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President’s Post
Insight & market commentary from NorthCoast President & CEO, Dan Kraninger

“Keep cool; do not freeze.”  Printed on the top of the old metal lids of Hellman’s mayonnaise.

A client of mine for over twenty years shared this anecdote about Hellman’s mayonnaise with me in 1999 and I’ve never

forgotten it. He picked it up from his boss at Exxon who would quote it to young managers who were rising up the

corporate ladder, and now to me, it seems to perfectly capture my view on the market.

2019 was a really good year. What can an investor complain about -- Dow +25%, S&P 500 +30%, US bonds +9%, Global

stocks +21% Global bonds +7%, Gold +19%. Everything appreciated in value. The economy grew, jobs were good,

inflation was tame, and the Fed was supportive with three rate cuts during the year. And all of this looks to still be in play

as 2020 opens. There is one thing in the back of my mind that bothers me though, which is getting harder to shake – the

rise and the impact of the mega cap stocks.

It’s not a coincidence that I chose a story from 20 years ago to start this letter. Why? Because the market’s growth and the

concentration of gains among the biggest stocks in the market reminds me a lot of January 2000. In 2000, the big names

were Cisco, Intel, GE, and Qualcomm. The price/earnings multiple for the top 10 stocks in 2000 was 62.6! Analysts like

Abby Joseph Cohen from Goldman were touting a new era for growth stocks and corporate leaders like Jack Welch were

celebrated as investors greeted their companies as the new one-decision stocks (one-decision stock = buy and never sell.

Popularized in the 70’s with Xerox and Polaroid before their decline and then afterwards with IBM). Of course, we all know

what happened next. The bubble burst in April 2000, ushering in a bear market that bottomed out in 2003 at -49%.

Amazingly, even today 20 years later, stocks like Cisco and GE have not returned to their year 2000 high. Cisco is down -

11% and GE is down -60% from their respective 2000 highs.

Today, the big names are Apple, Microsoft, Amazon, and Google (a combined market cap over $4 trillion), and the current

price/earnings multiple for these four is 42.5. In fact, 15% of the S&P 500’s return this year is attributable to just two stocks,

Apple and Microsoft. If their gains were stripped from the Dow Jones, the blue chip index would be nearly 1,100 points

lower than its current level. As a money manager, this has made stock picking more challenging because just being big

has historically not been an effective factor on which to base a buying decision. In fact, over time small caps tend to

outperform. In 2019 though, small caps were beaten by 8 percent by the S&P 500. Other productive factors such as profit

margin, earnings growth, and return on equity which have been historically good signals to buy a stock have similarly

underwhelmed. Consider Apple - did you know the company earned $11.91 a share in 2018 and has earned less in 2019

at $11.89 a share? Yet during that time, the stock appreciated 85%. Its P/E multiple grew from 13 to its current 25 all while

making 2 cents less a share. So long story short, this narrow market and more money being invested in passive ETFs and

Index mutual funds is concerning.
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Top Contributors to the Market’s 2019 Return
Apple and Microsoft accounted for 14.8% of 2019 S&P 500 gains

Source: S&P Dow Jones Indices. Data as of market close Friday, December 27, 2019.



Just because there are some crosswinds though doesn’t mean too much in my mind. As the quote suggests, we will simply

be cool and not freeze. After all, 2000-2002 was one of our brightest accomplishments as a firm – while the market sank -

49% those three years, we were -5% in our tactical equity strategy. I believe we have the right two models to again do well

navigating 2020 forward. First, regarding stock picking, we will continue to identify and invest in stocks that exhibit

multifactor strength. Yes the last three years have been an amazing mega cap success but if the market has taught us

anything over time it is that fads burn up and burn out. While the big cap S&P 500 dominated in 2019 just as it did in the

run up to 1999, what happened after 1999?

The only difference between the two lines in the above table is that in the S&P 500 Equal Weighted each stock contributes

1/500 of the return. It’s simply an average of 500 stocks together. The standard S&P 500 is cap-weighted which means the

biggest stocks (AAPL, MSFT, etc.) can have as much as 5% influence because they’re so big. Again, in our research, just

because a stock is big is not a reason to expect longer term outperformance.

