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What happened in May? 
 U.S. stocks tumbled in May as trade negotiations 
between the U.S. and China publicly deteriorated, and 
tensions between the two largest economies in the world 
heated up once again. This news was a sharp reversal 
from positive news in April that had spurred confidence 
that a deal would be imminent. In addition, talk of U.S. 
tariffs on Mexico was reintroduced towards the end of 
May. As a result, investors flocked to the safe haven of 

government bonds driving prices up and yields down. The yield on the 10-year U.S. Treasury 
note had its largest monthly decline since September 2015 and sank below the 3-month T-
Bill, causing what is called an inverted yield curve. This phenomenon is generally regarded as 
a signal of expected economic contraction. However, preliminary readings of underlying 
inflation growth in May ticked higher to 2%. This contradiction may be a sign the yield curve 
inversion is being caused by uncommon circumstances. 

Global trade concerns hit international markets negatively as well, in particular emerging 
markets. With investors losing their appetites for risk, assets flowed out of the generally riskier regions and the MSCI Emerging 
Markets Index fell 7.3%. 

Moving into June 
An inverted yield curve is considered by many investors to be a warning sign of slowing economic growth. However, this current 
instance of an inverted yield curve can also be justified by the sudden swings of uncertainty driving investors to government 
bonds and that U.S. Treasuries are yielding more than other safe haven government bonds. In addition, the U.S. drawing back 
quantitative easing has led to a lower supply of 10-year treasuries, which is also driving the price up and yield down. Since this 
historical warning sign appears to be caused by exceptional circumstances and our model’s readings are positive, we see 
opportunity in the market and have increased equity exposure in our domestic tactical strategy to 85%. The risk of headline news 
disrupting short-term market action remains elevated and we expect some volatility to continue as a result. 
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Neutral Indicators Positive Indicators   
Valuation 
U.S. equity valuation 
indicators improved in May 
due to the pullback in 
prices. P/E ratios fell to 18.0 
from 19.3 at the end of 
April. Despite the 
improvement, prices of U.S. 
equities remain elevated, 
especially relative to 
international equities. 

Macroeconomic 
 There was little change to 
macroeconomic indicators in 
May. Despite the loud 
headlines, the data has yet to 
reflect any disruption to the 
economy. The second reading 
of Q1 GDP growth rate was a 
solid 3.1% and the preliminary 
reading of underlying inflation 
was a positive sign. 

Sentiment 
Sentiment indicators actually 
increased slightly by Mid-May, but 
drew back at the end of the month. 
The University of Michigan 
sentiment survey moved higher to 
100 but was below expectations. 
Overall, consumer sentiment still 
appears strong but investors’ 
concerns were heightened by 
trade. 

Technical 
The sharp and rapid downturn 
in U.S. equities brought the S&P 
500 extremely close to its 
moving averages. However, 
indications of a reversal 
strengthened significantly due 
to the speed by which equity 
prices fell. The increase in 
volatility can also provide for 
buying opportunities. 

 

May by the Numbers: 

U.S. Equities: -6.4% 
S&P 500 Index 

International Equities: -5.4% 
ACWI ex-U.S. 

U.S. Bonds: 1.8% 
Barclays U.S. Aggregate Bond 
Index 

Global Bonds: 1.5% 
JP Morgan Global Aggregate Bond 
Index 
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The NorthCoast Navigator is a market "barometer" displaying NorthCoast's current U.S. equity outlook.  This 
aggregate metric is determined by multiple data points across four broad market-moving dimensions: Technical, 
Sentiment, Macroeconomic, and Valuation. The daily result determines equity exposure in our tactical strategies.  
 
 

 
As of 5/31/2019. Data provided by Bloomberg, NorthCoast Asset Management.  
 
 
The information contained herein has been prepared by NorthCoast Asset Management LLC (“NorthCoast”) on the basis of publicly 
available information, internally developed data and other third party sources believed to be reliable. NorthCoast has not sought to 
independently verify information obtained from public and third party sources and makes no representations or warranties as to 
accuracy, completeness or reliability of such information. All opinions and views constitute judgments as of the date of writing without 
regard to the date on which the reader may receive or access the information, and are subject to change at any time without notice 
and with no obligation to update. This material is for informational and illustrative purposes only and is intended solely for the 
information of those to whom it is distributed by NorthCoast. No part of this material may be reproduced or retransmitted in any manner 
without the prior written permission of NorthCoast. NorthCoast does not represent, warrant or guarantee that this information is 
suitable for any investment purpose and it should not be used as a basis for investment decisions.  
 
PAST PERFORMANCE DOES NOT GUARANTEE OR INDICATE FUTURE RESULTS.  
 
This material should not be viewed as a current or past recommendation or a solicitation of an offer to buy or sell any securities or 
investment products or to adopt any investment strategy. The reader should not assume that any investments in companies, securities, 
sectors, strategies and/or markets identified or described herein were or will be profitable and no representation is made that any 
investor will or is likely to achieve results comparable to those shown or will make any profit or will be able to avoid incurring substantial 
losses. Performance differences for certain investors may occur due to various factors, including timing of investment.  Investment 
return will fluctuate and may be volatile, especially over short time horizons.  
 
INVESTING ENTAILS RISKS, INCLUDING POSSIBLE LOSS OF SOME OR ALL OF AN INVESTMENT.  
 
The investment views and market opinions/analyses expressed herein may not reflect those of NorthCoast as a whole and different 
views may be expressed based on different investment styles, objectives, views or philosophies. To the extent that these materials 
contain statements about the future, such statements are forward looking and subject to a number of risks and uncertainties. 
 
 
 
 


