Seasonal Anomalies
in China’s Stock Market
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Preface

The discussion and exploration about efficient market theory have greatly en-
riched people’ s understanding of the stock market. Especially during the process
of empirical research, large number of anomalies against efficient market theory
have been discovered , this prompt people to seek the interpretation more in line
with the actual market and lead to many new innovations and development of fi-
nancial theory. Therefore, the research on the market anomalies is very important
theoretically and practically.

Most of the stock market seasonal anomalies were revealed in the mature
Western stock markets which has existed for several centuries. The research on
seasonal anomalies not only academically enrich the understanding of efficient
market theory, but also has obvious practical significance for pracitical invest-
ment. Although China stock market has only developed in a short period of two
decades, its role is more and more significant in our national economy and its im-
portance can not be ignored. However, due to the shorter period of development,
China stock market has significant differences with the Western mature capital
markets in the aspects of legal system, market regulation, rules of market and
structure of investors, so it has different seasonal market anomalies characteristics
with the United States and other developed countries. For example, seasonality in
the cross — section of stock return is very significant in U. S. stock market, but it

is not statistically significant in China stock market. Moreover, China’ s stock
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market itself, has some unique seasonal market anomalies, such as “seed in win-
ter, grow in spring, rest in summer, rush in fall ”. In addition to applying the
Shanghai and Shenzhen A - share and B share index data to study the seasonal a-
nomalies , such as the weekday effect, Sell in May and the month effect, the pan-
el data of the monthly return of the Shanghai and Shenzhen A share has also been
used to analyze seasonality in the cross — section of stock return in China stock
market. The main work and conclusions are summarized as follows

(1) The development history and main meaning of efficient market theory
were systemically described, detailed classification of the market anomalies a-
gainst the efficient market theory are described through the list of table in which
with the market anomalies, related indicators and the research literature are in-
cluded. Secondly, history of China stock market from the its beginning was re-
viewed, and its main problems were analyzed on this basis, the market efficiency
of the China stock market were evaluated. In particular the concept of seasonal
market anomalies was defined and its performance in China stock market was ana-
lyzed and discussed.

(2) The existence of the seasonality in the cross — section of stock return in
China stock market was tested. The results show that there is a significant auto-
correlation on the stock return of China’ s listed companies. In a short period of
one month, there is a significant negative autocorrelation, and there is significant
positive autocorrelation in the medium periods of six and nine months. However,
seasonality anomaly in the cross — section of stock return is not statistically signifi-
cant in China stock market like the U. S. market.

(3) The “calendar effect” seasonal anomaly for the China stock market was
exmined with the latest data about the A and B shares from the Shanghai and
Shenzhen stock markets. From the empirical results, it is found that there is a

difference among the two markets. Even within same market, the empirical result
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of weekday effect is different with or without price limits. Shenzhen A - share
market, whether in the whole sample period or in periods with or without price
limits, have not shown a significant weekday effect. The Shanghai A — share mar-
ket shows different effects before and after the implementation of price limits in
1992, but after the end of 1996, it does not show any significant weekday effect
just like Shenzhen A shares. Only the Shenzhen B — share market Among the four
markets shows a significant Tuesday effect in the entire sample period and after
the end of 1996. This is consistent with the result of Feng Li — Cheng (2000 ).
From the “January effect” empirical estimates, it is discovered that the Shanghai
A-share market shows a typical “January effect”, but the “January effect” in
Shenzhen A-share market is not significant. The the evidence of “January effect”
on Shanghai and Shenzhen B-share markets were not found .

(4) Based on the old stock market adage “Sell in May and Go away ”
which is popular in Europe and the United States, this paper examined whether
the Chinese stock market has a similar seasonal market anomaly. It is found that
this anomaly is not significant in Shanghai and Shenzhen stock market before
1997 ; but after 1997 there is statistically significant differences of the average re-
turn between the period of early November to the end of April ( winter six
months) and the period of early May to the end of October ( summer six months).
The average return is significantly positive in winter six months and is significant-
ly negtive in summer six months. In other words, the China stock market during
this period also shows “Sell in May” effect. Furthermore, the “Sell in May”
effect among the industries of the Chinese stock market was examined. the aver-
age returns in the winter and summer ( six months) for 22 industries formed in
accordance with the industry standards. Except industries of transportation and
storage , finance and insurance, mining and real estate, there are statistically

significant differences in the return of other industries between the winter and
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summer , especially in industries of agriculture, forestry, animal husbandry, fish-
eries, electronics and communication and culture industry. Empirical analysis re-
sult was estimated on the “Sell in May” effect about all 22 industries. The result
show that mining industry, finance and insurance industry do not exist “Sell in
May” effect. The average return during the winter (six months) is significantly
more than that during summer ( six months) in five industries of wood and furni-
ture, paper and printing, electronic industry, pharmaceutical and biological
products, the social services. So there is significant “May sell 7 effect in the five
industries. Therefore, “Sell in May” effect among different industries of the Chi-
nese listed companies is significantly different.

(5) In order to verify the popular saying “Plant in Winter, Grow in Spring,
Rest in Summer, Grab in Fall” about Chinese stock market, this paper statisti-
cally and econometrically analyses the return data in four quarters of winter, sum-
mer, spring and autumn on the Shanghai and Shenzhen stock markets. The re-
sults show that there is a statistical evidence for this saying. The average returns
on the Shanghai and Shenzhen composite index by quarter in descending order are
spring, winter, summer and autumn. In spring and winter, the average return is
positive,, while the average return is negative in autumn. The estimates of season-
al model proposed by this paper show that the average return in the spring is sig-
nificantly positive, there is a significant negative difference between the average
return for the fall and spring. , and differences of the average return for spring,
summer and negative are more significant. Therefore, to some extent, the saying
of “Plant in Winter, Grow in Spring, Rest in Summer, Grab in Fall” is a feasi-
ble investment strategy.

The innovations of this paper are:

(1) For the Chinese stock market’ s unique saying of “Plant in Winter,

Grow in Spring, Rest in Summer, Grab in Fall”, a detailed empirical analysis
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makes this popular saying has rigorous statistical basis. A model about the sea-
sonal anomaly is proposed as following:

R =a, +a, W, +a,S, +a;A, + ¢,

Where R, represents the quarterly return on the t period, W,, S, and A, are
the dummy variables of winter, summer and fall , respectively.

(2) For the first time, seasonal anomaly in the cross — section of stock re-
turn is examined in China stock market. Panel data of all the A shares in Shang-
hai and Shenzhen stock market is used to analyze the anomaly, which is rare in
previous literature.

(3) This paper may be the first empirical analysis to exmine the existence of
“Sell in May” seasonal anomaly in the Chinese Stock Market. The average return
differences for the different industries and inter — industry between the winter ( six

months) and summer (six months) are analyzed statistically.
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