Second, I believe our cash scaling strategy will continue to pay dividends. We are near 1/3 in cash right now as valuation

indicators are negative and the macro-economic signals have weakened. What is strong right now? Technicals. Or said

another way, prices are up. So we respect the market’s strength and are 2/3 equities exposed. As always, we will continue

to measure the combination of these signals and report to you in our monthly Navigator how they are changing. In 2000-

2002, there were times we held over 50% cash to hedge that market and I suspect there may be some times like that

ahead in the next three years.

So to summarize, we come back to the advice I received long ago: keep cool, but don’t freeze. Advice that is as good

today as it was when a German immigrant, Richard Hellmann, began selling his wife's mayonnaise at his New York deli in

1905.

As always, thank you for your business, and best wishes for a happy, healthy and prosperous New Year.

Sincerely, 

Dan Kraninger

President & CEO

800-274-5448 info@northcoastam.com northcoastam.com

Percentage of Stocks That Have Outperformed the S&P

Source: SG Cross Asset Research

Starting 12/31/1999 1 year later (2000) 3 years later (2002) 5 years later (2004)

S&P 500 -9% -37% -18%

S&P 500 Equal Weighted +8% -15% +36%



Data as of 12/31/19. Provided by Investor's Business Daily. Performance return is price return only. It does not include reinvestment of dividends.

2019: One Of The Best Years Of The Decade 
A strong economy, interest-rate cuts helped the stock market overcome tariffs and other bumps. The year started with the bottom of a sharp correction.
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    March 22
  Yields on the 
3-month Treasury

bill rise above the 10-year 
Treasury yield, an inversion 
that had not happened 
since 2007 and raises 
worries of a recession.

March 29
Lyft goes public at 72 a 
share, giving the rideshare 
company a valuation of 
about $22 billion. Shares 
close at 78.29, well off an 
88.60 session peak, and 
continue to slide in the 
months that follow.

April 25
Microsoft’s market value 
tops $1 trillion, the highest 
in the market, after shares 
jump to record high on 
strong earnings and 
guidance.

April 26
First-quarter GDP climbs 
3.2% as gains in inventories 
and trade offset soft 
consumer spending, easily 
beating views.

April 30
President Trump and 
congressional leaders 
agree to work on a $2 
trillion infrastructure 
program. Heavy construc-
tion and building materials 
stocks rise.

May 17
U.S. sanctions go into 
effect that limit access 
of critical technology to 
China’s Huawei Technolo-
gies. The move raises the 
stakes in the U.S.-China 
trade war and threatens 
development of 5G 
networks. U.S. officials 
accuse Huawei of enabling 
Chinese espionage. 

May 28
Global Payments and Total 
System Services agree to 
merge in a deal valued at 
$21.5 billion. The combi-
nation creates a stronger 
competitor in the 
merchant acquirer market.

June 9
         Raytheon and United 
       Technologies agree to 
     merge in a deal that 
    creates the No. 2 
   aerospace company, with 
   annual sales of about $77 
   billion. President Trump 
  expresses misgivings.

June 18
Fed leaves rates alone, but 
moves from “patient” 
stance to cut rates and 
says it “will act appropri-
ately to sustain the 
expansion.” Odds rise for 
2-3 rate cuts by year-end.

June 25
AbbVie agrees to buy 
Allergan, the maker of 
Botox, in a $63 billion cash 
and stock deal.

July 12
FTC approves $5 billion 
settlement with Facebook 
over the company’s privacy 
violations, Dow Jones 
reports. The fine is 
confirmed July 24.

July 23
Justice Dept. launches an 
antitrust investigation into 
whether major technology 
companies are stifling 
competition and hurting 
consumers.

July 25
The Justice Dept. approves 
the merger of Sprint and 
T-Mobile U.S. after the two
companies agree to divest
some assets to Dish
Network. Dish gets 9
million Sprint prepaid cell
customers.

July 31
Federal Reserve cuts fed 
funds rate for the first time 
since 2008, making a 
quarter-point cut. It also 
ends its balance sheet 
reduction two months 
early. But stocks slide 
after Powell does not 
signal further rate cuts.

Aug. 14
Yield on the 2-year climbs 
above the 10-year Treasury 
yield for the first time 
since 2007. The yield curve 
inversion sparks renewed 
worries of a recession.

