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STOCKS

The Standard & Poor’s 500 index ended the month of May by
closing at just one point higher than it started. Ups and downs
during the month failed to gain or lose much ground for this widely
followed benchmark of stocks. A move up from 4131 on the 1st to
4132 on the 31st is nothing to write home about especially after
dropping mid-month to a low of almost 3800 before recovering. The
NASDAQ index, with its heavy exposure to big-name tech and social
media stocks, slid 2.05% from the beginning of May to the end. The
Russell 2000 index of small capitalization companies gained 019% in
May, showing decent relative strength vis-à-vis the S&P 500 and the
NASDAQ. Note that the April trend of selling in tech stocks and
buying in energy stocks continued into May as the move from
growth to value became even more evident.

BONDS

The best that could be said for the bond market is that it stopped
going down in May after April’s serious bout of selling.
Unfortunately, it’s hard to get too excited about the small gain so far
as fixed income prices are just beginning to come back again. The
yield on the 10-Year bond ended May at 2.84%, lower than April’s
month-end yield of 2.93% for a positive return of 0.58% for the
month, according to Bloomberg. The 2-Year U.S. Treasury Note
registered a similar return for the month (0.59%) as its yield dropped
from 2.72% to 2.56%. The Fed Funds futures contract for settlement

in December 2022 stood at 2.62%, which means the market has
priced in an increase of more than 1.5% between now and year-end.
The Fed is signaling it will raise rates by 50 basis points at each of the
next two meetings, which would bring the top end of its range to 2%.
The important annual Jackson Hole conference held by the Fed in
August may yield some deeper insights into the path forward for the
Funds rate. We note that changes in monetary policy tend to have a
delayed impact on the economy, with a lag of up to 24 months in
previous cycles. Therefore, it is reasonable to expect some pause to
allow them to see how these increases are taking effect. At present,
Fed Funds futures for settlement in December 2023 indicate only a
small increase to about 3.00%, which suggests the market has priced
in a slower rate of increase beyond year-end 2022.

ECONOMY

The central issue facing the economy remains the emergence of
higher inflation levels than previously anticipated by the Federal
Reserve Board or the U.S. Treasury Department. The effects of the
Russia/Ukraine war dragged on putting upward pressure on
commodities prices. For example, West Texas Intermediate Crude
continued to trend higher in May from $102.94 to $114.67 per
barrel. Prices at the pump moved up across the country. Although
the average nationwide price this week is said to have exceeded
$6/gallon, stations at some locations in California had gas priced at
$8/gallon or higher. The Bureau of Labor Statistics in mid-May
reported an April consumer price index inflation rate of 8.26% year

SUMMARY: Stocks mostly stopped selling off and currently seemed to have found some support. The S&P 500 and
the Russell 2000 Small Cap Index ended the month with slight gains. However, the NASDAQ, heavily weighted with
big, well-known tech names, continued to sell off. Bonds showed small gains as the rise in rates has taken a pause.
The economy continues to face inflationary pressures as the price of oil keeps heading upward and gas at the pump
costs more. Investors will be looking to the Federal Reserve Board’s signals as to how high and at what pace they
expect to increase interest rates.

US Equities Hitting Some Turbulence P/Es Have Fallen to Fair Value 2 Year & 10 Year Have Retraced a Bit
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over year – that’s down from the March rate of 8.54%. The May
inflation report will be released by the BLS on June 10th.

The Producer Price Index for final demand increased 0.5% for the
month of April, seasonally adjusted. This rise followed a monthly
advance of 1.6% in March. The Bureau of Labor Statistics report
showed that “on an unadjusted basis, final demand prices moved up
11.0% for the 12 months ended in April.” Sales growth for the S&P
500 stocks remained positive for the quarterly period reported from
the quarterly period from 2/16/2022 to 5/15/2022, according to a
Bloomberg analysis. Earnings of those stocks for the same period,
while not as positive as the sales figures, also showed growth. The
outlook for growth into the next few quarters is clouded by
uncertainty about inflation and interest rates.

Real gross domestic product declined at an annual rate of 1.5% in
the first quarter of 2022, according to an estimate released in late
May by the Bureau of Economic Analysis. In the fourth quarter of
2021, real GDP had increased 6.9%. Treasury Secretary Janet Yellen
on Tuesday (May 31st) told CNN’s Wolf Blizter, “I think I was wrong

about the path that inflation would take...as I mentioned there have
been unanticipated and large shocks to the economy.” Near the end
of 2020, Yellen had expressed the notion that a “small risk” of
inflation might be “manageable.” It’s always surprising when
government officials admit they may have made a mistake, but it’s
also refreshing. In late May the White House announced a meeting
between Federal Reserve Chairman Jay Powell and President Biden,
indicating the administration’s concerns about the effects of rising
interest rates on the economy. It’s the first time during the Biden
Presidency that Mr. Powell has been invited to the White House for a
talk.

The news that pending home sales dropped in April by 3.9% is
concerning as it marks the 6th straight month of decline in the
widely followed economic measure.

INVESTMENT OUTLOOK

That both the stock market and the bond market seem to have
found some price support in May, which may be encouraging. On
the other hand, if the price of oil continues to trend upward it may
be difficult for government authorities to curb inflation. It will take
great agility on the part of the Fed to get inflation under control
without putting the economy in jeopardy. Powell has referenced
Paul Volcker, who famously raised interest rates into the low-20%
range to get inflation under control. However, that came at the
expense of two back-to-back recessions in the U.S. economy.
Whether there is sufficient intestinal fortitude on the part of
government officials do make similar moves is yet an unanswered
question. That Covid variants are a continuing health issue is an
unfortunate addition to the list of concerns.

Uncertainty is always present in one form or another in the
markets and experience has shown us that a proper balance of
high quality stocks and bonds held for the long term may be the
best approach to achieve good investment results.

Manufacturing: Still Strong Consumer Spending: Still Strong Core Inflation: at 40-year High

May Last 12 Mos.

Dow Jones Industrial Average 0.3% -2.6%

Nasdaq Composite -1.9% -11.5%

S&P 500 Composite 0.2% -0.3%

S&P MidCap 400 0.7% -6.5%

S&P SmallCap 600 1.9% -8.7%

MSCI World  ($) 0.1% -4.8%

MSCI World ex U.S. ($) 0.8% -9.0%

Bloomberg U.S. Aggregate 0.6% -8.2%

90-Day Treasury Bills 0.1% 0.1%

Consumer Price Index NSA* (Apr 2022) 0.3% 8.3%

*NSA: Not Seasonally Adjusted     Sources: Bloomberg LP & Wright Investors' Service, Inc.

Total Investment Returns — 5/31/2022
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