Monthly Commentary 4th June 2019
May was a very difficult month for equity markets and a very good one for developed
bond markets. Major equity regions, from the US to Europe to Japan to Emerging
Markets all fell between 6% and 8%, making it the second worst May since the early
sixties for the US market! The FTSE was the only major market that fell “only” 3.46%,
but this was masked by a greater-than 3% drop in sterling, which is a massive move
for a major currency in such a short time. Oil also had a month to forget, crashing by
more than 16% in May.
Sell in May?
Investors always try and rationalize any meaningful fall in markets, and this time the
main cause was mostly attributed to a worsening scenario for trade. Markets do not
like uncertainty and in this instance it still unclear if the threat of tariffs by the US on
goods of some of its major trading partners is a negotiating tool or the end goal of
the US president’s policy. Until there is more clarity, markets will respond to every
tweet.
This brings us to the argument about selling and waiting until there is certainty on
the trade front. This is akin to trying to time the market, something we never advise.
The below graphic from JP Morgan shows the returns of various asset classes from
1998 to 2017 (20 years). As you can see, while a buy-and-hold “60/40” portfolio of
equities and bonds produced 6.1% annually, the average US investor got less than
half those returns, at 2.6% annually. The only reason was the desire of the average
investor to try time the markets.
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Another reason for not trying to time the markets is that no one can ever
consistently predict which of the many asset classes will perform the best. The
famous “asset quilt” since 2000 is shown below, courtesy of Merrill.

As you can see, returns are all over the place, and the above is a strong argument for
diversification.
Another argument is to always question predictions from investment gurus. Below is
more evidence in favour of not timing the markets and being skeptical about
recommendations from professionals. Every year, the Sohn conference in New York
hosts the “crème de la crème” of fund managers in order to raise money for charity.
Famous managers are asked to give their top pick for the next 12 months. At the
same time, columnists from the Wall St Journal’s “Heard on the Street” column,
throw darts at a similar number of stocks.
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The results were most revealing, and quite brutal for the investment pros. The
columnists’ picks outperformed the pros’ selection by 27% in the one year since the
previous conference! The pros also lagged the main US market index by almost 20%.
See below:

The Elgin Analysts’ Team
Disclaimer
The information in this article should neither be regarded as an offer nor a solicitation to buy, sell or otherwise deal with
any investment referred to herein. As a regular rule, the value of any investment may rise or fall. Past performance is not
an indicative of future results. Do not take unnecessary risk and always request advice from an investment professional
before undertaking any investment.
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