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Table 1 - Behavior of AAR around Presidential Election using five-day window

DATE ASPL BFI BET CE HT DH MAMN MOT PLN

AR (%) T - Val AR (%) T - Val AR (%)T -'Val AR (%) T - Val AR (%) T - Val AR (%) T - ¥al AR (%) T - Val AR (%) T - Val AR (%) T - Val
-2 283 L0 498 168 005 -0.02 TT6 137 027 036 172 083 247 144 6000 240 -005 -0.17
-1 748 286 1110 375 17T O%3 1084 191 297 403 3BT 1.BS 657 3R 167 06T -1.03 -1.15
1] 7.77 297 1300 43% 198 093 681 120 220 297 450 206 721 420 -359 -143 -025 -028
1 245 0% 653 221 -039 -008 -197 035 182 247 -007 -004 549 320 -388 -1.55 -1.34 -1.50
2 =515 -197 -213 072 -B38 -30d -1706 303 065 -0R8 -500 -ZR3 -1.08  -0.63 -1443 577 452 506

Note: If the t — test statistics are larger (in absolute value) than 1.53 and 2.13 the relevant AR aver the investigation period is statistically
significant at the 5% and 1% respectively.

Table 2 - Behavior of AAR around Presidential Election using eleven-day window

DATE ASPI BF1 BFT CE HT DH MAN MOT PLN

AR (%) T-Val AR (") T - Val AR (%) T - Val AR (%) T- Val AR(%)T - Val AR (%) T - Val AR (%) T - Val AR (%) T- Val AR (%) T - Val
-5 404 271 8§12 48% 153 138 506 163 L20 265 604 354 071 068 438 317 188 22
-4 407 273 591 356 06 024 1E9. 0600 131 28D 521 306 228 220 275 198 L8R 222
=3 520 348 B8B83 531 240 2.1% 058 0180 1330 295 5109 305 342 3219 08 03 396 466
2 569 382 B95 539 145 131 1040 329 130 287 428 251 458 441 -232 -l168 286 3138
-1 1033 692 1514 901 324 293 1338 424 400 BES 640 373 B65 832 206 149 510 601
i] 1062 7.2 1707 1028 347 305 947 300 322 TA2 699 410 931 896 012 008 505 595

I 528 354 1049 632 112 102 069 0220 282 625 234 138 T6l  T32 020 -0.04 663 782
2 -236 -158 L7000 102 <688 -6.23 -1440 45380 034 074 354 2207 L02 098 -10.84 -TE3 342 403
3 047 -032 460 277 -2.75 -249 90056 -303 0260 058 446 <262 628 605 -205 -148 992 11.70
4 -1.04 -069 335 202 2900 -263 -TRT 249 000 001 624 366 631 607 -050 -036 T06 832

-347 -233 -070 -042 405 -3.67 -2256 704 -046 -1.01 -835 490 145 139 401 -I90 556 6.56

Note: If the t - test statistics are larger (in absolute value) than 1.37 and 1.81 the relevant AR over the investigation period is statistically
significant at the 5% and 1% respactively.

Table 3 - Behavior of AAR around Presidential Election using twenty-one-day window

DATE ASPI BFI BFT CE HT DH MAN MOT PLN
AR (%) T - Val AR (%) T - Val AR (36) T - Val AR (%) T - Val AR (%) T - Val AR (%) T - Val AR (%) T - Val AR (%) T - Val AR (%) T - Val

=10 852 B 664 495 771 1040 1906 668 987 962 675 590 Blo 1239 1508 1036 18.58 24.04

