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Insights & Strategies

Sell in May ... Not Today

We rely daily on simple rules to navigate the world around us. Heuristics are mental
shortcuts commonly used to simplify problems and avoid cognitive overload. While
spending the time to thoughtfully consider all the possible scenarios may produce a more
optimal outcome, a mental shortcut often offers a satisfactory solution. If it's cloudy
outside, we bring an umbrella. However, if we had opened the weather app, we would
have learned it would be a beautifully sunny day during the hours we planned to be
outside.

In finance, mental shortcuts are rules of thumb that provide simple solutions to complex
problems. "Sell in May and go away" is one such classic example. This theory postulates
that investors should exit the market between May and October while staying fully
invested from November to April.

The November to April period indeed produces superior returns. Since 1981, 69 per cent
of the time, November to April returns have exceeded those of May to October. The
average return was 7.0 per cent versus 2.2 per cent, respectively. But for the sell-in-May
theory to outperform a buy-and-hold strategy, one must invest the cash proceeds for six
months at an annualized yield of approximately 4.5 per cent. In the good old days, when
cash offered a competitive return, this strategy may have made sense (more on this later).

As with any rule of thumb, this is worth revisiting occasionally. Over the past decade, the
sell-in-May rule has been even more ineffective. The average May to October return has
increased to 4.9 per cent (10.1 per cent annualized), thus creating an increased drag on
performance for those following the shortcut and exiting the market.

A possible explanation for the improved May to October return profile over the past
decade may have been the lack of alternatives to stocks (remember TINA: There Is No
Alternative). While bonds and cash offered capital protection over the past decade, they
provided little in return. Today, that has changed. It will be interesting to revisit this rule
of thumb to see if the May to October return reverts toward its historical average.

Long-term Performance of Sell in May ... [LHS]; ... But Not Today! Past Decade Says Stay in May [RHS]
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Source: FactSet; Raymond James Ltd.; Data as of October 31, 2022. For illustration only. Chart (left): start investing on December 31, 1980 with an initial investment of $10,000. Chart (right):
start investing on December 31, 2012 with an initial investment of $10,000.
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Market Commentary

Time for a Pause

Perhaps the paradigm shift away from "There Is No
Alternative" (TINA) will change the future dynamic of sell in
May. At least for now, there is good reason to stick around for
the next several months.

May could very well be the Federal Reserve's (Fed) last rate
hike. As we discussed last month, tighter financial conditions
are doing much of the Fed's heavy lifting. U.S. Treasury
Secretary (and former Fed chair) Janet Yellen reiterated this
point, "Banks are likely to become somewhat more cautious in
this environment...we already saw some tightening of lending
standards in the banking system prior to that episode, and
there may be some more to come." More restrictive lending
conditions "could be a substitute for further interest rate hikes
that the Fed needs to make".

The point is that we are nearing the end of the hiking cycle,
and once the Fed is done, markets tend to produce good
returns.

The chart below illustrates S&P 500 returns leading up to, and
12 months after, a Fed pause. Over the last six cycles, the
average market return 12 months after the Fed stopped hiking
interest rates was 16.1 per cent.

The only exception was in 2000 when the market continued to
correct from a period of "irrational exuberance" that drove the
dot-com stocks to superficial high valuations.

S&P 500 Returns around a Fed Pause
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Source: FactSet; Raymond James Ltd.; Data as of March 31, 2023.

That Ain't No Bull

Investor sentiment, while improved since last year, remains
pessimistic, and investor positioning has become defensive.
According to the BofA Global Investment Manager Survey,
investors overweight bonds and cash at the expense of
equities.

Simply put, plenty of new investors can enter the market and
support further gains. We just need a reason to support this
rotation.

This catalyst could be any of the following: a Fed pause, a
better outlook for corporate earnings, easing inflationary
pressures and/or economic resiliency that delays the onset of
a recession.

Or perhaps it's FOMO (the Fear Of Missing Out). The S&P 500
could very well have entered a new bull market.

As illustrated below, during the last two bear markets
(2008/2009 and 2020), the S&P 500 never recorded a positive
quarter, let alone two consecutive positive quarters. Only after
the market exited the bear territory did we see positive
quarterly returns, and similar to 2008/2009, the last quarter
marked back-to-back positive gains.

We will only know in hindsight if we've entered a new bull
market, but based on some indicators in recent history, the
worst may very well be behind us.

Signs of Bull Market: Two Consecutive Positive
Quarters
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Bottom Line

The sell-in-May rule of thumb has become less useful over the
past decade, but the mental shortcut will be interesting to
revisit in the coming years, as there is now an alternative to
stocks. Regardless, a buy-and-hold strategy far exceeds any
attempt to time the market.

As for additional reasons to stay in May, the market is
predicting a Fed pause in the coming months. Historically,
markets have produced solid returns for stocks 12 months
after a pause. Given investor sentiment, any positive catalysts
may provide additional buying demand for stocks and confirm
the nascent bull market.
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Important Investor Disclosures

Complete disclosures for companies covered by Raymond James can be viewed at: Disclosures
https://raymondjames.bluematrix.com/sellside/Disclosures.action

This newsletter is prepared by the Private Client Services team (PCS) of Raymond James Ltd. (RIL) for distribution to RJL’s retail clients. It is not a
product of the Research Department of RJL.

All opinions and recommendations reflect the judgement of the author at this date and are subject to change. The author’s recommendations may
be based on technical analysis and may or may not take into account information in fundamental research reports published by RJL or its affiliates.
Information is from sources believed to be reliable, but accuracy cannot be guaranteed. It is for informational purposes only. It is not meant to
provide legal or tax advice; as each situation is different, individuals should seek advice based on their circumstances. Nor is it an offer to sell or the
solicitation of an offer to buy any securities. It is intended for distribution only in those jurisdictions where RIL is registered. RIL, its officers, directors,
agents, employees and families may, from time to time, hold long or short positions in the securities mentioned herein and may engage in transactions
contrary to the conclusions in this newsletter. RIL may perform investment banking or other services for, or solicit investment banking business from,
any company mentioned in this newsletter. Securities offered through Raymond James Ltd., Member-Canadian Investor Protection Fund. Financial
planning and insurance offered through Raymond James Financial Planning Ltd., not a Member-Canadian Investor Protection Fund.

Commissions, trailing commissions, management fees and expenses all may be associated with mutual funds. Please read the prospectus before
investing. Mutual funds are not guaranteed, their values change frequently and past performance may not be repeated. The results presented should
not and cannot be viewed as an indicator of future performance. Individual results will vary and transaction costs relating to investing in these stocks
will affect overall performance.

Clients should contact their Financial Advisor to determine if the securities are compatible with their risk tolerance and investment objectives. Some
of the securities mentioned in this report may entail higher risk. Clients should contact their Financial Advisor to determine if the securities are
compatible with their risk tolerance and investment objectives.

Information regarding High, Medium, and Low-risk securities is available from your Financial Advisor.

RJL is a member of Canadian Investor Protection Fund. ©2023 Raymond James Ltd. RIL is a member of Canadian Investor Protection Fund. ©2023
Raymond James Ltd.
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