Aug. 23
 China retaliates vs. new 
U.S. tariffs, spurring 
Trump to impose further 
punitive action. Powell 
signals another rate cut, 
but stocks plunge.

 Aug. 26
Oklahoma judge orders 
Johnson & Johnson to pay 
$572 million after ruling 
that its marketing contrib-
uted to the opioid crisis.

Sept. 25
       Stocks fall after threat 
     of impeachment against 
    Trump grows with 
accusation that he 
pressured Ukraine to 
investigate Joe Biden. Late 
in the day, House Speaker 
Nancy Pelosi launches a 
formal impeachment 
hearing.

Sept. 27
Chinese and other stocks 
tumble after reports that 
White House is consider-
ing delisting Chinese 
stocks from U.S. exchang-
es and placing limits on 
investors’ portfolio flows 
into China. Officials later 
deny such plans.

Oct. 16
Drug distributors McKes-
son, AmerisourceBergen 
and Cardinal Health 
reportedly are near an $18 
billion deal to settle claims 
of spawning the nation's 
opioid epidemic.

Oct. 30
The Fed, as expected, cuts 
fed funds rate by a quarter 
point. Powell suggests no 
more cuts are in store, 
saying only a "material 
reassessment" of the 
economic outlook would 
trigger another rate cut.

Nov. 4
      McDonald’s shares fall 
     to seven-month low 
   after the company fires 
CEO Steve Easterbrook for 
a relationship with an 
employee that violated 
company policy. Chris 
Kempczinski, president of 
the U.S. business, is 
promoted to CEO.

Nov. 12
Disney+ launches, with 
Disney announcing huge 
demand a day later, 
sending shares to record 
highs. Apple+ launched 
Nov. 1.

Nov. 20
Reuters reports that a 
“phase one” China trade 
deal is unlikely to be 
signed by year-end. China 
won’t commit to specific 
agricultural purchases, 
and it pushes back on 
congressional rebuke of 
Hong Kong human rights 
abuses. Trump threatens 
to hike tariffs. But a week 
later, the two sides take a 
conciliatory tone.

Nov. 25
Charles Schwab confirms 
it will acquire rival TD 
Ameritrade in an all-stock 
deal valued at $26 billion, 
creating a giant in wealth 
management. But 
antitrust concerns are 
expected.

Dec. 3
The U.S. threatens heavy 
retaliatory tariffs after 
France imposes a digital 
tax on U.S. tech giants.

Alphabet says Larry Page 
will step down as CEO and 
will be replaced by Sundar 
Pichai, CEO of the Google 
business.

Dec. 6 
Payrolls surge 266,000 in 
November as hourly wages 
grow 3.1%, both above 
views. The jobless rate 
falls to match a 
50-year-low of 3.5%.

OPEC+ agrees to steeper 
production cuts, to an 
additional 500,000 barrels 
per day during Q1.

Dec. 13
U.S. and Chinese negotia-
tors reach a phase-one 
trade deal that is limited in 
scope but removes threat 
of new tariffs.

Dec. 16
Boeing will halt production 
of 737 Max in January after 
further delays in getting 
the plane back in service.

Dec. 23
Boeing CEO Dennis 
Muilenburg is ousted. 
Chairman David Calhoun 
is named new CEO.

S&P 500:
29.2%

Jan. 2
Apple sharply cuts its 
sales forecast for the 
December-ended quarter 
to $84 billion from a prior 
guidance of $89 bil to $93 
bil. CEO Tim Cook blames 
disappointing iPhone 
sales, especially in China.

Jan. 3
Bristol-Myers Squibb 
makes a $74 billion offer 
to acquire Celgene. The 
deal creates a leading 
provider of cancer treat-
ments.

Jan. 4
Fed Chairman Powell says 
the Fed will be responsive 
to market moves that are 
giving mixed signals, 
suggesting it may pause 
rate hikes.

Employers add 312,000 
jobs in December, well 
above views and the best 
increase in 10 months. 
Wages rise 3.2%.

Jan. 29
PG&E, the largest utility in 
California, files for 
bankruptcy protection. The 
company faces billions in 
liabilities from wildfire 
losses.

