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ABSTRACT 

 

The predictive power of past returns for January reversal is compared with that of the nearness of 

current prices to the 52-week high.  When compared jointly, past returns lose their forecasting 

power for January returns and the nearness of current prices to the 52-week high assumes the 

dominant role in explaining the January reversal.  This suggests that tax-loss selling is not the 

primary factor explaining the January effect.  A behavioral explanation consistent with the 

window-dressing argument is proposed in that the 52-week high acts as an “anchor,” a highly 

visible reference price to fund holders, increasing fund managers’ incentives to window-dress by 

temporarily adding (removing) stocks that are perceived by fund holders as good (bad) 

investments, based on the nearness of these stocks’ current prices to the 52-week high. 
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1.  INTRODUCTION 

 

ccording to the efficient market hypothesis (henceforth EMH), all available information is 

incorporated in security prices and, therefore, public information should not be useful to investors 

for generating abnormal profits.  However, some researchers have contested the EMH by finding 

investment strategies, i.e., anomalies, which allow investors to generate statistically significant arbitrage profits 

using publicly available information. 

 

One such anomaly is the “turn-of-the-year” effect (henceforth the January effect), which is a phenomenon 

whereby stocks generate unusually high returns in early January.  This has been the most widely studied anomaly, 

beginning with Rozeff and Kinney (1976) who were the first to document that average equity returns are higher in 

January than in any other month.  Subsequently, researchers found that this effect is larger for smaller firms, as 

measured by market capitalization (e.g., Banz (1981), Reiganum (1983), Keim (1983), Roll (1983), Branch and 

Chang (1990)), and for firms with poor performance in the previous year (e.g., De Bondt and Thaler (1985 and 

1987)). 

 

Market microstructure effects important for smaller and lower priced stocks, which might potentially 

contribute to the January effect, have been thoroughly investigated (e.g., Roll (1981 and 1983), Blume and 

Stambaugh (1983), Stoll and Whaley (1983), Bhardwaj and Brooks (1992)).  The extent of this effect has been 

studied in fixed income instruments and fixed income funds (e.g., Fama and French (1993), Chang and Pinegar 

(1986), Maxwell (1998), Starks, Yong and Zheng (2006)), equity mutual funds and index funds (e.g., Booth and 

Keim (2000), Hensel and Ziemba (2000), Rendon and Ziemba (2005)) and in markets outside of the U.S. (e.g., 

Gultekin and Gultekin (1983)).  Researchers have found that the impact of this anomaly has decreased over time.  

While Mehdian and Perry (2002) and Gu (2003) reported that the January effect has decreased in major U.S. 

markets since 1987, Siegel (2007) argues that there has been a resumption of the effect since 2000.  Riepe (1998) 

emphasized an overall increase in investor awareness of the effect during the 1980s and 1990s. 

 

Two important explanations of the January effect proposed in the literature are tax-loss selling and 

window-dressing.  According to the tax-loss selling explanation, investors sell securities in which they incurred 

losses during the year in order to reduce their capital gains taxes.  This activity leads to price declines for losing 

stocks just before year-end and recovery in January as investors return to these stocks, generating large January 

returns.  Such investor behavior has been examined extensively (e.g., Branch (1977), Slemrod (1982), Chan (1986), 

Lakonishok and Smidt (1986), Ritter (1988), Dyl and Maberly (1992)), and it has been documented that stocks that 

A 

brought to you by COREView metadata, citation and similar papers at core.ac.uk

provided by Clute Institute: Journals

https://core.ac.uk/display/268111334?utm_source=pdf&utm_medium=banner&utm_campaign=pdf-decoration-v1


Journal of Business & Economics Research – March, 2010 Volume 8, Number 3 

44 

declined in December had substantial abnormal volume in December and also generated high returns in January 

(e.g., Dyl (1977), Givoly and Ovadia (1983), Reinganum (1983), Chen and Singal (2004)). 

 

However, a number of studies provide empirical evidence somewhat contradictory to the tax-loss selling 

argument.  For example, Reinganum (1983) showed that small stocks that did not decline in December also had 

abnormally high returns in January.  Jones, Pearce, and Wilson (1987) documented the existence of the January 

effect prior to the imposition of income taxes in the U.S.  Van den Bergh and Wessels (1985) identified the January 

effect in markets without capital gains taxes, and Brown, Keim, Kleidon and Marsh (1983) and Fountas and 

Segredakis (2002) documented large January gains in countries where the tax year for individuals was not the 

calendar year. 

 

The primary alternative explanation of the January effect is the institutional window-dressing argument 

proposed by Haugen and Lakonishok (1988).  This argument maintains that portfolio managers have incentives to 

sell poorly performing stocks in their portfolios before the end of the year in order to enhance the attractiveness of 

the portfolio to fund holders.  The incentive to window-dress is greater when a portfolio manager’s annual 

performance is compared to peers’ performance or when annual statements to investors show individual returns for 

each stock held in addition to the portfolio’s overall return. 

 

 Researchers have found that selling losers, as opposed to buying winners, is a more typical form of 

window-dressing (e.g., Lakonishok, Shleifer, Thaler and Vishny (1991), He, Ng and Wang (2004)).  Lakonishok, 

Shleifer, Thaler, and Vishny (1991) documented window-dressing behavior by pension fund managers.  Musto 

(1997) identified the turn-of-the-year effect among money market instruments, which cannot be attributed to tax-loss 

selling because money market instruments do not generate capital losses.  While Maxwell (1998) and Chang and 

Pinegar (1986) found evidence of window-dressing activity in noninvestment grade bonds, no such activity has been 

identified for investment grade or Treasury bonds.  Ritter and Chopra (1989) and Meier and Schaumburg (2004) 

also provided evidence supporting the window-dressing explanation.  However, O’Barr and Conley (1992) pointed 

out that certain types of funds, like internally managed pension funds, university endowments and foundations, place 

minimal emphasis on short-term performance so that managers of such funds have little or no incentive to window-

dress their portfolios. 

 

One of the major difficulties in determining which of the two effects, tax-loss selling or window-dressing, 

drives the January anomaly is researchers’ inability to distinguish individual trades from institutional trades, and tax-

motivated trades from other trades.  Researchers have studied individual investor trades in order to verify the tax-

loss selling explanation of the January effect by examining the effects of previous stock returns on end of year 

trades, and, subsequently, on January returns (e.g., Badrinath and Lewellen (1991), Dyl and Maberly (1992), 

Grinblatt and Keloharju (2001), Odean (1998), Ritter (1988, 2004), and Ivkovic, Poterba, and Weisbenner (2005)).  

