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CHINESE NEW YEAR EFFECT
IN ASIAN STOCK MARKETS

GILI YEN GANG SHYY*
BT .

Abstract

This paper explores the impact of Chinese New Year on stock
prices, known as the Chinese New Year iffect, in Hong Kong,
Japan, Malaysia, Singapore, South Korea, and - Taiwan. Our findings
show that there is solid evidence for the existence of such effect.
Using the Wilcoxon testing procedure, annualized 5-day cumulative
returns before Chinese New Year are significantly higher than actual
annual returns. On the other hand, there is no evidence that cumu-
lative returns after Chinese New Year are significantly higher or
lower than actual annual returns.
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I. INTRODUCTION

Chinese New Year is the first day of each lunar year and the
most important holiday in most Asian countries. In countries such
as Hong Kong, Japan, Malaysia, Singapore, South Korea, and Tai-
wan, most commercial activities come to a halt and family members
get together. Year-end bonuses (generally, 1-6 months additional
salary depending on company earnings) are usually awarded to em-
ployees and overdue loans are normally settled before lunar New
Year Eve.

An earlier study has documented Chinese New Year has a
_bullish impact, named as Chiness New Year Effect, on the stock
market in Taiwan (see Lee, Yen and Chang [1992]). This paper
widens the scope and explores the Chinese New Year Effect on the
returns of major Asian stock markets where people celebrate Chi-
nese New Year. We select six major Asian stock markets, i.c.,
Hong Kong, Japan, Malaysia, Singapore, South Korea, and Taiwan,
and use daily stock indexes from 1976 to 1990 to test the Chinese
New Year Effect on stock market returns. We find that Asian
stock markets tend to rise before Chinese New Year.

II. DATA

Daily data for the following stock market indexes are collected from
1976 to 1990:

Hong Kong: Hang Seng Stock Price Index.

Japan: Nikkei Stock Price Index.

Malaysia: Kuala Lumpur Stock Exchange Composite Index.
Singapore: Straits Times Stock Price Index.
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South Korea: Korea ‘Composite Stock Price Index.

Taiwan: Taiwan Stock Exchange Weighted Stock Price Index.

In order to calculate the returns before and after the Chinese
New Year, we identify the corresponding dates in the Gregorian cal-
endar according to the Calendar Table for Ten Thousand Years
compiled by Hong [1992]. While the corresponding date in the Gre-
gorian calendar changes every year, the reader should note that Chi-
nese New Year generally follow a three-year cycle of late January,
early February and late February by the Gregorian calendar.

III. CUMULATIVE RETURNS INDEX

We calculate a Cumulative Returns Index for each market.
First, we calculate the daily return and cumulative returns for each
market in the following simple manner:

P -P

i.t i.t-1

r - (1)
j.t Pj.t_l
CR (T) - nt =1 (1+rj ) | (2)

where
Tt is stock market return from date t-1 to date t in year j;
PJt is stock market closing price index on date t in year j.
CR; (T) is cumulative return for T days in the neighborhood Chinese
New Year in year j.

While the calculation procedure is straightforward and simple,
attention should be given to the dates selected to calculate the cu-

mulative returns before and after the Chinese New Year. As men-
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tioned in the last section, about two thirds of Chinese New Year
fall in late January or early February so if we use a long observa-
tion period, e.g. 30 days before Chinese New Year, the test results
will mingle the Chinese New Year Effect with the turn-of-year tax
impact, known as the January Effect. Therefore, we use 5 days as
the pre-determined period for the detection of Chinese New Year 7
Effect in this paper. Specifically, a 5-day observation period will
keep more than two thirds of cumulative return calculation periods
lying outside of January, hence, avoid the confusion of Chinese New
Year Effect with January Effect. As far as cumulative returns after
Chinese New Year are concerned, we use 10 days as the observation
period because the January Effect is not our concern and most stock
markets are closed for 2-5 days. We use CR(-5) as the 5-day cu-
mulative returns before Chinese New Year and use CR(+10) as the
10- day cumulative returns after Chinese New Year. We report the
CR(-5) and CR(+10) for each year in Table 2 and Table 3 respec-
tively.

According to the findings, it seems that if investors buy stocks 5
days before Chinese New Year and hold them until the last trading
day before Chinese New Year, they can gain a much higher return
than the average annual return in each market. On the other
hand, cumulative returns after Chinese New Year in the six markets
do not follow a clear pattern. Generally speaking, average CR(+10)
returns are lower than CR(-5) returns. In addition, Hong Kong and
- Japan post negative returns for after Chinese New Year trading.

