
Research 
Review
 May 2024

Following a bumpy April in which many key sectors across the financial markets faced performance 
headwinds amid a backup in interest rates, May brought a reversal of fortune in the form of interest rate 
declines and a rebound in risk and high-quality assets. In the global equity markets, domestic equities 
outperformed international—particularly emerging markets. From a capitalization perspective, smaller cap 
domestic equities participated in the monthly risk rally and essentially matched the performance of large cap. 
Bond markets regained their footing as recent upward pressure on many inflation surprise indices moderated, 
leading to a nearly 20 basis point (bp) decline in the 10-year U.S. Treasury Note yield, which ended the 
month at 4.50%. High-yield spreads widened slightly but remained near the lower end of their cyclical and 
historical range. Like the stock and bond markets, most major real asset sectors saw positive returns in May, 
with real estate investment trusts (REITs) and global listed infrastructure posting mid-single digit returns, while 
commodity futures—i.e., Bloomberg Commodity Index—witnessed a third consecutive month of gains.
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Economic Update
Stagflation Worries Return as Inflation Proves Sticky and Growth Has Cooled   

"The gradual declines across the household survey since early 2023 have helped to stop the cyclical improvement 
in the headline unemployment rate in its tracks." – Mike O'Conner, CFA

The U.S. economy has displayed significant global leadership in the post-pandemic era, with the historically tight 
labor market garnering considerable attention. Since January 2021, the U.S. economy has generated an average 
monthly gain of nearly 400,000 jobs, the strength of which helped send the headline unemployment rate, also 
known as the U-3, to a cycle low of 3.4% in both January and April 2023. 

The rebounding labor market became so out of balance that at one point in spring 2022, there were 
approximately two job openings for every unemployed individual—a ratio that historically is reversed. 
Accompanying the highly unbalanced labor market were mid-single-digit annual employee wage gains. While 
these gains generally failed to outpace the rise in the cost of living, they helped serve as a tailwind behind the 
multi-decade high inflation rates that immediately followed the brief business cycle contraction in early 2020. 

Fast-forwarding to May 2024, many headline measures of the health and well-being of the labor market have 
appeared sound, although they have exhibited a cooling in recent months. In May, for example, the Bloomberg 
median sell-side consensus estimate implied a monthly gain of 180,000 in nonfarm payrolls; however, the actual 
reading smashed expectations with a print of 272,000 jobs, sending odds of a 2024 Federal Reserve (Fed) rate 
cut decidedly lower. While financial media headlines quickly highlighted the upside surprise on the payrolls 
front, several worrisome developments continued to build during the month.

First and foremost is a historically wide divergence between the establishment survey of employment—from 
which the monthly nonfarm payrolls data is derived—and the less widely followed household survey of 
employment, which impacts data such as labor force participation and demographic trends. While the 
establishment survey has appeared on a nearly straight-line uptrend since the pandemic, the household survey 
has essentially flatlined over the trailing year. 

The gradual declines across the household survey since early 2023 have helped stop the cyclical improvement in 
the headline unemployment rate in its tracks. In fact, despite the 272,000 gain in payrolls in May, the 
unemployment rate actually rose 0.1 percentage points to 4%, the highest level since January 2022 and 0.6 ppts 
above the cycle low. This is due in part to a 250,000 shrinkage in the labor force and a broader 408,000 increase in 
the count of unemployed persons. The gradual deterioration in the unemployment rate over the trailing year 
pushed the reported rate above its 3-year moving average in May for the first time in the current economic 
expansion, a cyclical dynamic that historically has placed market participants on “recession watch.”
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To conclude, financial markets rebounded in May as upside inflationary surprises moderated, interest rates 
declined, and the U.S. economy continued to display an expansionary bias. While labor market data for the 
month continues to appear sound, lurking underneath the surface is growing evidence of fundamental 
weakness that demands asset allocators’ attention.
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Global Equity

Equity markets rebounded in May after a  
brief decline in April. Continued demand for 
artificial intelligence (AI) drove returns as 
developed markets outperformed their 
emerging market counterparts. Slow but 
continuing disinflation in the U.S. and 
European Union gave investors confidence 
that the rate cuts expected later this year 
from major central banks may still happen, 
which did occur after the end of the month 
when the European Central Bank cut their rate 
25 bps on June 6. This confidence 
provided a tailwind for small cap stocks, 
which had their best-performing month 
year-to-date. 

