.38 -35.27 -0.03 0.01 0.04 23.52
COVERAGE 142,726 7.1 5.4 1.0 3.0 5.0 9.0 44.0

DEFLABSFE 142,726  0.0043  0.0362 0.0000 0.0004 0.0011 0.0032 8.6250
DEFLDISP 142,726  0.0020 0.0128 0.0000 0.0004 0.0008 0.0018 3.5339
DEFLFE 142,726 -0.0008 0.0364 -8.6250 -0.0006 0.0003 0.0015 3.8305
DISPERSION 142,726  0.03 . 0.06 0.00 0.01 .0.02 0.03 4.30

FORECAST 142,726  0.31 0.49 -14.96 0.08 0.26 0.49 11.22

FORECASTERR 142,726  -0.00 0.22 -43.03 -0.01 0.01 0.03 8.84
IBESACTUAL 142,726 0.30 0.55 -46.46 0.08 0.27 0.50 12.21
INVBEGPRC 142,726 0.07 0.20 0.00 0.03 0.04 0.07 50.00
MEANSTALE 142,456 77.2 47.8 0.0 46.4 68.8 96.5 720.0
SDSTALE 140,012 46.9 39.2 0.0 20.1 374 64.3 523.9
VoL 142,696  0.030 0.017 0.002 0.018 0.026 0.038 0.300
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Panel B: Pearson (lower diagonal) and Spearman (upper diagonal) correlation

§ &) Z E T oW
S Y
Em§§§335588§§25
2 8§ 3 3 3§ § 8§ 2383 9 3 g g3
S 8 8 3 @ a a3 gk 8 =z 3 § =
ABSFE 0.06 0.03 0.09 -0.08 0.87 0.36 0.13 0.46 0.05 0.17 0.03 -0.06-0.15-0.11-0.03
BEGPRICE 0.08 0.58 0.13 0.4 -0.36-0.45 0.00 0.11 0.62 0.13 0.61 -1.00-0.06 0.06 -0.45
COMPACTUAL  -0.10 0.39 0.43 0.24 -0.23-0.28 0.19 0.05 0.93 0.26 0.95 -0.58-0.01 0.08 -0.58
COMPFE -0.17 0.02 0.67 0.05 0.03 -0.09 0.66 -0.02 0.19 0.69 0.30 -0.13-0.01-0.02-0.12
COVERAGE ~ -0.03034 0.14 0.00  -0.25-0.18 0.03 0.05 0.26 0.09 0.26 -0.44-0.02 0.14 -0.19
DEFLABSFE 042 -0.06-0.14-0.10-0.05  0.52 0.14 0.37 -0.23 0.10 -0.24 0.36 -0.11-0.12 0.17
DEFLDISP 0.14 -0.08-0.14-0.02-0.05 0.44  -0.03 0.79 -0.27-0.08-0.28 0.45 -0.16-0.09 0.16
DEFLFE -0.310.02 0.11 0.15 0.02-0.68 0.13  -0.050.05 0.96 0.20 -0.00 0.01 -0.03 0.00
DISPERSION 033 0.15 -0.08-0.05-0.00 0.18 0.44-0.00  0.09 -0.02 0.06 -0.11-0.23-0.07-0.11
FORECAST -0.00 0.51 0.81 0.11 0.19 -0.10-0.16 0.03 -0.07.  0.13 0.97 -0.62-0.01 0.09 -0.60

FORECASTERR -0.690.03 0.26 0.34 0.04 -0.31-0.01 0.43 -0.09 0.08

IBESACTUAL -0.28 0.47 0.82 0.23 0.19-0.21-0.15 0.20 -0.09 0.91 0.47

0.29 -0.13-0.01-0.03-0.05

-0.61-0.01 0.09 -0.59

INVBEGPRC 0.00 -0.17-0.10-0.01-0.09 0.20 0.22 -0.10-0.01-0.12-0.01-0.12 0.06 -0.06 0.45
MEANSTALE -0.02-0.05-0.03-0.02-0.05 0.01 -0.01-0.02-0.11-0.03-0.02-0.03 0.03 0.63 0.04
SDSTALE -0.03-0.00 0.02 -0.01 0.03 -0.00-0.00-0.01-0.04 0.03 -0.01 0.02 -0.00 0.66 -0.07
VOL 0.03 -0.20-0.40-0.12-0.14 0.10 0.10 -0.05 0.00 -0.44-0.05-0.41 0.16 0.06 -0.04

Panel C: Variation across BEGPRICE deciles in means and medians of selected variables, reported in the

top and bottom halves of each row, respectively.

