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Unpackaging the January
Effect

Sometimes it is said that there are no free lunches on markets. Proponents of the efficient

market hypothesis (EMH) purport that prices change immediately to reflect all publicly available

information. However, certain tradable anomalies have been identified throughout the years

that question this assumption. One of these concerns the current calendar month… The January

Effect.

The January Effect is the belief that the stock market tends to go up in January more than any

other month. This phenomenon was first identified in 1942 by an investment banker who

studied returns going back to 1925. Researchers confirmed this theory over the years in US
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stocks, other asset classes, and on other international markets. While there’s no assurance that

this theory will always hold up, it is surprising to see this sort of recurring pattern in markets

that are considered to be generally efficient.

Several explanations have been offered up for the existence of this effect.

The first is that it is the result of efforts to maximise tax-adjusted performance. In the US, it is

quite common that investors sell their losing stocks in December in that they can use those

crystallised losses to offset or reduce capital gains tax liabilities. If they believe in the long-term

prospects of the stock, they will likely then buy it back in January, leading to a surge in buying

pressure. While some researchers have confirmed this theory, it does not wholly account for

the January Effect. That’s because the anomaly has also been observed in countries where the

fiscal year doesn’t end in December, or in those where there are no capital gains taxes.

Another possible reason is that employees receive bonuses in January for the prior year, which

they decide to put to work on the stock market. However, retail investors are unlikely to be able

to move the market to such a degree.

This leads to a third plausible explanation: window dressing. As the end of the year draws

closer, professional asset managers might be more likely to rebalance their portfolios,

discarding speculative or losing stocks that could appear unpalatable to clients in annual

reporting. This puts downward pressure on prices late December, before some form of

rebound plays out in January when the selling pressure eases.

Lastly, proponents of behavioral finance might argue that the effect is down to psychology.

Acknowledging that we are not cold, hard utility maximisers as the EMH implies, and rather, that

we are humans, often driven by our moods and emotions, it could be that the January Effect is

simply the optimism that the new year brings manifesting itself on markets. It could be that

investors start the year with a renewed sense of determination and opportunity, with fresh

trading resolutions and objectives.

Another interesting oddity to point out is the “January Barometer”. Some studies have found

that January has had some predictive power for overall market returns for the year. When

January is a down month, it does not augur well for stocks in the year ahead and vice versa. This

held true in 2022, and thus far, we could say it might bode well for 2023.

While it is interesting to note these small market curiosities, we would like to remind you that

they are not always consistent, especially in more developed markets, which are considered

more efficient. This is why we come back to the advice we always provide to our clients: it is

often futile to try to anticipate market developments. The best strategy is often to invest with a

long-term investment horizon, avoiding costly round trips, both in terms of costs and

performance.
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Disclaimer All financial data and/or economic information released by this Publication (the “Publication”); (the “Data” or the “Financial data and/or economic

information”), are provided for information purposes only, without warranty of any kind, including without limitation the warranties of

merchantability, fitness for a particular purpose or warranties and non-infringement of any patent, intellectual property or proprietary rights of any

party, and are not intended for trading purposes. Banque Internationale à Luxembourg SA (the “Bank”) does not guarantee expressly or impliedly,

the sequence, accuracy, adequacy, legality, completeness, reliability, usefulness or timeless of any Data. All Financial data and/or economic

information provided may be delayed or may contain errors or be incomplete. This disclaimer applies to both isolated and aggregate uses of the

Data. All Data is provided on an “as is” basis. None of the Financial data and/or economic information contained on this Publication constitutes a

solicitation, offer, opinion, or recommendation, a guarantee of results, nor a solicitation by the Bank of an offer to buy or sell any security, products

and services mentioned into it or to make investments. Moreover, none of the Financial data and/or economic information contained on this

Publication provides legal, tax accounting, financial or investment advice or services regarding the profitability or suitability of any security or

investment. This Publication has not been prepared with the aim to take an investor’s particular investment objectives, financial position or needs

into account. It is up to the investor himself to consider whether the Data contained herein this Publication is appropriate to his needs, financial

position and objectives or to seek professional independent advice before making an investment decision based upon the Data. No investment

decision whatsoever may result from solely reading this document. In order to read and understand the Financial data and/or economic information

included in this document, you will need to have knowledge and experience of financial markets. If this is not the case, please contact your

relationship manager. This Publication is prepared by the Bank and is based on data available to the public and upon information from sources

believed to be reliable and accurate, taken from stock exchanges and third parties. The Bank, including its parent,- subsidiary or affiliate entities,

agents, directors, officers, employees, representatives or suppliers, shall not, directly or indirectly, be liable, in any way, for any: inaccuracies or

errors in or omissions from the Financial data and/or economic information, including but not limited to financial data regardless of the cause of

such or for any investment decision made, action taken, or action not taken of whatever nature in reliance upon any Data provided herein, nor for

any loss or damage, direct or indirect, special or consequential, arising from any use of this Publication or of its content. This Publication is only valid

at the moment of its editing, unless otherwise specified. All Financial data and/or economic information contained herein can also quickly become

out-of- date. All Data is subject to change without notice and may not be incorporated in any new version of this Publication. The Bank has no

obligation to update this Publication upon the availability of new data, the occurrence of new events and/or other evolutions. Before making an

investment decision, the investor must read carefully the terms and conditions of the documentation relating to the specific products or services.

Past performance is no guarantee of future performance. Products or services described in this Publication may not be available in all countries and

may be subject to restrictions in some persons or in some countries. No part of this Publication may be reproduced, distributed, modified, linked to

or used for any public or commercial purpose without the prior written consent of the Bank. In any case, all Financial data and/or economic

information provided on this Publication are not intended for use by, or distribution to, any person or entity in any jurisdiction or country where

such use or distribution would be contrary to law and/or regulation. If you have obtained this Publication from a source other than the Bank

website, be aware that electronic documentation can be altered subsequent to original distribution.

As economic conditions are subject to change, the information and opinions presented in this outlook are current only as of the date indicated in

the matrix or the publication date. This publication is based on data available to the public and upon information that is considered as reliable. Even

if particular attention has been paid to its content, no guarantee, warranty or representation is given to the accuracy or completeness thereof.

Banque Internationale à Luxembourg cannot be held liable or responsible with respect to the information expressed herein. This document has

been prepared only for information purposes and does not constitute an offer or invitation to make investments. It is up to investors themselves to

consider whether the information contained herein is appropriate to their needs and objectives or to seek advice before making an investment

decision based upon this information. Banque Internationale à Luxembourg accepts no liability whatsoever for any investment decisions of

whatever nature by the user of this publication, which are in any way based on this publication, nor for any loss or damage arising from any use of

this publication or its content. This publication, prepared by Banque Internationale à Luxembourg (BIL), may not be copied or duplicated in any form

whatsoever or redistributed without the prior written consent of BIL 69, route d’Esch ı L-2953 Luxembourg ı RCS Luxembourg B-6307 ı Tel. +352

4590 6699 ı www.bil.com.