Additionally, by studying closed-end municipal bond funds, which are held exclusively by individual investors who 

are particularly sensitive to income taxes, Starks, Yung and Zheng (2006) found support for the view that tax-loss 

selling is the driver of the January effect.  Lastly, Sikes (2008), who used unique data allowing her to separate 

institutional investors with incentives to realize losses for tax purposes and no incentive to window-dress, and those 

with incentives to window-dress and no incentive to realize losses for tax purposes, found support for the position 

that tax-loss selling is the primary cause of the January effect. 

 

Our study contributes to a resolution of the above debate by introducing the ratio of stocks’ current price to 

the 52-week high in order to predict January returns.  We compare the predictive power of this ratio to that of 

stocks’ past cumulative returns, a standard variable used to explain the January effect.  While the ratio of current 

price to 52-week high has been used in the momentum literature (e.g., George and Hwang (2004), Park (2009)), to 

the best of our knowledge, it has not been previously used to analyze the January effect. 

 

Our results document that, not only do past returns have weaker predictive power for January returns than 

do the 52-week high ratios, but also that the predictive power of cumulative returns disappears once we control 

jointly for both variables in Fama-MacBeth type regressions.  Additionally, we find that when sorting by 52-week 

high ratios, the January return reversal is driven by both high January performance of stocks with low 52-week high 

ratios and poor performance of stocks with high 52-week ratios.  However, when based on sorting by past 
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cumulative returns, the January return reversal is driven primarily by high performance of stocks with low past 

cumulative returns. 

 

We believe the 52-week high ratio acts as an “anchor,” a highly visible reference price for fund holders.  

Fund managers are aware of this anchor and have incentives to window-dress their portfolios by temporarily adding 

or removing stocks that are perceived by fund holders to be good or bad investments, based on these stocks’ 52-

week high ratios prior to the end of the reporting period.  We argue, therefore, that our results are consistent with the 

window-dressing explanation of the January effect. 

 

 George and Hwang (2004) show that the ratio of current price to 52-week high dominates and improves 

upon the forecasting power of past returns for profits from momentum investing.  They argue that traders use the 52-

week high as an "anchor" when assessing stocks’ incremental value due to new information.  When good news has 

pushed a stock’s price to, or near, a new 52-week high, traders are reluctant to bid the price of the stock higher even 

if the information warrants it. On the other hand, when bad news moves a stock’s price far from its 52-week high, 

traders are initially unwilling to sell the stock at prices that are as low as the information implies. Subsequent 

corrections of these mispricings generate momentum profits. 

 

 Similar to George and Hwang (2004), we argue that when good news has pushed a stock’s price to, or near, 

a new 52-week high, then fund holders may perceive it to be a good investment.  On the other hand, when bad news 

pushes a stock’s price far from its 52-week high, fund holders view it as a poor investment.  Using the 52-week high 

as an "anchor" when assessing the stock’s performance is a bias because fund holders do not rely on the stock’s 

entire cumulative return history, but rather they base their judgments entirely on the highly visible 52-week high 

reference price. 

 

Fund managers are aware of this cognitive bias and have incentives to window-dress by selling stocks 

whose December prices are far from the 52-week high, and buying, or continuing to hold, those with December 

prices near the 52-week high.  As a consequence of such activity, prices of losers increase and prices of winners 

decline in December.  In January, after the reporting period has ended, prices reverse. 

 

Since cumulative returns and 52-week high ratios are highly correlated (in Table 1, we report a correlation 

coefficient of 53 percent), we follow George and Hwang (2004) and Park (2009) and perform similar tests enabling 

us to claim that 52-week high ratios possess predictive power for January returns, and cumulative returns appear to 

possess such power because of their correlation with 52-week high ratios.  Although we are unable to test directly 

for the validity of “anchoring bias” as an explanation of the January effect, our finding that the predictive power of 

cumulative returns for January returns does not survive the inclusion of 52-week high ratios implies that tax-loss 

selling is not the dominant explanation of the January phenomenon. 

 

 The rest of this paper is organized as follows. In the next section we describe our data and test methods.  

Section 3 presents our results, and section 4 concludes the paper. 

 

2.  DATA AND METHOD 

 

2.1  Data 

 

We use two data samples obtained from the CRSP monthly and daily files for the period December 1960 

through December 2008.  The first sample includes all stocks traded on the NYSE, AMEX and Nasdaq.  The second 

sample is a screened version of the first where we exclude both stocks priced below $5 at the end of the formation 

period and stocks with market capitalization that would place them in the smallest NYSE decile.  We use the 

screened sample in order to enhance the robustness of our results by eliminating possible market microstructure 

effects induced by small and low priced stocks.  Such screening criteria have been used previously (e.g., Jegadeesh 

and Titman (2001), Park (2009)) in order to eliminate the impact of small and illiquid stocks on profits from 

momentum strategies. 
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2.2  Single-Sorted Portfolios 
 

We construct single-sorted portfolios based on stocks’ cumulative returns and 52-week high ratios.  Using 

the CRSP monthly file, we sort all stocks based on their 11-month cumulative return, from January to November, 

which we define as our formation period.  We construct ten equally weighted (decile) portfolios, where Portfolio 1 

has the lowest cumulative return (loser) and portfolio 10 has the highest cumulative return (winner). 

 

We also construct 30-40-30 portfolios, where Portfolio 1 consists of the 30% of stocks with the lowest 

cumulative return during the formation period and Portfolio 3 consists of the 30% of stocks with the highest 

cumulative return.  We then measure returns
1
 for the decile and 30-40-30 portfolios during the following January.  

We repeat this procedure annually, resulting in 48 January returns for each portfolio.  The results in Table 2 

represent the time-series average of these January portfolio returns over the period 1961 to 2008.  The 30-40-30 

portfolios enable us to investigate the extent of the January effect for less extreme portfolios, as compared with the 

decile portfolios.  We conduct these comparisons not only as a robustness check, but also because these portfolios 

are used in our subsequent Fama-MacBeth type regressions. 