Variable Stats 1 2 3 4 5 6 7 8 9 10 Al
BEGPRICE Mean 5.1 9.1 128 163 199 239 285 346 437 725 27.1
Median 5.2 92 129 164 200 240 284 343 430 62.1 225
COMPACTUAL Mean -0.10 -0.01 0.08 0.14 022 029 036 043 054 080 0.28
Median -0.02 006 0.13 020 025 032 037 044 054 0.71 026
COVERAGE Mean 4.1 4.7 53 58 63 69 75 84 96 120 7.1
Median 3.0 4.0 40 40 50 S50 60 70 80 11.0 50
FORECAST Mean -0.04 0.03 0.11 0.17 024 031 037 044 055 0.81 031
Median 0.00 0.07 0.14 020 026 032 037 044 053 072 0.26
IBESACTUAL Mean -0.07 0.02 0.10 0.16 024 031 037 044 0.56 083 0.30
Median -0.01 0.07 0.14 020 026 032 038 045 054 072 0.27
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Table 3

Distributional statistics for forecast error and dispersion in each BEGPRICE decile
This Table reports the mean, median, standard deviation (StdDev), inter-quartile range (QRange), and the
number of observations (N) for distributions of forecast error, absolute forecast error, and forecast
dispersion for different deciles of BEGPRICE, which is the beginning-of-quarter share price (in dollars).
Price deciles are computed each calendar quarter, and the lowest (highest) price decile is denoted by 1 (10).
FORECASTERR is defined as IBESACTUAL minus FORECAST, where IBESACTUAL is the actual
quarterly EPS (in dollars) as reported by I/B/E/S, and FORECAST is the most recent consensus (mean)
estimate (in dollars) of [BESACTUAL for that firm-quarter. COMPFE is COMPACTUAL minus
FORECAST, where COMPACTUAL is the actual quarterly EPS (in dollars) as reported by Compustat.
ABSFE is the absolute value of FORECASTERR. DISPERSION is the standard deviation of the individual
analysts’ EPS forecasts around the consensus in that firm-quarter. DEFLFE, DEFLABSFE, and DEFLDISP
are defined as FORECASTERR, ABSFE, and DISPERSION scaled by BEGPRICE, respectively. Additional
details for all variables are provided in the Appendix A.

Panel Al: Distributional statistics for FORECASTERR in each BEGPRICE decile

1 2 3 4 5 6 7 8 9 10 All
Mean -0.02 -0.01 -0.01 -0.00 -0.00 -0.00 0.00 0.01 0.01 0.02 -0.00
Median 0.00 0.00 0.00 0.01 0.01 0.01 0.01 0.01 0.01 0.02 0.01
StdDev. 024 = 0.17 0.18 0.15 0.20 0.20 0.16 0.40 0.16 0.27 0.22
QRange 0.05 0.04 0.05 0.05 0.04 0.04 0.04 0.04 0.05 0.05 0.04
N 12,227 13,917 14,014 14,332 14,379 14,601 14,937 14,964 15,066 14289 142,726
Panel A2: Distributional statistics for COMPFE in each BEGPRICFE decile

1 2 3 4 5 6 7 8 9 10 All
Mean -0.06 -0.05 -0.03 -0.02 -0.02 -0.01 -0.01 -0.00 -0.00 0.00 -0.02
Median 0.00 0.00 0.00 0.01 0.01 0.01 0.01 0.01 0.01 0.02 0.01
StdDev 0.34 0.49 0.31 0.30 0.28 0.36 0.36 0.32 0.36 0.58 0.38
QRange  0.07 0.08 0.07 0.06 0.07 0.07 0.07 0.08 0.09 0.11 0.07
N 12,027 13,742 13,771 14,106 14,096 14,324 14,634 14,610 14,727 13,804 139,841
Panel A3: Distributional statistics for DEFLFE in each BEGPRICE decile

