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AT A GLANCE

< Is it time to sell in May and go away?

< Emerging markets assets might continue
to underperform in the short term.

< Reduce risk in the credit space.

< Too early to become more positive on euro.
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INVESTMENT INSIGHTS

Is the investment axiom “sell in May and
go away" still applicable? This well-known
financial world adage is based on the fact
that summer months (between May and
October) tend to be thinner in term of vol-
ume, exacerbating market moves, often
to the downside. Contrary to convention-
al wisdom, when looking at the last seven
years, the S&P 500 actually only endured
aloss in 2015 (-1.3%) while the other years
in this period showed average returns of
+5.4% from May to October. By applying
this strategy, the level of missed opportu-
nities would have been high.

This year, there are good reasons to be-
lieve that a risk reduction among portfoli-
0s is wise. The global economic backdrop
remains fragile and not as strong as last
year. The positive Q1 US GDP growth looks
good on the surface (3.2% vs 2.3% ex-
pected) and bolstered hopes that the US
economy is on track to rebound after its
recent soft patch. However, when drilling
down into the details, the picture is not so
rosy, with consumer spending only rising
1.2%, while business investment deceler-
ated. Moreover, the main positive contrib-
utors were a rise in inventories and trade
balance (downturn in imports), meaning
that this trend should not continue into
the coming quarters and can easily re-
verse. Weak indicators in the US manufac-
turing sector keep rolling in, with the ratio
of new orders/inventories falling to the

2013 low (cf graph). If history is any guide,
when reaching such a level, the fair value
of the S&P 500 at the end of the current
month is lower than current prices. This is
based on a 0% YoY price appreciation and
with a reference price of 2705 at the end
of May 2018.

On the valuations side, most metrics (P/E
forward, P/CFO, P/B) on equity indices are
now moving back to the September 2018
levels, entering the expensive zone, hence
limiting the future potential. Sentiment in-
dicators, which tend to be good contrari-
an signals, are pointing toward euphoria,
meaning a setback is a credible option.
Last but not least, global risks have not re-
ally been priced in for 2019 and can resur-
face in the coming months, sparking some
volatility's spike. And when everyone is
betting for a calm market, i.e speculative
positioning in short VIX is extreme, we
will not be surprised to see the opposite
to happen.

Sell in May and go away might sound at-
tractive in this case. Raising cash, booking
some profits and trying to partially pre-
serve the accrued YTD performance seem
appropriate after such a powerful rally in
risky assets.
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THE QUOTE OF THE MONTH

“What I think is

that the fed doesn’t
believe their own
“dots plot” anymore.”

Jeffrey Gundlach
May 2019
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EQUITIES

World equity markets kept rising in April,
for a fourth straight month. The most strik-
ing development is linked to the Nasdaq
100, which was able to print a new all-time
high at the end of April, up 23% YTD, re-
versing the 17% decline of the last quarter
of 2018. The current earnings season for
technology stocks was good, with a beat
ratio of 77%, slightly above the 5-year av-
erage (around 75%). However, as EPS es-
timates have been slashed by 9.15% since
September (cf graphl), it is definitely eas-
ier for companies to beat lower forecasts.

The US technology index is now trading on
lofty multiples, at around 20.5x earnings
(12m fw), or the same level as January and
September 2018. It is worth noting that
when previously reaching such valuations,
subsequent monthly returns have been
very poor (from -2% to -8%). Therefore,

for those who missed the rally, waiting for
a better entry point seem wise.

In terms of regional exposure, there is no
longer a preference for emerging markets,
even if they have been underperforming
the MSCI World by 4.5% in 2019 (at the end
of April). First of all, the expected earnings
growth for the region as a whole is lower
than developed markets (2% vs 4%) and
the negative trend in earnings revision has
not been altered. Secondly, some leading
indicators such as raw material prices are
not exhibiting a rosy outlook (cf graph 2).
Finally, the current dollar strength against
emerging market currencies might start to
bite. All in all, it is a good time to reduce
the equity risk in portfolios, raising some
cash and adopt a wait and see approach,
being ready to seize opportunities in case
of setbacks.
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BONDS

April has been another strong month for
risky assets, which has given rise to ad-
ditional outperformance of credit over
core government bonds. The current low
inflation - low yield environment coupled
with friendly Central Banks have further
spurred investor's risk appetite and hunt
for yield, benefiting all fixed-income asset
classes which have posted solid positive
monthly performances. A notable excep-
tion: cracks have appeared in the Emerg-
ing Markets debt segment, which suffered
a setback in April, Local Currency bonds in
particular. Is it just a minor blip or does it
announce more trouble to come? “Sell in
May and go away"?

It is noteworthy that the sparks of credit
stress appear generally first on lower qual-
ity and more narrow segments, of which
EM are clearly representative, and where

reversals are very quickly exacerbated by
outflows. Another vulnerable market in
this situation is the High Yield one, which
looks quite expensive and whose funda-
mentals have deteriorated. Furthermore, a
key determinants of credit spreads, vola-
tility (of equities in particular), lies at very
low levels and may be subject to a quick
repricing (speculative positioning there
stands at historical extreme shorts).

