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If, however, any of these two theories is more likely to be violated by the existence of emPirica'

anomalies. it is the CAPM. It is well known that econometnc difflculties with the CAPM rcndel

the CAPM almost impossibte to test (se€ Roll 1977 for a discussion). Also, Fama and Frenclr

(1992) have argoed that therc is no dtscemible rclanonship between retum and dsk as measuied

by beta.

This paper explicitly examines the issue of a Chinese new year effect in Malaysia. While conduct_

ing research into the January effect in Malaysia, Yong (1993) has argued that a Chinese new year

effect may be the cause of high January retums observed. This reseafth is importani for a number

of reasons. Filsdy. it will allow us to discover whether the Kuala Lumpur Stock Exchange (KLSE)

is efiicient or not- If not, it indrcates that there are unexploited profit oppo.tunities avarlable to

investors. In addition, market efiiciency has policy implications for market regllators. One of the

most effective forms of investor protection is an efficient market. Secondl, it will allow us to

comment on the mtionality of "westem" stock markets - where the January effect is usually ob

served. It will also allow us to determine whether a Malaysian January effect is related 1o the

Chinese new year. This would allow us then to speculate as to lhe reason for high January mtuml

in westem markets. W}lile rnany explanations have been forwarded, market irrationaliry has never

been considered. In short, it could be that given a "new year" investors feel more optimistic about

the future and as a result bid up p.ic€s. In short, is the January effect caused by "animal spbits" ? lf
the same pattem (ie. inseased prices after the Chinese new year) is observed in Malaysi4 then it

could be (tentatively) argued 0lat the inationality argument has some merit. (We, however. do not

believe that this will be the case.) The layout of the remainder of the paper is as follows. In the next

section we review some of the literature on the tum of the yeal effect and consider some Malaysian

evidence. The third section sets out our method and results. This is followed by a conclusion

LITERATURE REVIEW.

The frst major investigation into seasonality or calendar effects was undedaken by Rozefi and

Kinney (1976). They refer to a Fevious literature, but argue that there is no consensus as to the

existence of a.ny seasonal effect (Rozeff and Kinney 1976:379) Rozeff and Kinney (1976) con-

duct parametric and non-paranetric tests on shaft price data &awn from the NYSE for the period

1904-1974. They calculate sumnary statistics for a number of sub-periods and report that, 'rthe

most consistent feature of these statistics is the high January rate of retum" (Rozeff and Kinney

19?6:38?). They then conduct a Kruskal-Wallis test, in order to determine whether or not the
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besomeshaJeholderswhohaveacapitaigainwithrespecttolhepricethatlheypaid'Thethird

argument flows from ihe fact that arbitragers may not wish to hold an overly unbalanced portfolio'

The arbitrager would have to abandon his presen! portfolio and hold a ponfolio that consists of

snatl illiquid stocks. This may be undesirable even for the risk taking arbiEager' So while ther€

may be ptima JAcie e\idence that the taxJoss-selling hypothesis violates the EMH' lhis is not

The Malaysiantax code does not tax capital gains and as aresult' we would not anticipate iax loss

selling behaviour at the end of the tax year. There may. howevel still be a turn of lhe year effect at

the end of the calendar year Despite the Australian tax ve3r ending in June' Brown' Keim 
' 
Kleidon

ard Marsh (1983), suggestthe possibilitv thai a Januarv seasonal effect mav still afise inAustralia

due to arbitrage in an integrated world market They find a seasonal effect in December-Januarv

and July-August. They conclucle, however. thatthe taxloss explanation probablv does notexplatn

Yong (1993) investigating the various KLSE indices over the period 1970 - 1988 repons the

eristence ofa January effect in theMalaysian stock market and also srgues that this il not due to

the tax loss seling hypothesis. Aliemate explanations that he offers are: 'window dressing ' 
this

occurs when portfolio managers substitute less riskv assets for riskv assets in order to appear mote

conservative in their management style; and a "Chinese new year effecf" There are two potential

explanations for this latter effect. Firstly. as the Chinese new year approaches' speculators may

cometodominatethemarketinordertoraisecashforthegivingof.angpow'.(giftsiofriendsand

retatives) and secondly, ldrge mvestors mav push up prices prior to rhe Chinese new ve3r' so that

prices do not.lecline substantiallv in their absence (Yong 1993:133)

Neither oftbese explanations are entirely satisfactory' If more speculators are active in the market

('n order to raise fundt we would anticipate th'r returns would decline in the pedod before the