In order to visualize the cumulative return pattern before and
after Chinese New Year, we calculate a Cumulative Return Index
for each market.

1 N T
CRI = W Ej-l nt-1(1+rj.t) (3)
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CRI is the cumulative return index for T days. We use T=30
and calculate the cumulative return for one dollar invested in the
 stock market 15 days before Chinese New Year and held for 15
days after Chinese New Year. A sample containing 15 years (1976-
1990) is used in our empirical test. Figure 1-6 shows the CRI for
each stock market during the sample period. It is interesting to see
that price patterns before Chinese New Year show a consistent up-
ward trend for all six markets. In addition, there is no clear up-
ward price movement until one week before Chinese New Year.
However, price patterns after Chinese New Year are mixed. For
example, Hong Kong, Japan and South Korea show lower or nega-
tive returns but Malaysia, Singapore, and Taiwan show a continued
upward trend after Chinese New Year. It is also interesting to
note that Malaysia and Singapore show negative correlation between
price movements before and after Chinese New Year. (See Table 4)

IV. WILCOXON TEST

Since we observe only 5-day or 10-day cumulative trading returns,
the standard CAR test is not proper. In addition, we find that ab-
normal high cumulative returns, which are good for investors, are a
mixed blessing because they are associated with relatively high stan-
dard deviations. As suggested by Dadkhah and Zahedi [1986] and
Shyy [1989], a non-parametric Wilcoxon test is therefore applied to
evaluate the cumulative returns. The procedure for the Wilcoxon test
is as follows: (see Hogg and Craig [1978] for detalls)

1. Calculate Ct, the differences between annualized® cumulative re-
turn and actual annual return for each year6.
2. Compare the ranks, R; of the absolute values of all of these

cumulative returns.
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3. Calculate the Wilcoxon statistic in the following manner:
W= 2 Z{R, Where Z; = -1, if ;<0 ; Z, = 1, if CG;>0 4

4. Normalize the Wilcoxon statistic by dividing W by
N(N+1)(2N+1)/6, where N is the number of years (15) in our
sample.

5. Conduct the Wilcoxon test of the hypothesis Hy: E(C)) = 0 vs.
Hy: E(C) > 0 where E(C,) is the expected value of the differ-
ence between the annualized cumulative return and actual annual
return. _ »

In other words, we try to test whether expected 5-day cumula-
tive returns before Chinese New year are larger than average return
in the year.

~Table 5 shows the normalized Wilcoxon statistics and probabili-
ties for 5-day cumulative returns before Chinese New Year, CR(-5),
are higher than average annual returns for Hong Kong, Japan,
Malaysia, Singapore, South Korea, and Taiwan. In all six markets,
we reject the hypothesis Hy that the expected 5-day cummulative re-
turns are equal to the average return in the year at the 5% signifi-
cance level. Generally speaking, Hong Kong and South Korea show
the strongest evidence with significance at the 1% level. Table 6 re-
ports the normalized Wilcoxon statistics and probabilities for 10-day
cumulative return after Chinese New Year, CR(+10). In general,
the evidence is inconclusive for whether CR(+10) is higher or lower
than annual returns. Statistically, no Wilcoxon number is significant
at the 5% level. Specifically, CR(+ 10) in Hong Kong, Japan, South
Korea are likely to be lower than annual return but CR(+10) in
Singapore and Taiwan are likely to be higher. It is also interesting
to note that while Malaysia has a higher expected return on
CR(+10), its Wilcoxon statistic shows a negative sign, though very
small, due to low probability and ranking orders explained previously.
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(See Table 6)

V. CHINESE NEW YEAR EFFECT AND
OTHER ANOMALOUS PRICE PATTERNS

In this section, we compare Chinese New Year Effect with other
well known anomalous phenomiena in stock market price patterns, ie.
, January Effect, Weekend Effect, and Year End Macroeconomic Ef-
fect.

(1) Chinese New Year Effect vs. January Effect

A well known stock price pattern is the January Effect, also
known as the Year-End Effect, which has been documented by Roz-
eff and Kinney [1976], Branch [1977], Roll [1982], and Jonmes, Lee
and Apenbrink [1992]. Stock prices, especially for small firms and
for firms whose price had already declined during the year, tend to
fall in December of each year and rise during the following January.
As explained before, Chinese New Year is different from January
Effect in that the lunar calendar does not coincide with the Western
calendar so this paper restricted cumulative return periods to late
January and to February. In addition, all six Asian countries in our
paper use the first of January in the Western calendar as the cut
off date for tax purposes. As a result, Chinese New Year Effect
cannot be explained by the tax-loss selling hypothesis.