One element that may be of good advice
here is simply common sense: after solid
market gains and in an environment of tiny
risk premia with financial assets flirting with
expensive valuations, it is wise to take some
risks off the table and to start to protect the
performance accumulated so far. We have
decided to increase our level of cash by sell-
ing some of our Emerging and also Finan-
cial Subordinated bonds exposure.
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FOREX

EUR/USD was flat in April and implied vo-
latility hit a low since 2014 with the pair
entangled between opposing forces. Mo-
netary policy remains broadly supportive
for the greenback with the Fed's chairman
Powell delivering a less-than-expected
dovish message at the last FOMC. On the
other side, the ECB has pushed forward
the prospects of interest rates normali-
zation. However, despite central bankers
rhetoric, interest rates differential ba-
rely moved during the month (-3.9bps on
10-year yields; -8.2bps on 2-year yields),
but negative absolute yields continue to
be a strong headwind to any material eu-
ro appreciation. EUR/USD has been loo-
sely linked to relative movements in yields
since last November as relative macroe-
conomic momentum and growth expec-
tations have been much stronger drivers.
In this regard, green shoots are appea-
ring in the Eurozone as country specific
drags (Germany, ltaly) dissipate: 1Q 2019
GDP growth surprised positively at 1.2/%
y/y, unemployment hit the lowest level
since the global financial crisis at 7.7%,
and core inflation accelerated from 0.8%
to 1.2% y/y. For the time being, with the
pair hovering around the key 1.12 handle, it
seems that the market remains skeptical
and needs confirmation that the economy
is about to improve. We remain tactically
neutral EUR/USD but acknowledge down-
side risk, mainly on a technical basis. Price
action keeps a moderate bearish bias as

the pair is sitting close to the 1.1177-1.1187
support area, and a confirmed breakdown
would open up the way toward 1.0860.

Since the start of the year USD/JPY has
decoupled from yield differentials on the
back of increasing risk appetite (fueled by
the strongest equity markets rally since
1987) and Japanese buying of foreign se-
curities. It is now likely that risk aversion
will stage a comeback and that capital
flows will be less of a support for USD/
JPY. The pair posted a double top at 1.12
and failed at a key downtrend line (c.f. ex-
hibit 1). Hence we remain moderately po-
sitive on the Japanese currency and like
its defensive virtues, which are useful for
portfolio construction.

From last December’s low to the recent
mid-March high, GBP/USD advanced by
some 7% on the back of fading probabi-
lities of a no-deal Brexit. Since a deadline
extension became the main option in mid-
March, sterling has then taken a breather
with cable losing ca 3.8%. Now, with a long
extension of the article 50 deadline to Oc-
tober 312019 priced in, the market is neu-
tral (as indicated by speculative positio-
ning close to zero) and stabilizing around
1.30. We continue to believe that the worst
will be averted and that the pricing out of
Brexit related uncertainties should enable
sterling to appreciate in the medium term.

EXHIBIT 1: USD/JPY DAILY
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IMPORTANT INFORMATION - This content is being
provided by REYL & Cie Holding SA or/and its affiliates
(hereinafter referred to as "REYL") solely for infor-
mation purposes, it shall be intended for internal use
strictly and is not intended to be a solicitation or offer,
recommendation or advice to buy or sell interests
in any security or investment product mentioned
in it, to effect any transaction, or to conclude any
transaction of any kind whatsoever, in particular to
any recipient who is not a qualified, accredited, eligible
or / and professional investor. It is intended for the
sole use of the recipient and may not be forwarded,
printed, downloaded, used or reproduced for any other
purpose. Whilst REYL shall use reasonable efforts to
obtain information from sources which it believes to be
reliable, REYL, its directors, officers, employees, agents
or shareholders assumes no liability regarding this
content and gives no warranty as to the accuracy, com-
pleteness or reliability of any mentioned data and thus
assumes no liability for losses arising from the use of
this content. This content is intended only for recipient
who understand and are capable of assuming all risks
involved. Before entering into any transaction, the
recipients should determine if the relevant security or
investment production mentioned in the content suits
his particular circumstances and should ensure that he
independently assesses (together with his professional
advisers) the specific risks, the legal, tax, accounting
consequences and eligibility requirements of any pur-
chase of securities or investment products mentioned
in the content. REYL makes no representation as to
the suitability of the mentioned information, opinions
or securities and investment products. Historical data
on the performance of the securities and investment
products or the underlying assets are no indication
for future performance. The present content has been
compiled by a department of REYL which is not an
organisational unit responsible for financial research.
REYL is subject to distinct requlatory requirements and
certain securities and investment products may not be
available in all jurisdictions or to all recipient types.
The recipient should therefore comply with its local
regulations. There is no intention to offer securities
or investment products in countries or jurisdictions
where such offer would be unlawful under the relevant
domestic law.
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