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Global Market Strategy  –  June 2020                         

                                         “Sell in May and be an idiot!”

“Sell in May and be an idiot!”, was how CNBC’s Jim Cramer summed up his appraisal of the 4% rise in US stocks last month.   

Traditionally, “Sell in May and go away - come back on St Ledger’s Day” has been a decent mantra by which to abide if 
investors wish to preserve gains made during the historically best months for the stockmarket between October and April.  Not 
so the last few years when May has been a definite month to be in the market. 

May confirmed a V-shaped recovery to US stock indices since the 29% bear market low reached on March 23rd.  UK and 
European stocks have also performed well, Asian markets less so, EM even less so, struggling as they must with a strong 
dollar. 

MSCI Emerging Markets Index, 5 years June 1st 2015 to May 29th 2020 

Technology stocks have been the preeminent sector, with the Nasdaq coming within a whisker of its February all-time high.  
Tech has seen and shown the way forward for life after the corona virus, with stocks such as Zoom, Microsoft (Skype), Paypal, 
Visa, Mastercard, Square, AMEX (contactless payment), Facebook, Netflix (home entertainment) Docusign, Zebra 
Technologies (Automatic ID & Data Capture - AIDC) and Amazon all rising more than 20% since March 23rd. 

Source: Google 31.05.2020 
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Other sectors have until the last week of May been largely ignored, notably retail and financials.  These areas have been lifted 
by a rising tide rather than their own compelling case for investment.  The argument for retail is weak, particularly luxury retail 
during a period of huge uncertainty for jobs.  (The US now has 38 million people out of work.)  Financials, specifically banks, 
are unattractive during a prolonged period of ultra-low interest rates.   

Smaller companies struggle to attract money during periods of uncertainty.  Although there has been some pick-up of late, this 
sector, while offering the prospect of spectacular growth, often carries disappointment.  Two-thirds of start-ups fail within the 
first 18 months simply because they run before they can walk.  They take on too much debt before they have generated 
sufficient sales.  The smaller company sector has rallied over the last month but it, like all market sectors, would appear to 
have run too far, too fast. 

Despite the market rise on the back of hope for a vaccine and expectation of spending being unleashed post lockdown, there is 
a concern that momentum over the last two weeks has been as much or more FOMO than logic and reasoning based on 
fundamentals.  The civil unrest in America was sparked by mal-policing but the escalation of the rioting can be blamed also on 
a social divide which is widening.  The US Federal Reserve (and other central banks) is pouring billions of dollars into the 
economy to try to keep it afloat in the midst of the pandemic, and as stocks rise and those who own them get richer, those who 
can’t afford to save feel they get left further behind.  The system seems rigged against them.  It’s a warning against over-
exuberance toward stocks. 

China has seized the opportunity to use the unrest in America as a reason for passing national security legislation through the 
National People’s Congress, evidence that Beijing is going to take political control of Hong Kong and in all likelihood begin to 
suppress civil liberty there.  The US’s chaotic values, as China sees them, gives China free rein to act in this way in Hong 
Kong, and pause trade purchases from the US.  The prelude to the war of words which Trump has entered into with China is 
China has not following through on its agreed volume of agricultural goods from the US as part of the trade agreement 
between the two countries.  Chris Patton, now Lord Patton, former Governor of Hong Kong, told Bloomberg last week that the 
Chinese Communist Party “is an enemy to us now”.  The country is “taking advantage of the West’s preoccupation with 
fighting the pandemic, attempting to whip up nationalist sentiment as much as possible, claiming that all that is going wrong 
[in China] is down to the behaviour of the United States”.  Patton believes the virus has hurt and will continue to hurt the 
Chinese economy through greater unemployment and consequential social unrest, and Present Xi needs to deflect attention 
away from the troubles of his own country.  “Communist parties are always ultimately the same: they’re brutal and they’re 
liars”, Patton told Bloomberg’s Surveillance programme last Thursday. 

Jonathan Fenby, who wrote the book, “Will China Dominate the 21st Century” told Bloomberg that China is building self-
reliance, absorbing pressure from the United States, claiming territory on India’s border, and bearing its weight on Taiwan, all 
in a long term effort, “to ‘make China great again’ ”. 

Unfortunately, Britain, who arguably should be making more a of a stand against China’s actions in Hong Kong, appears to 
have all but given up any attempts to protect and speak up for its former colony in the face of the growing trade might of 
China.  Perhaps Britain recognises that it now plays a very weak hand, needing a trading relationship with China in the wake of 
Brexit, and the most it can really offer 350,000 Hong Kong British Nationals Overseas is permanent citizenship of the UK. 

Front month West Texas Intermediate (WTI) Oil on April 20th traded negatively for the first time ever, at -$37.63 a barrel, 
since when it has rallied to a current price of +$35, while Brent has risen from a closing low of +$19.33 to its current level of 
$38.17 (intraday June 1st).  Much of the opportunity for investing in oil at an historic low has passed but the oil majors, while 
also experiencing a decent rally in the last five weeks, should see further upside in their share prices if a return approaching 
normality materialises.  Roads and airports are still quiet but a return of activity, coupled with some production restraint should 
see an oil price of at least $45, which is the level reckoned to be the very least at which producers can continue to operate on a 
sustainable basis. 

Brent oil, spot price June 1st 2020 (Source: marketsbusinessinsider.com) 
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   MSCI World Energy Index, 1 year (Source: uk.investing.com) 

There’s always a bull market somewhere and CNBC reported last week that Silver appeared to have broken out to the upside, 
bounding through resistance at $17.50.  With gold trending erratically between $1686 and $1770, silver has at last come out of 
its shell, and with a geopolitical and uncertain health backdrop, precious metals could play an increasing role in consolidating  
portfolios for the rest of this year.  Investors have been dealt a harsh lesson during the pandemic in the selection of stocks for 
reliable dividend income.  Buying stocks for their strength of balance sheet and their outlook should always be the leading 
factors in determining investment decisions but the most important strategy is always to stick to the asset allocation appropriate  
one’s risk profile.  Precious metals are often referred to as insurance for a portfolio but they are usually extremely volatile and 
offer no yield.  With a stockmarket having risen from a savage bear market to respectability “at warp speed” (as Jim Paulsen of 
research company The Leuthold Group described it), investors will probably be happy if their portfolios marked time for the 
rest of this year while they collect dividend income from companies which can afford to sustain them. 

Silver Futures, 1 year (Source: uk.investing.com) 
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Favoured investment plays: 
Nil risk:                          
Cautious risk:                  Cash 
Balanced risk:          Managed / Multi-asset funds 
Market risk:          Multi-asset funds, UK equity 
Adventurous risk:            Asia, Europe, US equity 
Speculative risk:              Technology, Healthcare, Precious metals 

Disclosure:   
Nicholas Chappell has the following personal investment exposure: Technology (all US) 24%, China 7%, Asia 13%, Global Equity 35%, 
Energy 9%, European equity 4%, US smaller companies 1%, Emerging Market equity 7% 

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 Wealth Management by some of the world’s 
leading investment houses and although McLaren Wealth 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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