(2) Chinese New Year Effect vs. Week-End Effect:

As pointed out by French [1980], Lakonishok and Levi [1981]
and Jeffe and Westerfield [1985], stock prices tend to rise on Friday
and drop on Monday. Since Chinese New Year is the longest and
most important holiday in Asian Countries, like Christmas in the
West, it is worthwhile .to compare our empirical findings with those
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found in Week-End Effect studies. On the one hand, we find a lot
of similarity. between Chinesc New Year Effect and Week-End Effect.
For example, both effects predict high return before the market-close.
In addition, as companies wait until after the close of the market
on Fridays to announce bad news, firms normally wait until the
Chinese New Year holiday, 16 days after the New Year is over.
On the other hand, we also find major differences between Chinese
New Year Effect and Week-End Effect. For example, there is no
conclusive evidence that prices drop after Chinese New Year. While
Hong Kong and Japan post negative returns, Singapore/Malaysia and
Taiwan market prices continue their bullish trend after Chinese New
Year. Although Japan and South Korea do celebrate Chinese New
- Year, neither country closes its market during Chinese New Year. In
addition, Although stock markets do not close in either Japan or
South Korea, Chinese New Year has still exerted a perceptible im-
pact on stock market.

VI. Chinese New Year Effect vs.
Macroeconomic Effect

As mentioned briefly in the Introduction, Chinese New Year is
a major event in the business community. Most importantly, award-
ing of year-end bonuses and settlement of loans traditionally happen
before Chinese New Year. In addition, like Christmas, family gifts
(new clothes and red envelopes containing gift money for children)
also contribute to a consumption boom during Chinese New Year.
In terms of macroeconomic indicators, money demand increases dra-
matically and interest rates normally jump before and during Chinese
New Year holiday season. On the supply side, the central bank
pumps new money into the banking system to accomodate the year
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end seasonal demand (lunar calendar system). (see Lee [1992]) In-
terestingly, the rising interest rate environment does not stop the rise
‘of stock prices in Chinese New Year. Generally speaking, the
macroeconomic environment seems as well unable to explain the pat-
tern of rising stock market prices before Chinese New' Year.

VII. COMMENTS AND SUMMARY

This paper explores the Chinese New Year Effect on stock price
patterns in Hong Kong, Japan, Malaysia, Singapore, South Korea,
and Taiwan. Our findings show that there is significant evidence
supporting the Chinese New Year Effect. Uéing the Wilcoxon test-
ing procedure, annualized 5-day cumulative returns before Chinese
New Year are significantly higher than actual annual returns. On
the other hand, there is no significant evidence that cumulative re-
turns after Chinese New Year are higher or lower than annual re-
turns.
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Actual annual return for Japan (JAP), Korea (KOR) , Singapore (SIN),

Malaysia (MAL), Hong Kong (HOK), Taiwan (TAI) and Asia.
HOK JA? KOR MAL SIN TATL
1976 27.9 14.5 5.3 7.8 7.6 12.8
1977 -9.8 -2.5 21.4 23.7 3.7 21.0 -
1978 -22.6 23.4 16.3 37.8 32.1 18.2
1979 77.5 9.5 -22.2 31.6 24.7 3.2
1980 67.6 7.5 -13.3 78.4 | 51.8 1.6
1981 -4.6 8.8 27.9 3.9 18.2 -1.3
1982 -44.2 4.4 3.0 -23.5 -6.2 -19.5
1983 11.6 23.4 -4.8 37.8 36.8 71.8
1984 37.2 16.7 15.1 -24.4 -18.9 10.0
1985 46.0 13.6 17.1 -23.1 -23.7 -0.4
1986 46.6 42.6 66.9 8.1 43.7 24.4
1987 -10.3 15.3 92.6 3.5 ~-7.6 125.2
1988 17.1 39.9 72.8 36.8 26.1 118.8
1989 5.2 29.0 0.3 57.3 42.6 88
1990 6.6 -38.7 -23.5 -11.0 -22.1 -52.9
mean 19.8 13.8 18.3 16.3 13.9 28.1
Table 1. Corresponding Chinese New Year Date in Gregorian Calendar
1976 January 31 1983 February 13
1977 February 18 1984 February 2
1978 February 7 1985 February 20
1979 January 28 1986 February 9
1980 February 16 1987 January 29
1981 February 5 1988 February 17
1982 January 25 1989 February 6
1990 January 27
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Table 2. 5-day cumulative return before Chinese New Year for Japan
(JAP), Korea (KOR), Singapore (SIN), Malaysia (MAL), Hong Kong
(HOK) , Taiwan (TAI) and Asia. (in percentage)