1 2 3 4 5 6 7 8 9 10 All
Mean 0.0066 0.0016 0.0009 0.0003 0.0002 0.0000 0.0002 0.0001 0.0003 0.0003 -0.0008
Median 0.0000 0.0000 0.0000 0.0005 0.0004 0.0004 0.0003 0.0003 0.0002 0.0002 0.0003
StdDev  0.1191 0.0209 0.0143 0.0092 0.0101 0.0086 0.0053 0.0112 0.0036 0.0032 0.0364
QRange 0.0102 0.0053 0.0036 0.0028 0.0021 0.0017 0.0015 0.0013 0.0011 0.0008 0.0021
N 12,227 13,917 14,014 14332 14,379 14,601 14,937 14,964 15,066 14,289 142,726
Panel B1: Distributional statistics for ABSFE in each BEGPRICFE decile

1 2 3 4 5 6 7 8 9 10 All
Mean 0.07 0.06 0.06 0.06 0.06 0.06 0.06 0.06 0.07 0.09 0.06
Median 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.03 0.03 0.02
StdDev 0.23 0.16 0.17 0.14 0.20 0.19 0.15 0.40 0.15 0.25 0.22
QRange 0.05 0.05 0.05 0.05 0.05 0.04 0.05 0.05 0.06 0.07 0.05
N 12,227 13,917 14,014 14,332 14,379 14,601 14937 14964 15066 14,289 142,726
Panel B2: Distributional statistics for DEFLABSFE in each BEGPRICE decile

1 2 3 4 5 6 7 8 9 10 All
Mean 0.0185 0.0067 0.0047 0.0035 0.0028 0.0023 0.0019 0.0018 0.0015 0.0013 0.0043
Median 0.0051 0.0027 0.0018 0.0014 0.0011 0.0009 0.0008 0.0007 0.0006 0.0005 0.0011
StdDev  0.1178 0.0199 0.0135 0.0085 0.0097 0.0083 0.0049 0.0110 0.0033 0.0030 0.0362
QRange 0.0114 0.0054 0.0038 0.0029 0.0024 0.0019 0.0017 0.0014 0.0013 0.0011 0.0028
N 12,227 13,917 14,014 14332 14379 14,601 14937 14964 15066 14,289 142726
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Panel C1: Distributional statistics for DISPERSION in each BEGPRICE decile

1 2 3 4 5 6 7 8 9 10 All
Mean 0.03 0.03 0.03 0.03 0.03 0.03 0.03 0.03 0.03 0.05 0.03
Median 0.01 0.01 0.01 0.01 0.01 0.01 0.02 0.02 0.02 0.02 0.02
StdDev 0.07 0.06 0.05 0.06 0.04 0.05 0.05 0.05 0.06 0.09 0.06
QRange  0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.03 0.04 0.02
N 12,227 13,917 14,014 14,332 14,379 14,601 14,937 14,964 15066 14,289 142,726
Panel C2: Distributional statistics for DEFLDISP in each BEGPRICE decile

1 2 3 4 5 6 7 8 9 10 All
Mean 0.0079 0.0033 0.0023 0.0017 0.0014 0.0012 0.0010 0.0009 0.0008 0.0007 0.0020
Median  0.0032 0.0017 0.0013 0.0008 0.0007 0.0006 0.0006 0.0005 0.0005 0.0004 0.0008
StdDev  0.0421 0.0068 0.0037 0.0037 0.0020 0.0020 0.0018 0.0016 0.0013 0.0012 0.0128
QRange 0.0055 0.0026 0.0018 0.0014 0.0011 0.0009 0.0008 0.0007 0.0007 0.0006 0.0015
N © 12,227 13,917 14,014 14332 14,379 14,601 14,937 14964 15066 14,289 142,726
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Table 4
Extension of analyses in Tables 3 and 4 of Thomas {2002] to show price deflation
effect