 

Next, we execute the same construction and return measurement procedure where, instead of stocks’ 

cumulative returns, we use the 52-week high ratios.  The 52-week high ratio (henceforth 52HR) is defined as the 

stock’s current price divided by the highest price obtained in the last 52 weeks.  We calculate the 52HR measure at 

the end of November.  In order to calculate the portfolios’ January returns we repeat the same construction and 

sorting steps as done previously with cumulative returns.  All price data are from the CRSP daily file and are 

adjusted for splits and dividends occurring during the 52-week window prior to the end of November. 

 

2.3  Double-Sorted Portfolios 
 

In order to compare the predictive power of previous-year cumulative returns and 52HR for January 

returns, we construct double-sorted portfolios.  These two variables are highly correlated, with correlation 

coefficient exceeding 50% (reported in Table 1).  If one variable has predictive power for the January effect but the 

other does not, then the second might appear to have predictive power simply due to the high correlation between 

the two variables.  In order to determine which of the two variables has the stronger predictive power, we adopt the 

double-sorting procedure from Chordia and Shivakumar (2002) and Park (2009), who encountered a similar problem 

when comparing the predictive power of two correlated variables for momentum profits. 

 

We construct the double-sorted portfolios in two different ways.  First, at the beginning of each January, we 

sort all stocks based on the previous 11-month return (January through November) into quintiles.  Stocks in each 

quintile are then assigned to one of five equal-size portfolios based on the 52HR calculated using the previous 

November-end price.  We repeat this procedure annually, resulting in 48 January returns for each of 25 double-

sorted portfolios.  The results in Panel A of Table 3 represent the time-series average of January returns for these 

double-sorted portfolios.  Second, we perform a similar procedure where we first sort stocks based on the52HR and 

then based on the 11-month returns.  These results are reported in Panel B. 

 

These double-sorting procedures may provide a better understanding as to which of the two variables drives 

the January effect.  If the 52HR appears to have predictive power for the January returns simply because it is 

correlated with previous year cumulative returns, then the difference in returns between the lowest and highest 11-

month return portfolios within each 52HR quintile should be greater than, and more statistically significant than, the 

difference between the lowest and highest 52HR portfolios within each 11-month return quintile. 

 

2.4  Fama-MacBeth (1973) Regressions 

 

In order to simultaneously compare the predictive power of cumulative returns and 52HR for January 

returns, and after controlling for potential market microstructure and size effects, we implement Fama-MacBeth 

                                                 
1 This is a cross-sectional average of equally weighted returns of all stocks in the portfolio. 
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(1973) style cross-sectional regressions in a manner similar to George and Hwang (2004) and Park (2009).  For each 

January, we implement a cross-sectional regression as follows, 
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where Rit and Rit-1 are stock i’s returns in January and the previous December, respectively, ln(sizeit-1) is the natural 

logarithm of the market capitalization of stock i at the end of the previous December, denoted as (t-1).  We include 

December returns (Rit-1) in order to control for monthly return reversal (e.g., Lo and MacKinlay (1990)), which can 

affect January returns.  Similarly, we include December-end size (ln(sizeit-1)) consistent with previous research 

indicating that small stocks tend to significantly outperform large stocks in January (e.g., Banz (1981)). 

 

All other independent variables are dummy variables which depend on a stock’s inclusion in the 30-40-30 

portfolios for each strategy. For each dummy variable, the subscript D denotes a one-month gap (December) 

between the portfolio formation period and the holding period.  We exclude December from the portfolio formation 

period in order to mitigate the impact of monthly return reversal on the coefficient estimates.  As a robustness check, 

we implement our regressions with December included in the formation period as well, and we find that the results 

are not sensitive to whether December is included in the formation period. 

 

If D = 1, we construct the 30-40-30 portfolios at the end of November, using either the previous 11-month 

cumulative returns from January  through November or the ratio of  November-end price to the highest price 

obtained during the previous 52 weeks.  If D = 0, we construct the 30-40-30 portfolios at the end of December using 

either the previous 12-month cumulative returns from January through December or the ratio of December-end price 

to the previous 52-week high price.  When the gap is included (D = 1), RWit-D is assigned the value 1 if stock i 

belongs to the 30 percent of stocks with the highest previous 11-month cumulative returns (winners) and 0 

otherwise;  RLit-D is assigned the value 1 if stock i belongs to the 30 percent of stocks with the lowest previous 11-

month cumulative returns (losers) and 0 otherwise;  52HRWit-D is assigned the value 1 if stock i belongs to the 30 

percent of stocks with the highest previous 52HR (winners) and 0 otherwise;  52HRLit-D is assigned the value 1 if 

stock i belongs to the 30 percent of stocks with the lowest previous 52HR (winners) and 0 otherwise.  When the gap 

is excluded (D = 0), all dummy variables are constructed in the same manner except that values are based on the 

previous 12 month formation period and the December-end price. 

 

After estimating the coefficients, blt for l = 0, …, 6, we calculate tt bb 34
ˆˆ   and tt bb 56

ˆˆ   to determine 

January profits for cumulative returns and 52HR sorting procedures, respectively. Finally, the time-series averages 

of ltb̂ ’s, tt bb 34
ˆˆ   and tt bb 56

ˆˆ  , and associated t-statistics are used to test for the profitability of each of the two 

investment strategies and for market microstructure effects and size effects. 

 

3.  RESULTS 

 

3.1  Summary Statistics 
 

 Table 1 presents summary statistics for our data.  A total of 5,021 stocks are included in our unscreened 

sample.  The average 11-month cumulative return is 14 percent with a standard deviation of 57 percent.  The 

average 52HR is 0.75 (with a maximum of 1 because 52HR is a ratio) and the standard deviation is 0.19.  The 

correlation coefficient between cumulative returns and 52HR is 53 percent. 
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Table 1:  Summary Statistics 

Using CRSP monthly and daily files, at the end of each November, cumulative return over the past 11 months (from January to 

November) and the ratio of current price to 52-week high (52HR) are calculated for each stock traded on the NYSE, AMEX, and 

Nasdaq over the period from 1960 to 2008. The cross-sectional mean and standard deviation of the cumulative returns and 52HRs 

and Pearson correlation coefficient between two variables are estimated. The table presents averages of the cross-sectional 

averages, standard deviations, and Pearson correlation coefficients throughout the sample period. (# of stocks means the average 

of the number of stocks in the sample for each year.) 