Chinese new year. These speculators \{ou1d want to hold cash before the new vear for the giving

of angpow and in order to raise that cash they woDld sell their stock ln othef words' il this expla-

nalionweretrue.priceswouldrjsebeforethenewyearandSubsequentlyfall}eforethenewye,r'

Given that this pattern would be known to occua arbitrage should inhibilthe patten from occur

ring ar all. In any event. given the relative liquidity of the KLSE increased speculative behaviour

,l-oulo hate a grea,er ellecr on \ oldr'lr'y InJn on pice
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only approximately 27o. This is roughly equivalent to the cost of a round trip' so it would also

appear thai while there is a clear tend, it is not economically significant'

FIGURE 1: AVERAGE DAILY RETURNS AROUND TIIE CHINESE NEW YEAR.

TABLE 1: l
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Descnptive statistics for the months of the ye3r are shown in Table l . Also shown in Table 1 is e

"composite" month which €onsists of the mean retum of the month that contains the Chinese new

year in any particular year. For example. Chinese new year falls in January in 1979, so the Janua4'

retum is included: in 1977, Chinese new vear falls in February so Febnary is included and so on'
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TABLE 2: T-TESTS FOR DIFFERENCFS IN RETI,'RNS'

Ho: 'Iherc is no difrercnce betueen nean retuns of JanMry anil the "composite" month and 
'ht

other months of the year' A statistics shown are p'Ievels t'tests assuming equal vanances were

employed, except in the case ofocbber (ngrkedwith *) where F tests indicated unequal l)anances'

January "Composite"

that the dat

TABLE 3:

January

Februarf,

March

April

Mav

July

September

October

November

December

0.9no

0.2152

o.923',1

0.6629

0.6412

o.2963

0.0846

0.1016

0.5478*

0.0995

0.5932

0.9985

0.9290

0.2516

o.9294

0.687r

o.65't9

0.32t6

0.0950

0.1187

0.5563*

0.115?

0.6153

January

Feb ary

March

April

May

June

July

August

Septemb€r

October

Novemb€r

December

Composite
As can be expect€al there is no statistical dilference between the "composite" month and January

anal Feb aryi after all the composite month is simply a combination of those months rctwns'

what is sur?dsing. howevet is that neither January nor the composite months' retum appear to be

any differcnt from those of any other month August has a p_level < 109' but at the morc com-

mody accepteil 57, level therc is no statisiical difference between the mear monfhly retuns Nol

only then, is the high January retum observed in Yong ( 1993) not caused by the Chinese new year'

but, we arc unable to find evidence of a high January tetum

ln order to further investigate the presenc€ (or not) of a new year effect (be it westem or Chinese)

the reward to risk Iatio was calculated. This ratio was taken as simply the monthly mean retum

divided by tie standard deviation of the retums for that month (descriptive statistics for the reward

to risk ratio can be seen in tabte 3). The Kolrnogorov-Smimov test for nomality agaln indicatec

L is clear ftol

occuls in D€

padcularly l
clude that a n
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TABLE 4: T-TESTS FOR DIFFERENCES IN TIIE REWARD TO RISK RATIO.

Ho: There k no differe ce betu'een the rewa to riskratio ofJanuary andthe "cotnposite" month

and the other nonths of the lear AII statistics shown arc p-levels.

January "Composire"

spirits". This, (

rcgularity.

Civen that this

into smaller sk

for the period :

January

Feb ary

March

April

May

July

August

September

October

December

0.6708

0.1998

o.7'749

0.7000

0.3523

o.287r

0.1299

0.0642

0.5318

0.1021

0.4039

0.642

o.9529

0.4958

0.9058

0.3682

o.6'7',72

o.424

0.3250

0.1799

0.9t24

0.2681

0.1833

The rcsutts indicate that there does not app€ar to be a Chirese new yem effect or a westem new

year effect in the reward to risk miio The reward to risk latio is not statistically significandy

different from any other month.

DISCUSSION AN'D CONCLUSION

This pap€I has investigated the Fesence of a Chinese new year effect in the Malaysian market.

The notion was postulated by Yong ( 1993) to exptain a January seasonal that he had found. Using

a later period (althoDgh overlapping) and the total index, we are unable to find evidence in favour

of either the January effect or a Chinese new year effect. This result is intuitively pleasing as on

theoretical grounds such an empidcal anomaly cannot be explained. In addition, it can be argued

that the empirical regularity that is observed in "westem" matkets is not a function of "animal
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