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“SELL IN MAY” AND THE S&P SMALLCAP 600 
History Says it’s Better to Rotate than Retreat 

 
“Sell in May and go away.” This adage has been around for decades. From the perspective of a 
U.S. investor, tradition holds that they sell their stocks in May and stay away from the market until 
the end of October. Like many stock market adages, I remember being introduced to “The 
Best/Worst Six Months” in The Stock Trader’s Almanac, as it relates to the Dow Jones Industrial 
Average. I then looked to see if this seasonality was evident with other domestic and international 
indices. I found there was a noticeable period of seasonal strength and weakness not only for the 
large caps, but also for mid and small caps, as well as developed international and emerging 
markets. However, history shows (for it never guarantees) that an investor was better off rotating 
into defensive sectors of the market during this seasonally soft six month period than they were 
by either holding the broader benchmark or leaving the equity market altogether. 
 
Since 1979, small-cap stocks posted their strongest six-month average return from November 1 
through April 30, recording an advance of 10.5% (excluding dividends), versus an average gain of 
6.3% for all months. What’s more, small caps recorded an 83% frequency of advance (meaning 
they rose in more than eight out of every 10 years) during all November-through-April periods, 
versus 72% for all 12 rolling six-month periods. Yet from May through October, they went through 
a pronounced “seasonal slump,” rising only 2.0% – the worst of all rolling six-month periods. In 
addition, it recorded a below-average 64% frequency of advance. 
 
Making Sense of Seasonality 
I think the main reasons for seasonal weakness during the May-October period are: Reduced 
capital inflows, vacations, earnings reality, and Mutual Funds’ fiscal year-end window dressing. 
 
Capital – The above-average strength in the November-April stretch may be aided by large cash 
infusions into the 
market, particularly 
during the beginning of 
each calendar year. 
Pension plans typically 
make large 
contributions early in 
the year. Also, 
bonuses are typically 
paid by March. As a 
result, 401K 
contribution limits are 
typically fulfilled early 
in the year, with the 
remaining money likely 
invested in the market 
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soon thereafter. In addition, should someone be due a tax refund, they will probably file their 
return early. This will allow them to invest their proceeds before the end of April. Finally, IRAs for 
the prior tax year need to be funded by April 15th of each year. 
 
Vacations – Small-cap stocks recorded their weakest average three-month results in the third 
quarter, as investors may be focusing more on their tans than their portfolios. Since 1979, small-
caps rose only 0.4% in Q3 of each year versus 4.5% for Q1, 4.0% for Q2, and 2.6% for Q4. 
 
Earnings – End-of year earnings revisions may also be a reason the market performs poorly in 
the third quarter. An investor may be forgiving of soft Q1 and Q2 EPS on their way toward solid 
full-year estimates. Should Q3 look like it’s going to miss expectations as well, however, investors 
usually don’t wait around. Like a veteran retailer, they’ll “mark ‘em down, and move ‘em out.” As a 
result, this could be a reason September has been the worst performing month of the year. 
What’s more, five of the last 10 bear markets since WWII ended in October. Therefore, small 
caps traditionally entered November at a fairly low level compared with other months. Also, 
November is around the time of year that analysts begin looking toward the end of the coming 
year, rather than the conclusion of the current one. 
 
Mutual Fund Window Dressing – Finally, mutual funds publish quarterly holdings, As a result, 
they typically engage in end-of-quarter window dressing, meaning that they sell their 
underperforming holdings so as to not be shown holding these “dogs.” And since many funds 
have fiscal years ending in October, they engage in an even more thorough portfolio pruning in 
this final quarter of their calendar, possibly adding to this overall seasonal pressure. 
 
Third Years of the Presidential Cycle 
Many wonder if seasonal weakness still occurs during the third year of the four-year presidential 
cycle, when small caps traditionally recorded their strongest calendar-year advance (and highest 
frequency of price increase). Since 1979, while small caps did post a positive average May-
October performance in year three, it was only 2.2% versus 1.9% for all years and 8.5% for the 
May-October period in the first year of the presidential cycle, as well as the near-18% gain for the 
November-April period of year three. 
 
Should You Really Go Away? 
The average advance of 2.0% for small caps from May through October since 1979 was still 
better than what an investor would receive from a money market, especially on an annualized 
basis. Besides, by being in cash they missed out on unexpected summertime surges in stock 
prices. Indeed, during 2013, 2009, 2003 and 1997, just to name a few, the S&P SmallCap 600 
gained 14% or more in the May-October period. Therefore it would either be better either to 
acknowledge this semi-annual weakness but 
stick with the market anyway, or identify 
more attractive areas within the overall 
market in which to rotate. 
 
Rotate, Don’t Retreat 
Some sectors have their day in the 
summertime sun, while others skate along 
smoothly in winter. Since 1995 (which is the 
extent of S&P SmallCap 600 sector index 
history), while the overall market was eking 
out an anemic advance, the S&P SmallCap 
600 Consumer Staples and Health Care 
groups were frolicking in the surf, posting 
average price gains of 5.3% and 5.4%, 
respectively, to the S&P SmallCap 600’s 

Sector % Change F.O.
Consumer Discretionary (0.8) 25%
Consumer Staples 5.3 70%
Energy 4.0 50%
Financials 4.6 65%
Health Care 5.4 60%
Industrials 2.1 40%
Information Technology 3.1 40%
Materials (0.2) 40%
Telecom. Services (4.5) 30%
Utilities 5.2 65%
S&P SmallCap 600 2.5 NA
Source: S&P Capital IQ. Past performance is no guarantee
of future results. FoA: Frequency of (Market) Outperformance.

