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Executive Summary

Here in this report, I use earnings to find abnormal returns and cumulative abnormal returns on listed banks in Dhaka Stock Exchange for three quarter. We can see that Bangladesh stock market is efficient at the semi-strong level. The post negative-event day’s cumulative average abnormal (CARs) returns are negative and the post-positive event days CARs are positive. The empirical study suggests that Bangladesh stock market is not efficient. In fact, it exhibits market under-reaction.  
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[bookmark: _Toc532118648]Abstract: 

I examine the earnings announcement of Dhaka Stock Exchange listed banks quarterly to know the market efficiency. Here also Efficient Market Hypothesis (EMH) also tested on Dhaka Stock Exchange. Here I use normal return to illustrate abnormal return around the event date. The result established that Dhaka Stock market is not efficient in the positive return price goes up and after the negative return price goes down. 
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1. [bookmark: _Toc532118649]Introduction:

I, Rubyia Haque Student of United International University’s School of Business and Economics department, major in Finance. Hereby declare that I have completed the project report it contains 3 credit of my degree. It is a vital the part of this degree to get knowledge of the field experience of their academic preparation. Project /Internships are done by individual for each student to get experience of the fieldwork. In this course student play a very active role to make their reports in different sector. 


1.1 [bookmark: _Toc532118650] Origin of the report:

As we know that internship/project is the part of BBA degree, so each student has to complete this course to complete their degree. Project / Internship is important to get idea about practical idea of different sector. As we know that it is the part of our degree so each student has to complete this. 
Before World War I interns were known as medical student who do doctor-in-training.  After 1960’s internship began to grow popularity in different academies and different careers.
 





[bookmark: _Toc532118651]1.2 Objectives

I have done this report as a part of my academic purpose. As it’s compulsory to do this course so I have done earnings announcement and market efficiency of Dhaka Stock Exchange of banking sector. Our main objective is to know the price reaction of Dhaka Stock Exchange as it is consider from an event. Also reason to know the market efficiency through these negative and positive events. 

[bookmark: _Toc532118652]1.3 limitation of the report

As it is empirical study I have to collect data from private sector which publicly available. As sample we used here, 30 banks abnormal return and cumulative abnormal return for recent available four quarter data.
Here also shortage of information. If we get more data we can shows more effective results. Also I have got four quarter of data set from a private company. If I will be able to get more data then the result will be more reliable. 
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[bookmark: _Toc532118653]2. Profile of report 
In this part we can see the main purpose and findings of the report. Also we can see what I have done we can see in the following part.
[bookmark: _Toc532118654] 2.1 Introduction: 

There are large body empirical studies on the impact of earnings announcement on security’s returns. The studies attempt to shade light on market efficiency. The return behavior is studied around earnings announcements. A remarkable study on earnings announcement provides evidence that there are price drifts following earnings announcement meaning after positive earnings surprise prices continue to increase and after negative earnings surprise prices continue to decrease for quite sometimes. This result suggests that market underreacts to earnings prices. This reports empirical results on earnings announcements of in 4 quarters of 30 banks traded in the Dhaka Stock Exchange (DSE). 
The results of this study support the market under reaction similar to the results of the study referred to above. The results show that prices started to increase (decline) even before the positive (negative) earnings surprise and continue to increase (decline) during post-event days. The report proceeds as follows. Section II presents literature survey. In Section III, the hypotheses tested are mentioned. Section IV provides the data and methodology. Section V reports the empirical results. Section VI concludes the report. 


[bookmark: _Toc532118655] 2.2 Literature Survey:

Fama who is presented the theory of efficient market in 1969 but now it’s became the most controversial topic in modern filed of finance. Market efficiency concept refers price of any financial asset reflects all available relevant information in the. This theory is also known as investment theory that states that it is impossible to beat the market. From Fama’s theory an efficient market is the place where large number of profit maximizers tries to competing each other to predict near future of their securities. The most important fact is that all the relevant information should be freely available to all participants. So, they can easily get idea about the reflecting prices of their valued securities.  
As we know that Market efficiency can be of information can be examined through three types of information those are given below  
· the information is private information (which I used here) 
· the information is based on past prices,
· the information is  publicly available for all 
There is three from of efficient market hypothesis each have different implications.
a) Weak form efficiency 
b) Semi-strong form efficiency 
c) Strong form efficiency 
Weak form efficient market hypothesis is one of them among three. It’s based on fundamental analysis to know the valued of stock. It’s refers that volume of data and past movement of price do not reflects in present. It’s more theoretical then other two forms of efficient market hypothesis. From this type of hypothesis investors can not earn abnormal return because stock price react so fast according to past information. So from this hypothesis investors only can earn normal return. 
Semi-strong efficient market hypothesis is that where all information are publicly available. And that information is fully reflected in security prices. The information which is publicly available we can get through from financial information and also any historical information. When we talked about making profit in semi-strong efficient market it’s almost same as like weak efficient. There is also investors cannot earn abnormal return because all information is avail in the market. So, investors cannot earn profit above a normal level. Strong form efficiency hypothesis predict stock price near future from publicly available information.
Private information is known to corporate information which is only available for the management of the company. 
Strong efficient hypothesis is the last from and the strongest from of efficient market hypothesis. It refers to that stock price reflects according to available information both public and private. In this from main difference from other two from is here all information available in the market (Public and private). Also there investors cannot be earn excess return from the securities. 