Panel A reports the Pearson (Spearman) correlation of selected variables from Thomas [2002] in the lower
(upper) diagonal. Panel B (C) reports a partial view of the regression results based on Table 3 (Table 4) of
Thomas [2002], which investigates the relation between absolute forecast error (forecast dispersion) and
diversification. Absolute forecast error (AFE) and dispersion are measured as |/BESACTUAL — median
FORECAST| and standard deviation of analyst forecasts. When scaled by PRICES, which is share price five
days before the annual earnings announcement, we denote them as DEFLATAFE and DEFLATDISP.
Diversification is measured by HERF, which is the Herfindahl Index, based on assets reported for different
segments. A smaller value of HERF represents more diversification or more balanced asset investments
spread across more segments. RESIDVOL, measured as the standard deviation of the market model
residuals over the period from 210 to 11 days before the earnings announcement date, is a control variable
that is included in equation (5) in both Panels. See Thomas [2002] for more details. Specification I refers to
the regressions estimated in the original study. Specification Il includes the inverse of PRICES
(INVPRICES) as an additional regressor. Specification I1I returns to specification I but considers undeflated
values of the dependent variables. Specification 1V adds price as an additional regressor to specification III.
Associated White [1980] t-statistics are reported in parentheses below each coefficient estimate, and
significance at the 10%, 5%, and 1% levels are indicated by *, **_ and ***, respectively.

Panel A: Pearson (lower diagonal) and Spearman (upper diagonal) correlation

Q,

a =4 2 -

S ~ O QS

[T RN

3 3 L = t, Q

¢ § & § & £ § 8

< Q ) Q a Z RS >
AFE 0.89 0.45 0.48 -0.13 0.13 -0.10 0.12
DEFLATAFE 0.56 0.32 0.63 -0.54 0.54 0.03 0.39
DISP 0.50 0.14 0.75 0.14 -0.14 -0.25 -0.17
DEFLATDISP 0.27 0.53 0.49 -0.51 0.51 -0.03 0.30
PRICES 0.10 -0.26 0.29 -0.25 -1.00 -0.29 -0.69
INVPRICES 0.04 0.58 -0.09 0.52 -0.48 0.29 0.69
HERF -0.09 0.06 -0.17 0.03 -0.26 0.18 0.40

RESIDVOL 0.05 0.42 -0.11 0.35 -0.47 0.64 0.34
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Panel B: Selected coefficients from regressions based on Table 3 of Thomas [2002].

Specification . Equation
Variable
Dep. Var. - o) @ ©) @ ®
2.55 0.91 0.95 0.86 77.02
I HERF 865 | (273 | (2.88)* | (2.40)%* | (3.14)r**
DEFLATAFE 437
RESIDVOL (2.82) 40
140 0.45 0.47 0.35 2036
HERF (5.13)%+* (1.59) (1.65)* (1.19) (1.20)
11 67.01 71.55 70.38 70.27 56.28
DEFLATAFE | INVPRICES 1 g 1iyeax | (22.73)0%x | (22.00)%%* | (22.05)%** | (17.11)**+
1.89
RESIDVOL (1146 *+
ERE 202701 0.0139 0.0154 20.0021 -0.0861
1 (7.10)**+ (0.30) (0.33) (0.04) (1.84)%
AFE 0.1955
RESIDVOL (18 5200
ERE 20.1954 0.0159 0.0209 0.0049 20.0737
(4.35)%* (0.33) (0.43) (0.10) (1.56)
v 0.0031 0.0004 0.0011 0.0013 0.0038
AFE PRICES (3.10)**+ (0.36) (0.97) (1.16) (3.32)*x
0.2151
RESIDVOL (16 080
Panel C: Selected coefficients from regressions based on Table 4 of Thomas [2002].
Specification Variable Equation
Dep. Var. 0 ) 3) @ )
0.29 0.17 0.18 0.13 20.16
| HERF (s.40px | (266 | (284 | (201 | (.83
DEFLATDISP 0.68
RESIDVOL (25.54) #r
2039 0.09 0.0 0.04 20.04
HERF (7.85)4%* (1.63) (1.75)* (0.76) (0.74)
i 11.53 12.57 12.18 12.12 10.52
pEFLATDIsP | INVPRICES 1 5 joyssx | (2030)%%+ | (19.80)%** | (19.72)%** | (15.51)%
0.22
RESIDVOL (125 wn
ERE 20.1401 20.0062 20.0060 200124 -0.0228
1 (16.02*** |  (0.57) (0.55) (1.15) (2.15)**
DISP 0.0241
RESIDVOL 1231y
ERE 20.0766 0.0017 0.0032 20.0022 200153
7377 | (0.15) (0.28) (0.20) (1.43)
v RICES 0.0026 0.0016 0.0018 0.0019 0.0023
DISP (1L61)*** | (6.07)%** | (6.83y** | (1.15y** | (8.82)**=
. 0.0360
RESIDVOL (13 36y
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Table §
Distributional statistics for forecast error and dispersion before and after stock
' splits

