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ABSTRACT 

The January effect is one of the most documented 

calendar anomalies that exist in the stock market, and 

this anomaly directly challenges the Efficient Market 

Hypothesis (EMH) by stating that there exists a 

pattern in the stock market where a return can be 

gained. One popular explanation for the January 

Effect is the tax-loss selling hypothesis. This 

hypothesis states that investors sell off losing stocks 

in their portfolio at the end of the year to realize 

capital losses for tax purposes and subsequently 

repurchase them in January, which drives up the stock 

prices. Evidence from markets such as the United 

States, United Kingdom, Hong Kong, Singapore, and 

Thailand is collected and analyzed to show the effects 

of different tax structures and investor behaviors on 

the January Effect. The findings indicate that the tax-

loss selling hypothesis substantially accounts for the 

January Effect found in the markets that levy capital 

gains tax. Other factors, such as investor sentiment 

and institutional behaviors also account for the 

existence of the anomaly for markets free of capital 

gains tax.  

 

Keywords: calendar anomaly, January effect, tax-

loss selling hypothesis, investor sentiment, efficient 

market hypothesis 

 

1.  INTRODUCTION 

 

Calendar anomalies are patterns or trends in stock 

market returns that appear related to particular times 

or periods of the calendar year and are not attributed 

to or explained by fundamental factors. In this regard, 

these anomalies indicate that, at times, stock prices 

may not reflect all available information as proposed 

by the Efficient Market Hypothesis (EMH). These 

anomalies suggest predictable periods when returns 

deviate from expected behavior. Some examples of 

calendar anomalies include the Monday Effect, where 

stock prices are typically lower on Mondays 

compared to other days of the week; the Halloween 

Effect, where stock prices tend to perform better 

between Halloween (October 31) and May Day (May 

1) - often summarized by the saying “sell in May and 

go away”; and the January Effect, in which stock 

prices generally rise more in January compared to 

other months. These anomalies challenge market 

efficiency and suggest that there might be background 

psychological, behavioral, or institutional factors 

influencing investor behavior and the market outcome 

at certain times of the year. 

This paper focuses on the January Effect, one of the 

most well-recognized market anomalies. In 1942, 

investment banker Sidney Wachtel noticed that stock 

prices tended to rise during January compared to other 

months. The effect was later confirmed in the seminal 

paper of Rozeff and Kinney (1976), who provided the 

first empirical evidence of the significance of the 

January effect. Subsequently, research has 

documented the January effect in numerous stock 

markets worldwide, with a particularly strong 

presence in small-market capitalization (small-cap) 

stocks (Keim, 1983).  

The January Effect contradicts the EMH, which 

suggests that stock prices reflect all known 

information and that predictable patterns in the 

pricing or movement of securities do not exist. The 

weak form of EMH asserts that past trading 

information, historical prices, and volumes are 

already incorporated into current stock prices, 

implying that predictable patterns like the January 

Effect should not exist. The recurring nature of the 

January Effect suggests that underlying forces may 
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influence investor behavior and market dynamics at 

the beginning of the year. 

The motivation behind studying calendar anomalies is 

to uncover patterns that can provide strategic 

advantages to investors. Calendar anomalies, such as 

the January Effect, offer potential opportunities for 

investors to develop strategies that capitalize on 

predictable trends in stock returns. By understanding 

these patterns, investors can make informed decisions 

about when to buy or sell stocks to maximize returns 

and minimize risks.  

For instance, the January Effect is of significant 

importance for people in the market.  Knowledge of 

this phenomenon would, therefore, help the investors 

design some strategies and make some decisions that 

would enable them to take advantage of the usually 

high returns witnessed in January. One common 

approach used for trading by this effect is to buy 

underperforming small-cap stocks in December and 

sell out in the following month of January when prices 

can largely be expected to rise. This strategy takes 

advantage of the January Effect to seek higher returns 

through the predictable increase in stock prices. 

By having such information, one could nail down the 

clear trends an investor uses to predict and establish 

optimum portfolios, as well as timing for investment 

purposes so that maximum gains are reaped, 

particularly at the beginning of the year when the 

January Effect prevails. By recognizing the recurring 

nature of this anomaly, investors can adjust their 

portfolios accordingly, allocating more resources to 

stocks likely to benefit from the January Effect. This 

strategic adjustment can lead to better portfolio 

performance and enhanced returns during the early 

part of the year. 

