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Buy Calls on the Russell 2000
(RUT )—Anticipate “January Effect”
SM

Situation
In this example, assume it is November and the
Russell 2000 (RUT) Index, which is composed of
small-cap stocks, is priced at 480.

Possible Strategy
Buy 30 January at-the money RUT call options priced
at 20. Your total cost for the premium, with the $100
multiplier, is $60,000.

Outlook
You have done extensive research on the January Effect
(see Bibliography on page 03) and believe that recent
selling of stocks due to tax losses and holiday spending
has created a bullish outlook for small-cap stocks
in upcoming weeks. You would like to participate in
upside moves of small-cap stocks but minimize your
downside risk exposure. You also would like to avoid
the transaction costs involved with buying and selling
thousands of small-cap stocks.

Discussion of Options Position
Here are a graph and table showing the approximate
profit-and-loss for a long option position of 30 RUT
call options, and for a $1.44 million basket of smallcap stocks roughly matching the Russell 2000. For
more information on options on the Russell 2000,
please visit http://www.cboe.com/rut

RUT Price at
Expiration

Profit/loss on
Long 30 RUT Calls

Profit/loss on
Stocks Bought for
$1.44 million

400

- $ 60,000

- $ 240,000

440

- $ 60,000

- $ 120,000

480

- $ 60,000

520

$ 60,000

$ 120,000

560

$ 180,000

$ 240,000

$

All values shown above are at the time of expiration.
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Long Calls on Russell 2000 (RUT)
Pay $60,000 for 30 call options

www.cboe.com
page 02

$600,000

Gain or Loss

$400,000

$200,000

Long 30 RUT
call options

Stocks
$0

-$200,000

-$400,000

410

460

510

560

Value of Russell 2000 at Expiration

A long call option strategy can appeal to bullish investors who would like to participate in upside gains but want
limited downside risk. In a long call strategy, your maximum loss is limited to the premium paid for the options
(in this case, $60,000). Theoretically, there is no limit to how high the underlying index will rise, therefore
making the profit potentially unlimited, minus the premium and other costs paid.
Discussion of The January Effect
The “January effect” refers to the phenomenon in which many securities, and particularly stocks of smaller
companies, have enjoyed higher rates of return in January than in any other month. The effect was first
suggested in 1942, and widely publicized in the past 25 years by scholarly articles and a popular book
entitled The Incredible January Effect: The Stock Market’s Unsolved Mystery, by Robert A. Haugen and Josef
Lakonishok. From 1926 through 1989, the smallest 10% of all stocks (or “10th decile”) beat the rest of the
market by an average of 9.4 percentage points in the month of January. Perhaps due in part to publicity and
anticipation of the effect, the effect weakened slightly in the 1990s, but small stocks still outperformed by
an annual average of 5.8 percentage points.
Some evidence suggests that, in the past decade, some investors might have purchased small-capitalization
stocks in December in anticipation of the January effect—for example, the price of the Russell 2000 index of
small-cap stocks rose in every December from 1987 to 2000.
There are a number of theories as to why the January effect has occurred. Some people speculate that it may
be related to the many year-end research reports on the small-cap market, which can make these stocks look
like attractive places to put money. Another theory says that investors who need cash for the holiday season will
sell some holdings; bargain hunters then swoop in to buy the sold-off shares. Others believe the effect may be
related to tax-motivated selling and buying—fund managers might rush to buy back all those money-losing
stocks they had previously sold to meet a tax-loss deadline. See the bibliography on page 03 for more details.
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Please note that past performance is not indicative of future returns, and this does not constitute a recommendation to buy or sell securities in any month. Please consult with your financial advisor about investment advice.

Average Monthly Price Changes 1980 –2000
Month

Russell 2000 (RUT)

S&P 500 (SPX)

Dow (DJX)