  11-month Return 52HR 

Mean 14% 0.75 (max = 1) 

Standard Deviation 57% 0.19 

Correlation 0.53 

# of Stocks 5,021 
 

 

3.2  Single Sorted Portfolios 
 

Table 2 presents January returns and profits for the decile and 30-40-30 portfolios (i.e., return difference 

between losers and winners), based on sorting by prior-year cumulative returns and 52HR, for both the full and 

screened samples.  Our results are consistent with previous research and confirm the existence of a large and 

statistically significant January effect. 
 

Panel A of Table 2 demonstrates that, in the unscreened sample based on sorting by prior year cumulative 

returns, the decile portfolios’ January returns decrease from 13.38 percent for the lowest decile (P1) to 5.21 percent 

for the highest decile (P10).  The decrease is not monotonic as January returns decrease from 13.38 percent to 4.29 

percent for deciles 1 to 7, but then increase from 4.43 percent to 5.21 percent for deciles 8 to 10.  This result is also 

consistent with  previous literature indicating that, when using prior-year cumulative returns sorting, the January 

effect is driven more by high performance of loser portfolios than by poor performance of winner portfolios (e.g., 

DeBondt and Thaler (1985, 1987)). 
 

The difference in January returns between extreme losers and winners (P1-P10) indicates that the 

magnitude of the January effect is 8.17 percent.  A zero-dollar investment strategy of buying losers (P1) and 

simultaneously shorting winners (P10) at the closing price on the last trading day of December and holding until the 

last trading day of January produces a one-month profit of 8.17 cents per dollar of long-short portfolio.  This profit 

is both economically and statistically significant, with a t-value of 4.34. 
 

The results for the  30-40-30 portfolios (Panel B of Table 2) reveal that, although the magnitude of the 

January effect is less than that for the decile portfolios (4.59 percent versus 8.17 percent), the return difference 

between losers and winners is still statistically significant (with t-value 3.83), despite being based on less extreme 

portfolios.  This is an important finding because we use the 30-40-30 portfolios below in the Fama-MacBeth type 

regressions.  
 

 The 52HR sorting procedure produces a greater January effect than that based on the cumulative returns 

procedure for both the decile and the 30-40-30 portfolios.  For the decile-based portfolios, the 52HR generates a 

12.44 percent January profit, with a t-value of 5.5, as compared with an 8.17 percent profit for the cumulative 

returns procedure, whose t-value is 4.34.  Similarly, the 30-40-30 portfolios produce a 7.66 percent January profit, 

with t-value 5.68, which is also greater than the profit from the cumulative returns procedure, 4.59 percent with t-

value 3.83. 
 

Tests for differences reveal that the January profit for the 52HR procedure is significantly greater than that 

for the cumulative returns procedure for both the decile and the 30-40-30 portfolios.  The time-series average 

difference in profit is 4.27 percent (with a t-statistic of 4.94) for the decile portfolios and 3.07 percent (with t-

statistic 5.27) for the 30-40-30 portfolios.  This large difference is a consequence of the fact that losers perform 

better under the 52HR procedure than under the cumulative returns procedure, and winners perform worse under the 

52HR procedure than under the cumulative returns procedure.  The third column of Panels A and B in Table 2 

indicates that, for both the decile and the 30-40-30 portfolios, the difference in January returns between the 52HR 

procedure and the cumulative returns procedure is positive for loser portfolios and negative for winner portfolios. 
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In the screened sample, which excludes both stocks priced below $5 at the end of the formation period and 

stocks with market capitalization in the smallest NYSE decile, the January effect disappears when the portfolios are 

sorted based on previous year cumulative returns.  This strategy produces a statistically insignificant January profit 

of 1.14 percent, with a t-statistic equal to 1.00, a result consistent with previous research documenting that the 

January effect is driven by small capitalization stocks (e.g., Banz (1981), Reiganum (1983), Keim (1983), Roll 

(1983), Branch and Chang (1990)).  Despite this result, the 52HR sorting strategy produces a statistically significant 

January profit of 2.65 percent with a t-statistic of 2.27.  Although the magnitude of the difference is reduced for the 

30-40-30 portfolios, these results present a similar picture.  The January profit obtained is small and statistically 

insignificant under cumulative returns sorting (0.94 percent with t-value 1.3), but is larger and statistically 

significant when portfolios are sorted based on the prior-year 52HR (2.28 percent with t-value 2.97).  The time-

series average difference in profit between the two procedures is 1.51 percent with a t-statistic of 2.38 for decile 

portfolios and 1.34 percent with a t-statistic of 3.01 for the 30-40-30 portfolios. 
 

Table 2 reveals that the January effect is significant and that both sorting strategies are powerful in 

identifying the effect.  We are unable to make definitive statements here regarding which of the two sorting 

strategies has the stronger predictive power for the January profit, but Table 2 provides results supporting the 52HR 

sorting procedure.  This procedure generated larger January profits in the unscreened sample and it survives the 

robustness check in which small and low priced stocks are removed.  This is an important finding because it shows 

that the January effect persists not only in small or low priced stocks but also in large stocks, and is perhaps driven 

by the 52HR ratio.  We believe this result has not been previously identified in the literature. 
 

 

Table 2:  Returns on Decile and 30-40-30 Portfolios and Return Differences 

Using CRSP monthly and daily file, at the end of each November we construct decile (Panel 1) and 30-40-30-percent (Panel 2) 

portfolios based on 11-month cumulative return from January to November and 52HR (ratio of November-end price to 52-week 

high), respectively. Skipping December, we calculate January returns on each portfolio. P1 in Panel A (Panel B) represents the 

equal-weighted portfolio of stocks with 10% (30%) lowest cumulative returns or 52HRs and P10 in Panel A (P3 in Panel B) 

represents the equal-weighted portfolio of stocks with 10% (30%) highest cumulative returns or 52HRs. Average January returns 

for all portfolios and the return differences between two extreme portfolios (loser – winner) and associated t-values are presented. 

Also, we present the January return differences between corresponding portfolios based on the cumulative returns and 52HRs. 

 

We use two samples. In the entire sample, we include all stocks from NYSE, Nasgaq, and AMEX from 1960 to 2008. In the 

screened sample, we exclude both stocks priced below $5 and stocks with market capitalization that would place them in the 

smallest NYSE decile when we form the portfolios. 