Jan. 30
Fed says it will be 
“patient” with further 
tightening, suggesting 
future rate hikes are on 
hold. Powell says the Fed 
will keep a larger balance 
sheet than initially thought 
as it keeps curtailing 
quantitative easing.   

Feb. 14
Amazon.com cancels 
plans to build a headquar-
ters in New York City, 
citing political opposition 
to the project. Amazon 
says it will proceed with 
HQ projects in Virginia and 
Tennessee. 

Feb. 22
Kraft Heinz shares plunge 
27.5% after the company 
writes down the value of 
some of its top brands by 
$15.4 billion. An SEC 
subpoena and weak Q4 
results add to the compa-
ny’s woes, as Kraft faces 
changing consumer tastes.

Feb. 23
Danaher announces it will 
acquire the biopharmaceu-
ticals business of General 
Electric in a deal valued at 
$21.4 billion. The sale is 
part of GE’s strategy to 
shed biopharma assets.

Feb. 24
President Trump delays a 
March 1 deadline to 
impose new tariffs on 
Chinese imports, citing 
progress in trade talks.

March 8
U.S. payrolls grow by 
20,000 in February, far 
below expectations of 
175,000. The report fuels 
worries of a global 
economic slowdown.

March 10
Ethiopian Airlines 737 Max 
8 crashes mysteriously 
after takeoff, the second 
crash of that Boeing model 
in less than five months. 
Boeing shares plunge 
afterward as eventually the 
entire fleet of Max-series 
planes is grounded. The 
company also faces 
possible order cancel-
ations.

March 18
Fidelity National Informa-
tion Services agrees to buy 
Worldpay for $35 billion in 
cash and stock, part of a 
wave of consolidation in 
the payment processing 
industry.

March 20
Fed signals it will not raise 
interest rates in 2019 and 
sees just one rate hike in 
2020. It also sets a 
September end to the 
shrinking of its balance 
sheet, the legacy of its 
quantitative easing 
program.

April 5
U.S. employers add 
196,000 jobs in March, 
beating forecasts and 
alleviating worries of a 
slowdown. Wages rise 3.2%.

April 11
Disney unveils Disney+, its 
new streaming service with 
a vast content library, and 
a monthly fee of $6.99, well 
below Netflix. Disney stock 
soars 11.5% the next day.

 April 12
Chevron announces it will 
acquire shale producer 
Anadarko Petroleum for 
$33 billion. Days later, 
Occidental Petroleum 
makes a $38 billion bid. On 
May 8, Chevron walks 
away, saying it would not 
increase its offer.

April 24
The Nasdaq hits all-time 
high after the composite 
and the S&P 500 reach 
new closing highs in the 
prior session.

May 1
Powell signals that 
policymakers expect core 
inflation to rise back to 2% 
without an interest-rate 
cut. Stocks drop as hopes 
fade for a rate cut in 2019.

May 3
Unemployment rate falls 
to a 50-year low of 3.6% as 
U.S. payrolls swell by 
263,000 — well above 
forecasts.

May 6
Trump threatens to 
escalate tariffs after China 
backs away from key 
promises in trade talks. 
Higher tariffs go into effect 
May 10; China retaliates 
with duties on $60 billion 
worth of U.S. goods.

May 10
Uber goes public at 45 a 
share but starts trading 
below that price. The IPO 
raises $8.1 billion and
    values the company at 
     $82.3 billion. Shares 
      sink to 25.58 in 
       November.

June 3
Alphabet, Amazon.com, 
Facebook and other major 
technology stocks sell off 
on worries that U.S. 
authorities are considering 
antitrust and other 
regulatory moves against 
the big tech companies.

June 4
Powell suggests a 
summer rate cut as the 
U.S. faces a trade standoff 
with China. Powell says 
the Fed “will act as 
appropriate to sustain the 
expansion.”

June 7
Job growth slows to 75,000 
in May, well below 
estimates. The slowdown 
raises odds for an 
interest-rate cut, sending 
stocks sharply higher.

June 8
U.S. halts plans for tariffs 
on Mexican imports after 
that country agrees to take 
steps to slow the flow of 
illegal immigrants.

July 1
Stocks rally but pare gains 
after the U.S. and China 
restart trade talks without 
the threat of new tariffs. 
Trump says restrictions on 
sales to Huawei will be 
eased.