HOK ‘JAP KOR MAL SIN TAI
1976 6.6 1.0 2.0 4.8 5.1 2.4
1977 0.7 0.5 0.3 0.8 0.0 -0.8
1978 1.9 -0.1 3.5 0.8 0.7 1.5
1979 1.3 1.1 6.3 1.3 1.3 3.8
1980 5.9 0.3 2.8 4.6 1.0 1.1
1981 3.9 0.5 0.8 3.5 1.9 1.8
1982 0.5 3.0 0.2 1.2 1.6 2.0
1983 3.9 1.3 2.2 3.1 2.5 2.3
1934 5.0 =-0.2 7.3 0.4 1.9 2.6
1985 6.0 0.6 0.0 2.1 1.0 1.7
1986 0.3 0.7 2.0 =0.1 -1.0 0.5
1987 2.2 2.4 1.1 1.8 1.0 0.7
1988 3.2 2.8 2.8 3.6 2.2 1.9
1989 1.1 0.8 0.4 0.9 0.9 1.3
1990 -0.1 -1.0 0.8 -2.1 -3.0 1.5
mean 2.8 0.9 2.2 1.8 1.1 1.6
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Table 3.
for Japan (JAP), Korea (KOR

Kong (HOK), Taiwan (TAI) and Asia.
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10-day cumulative return after Chinese New Year Holiday

), Singapore (SIN), Malaysia (MAL), Hong

(in percentage)

HOK JAP KOR MAL SIN AT
1976 -3.0 -3.5 -0.2 -1.8. -2.1 -5.4
1977 -4.1 0.3 -1.5 ~-0.4 -0.8 -6.5
1978 -1.5 -0.1 -0.8 1.2 1.4 0.1
1979 3.5. ~-1.6 3.7 -0.3 -0.4 2.5
1980 -6.3 -1.3 -1.8 -2.4 -0.4 -1.6
1981 -4.7 -1.2 -2.3 3.3 3.0 2.2
1982 -1.1 -1.0 -1.6 -2.9 0.9 -1.0
1983 6.3 -2.6 0.9 1.7 1.3 6.3
1984 -5.2 -1.9 -0.4 -0.4 -1.0 2.7
1985 -4.2 1.4 -0.1 3.2 3.5 -1.6
1986 2.2 1.6 1.9 -0.7 1.7 3.9
1987 4.7 -1.3 4.7 5.2 1.8 3.8
1988 1.2 2.7 -0.3 0.2 0.4 2.7
1989 -0.2 0.5 1.4 -0.1 -2.0 5.4
1990 -0.4 2.1 -3.1 7.2 5.5 3.0
mean -0.9 -0.4 0.0 0.9 0.9 1.1

Table 4. Correlation coefficient for Cumulative Returns before and

After Chinese New Year.

Hong Xong -0.24

Japan -0.065
Korea 0.298

Malaysia -0.34

Singapore -0.57

Taiwan 0.29
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Table 5. The Normalized Wilcoxon Statistics and probabilities for
annualized CR(-5) higher than average annual return in each year
for Hong Xong (HK), Japan (JAP), Korea (KOR), Malaysia (MAL),
Singapore (SIN) and Taipei (TAI). (Test Period: 1976 - 1990)

HK JAP KOR MAL SIN TAT
WILCOXIN ] 3.18%% | 2.21% 3.01%% | 2,73%% | 2.10% 2.84%%
PROBABILITY 0.87 0.80 0.80 0.87 0.80 0.87
*significant at 2.5% significance level.

**% gignificant at 1% significance level.

Table 6. The Normalized Wilcoxon Statistics and probabilities for
annualized CR(+10) higher than average annual return in each year
for Hong Kong (HK), Japan (JAP), Korea (KOR), Malaysia (MAL),
Singapore (SIN) and Taipei (TAI). (Test Period: 1976 - 1990)

HK JAP KOR MAL SIN TAI
WILCOXIN -1.14 -1.59 -1.19 -0.11 0.45 0.62
PROBABILITY 0.40 0.33 0.33 0.47 0.53 0.53
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