From an academic point of view, the research on the 

January Effect directly challenges the EMH and 

uncovers insights into market inefficiency. 

Examining the frequency of such anomalies helps 

researchers understand underlying factors that cause 

market behavior, such as tax policies and investors' 

psychology. The January Effect is not just a financial 

anomaly but also shows some psychological and 

behavioral factors intertwined with the decisions that 

investors make. Another critical period associated 

with this effect is the turn-of-the-year effect. This is 

the period towards the end of December and the 

beginning of January, whereby every person is trying 

out various tax-related strategies. One of the common 

strategies is tax-loss selling, where investors sell off 

their losing stock in December to realize capital losses 

for tax purposes. These losses will help to offset gains 

from other investments, hence lessening the amount 

of taxes an investor has to pay. Most of these investors 

then repurchase their stocks in January after the 

closure of the tax year, thus causing stock price rise at 

the beginning of the year. 

Additionally, psychological factors, such as investor 

sentiment and optimism associated with the new year, 

play a significant role. Beginning a calendar year 

offers an aspect of rejuvenation, which could have an 

impact on investor behavior. Due to the rejuvenation 

feeling and hoping that the year ahead will be positive, 

investors can become more willing to take risks in 

investing in stocks during January. This behavior will 

maximize buying activity during this time and 

increase the stock prices. 

Understanding these psychological and behavioral 

influences is crucial for comprehending why the 

January Effect persists despite the principles of 

market efficiency. It helps researchers and 

practitioners understand how various market 

situations and laws impact stock returns and provides 

a more comprehensive view of the forces driving 

market anomalies. 

Some significant hypotheses explaining the January 

Effect are the tax-loss selling hypothesis and the 

window dressing hypothesis. As predicted by the tax-

loss selling hypothesis, an investor sells the losing 

stock in December to realize capital losses that will 

offset capital gains and lower tax liabilities. These 

very same investors then buy back the stock portfolio 

in January, making it a buying frenzy, which puts 

upward pressure on the price of stocks that month and 

thus, in turn, creates the January Effect. The window 

dressing hypothesis argues that portfolio managers 

sell poor-performing stocks at the end of the year to 

pretty up the portfolio and make it more attractive to 

clients and other relevant stakeholders. It is reinvested 

in the same stocks in January, which further adds to 

an increase in stock prices as early as when year-end 

statements are prepared. 

Both of these hypotheses point to specific behaviors 

related to tax planning and portfolio management that 

led to increased buying activity and higher stock 

prices in January. These explanations highlight how 
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tax strategies and institutional practices can influence 

market anomalies like the January Effect. 

The primary focus of this paper is on the tax-loss 

selling hypothesis. This hypothesis proposes that 

investors sell off losing stocks in December to realize 

capital losses for tax purposes, which can reduce their 

taxable income and lower the taxes they owe. By 

selling these underperforming stocks at the end of the 

year, investors can offset capital gains from other 

investments, effectively decreasing their overall tax 

liability. After the tax year ends, these investors often 

repurchase the stocks they sold in January, driving up 

stock prices and creating the January Effect we 

observe. 

The January Effect has also been observed to exist in 

several countries and is found to be present despite 

these countries having different tax structures. In 

Hong Kong and Singapore, where capital gains tax is 

not imposed, the presence of the January Effect has 

been found, thus suggesting other underlying factors 

such as market sentiments, investor psychology, and 

portfolio rebalancing. The same applies to the UK; 

since the tax year starts in April, the January Effect 

cannot be solely attributed to tax incentives. 

Testing for the January Effect across a few countries 

with different tax structures and market conditions 

could be an interesting test. That again may reveal 

whether such January effects are more strongly 

related to local tax policy or more general factors, 

including the behavior of investors and market 

sentiment. 

 

2. EFFICIENT MARKET 

HYPOTHESIS 

 

The EMH, one of the core theories of financial 

economics, was put forward by Fama (1970). EMH 

asserts that security prices reflect all available 

information at any given time. This means that 

earning abnormal returns from picking stocks or 

consistently timing the market is impossible since any 

new piece of information that may generate a shift in 

the level of stock prices is immediately reflected in the 

prices by people within the market. As such, this 

theory holds that nobody can beat the market either by 

superior stock selection or efficient timing of the 

market, and higher return could be obtained only by 

accepting more significant risk. 