-9 971 923 1061 792 1006 1356 1471 516 1159 1130 694 607 785 1193 2038 20,19 13.00 1651
-R 11.28 1073 1323 988 1046 1411 1485 3521 (351 1317 1056 924 B30 1261 23538 1744 1140 1475
-7 1349 1283 1480 11.05 948 1279 2243 786 1952 1902 1105 9.67 1008 1531 23.69 1628 1392 18.00
- 13.25 1260 11.1% 835 742 10.00 ‘2168 760 17.74 1729 857 749 727 1105 I862 1280 1327 I7.17
-3 1138 10.83 1534 1145 801 1080 209 735 1384 1349 1263 11.05 6.7 937 1796 1235 1125 [I455
-4 1741 1085 1301 971 675 %10 1779 624 1378 1343 1L 1031 A6 1179 1623 1115 1L21 1450
-3 1254 11.93 1592 1189 8§92 1202 1523 3534 1418 1382 1176 1028 890 1353 1351 928 1343 1737
-2 13.05 1241 1601 1195 800 1079 2634 923 14.62 1424 (083 947 10.07 1530 1087 747 12.28- 1589
-1 17.73 1686 2229 1664 -981 1323 2930 1027 2108 2055 1296 1134 1417 21.53 1546 10.63 1442 [18.65
0 1805 1717 2429 18.13° 1007 [3.59 2572 901 1937 I8R% 1359 1189 1484 2254 1340 9321 1432 1878
1 12,63 1202 17.57 1302 7.68 1035 1699 359 (837 1790 891 779 1308 1987 1296 891 1616 2091
2 490 466 B63 644 D37 -049 181 064 E221 1190 299 262 639 971 181 124 1309 1693
3 6.81 647 1130 839 386 521 674 236 ILTT 1147 204 1R M0 1778 1108 762 1954 2528
4 6:23 5302 1021 W62 XTI 500 821 288 1057 1031 0220 020 1173 1982 1252 B4 16662155
5 379 361 618 462 254 343 -617 216 916 893 -190 -166 683 1037 902 620 ISR 1964
f 6,09 580 764 571 10,00 1348 421 -147 902 879 -200 -1.75 961 1460 T44 511 2186 28328
7 774 7360 978  7.30 1183 1596 085 030 837 816 -1.53 -1.34 1086 1649 1476 10.14 21.86 2828
8 673 640 548 409 1398 1886 -270 -095 046 1019 -2.57 -225 1090 1626 1199 B24 1871 2420
9 236 2350 329 246 1027 1386 -1033 -362 548 534 768 671 552 B3R BES 608 1165 15.07

10 036 034 -058 -043 946 1276 -1246 -4.37 305 385 831 727 315 4739 549 397 1064 1337

Note: If the t —test statistics are larger (in absolute value) than 1.32 and 1.72 the relevant AR over the investigation periad is statistically
significant at the 5% and 1% respectively.

By D.L.P.M. Rathnasingha and Madusha Sivanathan
1. Introduction

The stock market is an important part of any country’s economy that plays a pivotal
role in the industrial growth by providing an optimum channelisation of funds
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between the users and suppliers of funds. The performance of any stock market is
influenced by economic, non-economic and political events in the country (Ismail and
Suhardjo, 2001).

Political events have been well known to be one of the main factors that affect the
stock market. If the political system of a country is more stable, a business operating in
that country will face less risk. Stable political situation has a low systematic
investment risk, encourages growth, capital investment and improves overall
economy’s performance (Betchel, 2009).

The development and stable performance of the stock market attracts investments
from both domestic and foreign investors (Levine and Zervos, 1998). Undoubtedly,
their influence is followed by the price changes in the stocks which are traded in the
stock exchange (Volodin and Kuranov and Yakubov 2017).

Further, Bailey et al. (2005) and Frey and Waldenstrom (2004) also stated that
political events have a strong effect on the returns and trading volume of the financial
markets. Literatures on Stock market volatility to political events, were mainly based
on the elections or civil war that took place in the country.

For example, study by Karunarathna and Wijayanayake (2015) focused on the
anomalies in the CSE due to presidential and general elections whilst, Kumara,
Upananda and Rajib (2014) focused on the impact of ethnic war on the dynamic
properties of stock return in the CSE. Therefore, the present study would provide
coverage to Presidential Election events than what is available in the existing
literature.

Ismail and Suhardjo (2001) argue that mean adjusted returns model is superior to
market model or market adjusted returns model in analyzing the movements of sector
indices. Mean adjusted returns are actual returns minus a constant; the constant being
the average return for that industry during its estimation period.