July 10
Powell’s testimony to House 
panel reassures investors 
that an interest-rate cut is 
set for July. He cites 
concerns about trade and 
the global economy. The 
S&P 500 tops 3,000 for the 
first time.

July 11
Trump administration 
drops plan to cut Medicare 
prescription-drug rebates. 
The proposal was a key 
component of Trump’s 
plan to reduce 
drug costs.

Aug. 1
President Trump says the 
U.S. will impose a 10% 
tariff on $300 billion in 
Chinese imports that were 
not already under tariffs 
after a round of trade 
meetings concludes. 

Aug. 5
China lets its currency fall 
below the key level of 7.0 to 
the dollar, calling it a step 
to protect against U.S. 
tariffs. China also halts 
purchase of U.S. farm 
products. Global markets 
plunge.

Aug. 13
Trump delays tariffs on a 
number of Chinese 
electronics and other 
imports, citing concerns 
about the holiday shopping 
season. Stocks surge. 

Viacom and CBS agree to 
merge, creating a giant 
with $28 billion in annual 
revenue. Both are 
controlled by Sumner 
Redstone’s holding firm. 

Sept. 9
Dramatic 2-day sell-off in 
growth stocks amid flat 
market.

Sept. 10
Apple introduces video 
streaming service priced 
at a lower-than-expected 
$4.99 a month, intensifying 
competition. Apple also 
announces a mobile 
gaming platform.

Sept. 16
Oil prices soar 15% to 
nearly $60 a barrel after a 
major Saudi Aramco 
facility is attacked by 
drones. A day later, the 
Saudi energy minister says 
output will be back to 
normal by month’s end.

Sept. 18
Fed cuts interest rates by a 
quarter point in a 7-3 vote 
that shows a Federal 
Reserve divided on future 
rate policy.

Oct. 1
Stocks sell off after PMI 
manufacturing index 
shows another month of 
contraction in September. 

Brokerage stocks tumble 
after Charles Schwab says 
it will eliminate commis-
sions on all stock and ETF 
trades. TD Ameritrade also 
says it will charge no 
commissions.

Oct. 8
Powell says the Fed will 
start expanding its balance 
sheet in response to a 
surprise crunch in 
overnight lending markets.

Oct. 11
Stocks rally more than 1% 
as Trump announces a 
possible “phase one” deal 
with China on trade and 
related issues.

Nov. 3
Saudi government sets 
initial public offering for 
Aramco. Citigroup, 
Goldman Sachs and 
JPMorgan are among the 
many banks handling the 
IPO. The largest-ever IPO 
prices in December 
valuing Aramco at $1.7 
trillion.

Dec. 2
ISM manufacturing index 
falls to 48.1, below views, 
signaling further contrac-
tion. Commerce Secretary 
Ross says new tariffs will 
go into effect Dec. 15 if 
there's no "phase one" 
China trade deal.
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NorthCoast Navigator
The NorthCoast Navigator is a market barometer displaying NorthCoast's current equity outlook. This aggregate metric 

is determined by multiple data points across four broad dimensions including Technical, Sentiment, Macroeconomic, 

and Valuation indicators. The daily result determines equity exposure in our tactical strategies.

Consumers and Trade Conflict

Last month closed out a year that saw stocks and bonds rising in 

tandem. This is the first time since 1998 that both asset classes 

increased by such levels. This phenomenon was largely due to an 

accommodating monetary policy and an improving economic 

outlook combined with rising fear of trade conflicts and geopolitical 

tensions. The end of the year brought some optimism to the latter 

as the U.S. and China signaled a preliminary deal is close at hand 

and Brexit appears set for the end of January. U.S. stocks’ rise this 

year has resulted in some dislocation from corporate earnings, 

which have had generally meager growth. As a result, valuations 

have deteriorated and equities currently appear overvalued. 

Earnings growth forecasts for 2020 have also been revised down.

U.S. economic data released in December showed that consumers 

are still driving the advance of the economy. The data also showed 

wage growth for lower-income workers – a sign of the tight labor 

market. Wage growth is typically a late-cycle indicator which may 

precede a recession.