 

2.1  Weak Form EMH 

 

This weak form asserts that current prices of stocks 

already reflect all information regarding past trading 

activities, including historical prices and moving 

volumes ahead of market trends. As such, this form 

states that excess returns cannot be made by technical 

analysis to the effect that any hits or trends from past 

price data are already captured within the current 

prices. Technical analysis evaluates securities using 

market activity statistics like past prices and volume, 

employing charts and tools to identify trends and 

predict future prices. Calendar anomalies, such as the 

January Effect, directly contradict the weak-form 

EMH because it offers a way to generate higher 

returns by being able to predict them using past 

information. 

 

2.2  Semi-Strong Form EMH 

 

The semi-strong form of EMH suggests that security 

prices rapidly adjust to the availability of new public 

information in a non-biased way, so neither technical 

nor fundamental analysis can help an investor gain 

consistently excessive returns. This includes all public 

information, such as accounting information, earnings 

reports, news releases, and economic indicators. 

Fundamental analysis assesses a security's intrinsic 

value by examining economic, financial, qualitative, 

and quantitative factors, including a company's 

financial statements, management quality, business 

model, and industry conditions, to determine if a stock 

is undervalued or overvalued. 

 

2.3  Strong Form EMH 

 

The strong form of the Efficient Market Hypothesis 

(EMH) goes even further to present a hypothesis that 

security prices capture all the information available, 

both public and private (inside information). 

According to this form of EMH, no investor, 

including insiders with access to private information, 

will be able to consistently achieve excess returns. 

Insider trading is illegal, and rules prevent the use of 

private information in trading, reinforcing the idea 
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that markets fully reflect all information and that 

consistent outperformance is not possible. 

 

2.4 Relationship Between EMH and 

the January Effect 

 

EMH and the January Effect are also directly related 

to the weak form of EMH. The weak form of the EMH 

holds that all past trading information regarding 

historical prices and volumes has already been 

reflected in current stock prices. Through this form, 

one should not be able to gain excessive returns 

consistently due to patterns or trends from data 

concerning the past. However, the January Effect—an 

anomaly in the calendar that states that stock prices 

increase significantly in the month of January from 

what it does in any other month—contradicts this very 

notion. Because the nature of the January Effect is 

periodic, in such cases of periodic phenomena, 

predictable patterns with the help of past information 

lead to higher returns; therefore, it violates the weak 

form of the efficient market hypothesis. Therefore, 

this violation at least suggests that markets do not 

operate in complete efficiency and that there are other 

factors involved, such as the behavior of investors and 

variable feelings of market sentiment, which could 

help to produce excess returns. 

 

3.  JANUARY EFFECT AND THE 

TAX-LOSS SELLING HYPOTHESIS 

 

Rozeff and Kinney (1976) provided evidence of the 

existence of seasonality in monthly rates of return on 

the New York Stock Exchange from 1904 to 1974. 

They documented that the average monthly return in 

January was approximately 3.5%, far over the average 

return of 0.5% for the other eleven months. Keim 

(1983) extended this previous work by investigating 

the stock returns from 1963 through 1979, 

concentrating on the performance of small-cap stocks. 

His findings indicated that nearly 50% of the average 

annual abnormal returns of small firms occurred in 

January, with the most significant returns in the first 

week of trading. The January effect, the evidence 

suggests, is statistically significant and economically 

meaningful only because of the stock performance of 

the smaller firms. 

The tax-loss selling hypothesis is one of the most 

widely recognized explanations for the January 

Effect. This hypothesis suggests that the increase in 

stock prices observed in January can be attributed to 

the tax-related behavior of investors, particularly their 

strategies for managing capital gains and losses. 

According to this hypothesis, as the calendar year 

draws to a close, investors review their portfolios and 

identify underperforming stocks. They then sell these 

losing stocks to realize capital losses, which can offset 

capital gains from other investments and effectively 

decrease their overall tax liability. In January, 

investors repurchase these or similar stocks, driving 

up demand and consequently inflating stock prices at 

the beginning of the year. 

The tax-loss selling hypothesis is particularly relevant 

in countries with relatively high taxes on capital gains, 

such as the United States. In these markets, the 

hypothesis significantly explains the robust January 

Effect. As demonstrated by Keim (1983), nearly half 

of the average annual abnormal returns for small-cap 

stocks from 1963 to 1979 occurred in January, 

reinforcing the idea that tax-loss selling plays a 

substantial role in this anomaly. This pattern suggests 

that the January Effect is not a random occurrence but 

is driven by systematic, tax-related strategies 

employed by investors. 

