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Au-ghost

This Wednesday, August 7, will mark the beginning of the 7™ month in the Chinese Lunar calendar which
will last until the fourth of September. The 7™ lunar month is also known as the “Hungry Ghost Month”
or simply the “Ghost Month.”

Our most recent Philequity Corner articles that were about Chinese festivities were “Snakes and Stocks”
published on Chinese New Year, February 10, and “The Friendly Ghost” written August 20 last year. We
incorporate superstitions and traditions such as these into our articles because it is undeniable that the
Chinese culture has a huge influence in our country.

We recently received a call from one of our bigger investors who wished to know if they should be
concerned about the so-called Ghost Month. Certainly, there would be new and old investors who are
wondering the same. Hopefully, this article would be interesting to our readers especially because our
research team crunched some numbers to help support any conclusion we may make.

Hungry Ghost Month

The Hungry Ghost Month is believed to be the time when spirits of dead relatives return to the land of
the living. To pay respect and homage, the Chinese dedicate their time and efforts offering food and
prayers during this month. The Chinese refrain from doing activities like travelling, moving homes,
starting up a new business and getting married. During the Ghost Month, it is not advisable to go
swimming or to go on evening strolls as spirits lurking in the water or in the darkness may harm you.
Perhaps, trading stocks, which by itself poses a significant amount of risk, becomes one of those
activities to stave off during the Ghost Month.

What the numbers show

We examined our Philippine Stock Exchange (PSE) Index from 1987 to 2012. Hopefully, 26 years worth
of data can shine some light on any possible Ghost Month phenomenon. For a given month, we counted
how many times our index declined in the past 26 years. The extreme cases would be 26 times (always)
or zero times (never). We also calculated each month’s average return.

Here are the most interesting facts we have gathered:

1) The PSE Index declined at an average of 2 percent in 14 out of 26 Ghost Months. This is only
slightly more than half of the time. Notice that the 1* and 8" months also resulted in 14 declines
in the past 26 years.

2) The months where the PSE Index rose the most were the 10", 11™ and 12" lunar months,
yielding an average of 3 percent. Moreover, the 10" and 11™ months only declined 8 times in



the past 26 years. That is, there is a 70 percent chance that they will yield positive returns. This
probability is more significant than the “coin-toss” odds seen in the 7" lunar month.

Number of As Percent Average Std. Dev. of

Lunar Month Declines in of Sample Monthly Monthly

Past 26 Years Return Returns
1™ 14 54 0.3 9
2" 10 38 1.4 6
3™ 8 31 2.5 7
4" 8 31 1.5 6
5 11 42 0.5 13
6" 13 50 0.9 10
7t 14 54 2.0 10
gt 14 54 0.6 9
9t 11 42 0.3 12
10" 8 31 3.3 7
11" 8 31 3.0 9
12" 12 46 3.3 11

Santa Claus Vanquishes Ghosts

We conclude that the “Santa Claus Rally” seems to be more statistically dependable than a “Ghost
Month Spook”. The 10™ and 11™ lunar months, which coincide with the months of December and
January have demonstrated a 70 percent probability of a gain.

Placement Saps Liquidity

Ghosts may not actually be the reason for a stock market decline in the Ghost Month. A more practical
explanation would be that European fund managers go on vacation during their summer months.
However, this time around, a bigger factor would be SM Investments Corp.’s overnight placement of
7.25 million shares at P900 per share or a 6 percent discount to market. This share sale resulted in many
funds suddenly becoming fully invested or overexposed to Philippine equities. In order for funds to
manage their asset allocation, they sold their other holdings. With the objective of rebalancing, funds
may disregard the price at which they sell.

Electric Shock

Aside from SM, Meralco, the largest power distributor in the country, had a secondary placement of
64.3 million shares at P270 apiece only 2 weeks ago. Combined, the two transactions raised almost P24
billion, zapping the market rally. The market, which was on its way to 7,000, suddenly reversed its
course with these two placements.

Notwithstanding their short-term effects, these placements allowed investors to increase their holdings
in two important index stocks. SM and Meralco are core holdings in the portfolios of mutual funds as
these two companies are directly tied to our consumer-driven economy.



Who's Afraid of Au-ghosts?

We expect the market to enter a consolidation phase within the next two months. During our investors
briefing last Saturday, we showed that the market usually trades sideways after huge equity placements
but eventually goes higher after the market has digested the shares. As we have seen in the past, the
market should resume its long-term upward trajectory.

Please visit our online trading platform at www.wealthsec.com or call 634-5038 for detailed stock market research.

You can also visit www.philequity.net to learn more about the Philequity Fund and view our archived articles. You can
email us at feedback@philequity.net for feedback on the Philequity Corner articles.
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