U.S. large cap equities bounced back after 
experiencing negative absolute returns in 
April. Strong earnings results led the rally, 
specifically in the communication services 
and information technology sectors. 
Another contributor to performance was 
cooler inflation, as the April print marked the 
first time inflation did not exceed 
expectations this year. One of the biggest 
headlines during the month was the return of 
“meme stocks” GameStop (GME) and AMC 
Entertainment (AMC). The market presence 
of the Reddit user who led the short 
squeeze of these two names in 2021 caused 
prices and trading volumes to 
increase considerably during the month.

European equities ex-UK slightly 
underperformed their U.S. counterparts in 
May. Trends were similar to those in the U.S., 
apart from the underperformance of the 
consumer discretionary sector. Three of 
Europe’s “Magnificent 7” stocks, Louis 
Vuitton, Hermes, and Ferrari, declined as the 
luxury goods sector corrected from recent 
expansion. The price corrections were 
mainly driven by a decline in consumer spending 
and a surplus of inventory.

G R O W T H  C O N T I N U E S  T O  O U T PA C E  VA L U E
U.S. Style Returns

Data source: FTSE Russell
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Although they underperformed other developed markets, UK-based equities reached record highs after 
rebounding from a brief recession in the latter half of 2023. Defense stocks in the UK and broader Europe 
continue to outperform on the back of tensions in the Middle East and Eastern Europe. More holistically, UK 
equities are still trading at around a 50% discount when comparing UK valuation ratios to the U.S., even with the 
FTSE 100 Index establishing a new all-time high. These low valuations, combined with a recent recession breakout, have 
promoted increased deal flow in the UK, with bid activity for UK-listed companies reaching its highest level 
since 2018.

The Nikkei 225 Index remained relatively unchanged in May. A rise in long-term interest rates acted as a 
tailwind for the financials sector while the information technology sector underperformed. As net exporters, 
large cap Japanese companies are typically content with currency weakness; however, low yen levels have 
started to weigh on consumer sentiment. Consequently, Japanese companies have repurchased shares at a 
record pace, with 2024 share buybacks already totaling 67% of last year’s total.

The MSCI Emerging Markets (EM) Index was also relatively unchanged, with mixed returns from different 
regions. The energy sector struggled amid weakened oil prices, negatively affecting countries such as the 
United Arab Emirates, Qatar, and Saudi Arabia. Eastern European countries contributed positively to overall 
performance due to idiosyncratic earnings results and currency strength. China outperformed despite 
real estate debt defaults and President Biden’s tariff actions.

R  E  L  A T  I  V  E  D  I  S  C O U N  T  S  A  C  R O  S  S  T  H  E  P  O N D  
MSCI UK vs. MSCI USA Valuation Multipes

Data source: FactSet
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Fixed Income

Rates fell in May, with the 10-year Treasury 
falling 18 bps to 4.51% and the 2-year 
Treasury falling 15 bps to 4.89%. The 10-year 
Treasury rallied to 4.36% mid-month, however, 
as the April Consumer Price Index (CPI) rose 
0.3%, slightly below expectations of 0.4%. This 
eased inflation fears following multiple hotter 
prints earlier this year. Additionally, 
employment data pointed to a potential 
gradual softening of the labor market.

In Japan, the 10-year Japanese government 
bond rose nearly 20 bps in May to reach 
1.06%, surpassing 1% for the first time 
since April 2012 as the Bank of Japan (BOJ) 
continued to roll back its easy monetary 
policy. Additionally, Japan’s Ministry of 
Finance intervened in currency markets to 
protect the yen, which has continued to 
weaken and briefly touched ¥160 against 
the U.S. dollar—a level unseen since 
1990—prior to the intervention. This move put 
pressure on the BOJ to continue raising interest 
rates.

Treasury auctions returned to the limelight in 
the last week of May following multiple 
auctions—2-year, 5-year, and 7-year—
which “tailed,” where the clearing yield, or the 
yield required to sell all the treasuries, was 
higher than the market yield before the 
auction. This caused a brief surge in 
Treasury yields. However, despite continued 
supply concerns, the bid-to-cover ratio, or the 
amount of Treasuries bid on divided by the 
amount brought to market, remained near 
historical averages at around 2.4. The 
Treasury’s choice of funding, whether 
continuing to issue with a preference for 
short-term bills or shift back toward typical 
levels of longer-dated coupon bonds, will be 
closely monitored by market watchers.
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Real Assets

Real Estate
U.S. REITs rebounded in May but fell short 
of a full recovery from the sharp decline 
in April. Higher interest rates continue to 
pressure REITs, but fundamentals 
have remained strong across several 
sectors, particularly data centers, tele-
communications, and shopping centers. In 
May, data center REITs led performance as 
they continued to benefit from the artificial 
intelligence theme due to increased 
demand for hyperscale facilities from large 
technology companies.  