The expected return is calculated using equation 1:

R¥=(1T/)IRttt
T T (1)

where T is the number of days in the pre-determined estimation window, and t is the
market index return on day t of the estimation window. Abnormal returns for each day
of the event is calculated using equation 2:

ART=RIE-R® .connsmssuses (2)

where ARt is the abnormal return in the market index in day t in the event window, Rt
the return of the market index on day t of the event window, and R* is the mean return
of the market over the number of days within the estimation period. The standard
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deviation of the returns is calculated using equation 4:

oN= I gi
2 Ni

=1

N-1

The significance of the abnormal returns during the event period is calculated using
equation

4:
t — Statistics =
AR

ASPI which is the value weighted price index of the entire share listed in the CSE is
used to measure the movement of stock prices as an indicator to identify the stock
market’s reaction in whole. Further, individual sector indices of BFI, BFT, CE, HT,
DIV, MFG, MTR and PLT, etc., are used to measure the movement of stock prices
under each sector in the CSE. Sectors are chosen based on their contribution to the
market capitalisation of the CSE and depending on the availability of data.

2. Discussion on seventh Presidential Election

The seventh Presidential Election of Sri Lanka was held on 8 January 2015 which was
two years ahead of schedule. The incumbent President was the United People’s
Freedom Alliance’s (UPFA) candidate, who contested for a third term in office.

The United National Party (UNP) which led the Opposition Coalition chose to field the
former Minister of Health and the General Secretary of the Sri Lanka Freedom Party
(SLFP) as its common candidate. The Opposition Coalition candidate was declared the
winner after receiving 51.28% of all votes casted compared to 47.58% of votes received
by the UPFA candidate and was sworn in as the sixth executive president of Sri Lanka.
Further, the UNP Leader was sworn in as Sri Lanka’s new Prime Minister.

Calculations illustrate that the market generated significant positive AR well prior to
the Election Day (-2 day) and continued to generate positive AR throughout the
window (-2 to +2 day) with large AR of 4.52% being generated on +1 day. Further, a
similar trend in reaction is observed in BFI, HT, DIV and MFG sectors, with significant
positive AR of 7.00%, 7.8%, 2.95%, and 8.17% generated on +1 day respectively while,
BFT sector started generating significant positive AR after the event day with
significant positive returns of 1.71% generated on +1day and +2 day and MTR sector
generated 2.79% significant return on +2 day.
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However, CE is only generated significant negative AR after the election with
significant and large AR of -7.30% generated on +2 day. As AR generated by the
market as a whole remained positive throughout the event window (-5 days to +5 days)
with large positive abnormal returns generated on +1 day following the election. The
positive AR indicated a growing trend from -5 day to +1 day and reached the highest
positive AR of 4.93% on +1 day and thereafter showed a declining trend, while BFI
sector started generating significant positive AR on days prior to the event -3 day and
followed the market trend thereafter. BFT sector generated negative AR in the pre-
event window (-5 day to 0 days), whereas positive AR are generated in the post window
event window (+1day to +5 day). However, CE sector generated significant negative
abnormal returns throughout the event window (-5 day to +5 day).

Further, AR are positive throughout the event window in MFG, DIV and PLT, whilst
large significant positive AR are generated in the MFG sector with 9% AR on +3 day.

The market started generating significant positive AR on -7 day, and continued to
generate significant positive AR throughout the window (-7 to +10 day) while, large
abnormal returns are observed closer to the event day (-2 to +4 day) with the highest
AR of 5.15% being generated on +1 day. Similar trend is observed in BFI, MFG, HT,
PLT and MTR segments while MFG sector generated large positive AR of 9.56% in +1
day. In the interim, BFT sector generated insignificant negative AR in the pre-event
window (-10 to 0 day), whilst significant positive AR are generated in the post event
window. Further, CE sector generated significant negative AR throughout the window
with larger negative AR being generated in the post event window.

2.1 Summary on seventh Presidential Election

When analysing the stock market reaction to the seventh Presidential Election using 5,
11 and 21-day windows, the results indicate that the market as a whole generated
positive AR throughout the event window, with large positive AR being generated
closer to the event day and highest positive AR generated in +1 day of the event.

Meanwhile, similar trend is observed in BFI, HT, DIV, MFG and PLT sector, with large
positive AR are generated in MFG. Further, BFT sector generated negative abnormal
returns in the pre-event window and generated positive AR in the post event window.
CE is the only sector that generated negative AR throughout or on most of the days in
the event window.