January
February

2.70%

2.14%

2.24%

2.56%

0.91%

0.97%

March

0.20%

1.00%

0.98%

April

1.17%

1.29%

2.07%

May

1.87%

1.44%

1.31%

June

0.76%

1.16%

0.78%

July

-0.48%

0.80%

1.33%

August

0.37%

0.44%

0.08%

September

-0.04%

-0.46%

-0.73%

October

-1.09%

1.01%

0.61%

November

1.38%

1.56%

1.94%

December

2.86%

1.85%

1.82%

Bibliography of Articles on Seasonality and the January Effect
Bhabra, Harjeet S. et al.; “A November effect? Revisiting the Tax-loss-selling Hypothesis.” Financial Management
(Winter 1999).
Chopra, N., J. Lakonishok, and J.R. Ritter, “Measuring Abnormal Performance: Do Stocks Overreact?” Journal of Financial
Economics (April 1992), 235-268.
Haugen, R.A. and J. Lakonishok, The Incredible January Effect: The Stock Market’s Unsolved Mystery, Homewood, IL,
Dow-Jones, Irwin (1998).
Jones, S.L., W. Lee, and R. Apenbrink, “New Evidence on the January Effect before Personal Income Taxes.”
Journal of Finance (December 1991), 1909-1925.
Lakonishok, J. and S. Smidt, “Volume for Winners and Losers: Taxation and Other Motives for Stock Trading.”
Journal of Finance (September 1986), 951-974.
Pradhuman, Satya Dev. Small-Cap Dynamics: Insights, Analysis, and Models. 2000.
Riepe, Mark W. “The January Effect: Not Dead Yet, but Not at all Well.” Journal of Financial Planning (Jan. 2001).
Roll, R., “Vas Ist Das? The Turn of the Year Effect and the Return Premia of Small Firms.” Journal of Portfolio Management
(Winter 1983), 18-28.
Stires, David. “Cashing in on the January Effect.” Fortune (Nov. 27, 2000).
Wachtel, S., “Certain Observations on Seasonal Movement in Stock Prices.” Journal of Business (April 1942).
Zweig, Jason. “New Year’s Play.” Money (Dec. 2000).

®

INDEX
STRATEGY
PAPER BU.5
www.cboe.com
page 04

(DJX)
(QQQ)
(OEF)
(VXN)
(VIX)

Dow Jones Industrials
Nasdaq-100 Shares
iShares S&P 100
CBOE Nasdaq Volatility Index
CBOE Volatility Index

(SPX)
(OEX)
(RUT)
(NDX)
(MNX)

S&P 500
S&P 100
Russell 2000
Nasdaq-100
Mini-NDX

09.14.2001

For more information on the January effect and Russell 2000 options, please visit http://www.cboe.com/rut
For more examples of options strategies, please visit http://www.cboe.com/strategies
Options involve risk and are not suitable for all investors. Prior to buying or selling options, a person must receive a copy of
Characteristics and Risks of Standardized Options, located at www.cboe.com which is available from The Options Clearing
Corporation, 440 S. LaSalle Street, 24th Floor, Chicago, IL 60605, or by calling 1.800.OPTIONS.
This discussion is designed to assist individuals in learning how options work and in understanding various options strategies.
This discussion is for educational purposes only and is not intended to provide investment advice. Commissions, taxes,
dividends, margin and transaction costs generally are not included in this discussion, but can affect final outcome and should
be considered. Please contact a tax advisor for the tax implications involved in these strategies.
Many of the matters discussed are subject to detailed rules, regulations, and statutory provisions which should be referred
to for additional detail and are subject to changes that may not be reflected in these materials. This discussion has been prepared solely for informational purposes, based upon information generally available to the public from sources believed to be
reliable, but no representation or warranty is given with respect to its accuracy or completeness. No statement herein should
be construed as a recommendation to buy or sell a security or to provide investment advice. Any profit/loss diagrams refer
only to approximate results at expiration. Past performance is no guarantee of future results. S&P 100® and S&P 500® are
registered trademarks of the McGraw-Hill Companies, Inc., and are licensed for use by the Chicago Board Options Exchange®,
Inc. (“CBOE®”). The Russell 2000® Index is a registered trademark of Frank Russell Company. The Nasdaq 100® is a registered
mark of The Nasdaq Stock Market, Inc. “Dow JonesSM”, “Dow Jones Industrial AverageSM”, “Dow Jones Transportation
AverageSM,” and “Dow Jones Utility AverageSM” are service marks of Dow Jones & Company, Inc. and have been licensed for
certain purposes by the CBOE. iSharesSM is a service mark of Barclays Global Investors. Dow Jones & Co., The Nasdaq Stock
Market, Goldman Sachs, and McGraw-Hill make no warranties and bear no liability in regard to the trading of index options.
LEAPS®, FLEX®, FLexible EXchange®, CBOE®, Chicago Board Options Exchange® and OEX® are registered trademarks and
Long-term Equity AnticiPation SecuritiesTM and SPXTM are trademarks of the Chicago Board Options Exchange, Inc. Copyright
© Chicago Board Options Exchange, Inc. 2001.
All rights reserved.