[bookmark: _Toc532118656]Earning announcement:
The profit of a company earn in a specific period normally known as a quarter (three calendar months) or half year or yearly. Earning generally refer after tax which means net income. Basically profit is the main determination of share price which reflects that company will profitable or not, successful or not in future. So ultimately we can say reason behind to operate a company is to make profit and also increasing the shareholders proportion in the company.
A large body of empirical results is available on the return behavior of security returns around earnings announcements. Most of these results support that there are price drifts in post-announcement dates. Ali Murad Syed (2018) provided empirical results based on stocks on Saudi Arabian Stock Exchange of the impact of earnings announcement on security returns around the announcement dates. His results support post-announcement price drift. He also examined trading behavior among small and large investors in the market through constructing order imbalance measures. In general, large investors are more sophisticated and show higher informed trading before earnings announcements whereas smaller investors show stronger reaction to news.
Reon Odendaal (2014) studied the return behavior on stock prices around earnings announcement in London Stock Exchange. The results of the study are consistent with post-announcement price drift as shown by the abnormal returns during post-event period. 
In Norwegian capital market several studies on earnings announcements and the impact of those announcements on stock returns were conducted. Erlien & Marit (2011).  Evgenia Yavrumyan (May, 2015) confirmed a high degree of efficiency in capital markets. Some have also detected delayed stock-price responses to new value-altering information, a phenomenon referred to as the post-earnings-announcement drift. Their main result is that the Norwegian market appears to be largely efficient, with a couple of minor deviations. Earnings announcements that differ from expectations are confirmed to cause abnormal returns, but they find that the negative earnings surprises yield results easiest to interpret.

The event study from “Investor’s behavior in regard to company earnings announcements during the recession period: evidence from the Macedonian stock exchange” Julijana Angelovska (January ,2014)investigates of the Macedonian stock exchange the reaction of investors to annual earnings releases as reflected in the volume and price movements of common stocks during a recession.  Investors did not react to firm-specific positive earnings announcements.  The volume of trade in the event window is not atypical either. The psychological impact on the investors was such that fear could not be alleviated by the good news and good financial results.
Chenxi Wang Gerky King Phet (July, 2012) examined Stock Return Performance around Earnings Announcements. They provide empirical evidence from Nordic Stock Market. They followed 40 of the largest and most liquid stocks on the virtual OMX Nordic Exchange from 2010 to 2012. Their findings show that stock behavior gradually responds to the earnings announcement. The stock reactions that appear within pre-event window may indicate information leakage. Our results describe most average abnormal returns as statistically insignificant during the event window. Earnings information has a lower impact on the stock market. They also find that the effect of positive earnings surprise on stock price lasts longer than that of negative earnings surprise. 

[bookmark: _Toc532118657] 2.3 Hypothesis:

Two hypotheses are tested in the study. Assuming that the Bangladesh capital markets are efficient, the two hypotheses are:

			H0: AARt = 0
			H0: AARt ≠ 0
If null hypothesis is rejected during pre- and post-event period, then the markets are inefficient. 
H0: CAARt = 0
			H0: CAARt ≠ 0
During pre-announcement period, CAAR should be equal to zero and from announcement date to subsequent period, CAAR in case good (bad) news would be positive (negative) and remain at the same level if the markets are semi-strong efficient. Otherwise not.  

[bookmark: _Toc532118658] 2.4 Data and Methodology:

The empirical test was conducted on 30 (thirty) banks listed in the Dhaka Stock Exchange. Quarterly earnings announcements (Quarters 2 and 3 of 2016 and Quarters 1 and 3 of 2017 are taken in this study. 
Quarterly earnings are treated as positive events if the EPS of the quarter was more than 5% of the EPS of the immediate past quarter. Quarterly earnings are treated as negative event if the EPS of the quarter was less than -5% of the EPS of the immediate past quarter.
Listed banks of Bangladesh which have announced their earnings on a quarterly basis were used for estimation window for our research. The AR and CAR was calculated from day -10 to +30 days where day 0 is the announcement. 
The data comprises of daily closing prices of the 30 stocks in our sample. From the price information we calculated AR and CAR based on the equations given below.
Mythology:
The abnormal return ARit is calculated using the following equation:

  
					= -
Where rt refers to day return for event I and rt is the average return of all banks on day t. 