3. Discussion on sixth Presidential Election

The sixth Presidential Election of Sri Lanka was held on 26 January 2010. The
President decided to seek a fresh mandate prior to the expiration of his term in 2011.
President at that time who was elected as the President for a 6-year term in November
2005, was the candidate of the ruling UPFA.

The former Commander of the Sri Lankan Army was his main opponent in the
election. He had been endorsed by a number of main Opposition parties, including the
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UNP and the Janatha Vimukthi Peramuna (JVP). President in office proceeded to win
the re-election, over 57% of all votes casted, whilst UNP leaded common candidate
received over 40%.

As per the calculations, the market started generating significant positive AR on -1 day
and continued to generate positive AR generate throughout the window, with large
positive AR being generated on +2 day. Similar trend was observed in MTR segment.
BFT, HT and CE sector generated significant positive AR through the event window (-2
to +2 day), with large AR being generated on +2 day. CE sector generated the large
positive AR of 10.01% on +2 day.

Similarly, BFI and DIV generated negative AR in the pre — event window and started
generating positive AR from the event day (0 day). Although, MFG and PLT sectors
generated positive AR throughout the event window, the AR are significant only in the
post event window (0 to +2 day).

The market started generating significant positive AR from -1 day and continued to
generate positive AR throughout the event window with large positive AR generated on
+3 day. BFT sector followed somewhat similar trend to the market. Further, CE, HT,
MTR and PLT generated significant positive AR throughout the event window with
large AR of 24.11% generated on +3 day by PLT sector and 12.95% by the CE sector
respectively. Meanwhile, BFI and DIV sectors generated negative AR in the pre — event
window and started generating positive AR in the post —event window, starting from
+1 day.

According to the market generated positive AR throughout the event window (-10 to
+10 day) with large positive AR generated in the post event window (0 to +10 day) and
the highest being generated in the +6 day. All the sectors generated significant positive
AR in almost all the days in the event window. CE sector generated the large positive
AR of ~10-20% throughout the event window, with very large AR of 25.63% generated
in +3 day. PLT sector generated very large AR in the post — event window in the range
of ~20-27% during +2 to +10 days.

3.1 Summary on sixth Presidential Election

When analysing the stock market reaction to the sixth Presidential Election using 5, 11-
and 21- day window, the results indicate that the market as a whole generated positive
AR throughout the event window, with large positive AR being generated in the post
event window, and highest positive AR generated in +2-day, +3 day and +6 days in the
of 5, 11- and 21-day event windows respectively. CE sector generated large positive AR
in all three windows, whilst PLT sector generated large positive AR in the post event
window. BFI and DIV generated significant negative AR in the pre-event window in
both 5 day and 11-day window.

4. Discussion on fifth Presidential Election

The fifth Presidential Election of Sri Lanka was held on 17 November 2005. Prime
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Minister at that time emerged as the candidate of SLFP and the leader of UNP as the
candidate for UNP. Both candidates tried to round up the support of minor parties.
SLFP was endorsed by both JVP and Jathika Hela Urumaya, after he agreed to reject
federalism and renegotiate the ceasefire with the Liberation Tigers of Tamil Eelam
(LTTE). Prime Minister of the governing UPFA was elected, receiving 50.3% of all
votes casted, whilst the opposition secured 48.43% of the votes.

As shown by outcomes, the market generated significant negative AR in the post event
window (+1 to +2 day), with large negative AR generated in +2 day. BFI, BFT, HT,
MFG and DIV followed the market trend. Meanwhile, PLT, MTR and CE started
generating significant negative AR from the event day and continued to generate
significant negative AR on +1 and +2 day. Further, CE sector generated large negative
AR of -16.95% and MTR sector generated -16.22% on +2 day.

As indicated by calculations, the market generated negative AR in almost all the days
of the event window with significant negative AR being generated in the post event
window (+1 to +5 day). The large negative AR of -13% generated in +2 day while, the
market generated positive AR in -1 day. BFI, HT and DIV sectors followed similar
trend of the market. BFT, MFG and PLT sector generated significant negative AR
throughout the event window, whilst CE sector generated large negative of AR -18.08%
in +5 day.

