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Global Market Strategy  –  May 2015
Sell in May or stay and play? 

Softer US data points to delay in US rate hike  -  but US slowdown is only temporary 

UK tax moratorium points to pension tax relief crackdown 

Selling in May in 2014 failed to produce the selloff to which those hoping to capitalise on a pull-back could have entered the 
equity market.  Will this year see a more traditional purchase opportunity?   

Although the FTSE100 was up 2% in April, its sell-off in the last week of the month brought it back to just above its March 
2000 high - in real terms close to a 27% fall.   To date this year, the FTSE100 is up 4%.  This compares to the DAX, up 16.8% 
and China, up 37% (up 18.5% during April). 

Nearly every equity market saw steady falls in the last week of April, partly due to poor economic data in the US which made 
investors fear a US slowdown and partly due to a 20% increase in the price of oil in April (resulting in a rather miserly 5% gain 
in most energy related shares).  The market needed a correction to take away the feeling that equities are a one-way bet in an 
environment of negative interest rates.  The belief that the US dollar could go to the moon is also being called into question, 
investors now doubting whether there will, after all, be any rate rise in 2015.  McLaren Asset Management has been saying for 
months that it is extremely unlikely there will be a rate hike this year, since Federal Reserve chairwoman Janet Yellen has 
made it abundantly clear there would be none until it is clear the US economy can support such a move.  As economic data in 
the US weakens, so too does the US dollar, as rate expectations subside.  When rate rise expectations increase, so does the 
dollar, and a strengthening dollar applies its own handbrake on the US economy by impeding US exports and constraining US 
corporate earnings. 

From a technical perspective, the chart below, courtesy of the The Short Side of Long (shortsideoflong.com), does suggest we 
should brace ourselves for a correction of the US market at some stage in order to bring market ratios back toward the mean 
US price earnings level of around 13 from current levels of 18.  
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There is no question that the US market is expensive, and although early indications of corporate earnings were showing 
around 73% of companies had beaten analyst 2nd quarter earnings estimates, over the last week earnings announcements were 
not favourable, particularly in the social media sector where huge losses resulted in all the big names’ (LinkedIn, Twitter etc) 
share prices falling more than 20%. 

Taking the basic premise that so much of the world’s economic health hinges on the fortunes of the US, we cannot help to be 
concerned if the US is slowing down, but is it?  Certainly, much points to a correction, and several market analysts are talking 
about using a 10% correction to buy equities aggressively, which by itself suggests a 10% fall is unlikely, but Michael Riesner 
and his team at UBS Research wrote recently,  “… we have an increasing number of technical warning signals, which a) are 
very classic and b) they give us a rather high conviction that our base case scenario to see a short but potentially sharp 
correction (of around 15%) this year is still intact.  Our preferred time frame to see this correction remains deeper summer.” 

The above chart, put together by Merrill Lynch shows with red circles those times when fund managers have held particularly 
low levels of equity exposure, thereby presenting the contrarian investor with a buying opportunity.  In the current 
environment, the contrarian will likely be exiting the US equity market. 

A slowdown in the equity valuation story is healthy but it is temporary.  The labour market in the US is strengthening at last, 
with public sector pay rising 2.8% in the first quarter, the quickest upward pace since 2008, and according to White House 
economists, Americans are squirrelling away into their savings accounts much of the benefits accruing to them from lower oil 
prices.   

Head of the ECB, Mario Draghi, is succeeding through quantitative easing in bringing the Eurozone out of the threat of 
deflation.  Economic activity in Europe is accelerating, and should continue to for the remainder of 2015 and into 2016, and in 
an environment of negative real interest rates and an increase in European corporate earnings, equity markets should perform 
well. 

Granted, poor economic data from the US took the euro back through $1.10 in a heartbeat, but Peter Oppenheimer, head of 
global research at Goldman Sachs, expects unfolding good corporate news in America to prompt renewed US dollar strength 
such that parity with the euro will be broken late this year.  Such weakness in the euro will continue to help European equities, 
and there is considerable further stope for them to move higher, given their moderate valuations and increased bank lending.  
(Spain reported last week its fastest rate of growth since 2007, primarily boosted by increased household spending and greater 
optimism for the employment market.)  It is worth noting too that the gap between smaller and larger European companies has 
contracted significantly, resulting in relatively cheap smaller company valuations. 

True, Greece increases the downside risk to equities, but with a new negotiating team in place to try to break the deadlock with 
the EU, the market seems more hopeful of a satisfactory outcome.  Greece has €2.6 bn to repay to the IMF and ECB in the 
coming months, so things will be tense, but Greece is now expected to retain its place in the European Community when all’s 
said and done. 

In the UK, voters go to the ballet box for the General Election on May 7th.  Given the generous removal of annuity and death 
tax handcuffs from pensions over the last two years, all parties except the Conservatives are making noises of changes to 
higher and additional rate tax relief on contributions at an early opportunity, but since the torries have promised no change to 
levels of income tax, VAT and National Insurance, it’s safe to assume they too will bolster the coffers by withdrawing pension 
tax relief and/or the carry forward of previous years’ unused contribution allowances, all of which means those able to do so 
must during this tax year, fund their pension to the maximum extent possible within the lifetime allowance (LTA). 
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Favoured investment plays: 

Nil risk:                   USD & GBP cash (in preference to Euro cash) 
Cautious risk: AAA Corporate / Government bonds (short duration) 
Balanced risk: Managed funds  
Market risk: UK, European equity 
Adventurous risk:       US  / Asia / Global Real Estate, Japan equity 
Speculative risk:         Timber,  China, India, Africa & Middle East, European Telecoms, Emerging Markets 

Disclosure:   

Nicholas Chappell has the following personal investment exposure: Technology (US) 17%, US equity 4%, US smaller cos 1%, UK equity 11%, UK 
smaller cos 6%, Iberia 2%, European equity 7%, European Telecoms 4%, Japan 8%, Asia 11%, China 5%, Emerging Markets 3%, Timber 2%, Precious 
Metals 1%, Energy 6%, Pharmaceuticals 12% 

Important information: This communication is for informational purposes only.  It is not intended as an offer or solicitation for the purchase or sale of any financial instrument or 
as an official confirmation of any transaction.  The price of shares and the income from them may fall as well as rise.  Past performance is no guarantee of future returns and investors 
may not get back the full amount invested, particularly in the early years.  Exchange rates may also cause the value of underlying overseas investments to go down or up. Investments 
in emerging markets and hedge funds can be more volatile and the risk to capital is greater.  All market prices, data and other information are not warranted as to completeness or 
accuracy and are subject to change without notice.  Some quoted analysis is a resume of data supplied to McLaren Asset Management by some of the world’s leading investment 
houses and although McLaren Asset Management has given its opinion as to how the data can be interpreted, investment should not be embarked upon without full analysis of the 
risks involved and a careful study of the sales prospectus, where applicable.  
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