Tradition

Major Markets Letter #5
12th January 2026
steven.major@tradition.com
+971 5017 18007

Reverse lunch and the January effect

We weren’t entirely sure what a reverse lunch was either. A quick internet search delivered “reverse
lunge” instead - which may well describe what one does after the reverse lunch.

Allegedly, a reverse lunch starts with dessert and works backwards through the menu. There’s liberal
use of wine, cigars appear at the beginning rather than the end, and... you get the picture.

The reverse lunch is the antithesis of - or, depending on your perspective, perhaps the antidote to - Dry
January. Type that into Google and you're greeted with detox plans, gym offers, and earnest promises of
a better version of yourself.

Last week - our first back in the office after the holidays - we were discussing the January effect: the idea
that asset performance in January is a good guide to how the rest of the year will go. One thing’s for
sure - January is a busy month for issuance and every dealing room wants to hit the ground running.

Some of the older members of the team (ahem) recalled old-school seasonal effects - year-end
distortions in money markets, issuance cycles in credit, and how tax and fiscal calendars in the US and
Japan used to move flows.
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The vague memory was that markets often felt a little more “risk-on” at the start of the year but we are
also aware of the academic view, that these calendar quirks should fade away as markets become more
efficient. We suspect that the January effect is mainly an equity market phenomenon, confined to certain
sectors, styles and regions (Sidney Wachtel, 1942).

So we decided to test it. We pulled 30 years of monthly data for a mix of major assets:
S&P 500, Russell 2000, Nasdaq 100, US high yield, US Treasuries, gold and Brent crude.

We then compared January returns with the average of the other eleven months. If January really is
special, it should show up in the differences identified in our chart.

The results were... not what many of us would have expected.

On average, all three equity indices actually do worse in January than in the rest of the year, including
the Russell 2000, which includes small companies and is often thought of as the most “January-
sensitive” index.

Gold, however, stands out strongly. Oil and US high yield also show positive January effects, while
Treasuries are slightly positive but not by much.

Statistically, gold’s January outperformance is meaningful, and US high yield’s is too - though it has
weakened over time. When we extend the data back 50 years, high yield’s January effect was much
stronger, which is a nice illustration of how markets gradually arbitrage these patterns away.

So why gold and oil?

Gold has long shown seasonal strength around the turn of the year. Some of that used to be driven by
cultural buying - Diwali, Chinese New Year - but today it’'s probably more about something simpler:
uncertainty. Trade tensions, geopolitics, and policy risk continue to make gold attractive as a store of
value. It seems to have been going up in price, whatever.

Oil is harder to pin down. Traditional seasonal drivers like winter heating demand or summer driving are
now small compared with the impact of geopolitics and supply shocks. In that world, January can
sometimes just be when risk gets repriced.

High yield credit has also historically had a strong January, often linked to new issuance, portfolio
rebalancing, and fresh risk budgets - though again, the effect has been fading as markets have become
more efficient. A possible explanation is that high yield credit is a market with greater idiosyncratic risk,
which has been managed more effectively over time.

So yes, there is some evidence of a January effect - just not quite where people expect to find it.

Which brings us back to the real dilemma: whether our commitment to Dry January is strong enough to
politely decline the invitation to a reverse lunch.

Brokerage | Electronic Trading | Market Data | Post-Trade

The information contained herein is distributed by Tradition (Dubai) Ltd under licence from the owners of the intellectual property rights or its licensors. This document is prepared for
informational purposes only to Professional Clients and Market Counterparties . Any review, disclosure, dissemination, distribution or copying of the information, whether in full or in part, is
strictly prohibited and only intended for confidential use by the designated recipient(s). All content is provided “as is”, without warranty of any kind, either express or implied, including without
limitation, warranties of merchantability, fitness for a particular purpose, and non-infringement. Nothing herein constitutes investment advice or an offer, or solicitation of an offer to buy or sell
any financial product. Any data consists of purely indicative prices and should not be relied upon to revalue any commercial positions held by any recipient. Tradition (Dubai) Limited specifically
does not make any warranties or representations as to the appropriateness, quality, timeliness, accuracy or completeness of the information and shall not be liable to any user or anyone else
for any inaccuracy, error, omission, interruption, timeliness, incompleteness, deletion, defect, failure of performance, alteration or use of any of the content displayed, regardless of cause, or for
any damages resulting therefrom. Copyright © Tradition (Dubai) Ltd, 2025. Commercial in Confidence.

Tradition (Dubai) Ltd, registered in Dubai at Unit 3 & 6, Level 2, Building 1, Currency House, DIFC, PO Box 506530,
Dubai, UAE and is authorised and regulated by the Dubai Financial Services Authority (DFSA).