3.1  Empirical Evidence of the Tax-Loss 

Selling Hypothesis 

 

This section explores the empirical evidence related 

to the January Effect, with a particular focus on the 

tax-loss selling hypothesis. By examining various 

studies and data, it aims to understand how tax-

related behaviors influence stock price movements 

at the beginning of the year. It discusses evidence 

from countries with differing taxation structures to 

assess how these variations impact the January 

Effect. This analysis will include an in-depth look at 

countries like the United States and the United 

Kingdom, where capital gains taxes are relatively 

high, as well as other markets with different tax 

regimes, such as Hong Kong, Singapore, and 

Thailand. By comparing these contexts, the primary 

aim is to highlight the extent to which the tax-loss 
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selling hypothesis can explain the January Effect 

across diverse economic environments. 

 

3.1.1  January Effect in the USA 

Gold, Advisors, Levere, and Smith's (2013) study was 

based on the US stock market and the Dow Jones 

Industrial Average. It brought valuable information 

with respect to tax-loss selling and the January Effect 

within the U.S. stock market and, in particular, large-

cap stocks. The research, which examines highly 

liquid stocks, identified abnormally high trading 

volumes occurring in December for the shares whose 

values fell during the year. This jump in volume is 

attributed to tax-loss selling by investors to realize 

losses for tax purposes. Despite trading at high 

volumes, there was little to no significant effect on the 

prices of those large-cap stocks in December for the 

reason that their high liquidity absorbed the selling 

pressure without moving their prices by much. 

 

Importantly, Gold, Advisors, Levere, and Smith 

(2013) find that these large-cap stock prices tend to 

rise in January. It is because of the repurchase of 

stocks that were sold off in December due to tax-loss 

selling, which pushed up the prices and caused 

abnormally high returns during the early part of 

January. As shown in the study, for instance, stocks 

with a high trading volume in December saw their 

average price increase by 2.4% in January. This 

January price increase corresponds to the January 

Effect, wherein the market usually experiences higher 

returns at the beginning of the year after the end of 

tax-related selling activities. Emphasized in the study 

was the fact that for large-cap stocks, relatively 

immune to such seasonal effects due to their liquidity, 

there exists and is a significant January Effect. 

 

The study also mentions psychological factors, 

wherein, due to cognitive biases, individual investors 

may be indulging in tax-loss selling to avoid regret 

and the inclination to lock in losses before the year 

ends. This will contribute to the formation of observed 

trading patterns without having any major impact on 

the prices of highly liquid stocks, such as those in the 

DJIA. Despite large trading volumes, the prices of 

these stocks decreased on average by only 0.3% in 

December, further attenuating this effect with 

liquidity. 

 

These findings by Gold, Advisors, Levere, and Smith 

(2013) present an overview of how selling for tax 

losses and the January Effect play their roles on large-

cap stocks in the entire U.S. equity market, which also 

includes those extremely liquid stocks being 

influenced by seasonal trading patterns. 

 

Sikes (2014) also explored the January Effect and tax-

loss selling. The research used data from 1987 to 2010 

and analyzed turn-of-the-year behavior across various 

types of U.S. institutional investors. Sikes (2014) 

provided strong evidence that institutional investors’ 

tax-loss selling efforts are a very significant factor in 

the January Effect on small-cap stock portfolios. The 

study found that institutions with strong tax incentives 

and weak window-dressing incentives realize 

significantly more losses in the fourth quarter 

compared to other times of the year. Specifically, a 

one percentage point change (a 1% change in realized 

losses as a percentage of the portfolio) in the scaled 

fourth-quarter realized losses by tax-sensitive 

institutional investors results in a 47 basis points 

increase (0.47% increase) in the average daily return 

during the first three trading days of January. 

 

The term "scaled fourth-quarter realized losses" refers 

to the total realized losses during the fourth quarter, 

adjusted to reflect the size of the institution's portfolio. 

This scaling allows the review of the losses against the 

overall portfolio, which provides a much clearer view 

of how these losses impact returns. This study 

measures the turn-of-the-year effect by the average 

return of a stock during the first couple of trading days 

of January in relation to its average return during the 

last couple of trading days of December. The findings 

from the study show that the average daily return over 

the first three, five, and ten trading days of January is 

79, 48, and 36 basis points greater (0.79%, 0.48%, and 

0.36% greater) than the average daily return over the 

last three, five, and ten trading days of the previous 

December, respectively. This consistent increase in 

daily returns emphasizes the significant impact of tax-

loss selling on January returns. 