S&P SmallCap 600 Sector Average Price Returns
and Frequencies of Outperformance 4/30/95-4/24/15

4/30/95-4/24/15
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average rise of 2.5%. These two sectors also posted high frequencies of outperforming the S&P 
SmallCap 600 benchmark (utilities also did very well, rising an average 5.2% and outperforming 
the broader benchmark 65% of the time). It’s not that people prefer to get hip replacements in the 
summer, but Health Care and Consumer Staples likely do better during challenging times for the 
overall market, since investors would rather embrace more defensive sectors than bail out of 
stocks all together. In other words, when the going gets tough, the tough go eating, smoking and 
drinking. And if they overdo it, they have to go to the doctor. 
 
The Proof is in the Pudding 
From 4/30/95-4/24/15, a hypothetical investor who owned the overall benchmark from November-
April, and then a 50% exposure to each of the Consumer Staples and Health Care sectors from 
May through October would have witnessed an increase in the compound annual growth rate 
(CAGR), as well as a reduction in annual volatility. Specifically, while the S&P SmallCap 600 
posted a CAGR of 10.4% (excluding dividends reinvested) during all 12 months of the year, the 
semi-annual rotation strategy returned 13.7%, while recording a lower standard deviation of 
annual returns of 19.9% versus 21.3% for the overall market. 
 
Investable ETFs 
Through ETFs, investors have the opportunity to mimic this semi-annual rotational portfolio, 
rather than attempt 
to use individual 
stocks to serve as 
sector proxies. 
From November 
through April, 
investors can own 
one of a variety of 
U.S. small-cap 
ETFs. Yet from 
May through 
October, they can 
use the 
PowerShares S&P 
SmallCap 
Consumer Staples 
Portfolio (PSCC, 
$54 OW) and the PowerShares S&P SmallCap Health Care Portfolio (PSCH, $71 MW). 
 
Please visit S&P Capital IQ’s MarketScope Advisor (www.advisor.marketscope.com) for ETF 
analysis and rankings (OW: Overweight, MW: Marketweight, and UW: Underweight). 
 
So there you have it. Some investors are concerned that small-cap stocks are vulnerable to a 
stumble during the seasonally soft May through October period ahead, since they have outpaced 
large caps for an abnormally long period of time. Since 1979, small cap stocks beat large caps in 
61% of the years. However, the S&P SmallCap 600 outpaced the S&P 500 in 12 of the past 15 
years (80% of the time), and is currently leading the “500” year to date through April 24. In 
addition, even though small-cap earnings are expected to grow by nearly 23% in 2015, the S&P 
SmallCap 600’s trailing operating P/E is trading at a 47% premium to the S&P 500’s P/E, versus 
its average 22% premium during the past 20 years. Plus, the Fed is expected to start its newest 
rate-tightening program sometime this year. Therefore, should you believe small caps face a 
challenging period ahead, you may want to consider this semi-annual rotation strategy. Like 
whitewater rafting, by allowing the market to take you where it wants to go, you may experience 
both a thrilling and rewarding ride. 
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Glossary 
 
STARS Raking system and definition: 
 
★★★★★ 5-STARS (Strong Buy): 
Total return is expected to outperform the total return of a relevant 
benchmark, by a wide margin over the coming 12 months, with shares 
rising in price on an absolute basis. 
 
★★★★☆ 4-STARS (Buy): 
Total return is expected to outperform the total return of a relevant 
benchmark over the coming 12 months, with shares rising in price on an 
absolute basis. 
 
★★★☆☆ 3-STARS (Hold): 
Total return is expected to closely approximate the total return of a relevant 
benchmark over the coming 12 months, with shares generally rising in price 
on an absolute basis. 
 
★★☆☆☆ 2-STARS (Sell): 
Total return is expected to underperform the total return of a relevant 
benchmark over the coming 12 months, and the share price not anticipated 
to show a gain. 
 
★☆☆☆☆ 1-STAR (Strong Sell): 
Total return is expected to underperform the total return of a relevant 
benchmark by a wide margin over the coming 12 months, with shares 
falling in price on an absolute basis. 
 
S&P Capital Ranking Definitions: 
 
Overweight rankings are assigned to approximately the top quartile of the 
asset class. 
 
Marketweight rankings are assigned to approximately the second and third 
quartiles of the asset class. 
 
Underweight rankings are assigned to approximately the bottom quartile of 
the asset class. 
 
S&P Capital IQ Quality Ranking 
Growth and stability of earnings and dividends are deemed key elements in 
establishing S&P Capital IQ's earnings and dividend rankings for common 
stocks, which are designed to capsulize the nature of this record in a single 
symbol. It should be noted, however, that the process also takes into 
consideration certain adjustments and modifications deemed desirable in 
establishing such rankings. The final score for each stock is measured 
against a scoring matrix determined by analysis of the scores of a large and 
representative sample of stocks. The range of scores in the array of this 
sample has been aligned with the following ladder of ranking.  
 
A+    Highest  B     Below Average 
A      High   B-    Lower  
A-     Above Average  C     Lowest 
B+    Average  D     In Reorganization 
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