
May Market Outlook 

The 2015 1st quarter earnings’ season is turning out to be better than expected. Most analysts 

were expecting earnings for the first quarter to be down about 4%. About 90% of S & P 500 

companies have reported their earnings, and earnings are down about .01%, according to Factset. 

 

Bullish Case  
 

 Low oil prices should be a net positive for the U.S. economy, especially for the 

consumer. We are seeing oil prices rise off their March lows. 

 

Oil prices are expected to be higher this summer, but normally falls after summer 

vacation and hurricane season. 

 

 The U.S. has low inflation and that could help keep interest rates low. Low inflation gives 

the Fed more time and flexibility in raising interest rates. This is good for the economy 

and asset valuations. Every time there is confirmation that interest rates may stay low, the 

market has a strong rally. 

 

 Job growth is expected to continue in 2015. 

 

 Shareholder perks like share buyback programs, spinoffs and dividend increases are 

expected to continue in 2015. There are signs that this trend is slowing, especially 

buybacks. 

 

 From 1997 to 2012 the number of corporations publicly traded on American stock 

exchanges has dropped about 44%.  Less supply could mean higher prices. 

 

 Mergers and acquisitions and private equity companies buying companies are expected to 

be active and should help stock valuations. 

 

 Central banks around the world have been pursuing stimulative efforts to help their 

economies. 

 

 We are starting to see some green shoots in Europe and Japan. 

 

 The market has been rising since 2009, longer than most bull markets. The slow growth 

from this economic cycle could cause this economic cycle to last longer than most, and 

therefore this bull market could last at least another year. 

 

Bearish Case 

 

The bearish case includes: 



 

 Earnings forecasts are coming down, especially for energy companies, and for companies 

that have significant sales internationally as the strong dollar makes U.S. goods more 

expensive.  

 

Earnings are expected to improve by the end of the year, and into 2016. See forecasts 

below. 

 

 The Fed may raise interest rates. Raising interest rates have been disruptive to the 

markets in the past, but less to the economy. 

 

Last month I wrote about how rising rates could push the dollar higher causing disruption 

in the global economy. 

 

 The oil price collapse could cause some oil producing nations (Russia, Iran, 

Venezuela…) to take drastic measures. What measures they take is anyone’s guess, but 

desperate people do desperate things. 

 

 The conflicts between Russia and the Ukraine, Syria’s civil war, Iran’s nuclear weapons 

ambitions and negotiations, ISIS in the Middle East, Sunnis versus the Shiites remain and 

are unresolved.  

 

 Our Federal Reserve has very few effective bullets to use if we have a major financial 

crisis. 

 

 Black and grey swan events. Events that have a low probability, but if they happen would 

have a big impact. Last year’s grey swan event was the Saudis not supporting oil prices, 

low probability but high impact. 

 

Market Forecast 

Below is my current forecast for the S & P and Dow 30: 

 



Source: Consensus Earnings Estimates Thomson Reuters, Barron’s 

Markets appear fairly valued for now. 

2016 looks better with close to a 10% total return (including dividends). 

The S & P and Dow 30 have essentially been moving sideways because of valuations and weak 1st quarter 

earnings reports. 

Again, earnings and market performance should improve the second half of the year. 

Not all markets have been moving sideways. Below are charts of the major market indexes. 

The S & P and Dow 30 have the most exposure internationally and earnings are suffering because of the 

strong dollar. I will also include P/E and dividend information.  

Here is the chart for the Dow 30: 

 

Source: www.erlangerchartroom.com 

The Dow is essentially where it was last November, almost 6 months ago. Again a weak economic first 

quarter and earnings’ reports has held prices down. Prices should move out of this range as earnings 

improve, and if consensus earnings estimates are met in 2016. 

Dow 30 P/E estimate: 16.38 

Dividend yield: 2.27% 

A 16.38 multiple is slightly above fair value. 

http://www.erlangerchartroom.com/


Below is a chart for the S & P 500: 

 

The S & P 500 chart is slightly better, where prices did make new highs and were able to test the highs 

several times this year.  

Also, there is a bullish ascending triangle, participants have been buying the pullbacks since March. 

S & P 500 P/E: 17.95 

Dividend yield: 1.98 

I consider a multiple of close to 18 for the S & P is overvalued. Investors are paying $18 for a dollar of 

earnings this late in the cycle. 



 

The Russell 2000 is an index of small capitalization stocks. 

Last year the Russell 2000 was stuck in a range. Prices were able to break to new highs in February and 

establish a new higher trading range. 

Prices probably got ahead of themselves last year till valuations caught up. Also helping the Russell this 

year is the preferences by investors for companies that have less international exposure. Many smaller 

companies are focused on domestic business so they should have less strong dollar risk than the larger S 

& P and Dow 30 stocks. 

P/E estimate: 20.42. P/E estimate means the P/E is based on 2015 consensus earnings estimates. 

Dividend yield: 1.52% 

The earnings growth of the Russell 2000 stocks is probably not high enough to warrant a 20 P/E. 

 

 

 

 

 

 

 



Below is a long-term chart of the NASDAQ composite: 

 

The NASDAQ made a historic high in 2000, and it’s taken about 15 years to test those old highs.  

When the NASDAQ hit those highs, the P/E reached about 64, very overvalued. 

NASDAQ stocks back then were mostly technology stocks. Technology stocks normally do have better 

growth rates, and many have high profit margins because of proprietary technology, but those 

technologies often become obsolete in a few years. 

Also notice the parabolic move in late 1999 and early 2000. Parabolic moves are normally a sign of 

speculation. The ascent of the current bull market has accelerated, and is a concern. 

P/E estimate: 19.35 

Dividend yield: 1.18% 

The P/E has come down to a more reasonable 19, and the NASDAQ now has a small dividend yield as 

many of the older tech companies pay dividends.  

Investors are willing to pay a higher P/E for technology stocks because of their higher growth rates and 

higher profit margins, and interesting technologies. 

 

 

 



Sell in May and Go Away (Seasonality) 

Many investors and traders have heard the adage “sell in May and go away”. The saying does make sense.  

Below is a proprietary chart from www.erlangerchartroom.com that shows the seasonality of the S & P 

500. 

 

 

Notice that the tendency of the market is to bottom in October and peak in May. So many investors 

believe that you should buy in October and sell in May (and go away). 

There have been many studies done regarding this strategy. According to a study by Bespoke Investment 

Group, $100 invested from 1945 to 2011 would grow to $9,329. Investing $100 from May to September 

over the same time period would actually fall to $99. 

Many of these studies do not explain why this strategy works. Here is my explanation:  

 Profit taking normally happens after a summer rally in September. 

 October is the last month that mutual funds can take losses for tax purposes for their investors, so 

the market tends to also be weak in October. October is a good time to pick up bargains.  

 The market is very anticipatory, and most of the time the market is up, so investors need to be 

positioned for the next year. Because the market normally bottoms in October, it’s normally a  

good time to start investing for the next year. 

 Again, the market is very anticipatory, so by May the market has discounted pretty much the 

year, and the upside is limited.  

This strategy has not worked that well since the Great Recession and bear market of 2008, 2009. 

http://www.erlangerchartroom.com/


In the middle of the chart, I circled some data regarding the chart. The seasonality chart is based on 15 

years. There is also a correlation number of .09. A 1 would be a perfect correlation, a -1 would be a 

negative correlation and a 0 is no correlation. Basically there is no correlation, seasonality for the 

markets. 

This year might be like last year where the winter depressed the economy but then the economy and 

markets rebounded the second half of the year. 

This year you may not want to sell in May and go away. 

  