 

The study highlights that both tax-related motivations 

and psychological factors, such as the desire to 

present attractive year-end portfolios (window 

dressing), play crucial roles in driving the January 

Effect. Moreover, the study showed that institutional 

investors, having strong window-dressing incentives 

but no tax incentives, also contributed to higher 
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returns in early January; however, these were smaller 

in magnitude.  For example, a one percentage point 

change in scaled fourth-quarter realized losses of 

these investors results in an increase of 27 basis points 

(0.27%) in the stock's average daily return over the 

first three trading days of January. 

Sikes’ (2014) research documents significant positive 

January returns for small-cap stocks, with the average 

daily return over the first three trading days of January 

equaling 101 basis points per day (1.01% per day) 

across the sample period. This highlights the 

economic significance of tax-loss selling by 

institutional investors, with the impact being more 

pronounced for small-cap stocks due to their lower 

liquidity. 

Sikes’ (2014) findings provide an important view on 

how tax-loss selling and institutional investor 

behavior interact to determine the January Effect 

within the U.S. equity market. The study illustrates 

the complex interplay of tax strategies, institutional 

behaviors, and psychological factors that drive 

seasonal anomalies in stock returns. 

 

3.1.2 January Effect in the UK 
A study by Chen, Jack, and Wood (2007) provided a 

significant understanding of the January Effect and 

tax-loss selling within the UK stock market. Their 

study covers evidence from 1955 to 2003, identifying 

periods with different tax regimes that influence 

investors' behavior and market return. Despite the UK 

tax year ending on April 5th for individuals and 

March 31st for companies, the study confirms the 

presence of the January Effect in the UK stock market. 

The January effect was especially prominent during 

1966-1982 (Regime 2) and 1983-1997 (Regime 3). 

During these periods, the January returns were 

observed to be 5.02% and 3.59%, respectively, 

showing significant increases in the return compared 

to other months. 

The main findings from this research rather indicate 

that there is more to the January Effect in the UK than 

just tax-loss selling. While tax-loss selling is a 

significant factor, especially for small-cap stocks, the 

study also talks about other factors, such as window 

dressing, and psychological factors, such as investor 

optimism at the beginning of the year. The LOSS 

variable, which measures how much a stock's price 

has dropped over the last six months, was 

significantly negative during Regime 2 (-0.1168) and 

Regime 3 (-0.1458). The loss variable, therefore, 

showed that stocks had declined in the months prior 

and were then sold to realize capital losses and gain a 

tax advantage. 

However, during Regime 4 (1998-2003), the tax 

reforms that were implemented significantly reduced 

the incentives for tax-loss selling, resulting in an 

almost negligible return of -0.03%. This negative 

January premium indicates that, on average, stock 

returns in January gave lower returns as compared to 

the other months during Regime 4. This change can 

possibly be linked to the introduction of some 

measures, such as the restriction on bed and 

breakfasting, where shares sold during the end of the 

tax year could not be repurchased within 30 days of 

selling them if the loss was going to be claimed for 

tax purposes. Additionally, taper relief was 

introduced to encourage long-term investment by 

lowering the tax rate depending on the duration of the 

holding period of the stocks. Moreover, there was a 

gradual decrease in corporate tax rates and an 

additional decrease for smaller companies. These 

reforms would reduce the incentives for tax-loss 

selling. Evidence for this was given by the LOSS 

variable for the returns in January during Regime 4, 

which was calculated to be positive at 0.0542. This 

positive LOSS variable indicated that tax-loss selling 

was not a factor that drove the January effect during 

Regime 4. 

The study’s general conclusions emphasize the 

multiple faces of the January Effect, which is 

influenced by several factors such as financial 

strategy and investor psychology. The findings from 

the UK highlight how tax policies, institutional 

behaviors, and psychological factors collectively 

impact the January Effect. 

Another study of the UK stock market was done by 

Hillier and Marshall (2002), who also investigated the 

January effect and concentrated most of their research 

on the tax-loss selling hypothesis. Their study shows 

that according to the data from 1955 until 2003, the 

January Effect is very strong and strongest for small-

cap stocks. For example, during the pre-1998 periods, 

January returns of small-cap stocks showed excess 

premiums of about 3% to 4% over other months, 

suggesting a significant surge in return across 

different months. This large January premium further 
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supports and sheds light on this general trend that was 

observed, which is that stock prices tend to appreciate 

more during January compared to other months. 