Panel A: Decile Portfolios 

 without screening  with screening 

 cum. ret  52HR  52HR – cum. ret  cum. ret  52HR  52HR – cum. ret 

P1 13.38  15.14  1.75 (4.67)  4.42  4.85  0.43 (2.10) 

P2 8.27  9.58  1.31 (4.32)  3.96  4.70  0.75 (3.09) 

P3 6.55  7.64  1.09 (4.13)  3.72  4.24  0.52 (2.88) 

P4 5.66  6.47  0.81 (3.64)  3.49  3.74  0.24 (1.17) 

P5 5.15  5.42  0.27 (1.26)  3.22  3.44  0.22 (1.26) 

P6 4.55  4.73  0.18 (1.14)  3.04  3.12  0.08 (0.54) 

P7 4.29  4.03  -0.26 (-1.89)  2.81  2.87  0.06 (0.41) 

P8 4.43  3.46  -0.97 (-4.06)  2.90  2.55  -0.34 (-2.00) 

P9 4.62  3.00  -1.62 (-5.22)  3.11  2.15  -0.96 (-3.19) 

P10 5.21  2.69  -2.52 (-4.57)  3.28  2.20  -1.09 (-2.29) 

P1 - P10 8.17  12.44  4.27 (4.94)  1.14  2.65  1.52 (2.38) 

t value (4.34)  (5.50)     (1.00)  (2.27)    

 

Panel B: 30, 40, 30% Portfolios 

 without screening  with screening 

 cum. ret  52HR  52HR – cum. ret  cum. ret  52HR  52HR – cum 

P1 9.34  10.72  1.37 (5.46)  4.03  4.60  0.57 (3.14) 

P2 4.91  5.16  0.25 (2.24)  3.14  3.29  0.15 (1.53) 

P3 4.75  3.06  -1.70 (-4.96)  3.10  2.32  -0.78 (-2.83) 

P1 - P3 4.59  7.66  3.07 (5.27)  0.94  2.28  1.35 (3.02) 

t value (3.83)  (5.68)     (1.30)  (2.97)    
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3.3  Double Sorted Portfolios 

 

Table 3 presents results from the double-sorting procedures designed to identify which of the two variables, 

11-month cumulative returns or 52HR, has the stronger predictive power for January returns.  The table indicates 

that 52HR has the stronger residual predictive power for January returns in both the unscreened and the screened 

samples. 

 

Panel A of Table 3 demonstrates that, in the unscreened sample, the January profit based on the 52HR 

sorting within each cumulative return quintile is positive and statistically significant.  January profit is largest for 

loser stocks (quintile 1), equal to 12.78 percent with a t-statistic of 5.48.  The fact that the 52HR generates positive 

and statistically significant January profits in each of the cumulative return quintiles indicates that 52HR possesses 

residual predictive power for the January effect despite being first sorted by cumulative return. 

 

Panel B of Table 3 reveals contrasting results.  The January profits based first on 52HR and then, within 

each quintile, on cumulative returns are positive and statistically significant only in the first quintile (stocks with the 

lowest prior year 52-week high ratio) and are negative and statistically significant for all other quintiles.  The fact 

that the January profit for quintile 1 of Panel B is less than that in quintile 1 of Panel A indicates that cumulative 

returns have less residual predictive power for January profit than does 52HR within the loser quintile. 

 

The double sorting procedure reveals that the residual predictive power is smaller and that it contributes 

negatively to January profits in quintiles 2 through 5.  January profits  for these quintiles are negative, indicating that 

cumulative returns lose  residual predictive power for January profit and that cumulative returns generate losses for 

investors using cumulative return sorting within 52HR quintiles.  Therefore, within these 52HR quintiles (quintiles 2 

through 5), cumulative returns reveal the existence of momentum rather than January return reversal. 

 

We also formally test the above argument by calculating the time-series average difference in January 

profit between the two double-sorting procedures.  These results are in Panel C of Table 3.  This difference is 

positive and statistically significant for all quintiles, from 6.99 percent with t-statistic 6.03 for quintile 1, to 6.48 

percent with t-statistic 5.32 for quintile 5. 

 

The results of the double sorting procedure displayed in Panels D, E and F of Table 3 reaffirm the results in 

Panels A, B and C by demonstrating that 52HR retains dominant predictive power for January profits even after 

small and low priced stocks are excluded.  Panel D reveals that the January profit based on the 52HR sorting is 

positive for all quintiles, and statistically significant for all quintiles except quintile 1.  Panel E shows that January 

return profit based on cumulative returns sorting, within each 52HR quintile, is negative and marginally statistically 

significant in quintiles 1 and 5, and insignificant in quintiles 2, 3 and 4.  Panel F demonstrates that the time-series 

average difference in January profit between 52HR and cumulative returns is positive and statistically significant for 

all quintiles, from 2.33 percent with t-statistic 2.96 for quintile 1, to 2.82 percent with t-statistic 2.66 for quintile 5. 

 

The results of the double-sorting procedures in Table 3 indicate that 52HR has stronger residual predictive 

power than do cumulative returns for the January effect.  While in Table 2 we saw that either of the two single-

sorting procedures enabled a zero-dollar investment strategy to generate significant January profits, the results in 

Table 3 suggest that 52HR is driving these profits, not cumulative returns.  We next adopt the Fama-MacBeth 

(1973) approach in order to further confirm this finding in a regression format. 
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Table 3:   Returns for Two-way Sorted Portfolios 

This table presents January returns for double-sorted portfolios based on 11-month cumulative returns and 52HRs. We include all 

stocks in Panels A, B, and C and applied size-and-price screening in Panels D, E and F. In Panel A (B), stocks are first sorted into 

quintiles by 11-month cumulative returns (52HRs) at the end of each November. Stocks in each quintile are then assigned to one 

of the five equal-size portfolios based on 52HRs (11-month cumulative returns). We repeat this procedure from 1960 to 2008. 

Averages of returns on the 25 portfolios and return differences between the lowest and highest 11-month returns (52HRs) 

portfolios within each 52HR (11-month return) quintiles and associated t-values are presented. Panel C shows the differences in 

returns between Panel A and Panel B and associated t-values. 
 

Panels D, E and F show the same information, except that we applied the size-and-price screening in Panels D, E and F.  
 

