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Ja n uary Effect a mixed bag
__________________________

Li ke mos tmarket reci pes, this one can mean different thing sto different people

BY MATHEW INGRAM
Inve stment Reporter

If this is Janu ary, we must be in the mids tof
the Janu ary Effect. Or are we?

Althou gh it slu m ped somewhat yest e r day,
the Toron t oSt ock Exc h a nge 300 index start-
ed the new year on a bol d note, rising on
Tu esday and then jumping alm o st 52 poi nts
to a new hig h on Wednesday on heavy vol-
um e.

So is that evidenc eof the Janu ary Effect?
That depends on what you mean. Like mos t
of the stock marke t’s mixed bag of secret
re cipes, forecasting tools and othe rtechnical
wizard ry, it can mean a bun c hof dif ferent
things.

The phrase is usually taken to mean any
or all of the fol low ing :

• That the marke t tends to do wel l in Janu -
ar y.

• That its per for manc ein Janu ary – or the
first five trading days ,depending which ver-
si on you prefe r – indicates how the rest of
the year wil l turn out .

• That sma l l-capit ali zation stock sdo better
than large -cap stock sin Janu ary.

The sim p lest and mos t widely accepted
meaning is that the marke t us u ally does
wel l in Janu ary. While the re is lit tle or no
re search on the sub ject in Cana da, mos t
people seem to agree this is probably true,
if only becau se the flow of mon ey into
mu tual fun ds and pensi on fun ds tends to be
heavy lea ding up to RRSP season.

This , co mbin ed wit h tax-lo ss sel ling at the
end of the previou sye ar, can cre ate a kind
of Janu ary effect, marke twa tche rs say.

"You get a lot of fun ds and inv esto rs sel l-
ing at the end of the year to take their tax
lo sses or gains ,and then the re is buying in
Ja n uar y as pensio n funds get fun d ed and
new mon ey flow s in t o the marke tplace,"
says Dou gDavis, principal of Toron t ofund
ma n age rDA C Davis Inv est mentCoun sel .

In the United States, meanwhile, the re
ap pears to be no doubt that this sim p lifie d
ve rsi on of the Janu ary Effect exi sts.

The Stock Trader’s Alm anac, a tre asure
trov e of analys is compi led by U.S. marke t
ve teran Yale Hirsch, shows that from 1950
to 1995 the re hav ebeen 29 years wit h posi-
tive marke t move ment in Janu ary and only
16 years in which the marke t fe ll that mon th.

And sin ce the re is "su ch a huge cor rela-
tion bet ween the Canadian and U.S. mar-
ke ts – exc ept when[Bl oc Québécois lea de r

Lucie n] Bou chard puts his foot into thing s–
people usually accept that if the U.S. does
wel l , then Canada wil l too," says Mon tre a l-
based technical analys tRo nMeis els.

As for whet her the mon th det e rmines how
the rest of the year goes, the Trader’s Alm an-
ac is als ocle ar as a bel l: "No thing beats the
Ja n uar yBarometer", Mr. Hirsch writes. "Si nce
1950, no other indicato r has pre dicted the
annu al course of the marke t with such
accur acy".

The marke thas fol lowe dJa n uar y’s patt e rn
in 40 out of 45 years, for an 89-per-cent
av erage. Mr. Hirsch says the phenomenon
dates from the passi ngof the 20th Amend -
ment to the U.S. Con stitution in1933. The
ef fect was that Congres sconv enes in Janu -
ar y and the pre sid e n trele ases the budge t –
which inevitably affects the stock marke t.

Mr. Hirsch als o discus s esthe refi nem e n t
of the Janu ary Effect that the first five trad -
ing days are a kin d of "early war ning sys -
tem" for the rest of the year. Aga in, he finds
that thes edays hav e abou t an 89-per-cent
co rrela t ion wit h what hap pens dur ing the
re s tof the year.

Does Janu ary – eit her the mon th or the

first five days – hav e the same pre dictive
ability in Cana da? No one is quite sure.

One marke t analys t who didn’t want to be
id e n tified says he looke d at abou t 40 years
wo rth of dat a fr om the Toron t o St ock
Exchange and "didn’t find [what hap pen ed
in Janu ary] ha dany real pre dictive powe r".

In fact, this indust ry watche rsays ,"I walk-
ed away from it thinking it’s ove rrated .
Mo st of the tim e it’s goi ng to cor relat epos-
it ive ly ju s t becaus e mos t of the tim e the
market goes up."

He re’s a look at the past five years for the
TSE 300 index:

• The index ros ein Janu ary, 1991, by 0.5
per cent and cli mbed 7.8 per cent for the
ye ar ove rall.