				
Suppose for CAR-10 event, 





T-statistic = 

Where,
n=no of event (positive and negative)(49+62=111) 
From the t-statistically we got data which we relate to the market that significant or not .	




2.5 Empirical Results
 
	Positive events :

Table 1 below shows the CARs from day -10 to day 30 for positive events. 












Table-1 
	Days
	Abnormal return 
	t-stat abnormal return
	Cumulative abnormal return
	t-stat Cumulative abnormal return

	-10
	-0.00169
	-0.88441
	-0.22792
	-0.88441

	-9
	-0.00128
	-0.46753
	-0.2089
	-0.87226

	-8
	0.005208
	1.574955
	-0.15213
	0.565024

	-7
	0.003079
	1.195235
	-0.11914
	1.035513

	-6
	-0.00034
	-0.17797
	-0.1006
	0.941332

	-5
	0.001003
	0.466425
	-0.07817
	0.975656

	-4
	-0.00133
	-0.58671
	-0.06496
	0.666292

	-3
	0.001324
	0.526091
	-0.03972
	0.795083

	-2
	0.000813
	0.417532
	-0.01415
	0.967693

	-1
	0.002631
	0.997801
	0.016938
	1.348782

	0
	-0.00256
	-0.65215
	0.02596
	0.891489

	1
	-0.00024
	-0.11593
	0.045547
	0.829998

	2
	0.000329
	0.159786
	0.066015
	0.801552

	3
	0.000206
	0.092222
	0.084967
	0.76101

	4
	-0.00311
	-1.52727
	0.095905
	0.410687

	5
	-0.00474
	-2.1714
	0.102024
	-0.07516

	6
	0.001333
	0.697486
	0.126518
	0.067632

	7
	-0.00138
	-0.61109
	0.143226
	-0.07197

	8
	0.004132
	2.020055
	0.175708
	0.331123

	9
	0.002401
	1.17382
	0.202766
	0.547548

	10
	0.000978
	0.364918
	0.227304
	0.612747

	11
	-0.00229
	-1.19611
	0.240508
	0.393516

	12
	-0.00109
	-0.55525
	0.257534
	0.296216

	13
	-0.00056
	-0.29738
	0.276236
	0.239425

	14
	0.000169
	0.073103
	0.2982
	0.258793

	15
	-0.00155
	-0.60059
	0.315652
	0.118906

	16
	-0.0023
	-1.33655
	0.329732
	-0.06827

	17
	0.00273
	1.012908
	0.357489
	0.153368

	18
	0.000733
	0.319587
	0.380975
	0.215285

	19
	-0.00112
	-0.58985
	0.398525
	0.123871

	20
	0.000671
	0.329358
	0.420921
	0.17718

	21
	0.000984
	0.485201
	0.445601
	0.278901

	22
	0.001526
	0.747879
	0.470976
	0.410818

	23
	0.001061
	0.65003
	0.494411
	0.510989

	24
	0.001875
	1.050945
	0.520183
	0.690977

	25
	0.001007
	0.423262
	0.544485
	0.764879

	26
	0.001021
	0.512304
	0.569168
	0.881225

	27
	-0.00094
	-0.4818
	0.587515
	0.799342

	28
	-0.00013
	-0.06187
	0.607134
	0.762974

	29
	0.00426
	1.95744
	0.64088
	1.179929

	30
	-0.00049
	-0.27959
	0.660847
	1.138883



In the table we can see that in days 0 abnormal returns -0.00256 which is negative. After 10 days we can see that’s 0.000978 which positive. After 20 Days that 0.000671 which lower than the day10.After 30days its -0.00049 which shows negative abnormal return. So we can say that the Dhaka Stock Exchange is semi-strong which means investors cannot earn abnormal return from this stock.



Fig.1: Positive CAR 

Here in the graphs we can see that in positive CAR price is increasing positively after the event day. So, we can say that, if the market is efficient then the price will be same as on the event day. As its increasing we can conclude it by saying that market is not efficient when the CAR is positive.

Negative events: 

Table 2 below shows the CARs from day -10 to day 30 for negative events. 