Panel A: Sorted First by 11-month Return and then by 52 HR (without screening) 

 1 2 3 4 5 (1) - (5) 

 (low cum. ret)    (high cum. ret)   

1(low 52HR) 18.68 10.16 8.38 7.73 7.88 10.79 (4.34) 

2 12.60 6.89 5.44 4.92 5.44 7.16 (4.01) 

3 9.23 5.43 4.53 3.82 4.32 4.91 (3.82) 

4 8.19 4.82 3.37 2.98 3.64 4.55 (3.37) 

5(high 52HR) 5.89 3.28 2.54 2.33 3.18 2.71 (2.42) 

(1) - (5) 12.78 6.88 5.84 5.40 4.70   

t-stat (5.48) (6.07) (6.24) (6.27) (5.23)   
        

Panel B: Sorted First by 52 HR and then by 11-month Return (without screening) 

 1 2 3 4 5 (1) - (5) 

 (low 52HR)    (high 52HR)   

1(low cum. ret) 17.44 6.50 4.26 3.03 2.21 15.23 (5.34) 

2 11.78 6.26 4.59 3.36 2.39 9.39 (5.66) 

3 9.96 6.65 4.99 3.55 2.58 7.38 (5.35) 

4 11.06 7.62 5.27 4.02 3.11 7.94 (5.55) 

5(high cum. ret) 11.65 8.24 6.25 4.77 3.99 7.66 (5.30) 

(1) - (5) 5.79 -1.75 -1.99 -1.74 -1.78   

t-stat (3.29) (-2.39) (-3.07) (-2.39) (-2.49)   
 

Panel C: Difference between Panels A and B 

 1 2 3 4 5  

1 
1.23 

(3.87) 

3.66 

(5.46) 

4.12 

(6.18) 

4.70 

(5.65) 

5.67 

(5.39)   

2 
0.82 

(1.88) 

0.63 

(2.47) 

0.84 

(3.23) 

1.56 

(3.74) 

3.05 

(4.68)   

3 
-0.74 

(-1.93) 

-1.22 

(-3.67) 

-0.46 

(-2.42) 

0.26 

(1.34) 

1.74 

(3.78)   

4 
-2.86 

(-5.33) 

-2.80 

(-5.80) 

-1.90 

(-4.39) 

-1.05 

(-3.67) 

0.53 

(1.90)   

5 
-5.76 

(-6.02) 

-4.97 

(-5.77) 

-3.71 

(-4.60) 

-2.44 

(-4.04) 

-0.81 

(-3.41)   

(1) - (5) 6.99 8.63 7.83 7.14 6.48   

t-stat (6.03) (5.99) (5.59) (5.14) (5.32)   
 

Panel D: Sorted First by 11-month Return and then by 52HR (with screening) 

  1 2 3 4 5 (1) - (5) 

  (low cum. ret)    (high cum. ret)   

1(low 52HR) 4.35 4.96 4.49 4.06 4.14 0.21 (0.20) 

2 4.81 4.28 3.43 3.55 3.56 1.25 (1.24) 

3 4.41 3.45 3.18 2.57 3.01 1.40 (1.55) 

4 4.13 2.97 2.56 2.22 2.60 1.53 (1.72) 

5(high 52HR) 3.24 2.39 1.98 1.85 2.61 0.63 (0.79) 

(1) - (5) 1.11 2.57 2.51 2.21 1.53   

t-stat (1.24) (3.32) (3.55) (3.16) (2.26)   
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Table 3:  Continued 

Panel E: Sorted First by 52 HR and then by 11-month Return (with screening) 

  1 2 3 4 5 (1) - (5) 

  (low 52HR)    (high 52HR)   

1(low cum. Ret) 4.13 3.45 2.66 2.37 1.69 2.44 (2.04) 

2 4.89 3.99 2.98 2.41 1.84 3.05 (3.04) 

3 4.60 3.94 3.39 2.62 2.07 2.52 (3.02) 

4 4.92 4.27 3.63 2.95 2.40 2.52 (2.72) 

5(high cum. ret) 5.35 4.30 3.73 3.22 2.99 2.37 (2.56) 

(1) - (5) -1.22 -0.85 -1.07 -0.85 -1.30   

t-stat (-1.77) (-1.35) (-1.41) (-1.08) (-1.83)   

 

Panel F: Difference between Panels E and F 

  1 2 3 4 5  

1 
0.22 

(1.22) 

1.51 

(3.10) 

1.83 

(3.09) 

1.69 

(2.35) 

2.45 

(2.71)   

2 
-0.08 

(-0.44) 

0.29 

(1.44) 

0.45 

(1.58) 

1.14 

(3.56) 

1.72 

(2.70)   

3 
-0.19 

(-0.72) 

-0.49 

(-2.45) 

-0.20 

(-1.00) 

-0.05 

(-0.30) 

0.94 

(2.13)   

4 
-0.79 

(-1.95) 

-1.31 

(-2.92) 

-1.07 

(-3.10) 

-0.73 

(-2.82) 

0.20 

(0.74)   

5 
-2.11 

(-3.06) 

-1.92 

(-2.45) 

-1.75 

(-2.29) 

-1.37 

(-2.33) 

-0.38 

(-1.61)   

(1) - (5) 2.33 3.43 3.58 3.06 2.84   

t-stat (2.96) (2.83) (2.77) (2.47) (2.66)    
 

 

3.4  Fama-MacBeth Regressions 
 

 Table 4 presents results of Fama-MacBeth style cross-sectional regressions for both unscreened and 

screened samples.  In Panel A of Table 4 we present results for the unscreened sample where, in columns 1 through 

3, December returns and size (Rit-1 and ln(sizeit-1)) are excluded, and in columns 4 through 6 these variables are 

included.  This comparison allows for observation of the impact of monthly return reversal and firm size on the 

January effect. 
 

Columns 1 and 2 of Panel A can be viewed as a replication, in regression format, of those in Table 2.  This 

approach enables us to observe separately the marginal effect of winner and loser portfolios on January returns, 

which is not possible in Table 2.  In column 1, we include only winner and loser dummy variables based on the 

cumulative returns sorting strategy.  The coefficient of the winner dummy is negative but statistically insignificant, 

indicating that winner portfolios do not contribute to the January effect.  However, the coefficient of the loser 

dummy is positive and statistically significant, indicating that, based on the cumulative returns sorting strategy, loser 

portfolios contribute to the January effect.  The difference between the coefficients for the loser and winner dummy 

variables is positive and statistically significant, and can be viewed as the January profit for the 30-40-30 portfolio 

sorting procedure when using cumulative returns, confirming the results in Table 2.  The intercept is 5.12 percent, 

with a t-statistic of 5.55, indicating strong overall market performance in January despite controlling for preceding 

year cumulative returns.  This result seems puzzling and might be of interest for future research. 
 