This means, as pointed out by Hillier and Marshall 

(2002), that tax-loss selling cannot explain the 

magnitude of the January Effect since the UK tax year 

ends in April. Though tax-loss selling normally 

affects the prices towards the end of the fiscal year in 

March/April, other dynamics are at work with the 

January Effect in the UK. The study provides 

empirical evidence regarding the integral roles played 

by institutional behaviors, especially window 

dressing, and psychological factors of investor 

optimism at the beginning of the new year. The result 

is increased buying activity and higher stock prices 

during the month of January. 

Hillier and Marshall (2002) also found the effect of 

the UK tax year structure on stock returns. With the 

tax year ending for individuals on 5 April and 

companies on 31 March, there is evidence found for 

the presence of seasonal effects in January and April. 

The selling of tax losses by corporations commonly 

reaches its peak at the end of December because many 

corporations have their fiscal year aligned with the 

calendar year. This allows companies to be able to 

beautify their books and reduce their taxable income 

by selling investments that are losing before it is time 

to close the fiscal year books. This activity impacts 

January returns, while activity from individual 

investors grouping around the end of the tax year in 

April also contributes to notable returns during that 

period. 

This dual influence means that January, along with 

April, receives above-average returns from tax-loss 

selling activities, further exemplifying the 

multifaceted nature of the January Effect, driven by 

tax strategies and investor psychology. 

 

3.1.3  January Effect in Hong Kong, 

Singapore, and Thailand 

Lee (1991) investigates the January Effect in various 

Asian markets, including Singapore and Hong Kong, 

from January 1970 to December 1988. Despite the 

absence of capital gains tax, both countries exhibited 

a pronounced January Effect but for different reasons 

than countries that have capital gains taxes. The study 

analyzed the returns for both small-cap stocks and 

large-cap stocks and concluded that the January Effect 

was present across all market segments. 

 

Lee’s (1991) research found that the average January 

return for Singapore was 7.768%, while Hong Kong 

saw an average return of 7.654%, both being 

significantly higher than the returns of the other 

months, which had a monthly return of 1.202% and 

1.956% respectively. Thus, it was shown that the 

anomaly in these countries is independent of tax-loss 

selling and attributed to other factors. 

 

For Singapore, the study highlights that investor 

behavior and market sentiment play crucial roles. A 

new year ushers in optimism and a revived will to 

invest in stocks; hence, there is increased buying 

activity and higher stock prices in January. 

Additionally, institutional investors and fund 

managers tend to rebalance their portfolios and 

perform window dressing at the end of the year so as 

to report a better year-end performance. This activity 

creates significant buying pressure during January 

and helps explain the larger returns observed during 

this month. 

 

Similarly, in Hong Kong, by the end of the year, there 

tends to be positive investor sentiment and increased 

risk-taking by investors. Institutional behaviors such 

as window dressing were also concluded to contribute 

to the presence of the January Effect in the country. 

Factors like bonuses at the end of the year are shown 

to play a role in the high December returns that were 

observed in Hong Kong. 

 

Both countries have shown to exhibit similar January 

returns, pointing to the fact that market trends and 

investor behaviors significantly influence and impact 

the observed January Effect. The interconnectedness 

of these markets shows that similar factors drive the 

seasonality observed in both Singapore and Hong 

Kong. 

 

In conclusion, the tax-loss selling hypothesis cannot 

explain the January Effect in Singapore or Hong Kong 

due to the absence of capital gains taxes. Hence, 

what’s shown to contribute to the observed anomaly 

is investor sentiment and institutional behaviors like 

window dressing. All these unique factors provide a 

much broader perspective of the January Effect, 

factors that are beyond tax-related motivations and 

point toward the importance of psychological and 

behavioral influences on market anomalies. 
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The paper of Abd-Rahim and Harjito (2006) tests the 

existence of seasonality effects in Malaysia, 

Indonesia, Singapore, and Thailand for the period 

stretching from January 1988 to December 2005. 

Based on a sample of 24 selected sectoral and broad 

indexes, this study examines the influence of trading 

activity on market anomalies by dividing the 18-year 

sample period into thin and active trading sub-

periods. Thin trading periods refer to low trading 

activity periods; similarly, active trading periods are 

those with high trading activity. These effects of 

seasonality are discovered with the help of time-series 

regression analysis and the non-parametric Mann-

Whitney U test. The Mann-Whitney U test is the 

statistical test used for comparing differences between 

two independent groups when the distribution is not 

normal. Time-series regression analysis is a method 

to analyze changes in a variable across time. 