Positive Outlook for the New Year

Generally, expectations for equities are positive but below the 

growth seen in 2019. The U.S. election will be top of mind for many 

investors, but election years have had little to no impact on long-

term investing and there is no statistical evidence that equities 

perform worse in election years. Due to the divided U.S. electorate, 

the upcoming election may be turbulent and cause pockets of 

volatility next year. However, we expect impacts to be short-lived 

and sector-specific. U.S. manufacturing and corporate investment 

have the chance to strengthen if a trade deal is reached. This 

change would lessen the dependence on consumers to drive 

economic growth. We still see elevated levels of risk for domestic 

equities with valuations at such high levels. International equities 

currently look more attractive with recovering macroeconomic and 

more reasonable valuations.

 Macroeconomic

• At 3.5%, November was the 21st 

consecutive month with a U.S. 

unemployment rate of 4% or lower, while 

adding 266,000 jobs over the month. 

Wages increased 5.3% in November over 

the same period last year. The wage 

growth rate topped the mortgage rate for 

the 1st time since 1972. 

 Sentiment

• Consumer sentiment, as measured by the 

UM Consumer Sentiment Survey, moved 

to its highest level since May, ending the 

year at 99.3.  However, US Purchasing 

Manager Index (PMI) ticked down in 

November to 48.1. 

 Technical

• Trend-following technical indicators 

remained positive as the trend 

strengthened in December. The S&P 500 

now sits 4%, 7% and 9% above its 50-, 

100- and 200-day moving averages, 

respectively.  The relative strength index, 

a measure of momentum, ticked up to its 

highest level since April. 

 Valuation

• U.S. equity valuations advanced to their 

highest levels in 2019 with the S&P 500 

Index P/E finishing at 21.6 and Forward 

P/E at 19.8.

As of 12/31/19
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Strategy Overview Q4 2019 2019 YTD
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Designed to first analyze 

market risk then determine 

the desired asset 

allocation and security 

selection 

Tactical Growth Global Asset Allocation 5.9% 17.8%

U.S. Sector Select Hedged U.S. Sector Rotation 7.3% 6.9%

International Select Hedged International Country Rotation 5.0% 2.9%

Tax-Managed Tax-Efficiency 5.1% 19.4%

CAN SLIM® All-Cap Growth 5.2% 17.3%

CAN SLIM® International All-Cap International Growth 6.7% 14.7%

G
ro

w
th

Seek to generate growth 

returns greater than the 

respective market 

benchmark

Global Select Global Country Rotation 8.6% 26.6%

U.S. Sector Select U.S. Sector Rotation 10.4% 29.1%

International Select International Country Rotation 9.0% 22.4%

Emerging Market Select Emerging Market Country Rotation 10.0% 21.7%

Legends Value All-Cap Value 9.1% 25.2%

Vista All-Cap Growth 5.5% 21.6%

C
o

re

Designed to meet the 

broad goals of growth and 

income and serve as the 

‘core’ of a portfolio

Diversified Core Global Asset Allocation 4.8% 17.6%

Diversified Growth Global Asset Allocation 6.2% 21.0%

In
c

o
m

e

Designed to generate yield 

and returns through 

traditional and non-

traditional income sources

Core Fixed Income Conservative Income Generation 0.7% 8.9%

Tactical Income Dynamic Income Generation 2.6% 12.0%

Aggressive Income Aggressive Income Generation 1.8% 9.7%

A
lte

rn
a
tiv

e

Aim to generate returns 

that are independent of 

the equity and fixed 

income markets

Zero Beta Liquid Alternative 0.0% 1.2%

Concentrated Stock Concentrated Stock N/A N/A

Strategy Performance
NorthCoast offers a suite of active investment strategies designed to meet the individual goals and objectives of the

investor. Our dedicated advisory team will work with you to construct a portfolio catered to your needs.

PAST PERFORMANCE DOES NOT GUARANTEE OR INDICATE FUTURE RESULTS. INVESTING ENTAILS RISKS, INCLUDING POSSIBLE 

LOSS OF SOME OR ALL OF THE INVESTOR’S PRINCIPAL.  

The information contained herein has been prepared by NCAM on the basis of publicly available information, internally developed data and other 

third party sources believed to be reliable. This material is for informational and illustrative purposes only and should not be viewed as a 

recommendation or a solicitation to buy or sell any securities or investment products or to adopt any investment strategy.  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. 
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