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Identification and Modeling Tehran Stock Exchange Calendar Effects
with
ARCH and GARCH Models
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Abstract:

This paper examines calendar effects in daily return of Tehran Stock Exchange
(TSE). The approach adopted within this paper is to start with a general model,
which incorporates wide range of different calendar anomalies that have been seen
in other stock exchange .There is evidence of strong Esfand and Mehr effects in
stock returns. In addition results show that TSE return has decreased with a lapse
of time. After identification and removal of calendar effects from daily return,
BDS statistic was used to test the presence of any remaining non-linearity in the
Residual before using GARCH models to represent volatility. The BDS test shows
that there is high probability of the dependence between residuals in spite of
removing calendar anomalies. Both GARCH and ARCH models are success in
modeling dependencies. Finally the importance of calendar effects in return
forecasting was tested. Evidence shows that inclusion of calendar effects improves
the forecasts accuracy although simple regression which includes calendar effects
has better performance than GARCH (1, 1) models.
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