Developed Europe REITs outperformed 
the  U.S. for a second month ahead  of 
anticipated interest rate cuts by the 
European Central Bank (ECB). On June 6, the 
ECB cut rates from 4.00% to 3.75%, which 
many expect to provide a more supportive 
environment for European real estate. 

N a t u r a l  R e s o u r c e s
As measured by the West Texas Inter-
mediate (WTI) spot contract, crude oil 
prices declined 6% in May. Several factors 
contributed to the bearish sentiment, 
including a buildup in global inventories, 
economic growth concerns, and increased 
oil exports from Russia. Russia’s export 
increase came as a surprise as OPEC+ 
announced on June 2 that production 
cuts would be extended into the second 
quarter of 2024, potentially phasing out of 
reductions in the fourth quarter of the year. 
Conversely, the Henry Hub natural gas 
spot contract rose nearly 30% during the 
same period. Anticipations of warmer 
summer weather drove this increase, 
although inventories remained above the 
long-term average. 
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I n f r a s t r u c t u r e
Global listed infrastructure stocks rose 
in May, as measured by the Dow Jones 
Brookfield Global Infrastructure Index. The 
communications subsector, composed of 
data centers and cell towers, was the top 
performer during the month. Data centers 
contributed to the strong performance, but 
cell towers rebounded significantly after 
continued pressure from higher interest 
rates. 

Midstream energy infrastructure was 
relatively flat in May but has still posted 
double-digit gains in 2024, as measured 
by the DJ Brookfield Global Infrastructure 
MLP Index. Midstream energy continues to 
offer an attractive and competitive yield 
supported by improved industry 
fundamentals, and midstream master 
limited partnerships continue to grow 
dividends and execute share buybacks.
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Diversifying Strategies

Most hedge fund strategies performed well during the month, led by hedged equity and event-driven 
managers. It was a strong month for equity-oriented strategies, providing a solid tailwind to long/short 
equity and event-oriented allocations. 

Hedged equity was strongest in the technology, healthcare, and quantitative directional sectors. Under the 
event-driven umbrella, gains were focused on distressed/restructuring, credit arbitrage, and merger arbitrage.   

Systematic trend-following managers witnessed a reversal of fortunes in May. After four months of gains, the 
strategy experienced losses across currencies, energy, and bonds. In particular, currency losses were 
concentrated in long U.S. dollar allocations relative to the Euro and Australian dollar. Short exposure to U.S. 
Treasuries was another detractor for the strategy. Finally, losses stemmed from long crude oil and distillate 
positions in energy.

HEDGE FUNDS LED BY HEDGED EQUIT Y AND EVENT-DRIVEN
HFRI Indices Performance Returns (U.S. Dollars)

Data source: HedgeFund Research
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LEGAL DISCLAIMER
Certuity, LLC, a Delaware limited liability company (“Certuity”), is an investment adviser registered with the U.S. Securities 
and Exchange Commission (“SEC”). Registration of an investment adviser does not imply any specific level of skill or 
training and does not constitute an endorsement of the firm by the SEC. Certuity® is a registered trademark of Certuity 
Holdings, LLC. 

This presentation is intended solely for the person to whom it is delivered by Certuity. This presentation is confidential and 
may not be reproduced, in whole or in part, or redistributed to any party in any form, without the prior written consent of 
Certuity. The information enclosed in this presentation is confidential. By accepting it, you agree to treat it as such and any 
unauthorized use, reproduction, distribution or disclosure of this presentation or the information enclosed herein, in whole 
or in part, without the prior written consent of Certuity is strictly prohibited.

