CHAPTER S : EMPIRICAL FINDINGS FOR JANUARY EFFECTS.

5.1 Pattern In January Effect For The Whole Period Under Review From

1976-1996.

During 1976-1996 (Graph 8), it is noted that large abnormal return
in December emerged for Composite, Industrial, Finance and Plantation
indices. However, the Properties, Tin/Mining, EMAS and 2nd Board
indices showed large abnormal return in February on the KLSE. The US,
London, Hong Kong and Tokyo markets sh¢ . ¢d large abnormal returns
during January. Are these anomalies noted statistically significant?

From Table 8A, on the domestic bourse, only t-test suggested
evidence of a year-end effect on the KLSE Plantation index during
December. However, the assumption of equality of variances used in t-test
is invalid as depicted by Bartlett’s test results. Therefore we cannot
conclude that there was year-end effect on the local bourse during 1976-
1996.

The various statistical tests failed to provide evidence of a January
effect for the Australian, US and London markets. However, t-test results
suggested that the January effect noted on Hong Kong and Tokyo is

significant. Bartlett’s test showed that there was non-homogeneity in
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variances on Hong Kong’s data but there was equality of variance in
Tokyo’s data. Thus, only Tokyo’s t-test results are valid. Hence, we

conclude that January effect existed only on the Teckyo market.
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Graph 8 : Mean Monthly Returns For Whole Period From 1976 —1996
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5.2 EVOLUTION OF JANUARY EFFECTS OVER TEN YEARS SUB-
PERIODS ANALYSIS.

5.2.1 January Effects For Ten Year Sub-Periods 1977-86.

Graph 9 displayed the monthly mean distributions for both local
and overseas markets from 1977-86. The graph showed that there was a
large abnormal December and/or February monthly return noted on all the
six KLSE indices. On the international front, the US and UK markets
showed abnormal returns during January, whilst Hong Kong showed large
returns during February. Are these anomalies statistically significant?

From Table 8B, only t-test suggested evidence of a year-end effect
for the Composite, Finance and Plantation indices during December and as
for the Industrial, Finance, Properties and Tin/Mining during February.
Bartlett’s test showed that the t-test result is unreliable due to non-
homogeneity in variances observed for the Composite, Industrial, and
Properties indices. Therefore we deduce that there was year-end effect on
the KLSE for the Finance and Plantation sectors in December and the
Tin/Mining sector in February for the ten-year sub-period 1977-1986.

From the results obtained in Table 8B, the various statistical results
failed to provide evidence of a year-end erfect for all the major
international bourse for the ten-year sub-period 1977-1986 as all the tests

failed to reject their respective null hypotheses.

67



Graph 9 : Mean Monthly Returns For Ten Years Sub —Period From 1977-1986
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5.2.2 January Effects For The Ten Year Sub-Period 1987-1996.

From Graph 10, on the local bourse, it appears that there was a
large January return for the Composite, Industrial, Finance and Properties
indices. As for overseas bourses, only Hong Kong showed large January
returns. Are these observed abnormal returns statistically significant?

From Table 8C, on the domestic front, the various statistical test
results obtained failed to reject their respective null hypotheses for all the
indices studied. Therefore, we cannot conclude that there was January
effect during the ten-year sub-period 1987-1996 as seen on Graph 10.

On the international markets, results obtained in Table 8C failed to
provide evidence of year-end effect for the US, London, Australian, Hong
Kong and Tokyo markets. This is because all the tests conducted failed to
reject their respective null hypotheses. Thus, ve deduce that there was no
year-end effect on all the major international bourses during the ten-year

sub-period from 1987-1996.

5.2.3 Overall Findings For Ten Year Sub-Period Analyses.

The local and international bourses studied have been liberated
from the year-end effect as shown in this study. The year-end effect found

on the Finance, Plantations and Tin/Mining indices during 1977-1986 have
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Graph 10 : Mean Monthly Returns For Ten Years Sub—Period From 1987 —1996
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disappeared from the KLSE during 1987-1996. This finding suggests that
stock market anomalies (noted in past empirical studies using data prior to
1987 as documented in our literature review) have been arbitraged away
from the market place by informed investors or specialised funds. This is
possibly due to the fact that as market sophistication develops, trading
volume expand, timely information disclosure improves and market
liberalisation proceeds, there is a general tendency for investors to become
more informed. As a result, these informations is being instantaneously

discounted leading to the disappearance of the ycar-end effect in the 1990’s.
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