The results in column 2 are based on winner and loser dummy variables from the 52HR sorting procedure 

and, while similar to those in column 1, exhibit coefficients and t-values of a greater magnitude. Consistent with 

results in Table 2 showing that the January profit based on 52HR is greater than that based on cumulative returns, 

we find that the difference in coefficients between loser and winner dummy variables is greater than that in column 

1 (7.41 percent with t-value 5.69 versus 4.71 percent with t-value 4.03). 
 

However, unlike in column 1 where the coefficient of the loser dummy is positive and statistically 

significant but that of winner dummy is negative and insignificant, in column 2 the coefficients of both loser and 

winner dummy variables attain statistical significance with appropriate signs.  This implies that, under the 52HR 
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sorting procedure, winner and loser portfolios have symmetric effects on the January reversal, while such effects 

under cumulative returns are not symmetric. 
 

In column 3, all dummy variables and differences in coefficients between loser and winner dummy 

variables are included in the regression.  These results indicate that, when included jointly, cumulative returns lose 

predictive power and 52HR assumes the dominant role in explaining the January effect.  First, the difference in 

coefficients between loser and winner dummy variables under the cumulative returns sorting strategy becomes 

negative and statistically insignificant, indicating that portfolios based on this sorting strategy do not explain the 

January effect when we control for 52HR.  Second, loser dummy variables under cumulative returns sorting become 

insignificant, whereas these variables were the driving force for January profit in Table 2.  At the same time, winner 

dummy variables based on cumulative returns sorting change sign to positive and become marginally significant 

(coefficient of 0.59 percent with t-value 1.65).  This is consistent with results in Panel B of Table 3 where 

cumulative returns within 52HR quintiles generate momentum profits in all quintiles other than the first.  Overall, 

the results in Column 3of Table 4 suggest that 52HR has predictive power for January returns and that the observed 

predictive power of cumulative returns in Table 2 is a consequence of its correlation with 52HR. 
 

 In columns 4 through 6 we estimate the same regressions as in columns 1 though 3 except that December 

return and size are now included.  These regressions allow us to determine the extent to which the portfolios based 

on prior-year cumulative returns and 52HR generate January returns after controlling for monthly return reversal and 

firm size.  A number of important findings from these regressions contribute to greater understanding of seasonality 

in return patterns. 
 

 First, monthly return reversal and firm size are powerful determinants of January returns.  In all three 

specifications (4 though 6), the coefficients of December return and size, Rit-1 and ln(sizeit-1), respectively, have 

negative and statistically significant coefficients, indicating that stocks with poor performance and small size in 

December, on average, yield greater returns in January.  The coefficient of the December return is -16.47 percent 

with a t-value of -7.74 in column 4, and -16.56 percent with t-value -8.07 in the fully specified regression 6.  The 

coefficient of the size is -1.51 percent with a t-value of -9.63 in column 4, and -1.32 percent with t-value -9.32 in 

column 6. 
 

 Second, although the inclusion of December return and size reduces the magnitude of the coefficients, as 

compared with columns 1 through 3, 52HR retains its explanatory power for the January effect while the predictive 

power of cumulative return disappears. The fully specified regression in column 6 shows that the coefficient of the 

difference in coefficients between loser and winner dummy variables under the 52HR sorting strategy is positive and 

statistically significant while the coefficient of the difference in coefficients under cumulative returns is positive and 

insignificant (3.97 with t-value 4.46, and 0.25 with t-value 0.46, respectively).  This indicates that, while December 

returns and size are unambiguously powerful in explaining January returns, it is 52HR, rather than cumulative 

returns, that has predictive power for these returns. 
 

In Panel B of Table 4 we conduct the same regressions as in Panel A, except that here we use the screened 

sample.  Our results indicate that, in this sample, the January profit based on cumulative returns sorting disappears 

(it is statistically insignificant in columns 1, 3, 4 and 6), while profit based on 52HR remains statistically significant 

(in columns 2, 3, 5 and 6).  These results suggest that eliminating stocks priced below $5 at the end of the formation 

period and those with market capitalization in the smallest NYSE decile is sufficient to make the January profit 

based on cumulative return sorting insignificant.  However, this sample restriction does not eliminate the statistical 

significance of the January profit based on 52HR.  Additionally, the January profit based on 52HR derives 

symmetrically from both winner and loser portfolios, as indicated by the positive and statistically significant 

coefficients for the dummy variables of winner portfolios and negative and significant coefficients for dummy 

variables of loser portfolios in columns 3 and 6 of Panel B.  Together these results suggest that, if measured by 

52HR, the January effect is not restricted to small and low-priced stocks. 
 

In Panel C of Table 4, we present results of regressions for both unscreened and screened samples where 

we include December in the portfolio formation period.  These regressions allow us to test whether the weaker 

predictive power of cumulative returns observed throughout our tests was a consequence of the exclusion of 

December from the portfolio formation period.  Our results suggest that this is not the case. 
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 In Panel C, the difference in coefficients between loser and winner dummy variables based on cumulative 

returns is both greater than and more statistically significant than those in Panels A and B, indicating that inclusion 

of December in the portfolio formation period enhances the predictive power of the cumulative returns; we find the 

same result for 52HR.  The coefficients of the difference between loser and winner dummy variables based on 52HR 

in Panel C are greater than those in Panels A and B, indicating that inclusion of December enhances the predictive 

power of 52HR as well.  However, columns 3 and 6 of Panel C demonstrate that the predictive power of cumulative 

returns disappears when this variable is included jointly with 52HR.  Therefore, the fact that cumulative returns have 

weaker predictive power for the January effect is not a consequence of the fact that December was excluded from 

the portfolio formation period.  Furthermore, inclusion of December enhances predictive power for both cumulative 

returns and 52HR, possibly due to monthly return reversal. 
 

 

Table 4:  Fama-MacBeth Type Regression 

The basic functional form of the regression equation is 
 

 0 1 1 2 1 3 4 5 6ln 52 52it t t it t it t it D t it D kt it D kt it D itR b b R b size b RW b RL b HRW b HRL e             . 