This Table describes how the distributions of FORECASTERR and DISPERSION vary from four quarters
before to four quarters after stock splits (Panels A and B), and one quarter before to sixteen quarters after
stock splits (Panels C and D). We report the mean, median, standard deviation (StdDev), inter-quartile
range (QRange), and the number of observations (N) for the distributions of FORECASTERR and
DISPERSION. FORECASTERR is defined as IBESACTUAL minus FORECAST, where IBESACTUAL is
the actual quarterly EPS (in dollars) as reported by I/B/E/S, and FORECAST is the most recent consensus
(mean) estimate (in dollars) of IBESACTUAL for that firm-quarter. DISPERSION is the standard deviation
of the individual analysts’ EPS forecasts around the consensus in that firm-quarter. Additional details for
all variables are provided in the Appendix A.

Panel A: Distributional statistics for FORECASTERR before and after stock split (+/- 4 quarters from stock

split)

2 for 1 split 3 for I split 3 for 2 split 5 for 4 split
pre-split  post-split  pre-split  post-split  pre-split  post-split  pre-split  post-split
Mean 0.03 0.01 0.05 0.01 0.02 0.01 0.00 0.01
Median 0.02 0.01 0.03 0.01 0.02 0.01 0.00 0.00
StdDev 0.15 0.08 0.09 0.07 0.06 0.07 0.10 0.05
QRange 0.05 0.03 0.08 0.03 0.04 0.03 0.03 0.03
N 1,341 1,341 76 76 766 766 95 95

Panel B: Distributional statistics for DISPERSION before and after stock split (+/- 4 quarters from stock

split)
2 for 1 split 3 for 1 split 3 for 2 split 5 for 4 split
pre-split  post-split  pre-split  post-split  pre-split  post-split  pre-split  post-split

Mean 0.03 0.02 0.04 0.02 0.02 0.02 0.02 0.02
Median 0.02 . 0.01 0.03 0.02 0.01 0.01 0.01 0.01
StdDev 0.05 0.03 0.04 0.02 0.02 0.07 0.04 0.02
QRange 0.02 0.01 0.05 0.02 0.01 0.01 0.01 0.01

N 1,341 1,341 76 76 766 766 95 95

Panel C: Distributional statistics for FORECASTERR before and after stock split (-1 to +16 quarters from

stock split)
2 for 1 split 3 for 1 split 3 for 2 split 5 for 4 split
pre-split  post-split  pre-split  post-split  pre-split  post-split  pre-split  post-split
Mean -0.01 0.01 0.02 0.04 0.01 -0.00 -0.01 -0.00
Median 0.02 0.01 0.03 0.02 0.02 0.01 0.00 0.00
StdDev 0.23 0.16 035 0.13 0.13 0.10 0.09 0.05
QRange 0.06 0.03 0.11 0.05 0.04 0.03 0.04 0.02
N 1,109 1,109 68 68 640 640 85 85
Panel D: Distributional statistics for DISPERSION before and after stock split (-1 to +16 quarters from
stock split)
2 for 1 split 3 for 1 split 3 for 2 split 5 for 4 split
pre-split  post-split  pre-split  post-split  pre-split  post-split  pre-split  post-split
Mean 0.03 0.03 0.05 0.03 0.02 0.02 0.02 0.01
Median 0.02 0.01 0.03 0.01 0.01 0.01 0.01 0.01
StdDev 0.06 0.13 0.05 0.03 0.02 0.02 0.02 0.01
QRange 0.02 0.01 0.07 0.02 0.01 0.01 0.01 0.01
N 1,109 1,109 68 68 640 640 85 85
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