It was found that the market generated significant negative AR in the post event
window and large negative AR being generated in +2 day, whilst the market generated
significant positive AR well prior to the event (-10 to -7 day). Further, BFI, BFT, HT
and MFG broadly followed the market trend, whilst PLT sector generated significant
negative throughout the event window (-9 to +10 day) with very large AR being
generated in the post event window but MTR and DIV sector generated significant
positive AR in the pre-event window (-9 to 0 day) and generated significant negative
AR in the post event window (+1 to +10 day).

4.1 Summary on fifth Presidential Election

When analysing the stock market reaction to the fifth Presidential Election using 5, 11-
and 21-day window, the results indicate that the market as a whole generated negative
AR in the post event window. Almost all the sectors followed the similar trend to the
market with significant negative AR being generated in the post event window. Large
negative AR are generated on +2 day in all three windows. Further, CE sector
generated large negative AR among the sectors under consideration in all three
windows. Meanwhile, PLT sector generated significant negative AR in both pre and
post event window in all three estimation windows.

5. Discussion on fourth Presidential Election

The fourth Presidential Election of Sri Lanka was held on 16 November 1999.
Incumbent President of the governing People’s Alliance was re-elected for a second
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term, receiving 51% of all votes casted. The main opponent representing the UNP
received 42.7% of the total casted votes.

President at that time called the election one year ahead of the schedule, with previous
election being held in 1994 and the Presidential term being 6 years. UPFA candidate
campaigned to continue the actions against the LTTE, while the main opponent called
for the commencement of direct negotiations with the LTTE. UPFA candidate was
injured in an assassination attempt at the final rally, three days before the election.

It indicates that the market generated significant positive AR before the election (-2 to
0), with very large positive AR generated in -2 day. BFI, CE, DIV and MFG sectors also
generated returns similar to the market trend with large AR’s of 2.48%, 5.38%, 3.74%
and 2.17% respectively. Meanwhile, BFI and BFT sector generated significant positive
AR in the post event window in +1 day (-2 to +1 day). Further, PLT sector generated
significant negative AR on -1day, +2 day.

The market generated significant positive AR in most of the days in the event window,
with large AR generated in the pre-event window indicated. The market generated very
large AR 5 days prior (-5 day) to the election and remained positive and significant till
+2 day. BFI, DIV sector followed, similar to the market with very large AR of +10.71%
generated in the BFI sector. Further, BFT, CE and MFG sectors generated significant
positive AR returns from -5 day until +1 day. Parallelly, HT and MTR sector generated
significant positive and small AR of less than 1% in almost all the days in the AR.

As indicated the market started generating significant positive AR well prior to the
election starting from -10 day and continued to generate positive AR till +8 day after
the election. Large AR are generated in the days prior and closer to the election (-7 to
+1 day). BFI, BFT, CE, MTR and HT sectors generated similar returns to that of the
market. Similarly, PLT sector generated significant positive AR in all the days of the
event window, whilst MFG sector generated significant positive AR until +2 day.

5.1. Summary on fourth Presidential Election

When analysing the stock market reaction to the fourth Presidential Election using 5,
11, and 21-day windows, the results indicate that the market as a whole generated
positive AR in most of the days in the event window, with very large AR generated in
the pre-event window. The market started reacting positively well prior to the event
and very large AR are generated closer to the event. The positive AR indicated a
declining trend thereafter. Almost all the sectors generated similar returns to that of
the market.

Meanwhile, PLT sector reacted negatively to the elections in the short term with
significant negative AR generated in the post event window, whilst reacted positively
in the longer term. Further, BFI sector generated significant large positive AR in all
three windows, out of all the sectors under consideration.

6. All Presidential Elections
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As a summary all Presidential Elections using five-day window taken are shown in the
table.