• Althou gh the index ros e2.4 per cent in
Ja n uar y, 1992, it was dow n 4.6 per cent for
the year.

• In 1993, the index dro pped 1.3 per cent
in Janu ary and yet the marke t rose 29 per
cent dur ing the year ove rall.

• The index cli mbed 5.4 per cent in Janu -
ar y, 1994, but fel l 2. 5per cent in the year as
a whole.

• Last year, the index dro pped 4.7 per cent
in Janu ary but the marke t was up 11.9 per
cent by the end of the year.

Neve rtheles s, ScotiaMcleod chief trader
Fred Ketchen says "the Janu ary Effect is cer-
tainly accepted stock marke t fo lklore, and it
probably does exi st to some ext ent . If you
have a few good weeks of trading, or eve n
good days unde ryour bel t, it does something
to ins til l confid e n ce for the rest of the year".

Mr. Ketchen, a long-time marke t wa tche r,
adds: "There’s probably a cer tain amoun tof
self-fulfi l li ng pro phe c yto the thing too." In
ot he r wo r ds, if enoug hpeople believe the re
is a Janu ary Effect and trade stock s based
on that assumption, such an effect is alm o st
sure to be cre ated .

The thir d par tof the Janu ary Effect – that
sm all -cap stock s tend to do better in that
mont h – is als o cle arly bor ne out by re-
search in the United States, such as that
done by Ibbotson Associ a tes in New Yor k.

The Chicago Mercantile Exc h a nge, which
specia lizes in optio ns, eve nadvises that inv es-
to rs think about buyi ng future son an index
su ch as the Standard & Poor’s Low-P ric e d
stock index or the Rus s ell 2000 sma l lcap
in d ex, while sel ling future s on the large r
S&P 500 index.

The TSE 300 & Janu ary
% change

Ja n uary Ye ar

’70 −4.5 −6.4
’71 +2.1 +4.1
’72 +8.6 +22.0
’73 +0.7 −3.6
’74 +0.6 −26.6

’75 +14.1 +9.9
’76 +8.8 +3.9
’77 −1.6 +4.7
’7 8 −5.8 +23.6
’79 +3.5 +38.4

’80 +11.8 +25.1
’81 −1.9 −13.9
’82 −8.6 +1.6
’83 +2.3 +28.6
’84 −3.3 −6.0

’85 +8.1 +20.8
’86 −2.0 +5.7
’87 +9.2 +3.1
’88 −3. 3 +7.3
’89 +6.7 +17.1

’90 −6.7 −18.0
’91 +0.5 +7.8
’92 +2.4 −4.6
’93 −1. 3 +29.0
’94 +5.4 −2. 5

’95 −4.7 +11 .9
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Inve stment ABCs: What is the Super Bowl theory?

WHAT do you make of a theor y that
is uncannily accur ate but makes
no sense whatsoeve r? That’s the

dile mma inv esto rs face when they con sid er
the oddball Super Bow l theory.

The theor y was dre a m ed up in 1979 by
prominent U.S. mon ey manage rRo ber tSt o-
vall, pre sid e n t of Stovall/Tw enty-First Ad-
vise rs, when he was chief inv est mentst r ate -
gi st at Dean Wit ter Rey nol ds Inc.

While the re are many twists to the theor y,
the basic premise is that the stock marke t
will have a good year if one of the origi nal
16 Nation a l Foot ball League teams, rat her
than an origi nal Ame rican Football League

team , wins the Super Bow l, which is hel d
each year on the last Sun d ay of Janu ary.
The two leagues were mer ged in 1970 to
fo rm the pre sent-day NFL.

This year, the res ult was boun d to be
favou rable, becau se bot h the Dallas Cow-
boys and the Pit tsb urgh Steele rs were par t
of the origi nal NFL. (Fo r thos ewho didn’t
wa tch , the Cowboys defeated the Steele rs
by 27-17, a sma l ler than pre dicted margi n).

The theor y has been accur ate an amaz-
ing 27 out of 30 tim e s ,or 90 per cent of the
time, easily beating the record of vir tually
all othe r market indicato rs, not to mentio n
ga mbling schemes.

"I think I’v e created a financia l Franke n-
st ein," says Mr. Stovall, who pre dicts a 20-per-
cent gain in the Dow Jon es indust ria l av er-
age in1996. That advanc eis in lin e with
the ave r age gain the five previou stimes that
two origi nal NFL teams met .

The Super Bow l theory is just the tip of
the looney-theor y ic eberg. For exa mple,
there’s the always popular "bull marke t and
bare kne es" theor y, which holds that mar-
ke ts ris e and fall wit h the lengt h of skir ts,
with sho rter skirts reflecting gre ater opti-
mism .

− Dougla s Go old
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