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January Effect a mixed bag

Like nmostmarket recipes, his e @n mean dierent thingsto different pegle

BY MATHEW INGRAM
Investment Reporter
If this is &nuay, we nust ke in the mistof
the Anuay Effed. Or are we?

Althoudh it dumped mewhat yesterda
the TorontoStack Exchaige 0 index dart-
ed tte rew yea on a lold nae, rising on
Tueschy and then yimpirg dmog 52 points
to a rew high on Wecheschy an heavy vol-
ume

So B tha evidenceof the &nuay Effed?
That cepends on vha you nean Like nost
of the stek markes mixed kag of saet
redpes, bre@ading tods and ohertechnical
wizardry, it can mean aunchof different
things

The phrag is wsudly taken to mean an
or dl of the bllowing:

e That the narkettends to do vell in Janu-
ary

e That is perormancein Januay — a the
first five radng days,dgpending which \er
sin you pefer — indicaes how the rest
the yea will turn aut.

e That snall-captalization focksdo keter
than krge cg docksin Januay.

The smplest and rost widdy accepted
meanng s tha the narket usualy does
well in Januay. While thee is ittle o no
reeach o the wsibjed in Canada most
peple ®an to gree tlis is pobably true,
if only beaue the fow d moneg into
mutud funds and persion funds ends  be
heay leadhg up b RRSP sam.

This, cormbined with tax-loss lling at he
end d the peviousyea, can cede a knd
of Januay dfed, maketwatches sy

"You et a bt o funds and investors =ll-
ing at he end bthe yea to take thar tax
losses or @uins, and thenhee is tuying in
Janary as padon funds get fundel and
nev mong flows into the marketplace;
sgs Doug Davis, pindpal o Torontofund
mangerDAC Davis InvestmentCounsel.

In the Lhited Sates, meawhile, hee
appeas © be ro doult tha this smpified
version of the anuay Effed exists.

The Sock Tradek Almanac, a teasue
trove of analysis omnpiled ty U.S market
vekeran Yake Hrsd, shows tha from 1950
to 1995 hee havebeen 2 yeas with posi-
tive market moverrent n Januay and aly
16 yeas in which the narketfell tha month.

And snce tee is'sud a huge orrela-
tion ketween the Candian and US mar-
kets — excegpt when [Bloc Quebecds leader
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The TSE 300 & January
% change

January Year
70 -45 -6.4
71 +21 +41
72 +8.6 +22.0
73 +0.7 -36
74 +0.6 —-26.6
75 +14.1 +99
76 +8.8 +3.9
77 -16 +47
78 -58 +23.6
79 +3.5 +38.4
'80 +11.8 +25.1
81 -19 -13.9
‘82 -86 +16
'83 +2.3 +28.6
‘84 -33 -6.0
'85 +8.1 +20.8
'86 -2.0 57
87 +92 +3.1
‘88 -3.3 +7.3
'89 +6.7 +171
'90 -67 -18.0
il +0.5 +78
92 +2.4 -46
93 -13 +290
94 +54 -2.5
‘95 -47 +119

Lucierj Boudad pus hs foat into things—
peqle wudy accept thet if the US does
well, then Canada iV too; says Monteat
ba®d tetinical anayst RonMeisds.

As for whether the mont detemines how
the rest d the yea goes, the Tadek Alman-
ac s dsoclea as a lell: "Nothing keds the
Janary Barometer' Mr. Hirsch writes. "Since
1950, no ¢her indicdor has predcted the
amual course ¢ the narket with such
acarecy

The market has followedJanarys patten
in 40 aut o 45 yeas, for an 89-pea-cent
aveage Mr. Hirsch says he phenomenn
daes from the passing of the Dth Amend-
ment to the LB Conditution in1933 The
effed was ha Corgressconvenes in Janu-
ary and the pesdentreeases the hudget—
which inevitably affeds the stok market

Mr. Hirsch dso disaussesthe refirement
of the &nuay Effed tha the first five rad-
ing days a&e a knd of "ealy warnng s/s-
tem" for the rest d the yea. Again he finds
that thesedays have albout an @-pa-cent
comdation with what happers during the
restof the yea.