The information contained herein is for informational purposes only to describe certain of our investment strategies and 
related market commentary. The attached should not be construed to provide any specific investment advice to you or to 
recommend the purchase of any securities or other assets described herein, and should not be relied upon for 
purposes of making any investment decision. This presentation does not constitute, and should not be construed to 
constitute, an offer to sell, or a solicitation of any offer to buy, interests in any investment or private investment fund 
advised and administered by Certuity. Investors wishing to pursue any of the investment strategies described herein 
must obtain and review offering documents and other materials describing the investment or investment strategy. In 
addition, this presentation is not intended to serve as the basis for any contract to purchase or sell any security, or other 
instrument, or to enter into or arrange any type of transaction as a consequence of any information contained herein.

Certain information contained herein has been obtained or derived from unaffiliated third-party sources believed by 
Certuity to be reliable. Neither Certuity nor any of its affiliates or representatives makes any representation or warranty, 
express or implied, as to the accuracy or completeness of the information contained herein and nothing contained herein 
may be relied upon as an indicator or representation as to prior or future performance. 

Some of the materials contained herein may be characterized as “forward-looking statements”, which can be identified by 
the use of forward-looking terminology such as “may”, “will”, “should”, “expect”, “anticipate”, “target”, “project”, 
“estimate”, “intend”, “continue” or “believe” or the negatives thereof or other variations thereon or comparable terminology, 
and which may include, among other things, projections of future performance, estimates, forecasts, scenario 
analysis, or pro forma information. These forward-looking statements reflect Certuity’s views with respect to future 
events. Actual returns and results could differ materially from those in the forward-looking statements as a result of 
changes in assumptions, market conditions, and other factors beyond Certuity’s control. Investors are cautioned not 
to place undue reliance on such information. No representation or warranty, express or implied, is made or can be 
given with respect to the accuracy, completeness, fairness, reliability or suitability of any information included 
herein. Furthermore, no representation or warranty is made that the information presented, including the 
views expressed, will be realized as a result of implementing the investment strategy and proposed fund 
structure. Additionally, there is no obligation to update, modify or amend this report or to otherwise notify the recipient 
in the event that any matter stated herein changes or subsequently becomes inaccurate.

Products and/or services offered by Certuity are not deposits or other obligations of Certuity, are not endorsed or 
guaranteed in any way by Certuity or any banking entity, and are not insured by the Federal Deposit Insurance 
Corporation or any other government agency. Certain products and services may have restrictions on their transfer or 
sale. There can be no assurance that actual returns and results will not be materially lower than those presented. Any 
prior investment results or returns are presented for illustrative purposes only and are not indicative of the future 
returns of the issuers of the securities described herein. An investment in any Certuity product or investment service 
involves a high degree of risk and could result in the loss of your entire investment. 

All analyses and projections depicted herein are for illustration only and are not intended to be representations of 
performance or expected results. The results achieved by individual clients will vary and will depend on a 
number of factors including prevailing dividend yields, market liquidity, interest rate levels, market volatilities, and 
the client's expressed return and risk parameters at the time the service is initiated and during the term. Past performance 
is not a guarantee of future results.

Stock values fluctuate in response to the activities of individual companies and general market and economic conditions. 
Bond values fluctuate in response to the financial condition of individual issuers, general market and economic 
conditions, and changes in interest rates. In general, when interest rates rise, bond values fall and investors may lose 
principal value. Certain investment strategies tend to increase the total risk of an investment (relative to the broader 
market). Alternative investments, such as commodities, real estate, and short strategies, are speculative and entail a 
high degree of risk. Foreign investments are especially volatile and can rise or fall dramatically due to differences 
in the political and economic conditions of the host country. Certain investment strategies tend to increase the total 
risk of an investment (relative to the broader market).

This presentation is not intended to provide legal, accounting or tax advice. Because investment products and 
services often have tax consequences, you should consult your own attorney or tax adviser to fully understand the tax 
consequences of any product or services mentioned in this presentation. You should seek financial advice regarding 
the appropriateness of investing in any securities or investment strategies discussed in this presentation. 
Information regarding Certuity’s fee schedules are described in its Form ADV Part 2A. Any additional information 
regarding this presentation is available upon request.

All data is as of May 31, 2024 unless otherwise noted.
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Guidance, knowledge and access to solutions that
 empower clients to approach life with certitude.

This document is confidential and intended solely for the addressee. This document may not be published nordistributed
without the written consent of Certuity, LLC. Advisory Services offered through Certuity, LLC,  an SEC registered Investment Advisor.

® 2024 Certuity, LLC. All rights reserved.