 

The study found that the January Effect was not 

found in Singapore. Instead, December Effects are 

found where the returns in December are 

significantly higher than those of other months. The 

Mann-Whitney U tests found significant December 

effects for around 22.73% of pairwise comparisons. 

Pairwise comparisons compare returns for one 

month with returns for another month. The results of 

the time-series regression also provided evidence for 

a December effect; however, such evidence was only 

marginally significant at conventional levels of α ≤ 

0.10. Here, α refers to the level of significance, which 

is set at 0.10 and, therefore, means there is a 10% 

chance that this result could be due to random 

variation. The presence of the December Effect is 

attributed to institutional behaviors such as portfolio 

rebalancing and window dressing, as well as positive 

investor sentiment and increased buying activity 

towards the end of the year. The fact that there are 

no capital gains taxes in Singapore suggests that 

other factors, rather than tax-loss selling, are driving 

the seasonality that was observed. 

 

Compared to this, the January Effect in Thailand is 

almost nil. No evidence of the January Effect was 

found to be significant during the period of study. 

Mann-Whitney U tests showed that only 3.25% of the 

pairwise comparisons between January and returns in 

any other month were significant. This clearly 

indicates that the returns during January are not 

significantly different from the returns in any other 

month in most instances. The results for time series 

regression provided very marginal evidence for a 

January effect; the January dummy variable had 

significant coefficients in two indexes (TFINSEC and 

SET) with marginal significance in two other indexes 

(TBANK and TCONS). In this context, a coefficient 

represents the strength of the relationship between the 

January dummy variable (a variable used to represent 

January) and stock returns. The absence of a January 

Effect in Thailand is consistent with the lack of tax-

loss selling as a driver, given the absence of a capital 

gains tax.   

In summary, although the study by Abd-Rahim and 

Harjito (2006) did not find any January Effect in 

Singapore and Thailand in 2006, they showed that a 

December Effect exists in Singapore and that seasonal 

effects are close to none in Thailand. The results, 

therefore, indicate that the observed seasonality could 

be greatly influenced by local market conditions and 

investor behavior rather than tax-related biases. 

 

4.  SUMMARY AND 

CONCLUSIONS 

 

One of the most well-known calendar anomalies is the 

January Effect, where stock prices typically rise more 

in January than in any other month. This finding 

contradicts the EMH, which indicates that the prices 

of all securities at any point in time reflect all 

available information; thus, there are no predictable 

patterns in security prices. The tax-loss selling 

hypothesis is the primary focus of this research paper, 

and it suggests that investors sell losing stocks in 

December to realize capital losses for tax purposes 

and then repurchase them in January, which drives up 

prices. It has been observed across international 

markets in the United States, the United Kingdom, 

and several Asian markets. This paper also focuses on 

the non-tax-related factors that drive up prices in 

January, such as investor sentiment and behavior. 

 

Empirical evidence supports the tax-loss selling 

hypothesis as a significant driver of the January 

Effect, particularly in countries with high capital 

gains taxes. Evidence showed that small-cap stocks 

have exhibited higher January returns than usual due 

to this effect, since the buying activity increases in 

January. In support of the role of other factors, 

January Effect studies have been carried out in 
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countries that do not have any capital gains tax, such 

as Hong Kong, Singapore, and Thailand. This may 

hint at the fact that other factors, including investor 

sentiment, institutional behaviors, and psychological 

influences, could be the main driving forces. There is 

substantial evidence to show this multifaceted nature 

of the January Effect, which can be driven by both 

tax-related strategies and investor psychology. 

 

Essentially, comprehending what the January Effect 

is and why it occurs could prove very useful to an 

investor or even a researcher—for instance, an 

investor would gain knowledge of how to exploit 

expected patterns in the movement of stock prices, 

while a researcher can explore the interplay between 

market efficiency and behavioral finance. The 

persistence of the January Effect across different 

markets and tax regimes emphasizes the importance 

of considering a variety of factors, including tax 

policies, investor psychology, and institutional 

behaviors, in explaining market anomalies. Thus, 

acknowledgement of such influences allows 

stakeholders to be better informed and provides the 

underpinning for deeper insight into the financial 

markets. 
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