Table -2 
	Days
	Abnormal return 
	t-stat abnormal return
	Cumulative abnormal return
	t-stat Cumulative abnormal return

	-10
	-0.00031
	-0.12397
	-0.00031
	-0.12397

	-9
	-0.00029
	-0.11617
	-0.0006
	-0.15877

	-8
	0.000681
	0.229762
	7.92E-05
	0.016875

	-7
	-0.0017
	-0.6015
	-0.00162
	-0.3096

	-6
	-0.00108
	-0.41277
	-0.0027
	-0.43753

	-5
	-0.00326
	-1.59884
	-0.00596
	-0.94455

	-4
	-0.00385
	-1.83269
	-0.00981
	-1.52583

	-3
	0.001753
	0.584773
	-0.00805
	-1.26199

	-2
	-0.00254
	-0.91184
	-0.01059
	-1.65406

	-1
	-0.00204
	-0.81192
	-0.01264
	-1.95678

	0
	-0.00248
	-1.01713
	-0.01512
	-2.29837

	1
	-0.00059
	-0.30034
	-0.0157
	-2.28241

	2
	0.002975
	1.65449
	-0.01273
	-1.71793

	3
	-0.00404
	-2.63388
	-0.01677
	-2.10939

	4
	-0.00065
	-0.32701
	-0.01742
	-2.25267

	5
	-0.00207
	-1.07546
	-0.01949
	-2.55232

	6
	0.000468
	0.327015
	-0.01903
	-2.51468

	7
	0.001406
	0.806066
	-0.01762
	-2.21562

	8
	0.0022
	1.028975
	-0.01542
	-1.76714

	9
	0.003213
	1.907996
	-0.01221
	-1.43261

	10
	-0.00037
	-0.22575
	-0.01258
	-1.43473

	11
	0.002195
	0.942234
	-0.01038
	-1.19379

	12
	-0.00084
	-0.35492
	-0.01122
	-1.23475

	13
	0.002979
	1.278592
	-0.00824
	-0.83487

	14
	0.001804
	0.720982
	-0.00644
	-0.63844

	15
	0.001872
	0.658754
	-0.00457
	-0.43738

	16
	-0.00207
	-0.63311
	-0.00664
	-0.60554

	17
	0.002207
	1.030963
	-0.00443
	-0.37695

	18
	-0.00256
	-1.44588
	-0.00699
	-0.59038

	19
	-0.00144
	-0.83574
	-0.00844
	-0.7215

	20
	0.001046
	0.566643
	-0.00739
	-0.63542

	21
	0.001105
	0.562814
	-0.00629
	-0.52211

	22
	-0.00196
	-0.88801
	-0.00824
	-0.68881

	23
	-0.00166
	-0.89016
	-0.00991
	-0.87046

	24
	-0.00193
	-1.37938
	-0.01184
	-1.07088

	25
	-0.00059
	-0.37724
	-0.01243
	-1.12263

	26
	0.000335
	0.18524
	-0.01209
	-1.11877

	27
	-0.00121
	-0.9892
	-0.0133
	-1.23479

	28
	0.000111
	0.071402
	-0.01319
	-1.18957

	29
	-0.00216
	-1.01824
	-0.01535
	-1.39959

	30
	0.000191
	0.097647
	-0.01516
	-1.3251





In this table we can see that before 10 days of event abnormal return -0.00031 which is negative. At the event day, ABR shows -0.00248 which is negative. After 10days of event its -0.00037, and after 30 days ABR shows 0.000191 which is negative. So, we can say Dhaka Stock Exchange is semi strong form of efficiency.  As here publicly avail information investors use to predict the future. 

 

Fig.2: Negative CAR 

Here in negative CAR graphs we can see that there price is fluctuating from the event day. Sometimes it is increasing and sometimes it decreasing. We can also conclude it by saying that in positive CAR market is not efficient because price is fluctuating after the event day. 

[bookmark: _Toc532118659]

2.5 Empirical results:

At the conceptual level, prior to the difficulty level of empirical testing of the concept, it is difficult to absorb the terminology of market efficiency which reflects in earnings announcement. The CAAR for the firms with positive earnings announcements is not found statistically significant. On the other hand, in the case of negative earnings announcements, the obtained result indicates that such events cause the significant negative AARs after the event occur.
So, the result indicates that the event with no news don’t positively or negatively significant at all.
[bookmark: _Toc532118660]Concluding Remarks:

 In this research, we compute AAR and CAAR around earnings announcements to measure the information market efficiency of earnings announcements in Bangladesh banking sector. To investigate the announcements’ effects, we consider quarterly earnings disclosures made by the listed banks of Bangladesh. Here we can write a conclusion of our research that to scrutinizing the impact of information which available in market efficiency in earnings announcement and abnormal return. First, we estimated normal returns, using market model; subsequently, these returns were used to calculate abnormal returns from this we consider, - + (5%) as an absolute change. In negative earnings surprise sample, especially for CAAR, we also observe that after the event we getting all negative CAAR and in positive earnings also surprise sample as getting positive and negative both.
	



[bookmark: _Toc532118661]
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