Does Ahnuay — dther tte nonh or the

first five cays — lave the same pedctive
abiiity in Canada No one B quite sure

Ore marketanaystwho ddnt want to [
identifid says te lodked at alout 40 yeas
worth o data from the Dronto Stack
Exchame ad 'didrit find what happenel
in Januay] hadary real pedctive powet"

In fact, his industly watchersays, "l walk-
ed avay from it thinking its overated.
Mog of the tme its going to crrelate pos-
itively just because most of the tme the
market ges p'

Heres a bk at the mg five yeas for the
TSE 300 index:

e The inde rosein Januay, 1991, by 0.5
pe cent and imbed 78 pe cent br the
yea overall.

e Althoudh the ndex rose2.4 pe cent n
Janary 1992, t was awn 4.6 per cent for
the yea.

e In 1993 the nde dropped 13 per cent
in Janualy and et the market rose D per
cent during te yea overall.

e The ind dimbed 54 pe cent n Janu-
ary 1994 but fell 2.5pe cent n the yea as
awhde.

e Lag yea, the hdex dropped 47 per cent
in Januay but the market was p 119 per
cent by the endfthe yea.

Nevertheless, ScotaMcleod dief trader
Fred Ketchen sgs 'the Anuay Effed is cer
tainly accepted sock market folklore, and it
probally does &ist to some atent. If you
hae a éw god weeks d tradng, a even
good days underyour belt, it does omehing
to instll canfidene for the rest d the yea™"

Mr. Ketchen a lorng-time narket watcher
adds "Theres probably a certan amaunt of
sdf-fulfilling prophecyto the hing ©d. In
other worg, f enaugh pele kelieve thee
is a &nuay Effed and trace gocks bazd
on ha assunption, such an éed is dmog
sue  be ceded.

The third partof the &nuay Effed — tha
smdl-cap gocks tend to do leter in tha
month — is dso clealy borre ait by re-
sarch in the Lhited Sates, sich as ha
done ly Ibbdson Asscciaes n New York.

The Chicago Mercantle Exchaige, which
spedalizes h options, eenadvises tha inves-
tors think aaut buying futureson an index
suth as he $andad & Poar’s Low-Piiced
stock index or the Russé 2000 snalcep
ind, while lling futures on te brger
S&P 500 ndex.

(continued overleaf)
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|nvestment ABCS What is the Super Bowl theory?

HAT do you meke of a heory that
is urcannly acaurage but nakes
no eree whatoeer? Thas the

dilemma hvestors face when hey consder
the addbdl Super Bowl theary.

The theory was deamd up n 1979 ly
prominent U.S moneg/ manayer Robert Sto-
vall, presdent of Sovall/Twenty-First Ad-
vises, when he @as tief investmentstrae-
gig at Dean Witter Reyrolds Inc.

While theee ae many twists to theheory,
the basc premise & tha the stak market
will have a @od yea if one d the aiginal
16 National Foothall Leage teans, ather
than an dginal Ameiican Foaball Leage
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team, wins te Super Bowl, which s held
exh yea on the kg Sundy of Januay.
The wo leages vere merged n 1970 to
form the peentday NFL.

This yea, the esilt was band to be
favouratde, becaue hoth the Dallas Caov-
boys and the Rtsbugh Seders were part
of the aiginal NFL. (Forthosewho ddrit
watch, the Cowboys cefeaed the Seders
by 2717 a snalkr than pedcted marmgin).

The theory has been acaurde an amaz-
ing 27 aut of 30 times,or 90 per cent o the
time, eadly beding the ecrd d virtudly
all other market indicdors, not to mein
ganbling schemes
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"I think Ive creaed a fihandal Frarken
stan' says M. Sovall, who gredcts a D-pe-
cent cain in the Dow Jbnes industial ave-
age in1996. That alvanceis in line with
the avergge gain the fie previoustimes ha
two ariginal NFL teans net.

The Super Bowl theay is just the ip of
the loongy-theory icebeag. For exanple,
thees the alvays popuar "bul market and
bae knee" theory which hdds tha mar-
ket rise and fall with the lergth of skirts,
with shorter «irts refleding greder ogi-

mism.
- Douglas Goold



