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The U.S. markets have gone through a sharp rotational correction over the past 
two months. Growth, small cap, and high beta stocks have all collapsed relative to 
defensive investments. The rotation raises the question: have we have seen the best 
the market has to offer this year or will the rotation to defensive utilities, staples, 
and late cycle basic material and energy names provide new leadership for another 
charge higher? We made the case in our ETF.com column in January 2014 that the 
middle of this year would be wrought with challenges given the mid-term election 
year trends and the new chairperson at the helm of the Federal Reserve. Are we at 
the point now?

We have all heard the saying: “Sell in May and go away.” That suggests investors 
would do well to be out of the market from May 1 through October 31. Is that just 
stock market lore or is there really something to it that investors need to pay atten-
tion to? 

According to Ned Davis Research, since 1950 all of the market’s gains have come 
from October 31 through April 30. Let’s break out the two six-month seasonal time 
periods since 1950, November 1 – April 30 and May 1 – October 31, and look at the 
growth of $10,000 in each period. For example, $10,000 invested in the S&P 500 in 
1950 has grown to $606,167 during the strongest six-month seasonal period while 
$10,000 invested in the weak six-month seasonal period has declined to $6,920. 
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The opinions expressed are those of the Clark Capital Management Group Investment Team. The opinions 
referenced are as of the date of publication and are subject to change due to changes in the market or eco-
nomic conditions and may not necessarily come to pass. There is no guarantee of the future performance 
of any Clark Capital investment portfolio. Material presented has been derived from sources considered to 
be reliable, but the accuracy and completeness cannot be guaranteed. Nothing herein should be construed 
as a solicitation, recommendation or an offer to buy, sell or hold any securities, other investments or to 
adopt any investment strategy or strategies. For educational use only. This information is not intended to 
serve as investment advice. This material is not intended to be relied upon as a forecast or research. The 
investment or strategy discussed may not be suitable for all investors. Investors must make their own 
decisions based on their specific investment objectives and financial circumstances. Past performance does 
not guarantee future results.

Clark Capital Management Group, Inc. is an investment adviser registered with the U.S. Securities and 
Exchange Commission. Registration does not imply a certain level of skill or training. More information about 
Clark Capital’s advisory services can be found in its Form ADV which is available upon request. 

The S&P 500 measures the performance of the 500 leading companies in leading industries of the U.S. 
economy, capturing 75% of U.S. equities. 

The Dow Jones Industrial Average is a stock market index that shows how 30 large publicly owned compa-
nies based in the U.S. have traded during a standard trading session in the stock market.

The NASDAQ Index is a market-weighted index of all common stocks listed on the NASDAQ exchange. 

The MSCI EAFE Index is a free float-adjusted market capitalization index that is designed to measure the 
equity market performers of developed markets outside the U.S. and Canada.

The MSCI World Index is a free float-adjusted market capitalization index that is designed to measure global 
developed market equity performance. 

The MSCI World Index ex. U.S. is a free float-adjusted market capitalization index that is designed to mea-
sure global developed market equity performance excluding the U.S.

The MSCI Emerging Markets Index is a free float-adjusted market capitalization index that is designed to 
measure equity market performance in the global emerging markets.

The MSCI All Country Europe is a free float-adjusted market capitalization index that is designed to measure 
the performance of European equity markets.

The Russell 2000® Index measures the performance of the 2,000 smallest companies in the Russell 
3000 Index. 

The Russell 3000® Index measures the performance of the 3,000 largest U.S. companies based on total 
market capitalization, which represents approximately 98% of the investable U.S. equity market. 

The VIX Index is a forward looking index of market risk which shows expectation of volatility over the coming 
30 days.

Barclays U.S. Government/Credit Bond Index measures the performance of U.S. dollar denominated U.S. 
Treasuries and government-related and investment grade U.S. corporate securities that have a remaining 
maturity of greater than one year.

The Barclays U.S. Aggregate Bond Index covers the U.S. investment-grade fixed-rate bond market, includ-
ing government and credit securities, agency mortgage pass-through securities, asset-backed securities 
and commercial mortgage-based securities. To qualify for inclusion, a bond or security must have at least 
one year to final maturity, and be rated investment grade Baa3 or better, dollar denominated, non-convert-
ible, fixed rate and publicly issued. 

The Barclays U.S. Corporate High-Yield Index covers the dollar-denominated, non-investment grade, fixed-
rate, taxable corporate bond market. Securities are classified as high-yield if the middle rating of Moody’s, 
Fitch, and S&P is Ba1/BB+/BB+ or below.

Index returns include the reinvestment of income and dividends. The returns for these unmanaged indexes 
do not include any transaction costs, management fees or other costs. It is not possible to make an invest-
ment directly in any index.
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Now, I actually think it is quite silly to base one’s investment 
decisions purely on what month we are in, but it is hard 
to argue the statistics. There is also the problem that once 
an accepted Wall Street adage such as “Sell in May and go 
away” becomes widely publicized in the press, it often does 
not prove true. Last year was a prime example, with many 
analysts proclaiming a need to get defensive because of the 
calendar. However, instead of declining during the “normal” 
seasonally weak period, the S&P 500 Index rose 11.1% from 
April through October. 

If we break out the study a little further, it is revealed that 
all of the weakness experienced with this stock market lore 
has occurred in the mid-term election years. Since 1950, the 
mid-term election year is the only year to have had an aver-
age decline in the May 1 – October 31 period, with an aver-
age decline of 0.37%. The other three years in the cycle aver-
aged gains of 1.82% during the May 1 – October 31 period. 
The chart below illustrates that the pattern of returns in the 

mid-term election years (blue) is dramatically different from 
other years (black). Which raises the question, should inves-
tors heed the warning about potential risks as we tread fur-
ther in the second quarter? History suggests yes. In addition, 
the rotational correction that we have witnessed also hints 
at a market that is getting more defensive. For those inves-
tors who want to stay invested, despite the potential risks, we 
would heed the market’s recent shift to defensive allocations 
and look toward higher dividend plays. 

Even in a declining market, there are opportunities some-
where — or at least areas that can offset losses occurring in 
the broader market. “Sell in May and go away” might have 
some truth in it; however, by digging a little deeper into mar-
ket and economic history we can uncover more specific trig-
gers for market declines over the summer months and make 
more educated investment decisions.


