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Stock Market Review

A
well-known invest-
ment saying used
by many interna-
tional commenta-
tors is “sell in May
and go away”. The

month of May is generally
regarded as a good time to sell
because it usually marks the start
of what historically has been the
worst six-month period (May-
October) for global equity markets. 
In recent years, investors who

followed this principle have fared
well as equity markets generally
performed negatively during the
summer months. One of the best
examples of this scenario is 2008 as
the bear market started during the
summer. After a relatively calm
period in May 2008, the main
international equity markets all
tumbled well over 30 per cent
between June and October! 
Summer 2009 was the start of the

current bull market so it was not a
good time to sell equities. However,
adopting the “sell in May” strategy
in 2010 would have rewarded
investors due to the volatile condi-
tions that year. Likewise, in 2011,
equity markets had some troubled
times as Europe’s sovereign debt
crisis took centre stage and the “sell
in May” strategy would have been
prudent to follow. 
Initially, this principle seemed

to also have been worthwhile fol-
lowing in 2012 as global equity
markets performed negatively dur-
ing the month of May. However,
markets rallied during the summer
months with the S&P 500 rising by
more than 13 per cent between
late May and the end of September
last year following comments by
the Governor of the European
Central Bank that they would do
“whatever it takes” to save the euro
together with the renewed money
printing by the US Federal Reserve
and the Bank of England.
Recent years therefore indicate

that it would generally have been
advisable to follow the “sell in
May” strategy. However, was it a
good guideline to follow this year
as well? The performance of global
equity markets last month clearly
shows that it would not have been
the ideal thing to do as markets
maintained their upward trend in
May. Most global equity markets
touched all-time highs or multi-
year highs during the final two
weeks of May. 

One of the best performing
global equity markets last month
was Germany’s DAX with a rise of
5.5 per cent followed by the Nas-
daq in the US with a 3.8 per cent
gain. The other US benchmark
indices also performed positively
with gains of 1.9 per cent for the
Dow Jones Industrial Average and
2.1 per cent for the S&P 500. 
The FTSE 100 in the UK and
France’s CAC40 both gained 
2.4 per cent each.
However, the month-on-month

performances do not depict the
entire story behind the develop-
ments across international finan-
cial markets during May. While
indices generally surged ahead for
most days until the third week of
May, most markets were volatile
and gave back some gains in the
final days of the month. The Dow
Jones in the US which performed
positively for the past seven con-
secutive months (the first time
since the bull market began in
2009), closed lower in two of the
last three days of May after the
Dow Jones hit a fresh record clos-
ing high of 15,409.39 points on
May 28. Similarly, the FTSE 100 in
the UK shed 3.8 per cent after
touching a multi-year high of
6,873.75 points on May 22. 
It is worth highlighting that

despite the evident weakness and
volatility towards the end of last
month, some of the major equity
markets are having their strongest
year since 1999. The Dow Jones
has risen by over 15 per cent in 
the first five months of 2013 with
the S&P 500, the Nasdaq and the
FTSE 100 also showing double-
digit returns. 
The recent change in sentiment

came about following comments
made by the US Federal Reserve
that it could start reducing its
monetary stimulus measures (its
quantitative-easing bond buying)
earlier than expected. Investors
fear that equity markets will suffer
a correction once the Federal
Reserve reduces the pace of asset
purchases in the near future.
However, many commentators

feel that the Federal Reserve will
not slow its bond purchases before
early 2014 since the economy is
still growing at a slow pace and the
job market has yet to pick up
enough steam to reduce the
unemployment rate. The Fed had
indicated some months ago that it
would not start raising short-term
interest rates until the jobless fig-
ure falls towards 6.5 per cent com-
pared to the recent rate of unem-
ployment of 7.5 per cent. 
The warnings from some Fed

officials of a slowdown in stimulus
measures and signs of an uptick in
the economy eventually leading to
tighter monetary policy also had a
sizeable negative impact on the
bond market. Sovereign bond
prices of the generally-regarded
“safe havens”, i.e. US treasuries,