 

We conduct the cross-sectional regression for each January. In Panels A and B, D = 1 so that we allow one-month gap between 

portfolio formation period and the following January, and in Panel C, D = 0 so that there is no gap. Rit is January return for stock 

i and Rit-1 stock i’s previous December return. ln(sizeit-1) is the natural logarithm of stock i’s market capitalization at the end of 

December. RWit-D is a dummy variable that equals one if stock i’s cumulative return (January through November if D = 1 and 

January through December if D = 0) in the previous year is in the top 30%, and is zero otherwise; RWi-D takes one if stock i’s 

cumulative returns over the same period is in the bottom 30% and takes zero otherwise; 52HRWi-D  takes one if stock i’s 52HR 

belongs to top 30% at the end November when D = 1 (December if D = 0) and takes zero otherwise; 52HRLi-D  takes one if stock 

i’s 52HR belongs to bottom 30% and zero otherwise. 
 

For each January, regression equation is estimated and the differences in the coefficient estimates between loser and winner 

dummies are calculated. The tables present time-series averages and associated t-values for coefficients and difference in 

coefficients between loser and winner dummies. 
 

In Panels A and C, we include all stocks in the sample and we exclude small and low priced stocks from the sample in Panel B. 

In Columns 1 through 3 of Panels A and B and in the entire Panel C, we do not control for December returns and firm size, while 

we control for them in Columns 4 through 6 in Panels A and B. 
 

Columns 1, 2, 4, and 5 of all Panels include dummy variables from only one variable, cumulative return or 52HR, but Columns 3 

and 6 include dummy variables from both variables. 

Panel A: without screening 

 Without Dec. Return and Size  With Dec. Return and Size 

 Return 52HR 

Return, 

52HR  Return 52HR 

Return, 

52HR 

Intercept 5.12 5.54 5.26  22.12 20.52 20.10 

 (5.55) (5.63) (5.52)  (10.28) (10.67) (10.69) 

Rt-1     -16.47 -16.48 -16.56 

     (-7.74) (-7.91) (-8.07) 

ln(size)     -1.51 -1.34 -1.32 

     (-9.63) (-9.43) (-9.32) 
        

Return Winner -0.48  0.59  -0.18  0.32 

 (-1.09)  (1.65)  (-0.50)  (0.97) 

Return Loser 4.22  0.53  2.50  0.57 

 (4.60)  (1.22)  (3.57)  (1.52) 

52HR Winner  -2.23 -2.28   -1.14 -1.09 

  (-5.33) (-5.56)   (-3.18) (-3.26) 

52HR Loser  5.18 4.84   3.22 2.88 

  (5.35) (5.79)   (4.28) (4.52) 
        

Loser – Winner  4.71  -0.07  2.68  0.25 

(Return) (4.03)  (-0.10)  (3.06)  (0.46) 

        

Lower - Winner  7.41 7.12   4.36 3.97 

(52HR)  (5.69) (6.16)   (4.27) (4.46) 
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Table 4 continued 

Panel B: with screening 

 Without Dec. Return and Size  With Dec. Return and Size 

 Return 52HR 

Return, 

52HR  Return 52HR 

Return, 

52HR 

Intercept 3.25 3.43 3.45  13.03 12.81 12.44 

 (4.20) (4.05) (4.28)  (6.75) (7.06) (6.99) 

Rt-1     -9.85 -9.87 -10.11 

     (-6.19) (-6.13) (-6.60) 

ln(size)     -0.80 -0.76 -0.73 

     (-6.28) (-6.57) (-6.28) 

        

Return Winner -0.23  0.29  -0.21  0.16 

 (-0.63)  (0.78)  (-0.60)  (0.47) 

Return Loser 0.78  -0.38  0.55  -0.27 

 (1.78)  (-1.64)  (1.41)  (-1.24) 

52HR Winner  -0.97 -1.16   -0.81 -0.93 

  (-3.17) (-3.46)   (-2.82) (-3.18) 

52HR Loser  1.17 1.33   0.79 0.90 

  (2.48) (2.99)   (1.89) (2.30) 

        

Loser – Winner  1.01  -0.66  0.76  -0.43 

(Return) (1.51)  (-1.25)  (1.26)  (-1.22) 

        

Lower - Winner  2.14 2.49   1.60 1.83 

(52HR)  (2.94) (3.43)   (2.44) (4.07) 

         

 

Panel C: Including Dec. Returns in Formation Period 

 Without Screening  With Screening 

 Return 52HR 

Return, 

52HR  Return 52HR 

Return, 

52HR 

Intercept 4.99 5.29 5.01  3.16 3.49 3.50 

 (5.45) (5.45) (5.37)  (4.02) (4.15) (4.30) 

        

Return Winner -0.78  0.33  -0.37  0.18 

 (-1.68)  (0.89)  (-0.96)  (0.49) 

Return Loser 5.01  1.03  0.99  -0.31 

 (5.01)  (2.33)  (2.28)  (-1.24) 

52HR Winner  -2.32 -2.17   -1.40 -1.49 

  (-5.45) (-5.52)   (-4.38) (-4.47) 

52HR Loser  6.07 5.36   1.27 1.40 

  (5.89) (6.40)   (2.69) (3.18) 

        

Loser – Winner  5.78  0.70  1.37  -0.49 

(Return) (4.49)  (1.05)  (1.93)  (-0.88) 

        

Lower - Winner  8.39 7.54   2.67 2.90 

(52HR)  (6.05) (6.49)   (3.61) (3.98) 

         

 

 

4.  CONCLUSION 

 

We find that the ratios of November- or December-end price to the 52-week high have more significant 

predictive power for January reversals than do 11- or 12-month cumulative returns in the preceding year. 

Furthermore, cumulative returns lose predictive power for the January effect in Fama-MacBeth type regressions 

once we control for 52-week high ratios. 
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 Unlike the cumulative return case, we find that the January effect derives from poor performance of 

winning stocks as well as good performance of losing stocks when measured by 52-week high ratios.  Also, the 

January effect is not restricted to small and low priced stocks if measured by 52-week high ratios, while the January 

effect disappears if we exclude small and low priced stocks and measure the effect using cumulative returns in the 

previous year.  We believe our results are inconsistent with the tax-loss selling argument for the January effect and 

seem more consistent with window-dressing driven by fund holders’ “anchoring bias” where fund holders regard the 

52-week high as their reference price when they perceive a stock as a good or poor performer. 
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