When analysing the average abnormal returns of all four Presidential Elections held in
the period of 1994 June 2018 in the 5-day window using Table 1, the results indicate
that the market started generating significant positive AR in the pre-event window and
continued until the event day (-2 to 0 day) and very large AR was generated on the
event day. Further, the market generated significant negative AR in +2 day. DIV and
CE sector indicated similar reaction to that of the market, whilst CE sector generated
large AR on -1 day. At the same time, HT sector significant positive reaction on -1 to +1
day. BFI and MFG sector generated significant positive AR in -2 to +1 day of the
window, whilst BFT and PLT generated significant negative AR only in +2 day, with no
significant reactions observed in the other days.

When analysing the stock market reaction to Presidential Elections as a whole, using
Table 2, in 10-day window, the results indicate that the market started generating
significant positive AR well prior to the event and remained positive for a shorter time
period following the event (-5 to +1 day). The market generated large positive AR
closer to the event with the 10.62% AR generated on the event day itself. BFT, HT and
DIV generated similar returns to that of the market. Meanwhile, BFI sector generated
significant positive AR throughout the event window with the exception of -5 day, with
very large AR generated in the event day, whilst MFG and PLT also generated
significant positive AR throughout the window. CE sector reacted positively from -2 to
0 day, whilst very large negative AR are generated subsequent to the event in the post
event window.

When analysing the stock market reaction to Presidential Elections as a whole, using
table 3, in 21-day window, the results indicate that the market started generating
significant positive AR well prior to the event starting from -10 day itself and remained
positive throughout the window.

The market generated large positive AR prior and closer to the event and AR of 18.05%
is generated on the event day itself. BFI sector generated similar returns to that of the
market, whilst MFG, MTR, HT and PLT generated significant positive AR throughout
the window and, CE and DIV sectors generated significant positive AR from -10 to +4
days of the window, the sectors generated significant negative AR from +6 to +10 days,
with large negative AR being generated in the later part of the window. Further, BFT
sector generated significant positive AR throughout the window, with the exception of
+2 day.

6.1. Summary of all Presidential Elections

When analysing the CSE’s reaction to Presidential Elections as using three window
periods, the results indicate that the market as a whole, reacted positively to the
Presidential Elections before and during the elections and negatively after the election
in the short term. This is evident from significant positive ARs being generated in the
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pre-event window and the event day and significant negative AR being generated in the
post event window in both 5 day and 11 days window under consideration. Almost all
the sectors followed the similar trend with the exception of MTR in both the windows
and PLT in the 5-day window.

When considering the long-term reaction using the 21- day window, the market
reacted positively to the Presidential Election with significant AR generated in most of
the days in the window, large AR being generated prior to the event and largest AR
being generated on the event day. Almost all the sectors generated similar returns with
the exception of DIV, CE sector that generated significant negative AR in the post
event window.

7. Conclusion

The CSE reacted positively before and after the election for three out of four
Presidential Elections considered while negatively before and after the elections for the
fifth Presidential Election. Investors have had negative expectations about the outcome
of the fifth Presidential Election and the negative returns increased further, after the
results.

In terms of the returns, larger returns are generated closer to the election, specifically
after the elections. This indicates that market participants have priced their
expectations about effects of political change into stock prices prior to the Presidential
Election and adjusted their opinion according to the actual voting results and the
political decision making after the election and inauguration took place.

This is also consistent with the work of Oehler, Walker and Wendt (2013) that stated
that an increasing likelihood of a candidate’s victory and expected changes in policy
should be reflected in stock prices already prior to the election. Largest reactions are
observed within +1 day or +2 day in the shorter window and within +1 to +3 day for
longer window period, whilst AR diminishes thereafter. Therefore, it can be concluded
that CSE is very reactive in the short term for presidential elections and the market
starts normalising within a short period.

In terms of the sectors, most of the sectors generated reaction to that is somewhat
similar to the market for the elections with the exception of CE sector remained very
reactive to two Presidential Elections with very larger negative returns towards the
latter part of the window. BFI, BFT, HT, DIV, MFG, MTR and PLT sector did not react
significantly before the elections and reacted only after the elections in the short term.
This indicates the investors adjusted their price estimates only after the election and
only the results of election had significant impact on those sectors.

(Dr. Rathnasingha is Senior Lecturer, Department of Finance, Faculty of
Management and Finance University of Colombo. Madusha Sivanathan is a
graduate from department of finance, Faculty of Management and Finance of
University of Colombo)
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