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U.S. stocks led the bounce back in equities in May. NASDAQ
returned 6.9% on top of April’s 15.5% jump to boost its second
quarter return to 23.5% and its year-to-date gain to 6.2%, one of the
few major equity indexes to boast a positive return so far this year.
Both the Dow Jones Industrial Average and the S&P 500 returned
about 4.7% last month to increase their returns since the end of
March to 16.4% and 18.2%, respectively. Both indexes, however,
remain in the red for the year-to–date, with the Dow off by 10.1%
and the S&P 500 down 5.0%. Smaller cap stocks also joined in the
rally, as the S&P 400 Mid-Caps returned 7.3% last month and the 600
Small-Caps gained 4.3%.

Information technology continued to be the best performing
sector, gaining 7.1% in May to raise their year-to-date return to
7.3%. Materials were close behind with a 7.0% May return. All 11
sectors had positive returns last month and for the quarter-to-date,
with nine of them up by double-digit percentages; year-to-date, four
of them are in the green while seven remain in the red. Energy
stocks remain the worst performers year-to-date with a negative
34.5% return; the stocks were unable to benefit much from May’s
88% jump in crude oil prices, which are still 42% below 2019’s year-
end level.

Stocks outside the U.S. also had positive returns in May. Japanese
stocks were the best performers in U.S. dollar terms, returning 5.9%,
followed closely by eurozone stocks, which gained 5.7%. Chinese
stocks lost 0.5% last month but remain one of the world’s best
performing markets so far this year, down a relatively modest 5.0%.

Bonds continued to post positive returns in May, led by

nongovernment bonds. In the U.S., the Bloomberg Barclays U.S.
Aggregate, which is heavily weighted with Treasury securities,
returned 0.5%, but that trailed the 1.6% return for corporate bonds
and 4.4% for high-yield. The Federal Reserve announced that it has
purchased $1.3 trillion of corporate bond ETFs as part of a new asset
purchase program intended to lower corporate borrowing costs;
about a sixth of that total includes bonds of companies that now
carry below investment-grade ratings. Bank loans also had a good
month, returning 3.8%. Outside the U.S., the Bloomberg Barclays
Global Aggregate ex-U.S. index returned 0.3%.

U.S. ECONOMY

Reports on the U.S. economy show a steep drop in activity in the
first quarter and early second quarter. First quarter GDP was
revised downward to a 5.0% annualized decline, the largest drop
since the recession that followed the 2008 global financial crisis. The
same report said real consumer spending fell 6.8%, an upward
revision from the original estimate of a 7.6% decline. Moving into
the early second quarter, the economy moved further downward.
Industrial production plunged a record 11.2% in April after falling
5.4% in March. Manufacturing dropped by 13.7%, also a record,
while the capacity utilization rate fell to 64.9% from 72.7% the prior
month, its lowest rate since 2009. The Conference Board’s index of
leading economic indicators fell another 4.4% in April following
March’s 7.4% decline, while the Federal Reserve’s Beige Book
covering April and the first half of May said: “Although many
contacts expressed hope that overall activity would pick up as
businesses reopened, the outlook remained highly uncertain and most
contacts were pessimistic about the potential pace of recovery.”

SUMMARY: Stocks continued to rebound in May following the prior month’s double-digit returns amid signs that the
global economic shutdown is starting to ease as coronavirus cases recede. While equity returns remain in the red
year-to-date, the second quarter is shaping up to be a strong one. The economic outlook remains uncertain, but
fiscal and monetary stimulus programs are helping businesses and consumers weather the crisis while also buoying
asset prices.
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Nevertheless, there were signs that the economy may already be
bottoming out. The U.S. Institute for Supply Management’s
manufacturing index rose to 43.1 in May, still well below the
threshold of 50 that indicates expansion but up from April’s 11-year
low of 41.5 as automotive manufacturing plants resumed
production. Initial filings for unemployment benefits remain high but
have started to level off. The most recent tabulation covering the
third week of May came in at 2.1 million filings, down from 2.4
million the previous week and the nearly seven million at the end of
March, bringing the total to more than 40 million since mid-March.
Not surprisingly, consumer spending plunged 13.6% and retail sales
dropped 16.4% in April, both record declines. Yet personal incomes
jumped 10.5%, largely due to the nearly $300 billion of Treasury
stimulus checks and other government benefits that have gone out
to consumers to boost the economy. Also on the bright side, the
Conference Board’s consumer confidence index and the University of
Michigan’s consumer sentiment index both rose slightly in May
following sharp declines in April. “While the decline in confidence
appears to have stopped for the moment, the uneven path to
recovery and potential second wave [of the coronavirus] are likely to
keep a cloud of uncertainty hanging over consumers’ heads,” the
Conference Board cautioned.

Despite record low interest rates, home sales have taken it on the
chin as buyers remain wary of entering sellers’ homes until the
virus eases. Sales of existing homes dropped 17.8% in April to an
annualized rate of 4.33 million while pending sales dropped an even
steeper 21.8%. Yet that had no effect on home prices, as the median
price rose to $286,800, up 7.4% from a year earlier. Sales of newly-
built homes rebounded by 0.6% to an annual rate of 623,000 after
falling sharply the previous two months.

INVESTMENT OUTLOOK

While the U.S. economy will likely remain under pressure for some
time to come, it may be that the worst of the downturn is behind
us. Just about every state has now allowed businesses to reopen, at

least to some degree, as the number of new coronavirus cases
declines. Forecasts of the number of consumers seeking mortgage
and other debt relief look to have been overly pessimistic.
Pharmaceutical companies are working around the clock to find an
effective vaccine. More importantly, perhaps, the government and
the Fed remain steadfast in providing more financial relief, which will
help consumers and businesses but also support asset prices.
Congress and the White House are working on another multi-trillion
dollar stimulus package while Fed chair Jerome Powell told a “60
Minutes” audience that the Fed was “not out of ammunition by a
long shot” in trying to boost the economy and that there was “really
no limit” on what it can do. “The one thing I can absolutely
guarantee is that the Federal Reserve will be doing everything we
can to support the people we serve,” he said. The Fed’s balance
sheet recently topped $7 trillion, up nearly $3 trillion since the end
of February. That total now includes $1.3 trillion of corporate bond
ETFs, as well as Treasury and mortgage-backed securities. No doubt
more fiscal and monetary stimulus will be needed, but we believe
the economic and investment outlook looks a lot brighter than it did
just a few months ago.

Manufacturing: Comes to a Halt Consumer Spending: Takes a Hit Core Inflation: Hovering Around 2%

May Last 12 Mos.

Dow Jones Industrial Average 4.7% 4.8%

Nasdaq Composite 6.9% 28.7%

S&P 500 Composite 4.8% 12.8%

S&P MidCap 400 7.3% -0.8%

S&P SmallCap 600 4.3% -8.1%

MSCI World  ($) 4.8% 6.8%

MSCI World ex U.S. ($) 4.3% -3.1%

Bloomberg Barclays U.S. Aggregate 0.5% 9.4%

90-Day Treasury Bills 0.0% 1.8%

Consumer Price Index NSA* (Apr 2020) -0.7% 0.3%

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

Total Investment Returns — 5/31/2020
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