German bunds and UK gilts,
declined rapidly in May with some
analysts claiming that this is an
indication of an end to the 30-year
bull market for bonds. 
The 10-year US Treasury yield

climbed by more than 45 basis
points during May with a corre-
sponding decline in the price of the

bond thereby wiping out the year-
to-date gains accumulated during
the previous four months. The
decline in the price of US treasuries
represented the worst monthly loss
since December 2010. On May 31,
the yield on the 10-year US Trea-
sury paper climbed to a high of 2.21
per cent (its highest level since April
2012). Likewise, the eurozone
benchmark indicator (i.e. the 10-
year German bund) saw the yield
rise to a high of 1.577 per cent (on
June 3) corresponding to a 3.5 per
cent decline in the bond price from
its 9-month high reached in early
May 2013 with yields at 
1.16 per cent. 
The bond market is also seeing

signs of fatigue which could be
another factor impacting investor
sentiment since a premature rise
in rates having significant conse-
quences for the fixed-income mar-
ket could slow the economic
recovery and housing rebound.
Another factor which also added

to the nervous sentiment across
the international financial markets
in recent weeks was the sharp
decline in the Japanese equity
market. The Nikkei has surged by
over 30 per cent this year but
dropped to a five-week low at the
end of May. The index is in ‘cor-
rection territory’ after shedding 14
per cent since its ‘intraday’ peak of
May 22. The heavy selling which
commenced with a 7.3 per cent
decline on May 23 (the worst daily
loss in more than two years)
alarmed many investors and is
largely due to fears that the 
aggressive steps being taken by the
Japanese Government to stimulate
the failing economy may 
prove unsuccessful.

While the performance among
global equity markets has generally
been positive during the month of
May, this does not mean that June
or the other summer months is also
going to be a good time for
investors. In fact, statistics indicate
that June is the worst-performing
month for the Dow over the past 
20 years.
Many international commenta-

tors list various reasons that could
cause the rally to stall and markets
to experience a correction. The
health of the Chinese economy is
one of the factors that could fuel the
downturn. There are major con-
cerns about the health of China’s
banks and the slower economic
growth from the world’s second
largest economy could be critical for
a number of other major economies
including Japan and Australia. 
The eurozone is another reason

that could add to investor worries.
Although the Cypriot bailout was
agreed to and the ECB 
reduced interest rates to boost con-
fidence, the eurozone economy
remains in deep recession and a
number of countries including
Spain and Slovenia could trigger the
next crisis. 
Moreover, it is widely argued 

that prolonged periods of money
printing tend to create market dis-
tortions and the consequences of a 
slower pace of stimulus measures
could send shock waves across 
the markets.
The developments over recent

weeks which showed increased 
nervousness in both the equity and
the bond markets clearly indicate
that over the coming months a
period of extended volatility is likely
for investors.

Edward Rizzo

Edward Rizzo is a director at
Rizzo, Farrugia & Co.
(Stockbrokers) Ltd.

Rizzo, Farrugia & Co. (Stockbrokers) Ltd
(RFC) is a member of the Malta Stock
Exchange and licensed by the Malta
Financial Services Authority. This report
has been prepared in accordance with
legal requirements. It has not been dis-
closed to the issuer/s herein mentioned
before its publication. It is based on pub-
lic information only and is published
solely for informational purposes and is

not to be construed as a solicitation or an
offer to buy or sell any securities or related
financial instruments. The author and
other relevant persons may not trade in
the securities to which this report relates
(other than executing unsolicited client
orders) until such time as the recipients
of this report have had a reasonable
opportunity to act thereon. RFC, its direc-
tors, the author of this report, other

employees or RFC on behalf of its clients
have holdings in the securities herein
mentioned and may at any time make
purchases and/or sales in them as 
principal or agent. Stock markets are
volatile and subject to fluctuations which
cannot be reasonably foreseen. Past 
performance is not necessarily indicative
of future results. Neither RFC nor any of
its directors or employees accept any lia-

bility for any loss or damage arising 
from the use of all or any part 
thereof, and no representation or 
warranty is provided in respect of the reli-
ability of the information contained in
this report. 

© 2013 Rizzo, Farrugia & Co.
(Stockbrokers) Ltd. All rights reserved
www.rizzofarrugia.com

Sell in May and go away?

The warnings
from some Fed
officials of a
slowdown in
stimulus
measures and
signs of an uptick
in the economy
eventually
leading to tighter
monetary policy
also had a
sizeable negative
impact on the
bond market


