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SUMMARY: Stocks and bonds had positive returns in May, fueled by stimulus-enhanced consumer spending as the
post-pandemic economy reopens. Rising inflation has attracted the attention of the Federal Reserve, which has started
to prepare the markets for monetary tightening. The timing of such a move remains likely in the future, however, as
the Fed remains more focused on getting the economy back to full employment and is willing to let inflation run for a
while. Stable bond yields would indicate that investors aren’t overly worried about any sudden shift in Fed policy.
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Stocks continued to rise higher in May amid a booming post-
pandemic economic rebound and heavy government stimulus. In the
U.S., the Dow Jones Industrial Average was the best performer, gaining
2.2% for the month to boost its 2021 return to 13.8%, while the S&P
500 rose 0.7% to add to its 12.6% year-to-date return. NASDAQ
continued to underperform the other two averages, falling 1.4% last
month to lower its return so far this year to 7.0%; tech stocks that
predominate in the index have fallen slightly out of a favor in the
current reopening trade while investors have shifted into value stocks.
Smaller cap stocks remained the best performers so far this year; the
S&P 600 Small Cap index rose 2.1% in May bringing its 2021 return to
23.2%, while the S&P 400 Mid Cap index added 0.2% to increase its
year-to-date return to 18.8%.

All 11 sectors of the S&P 500 have produced positive returns through
the first five months of this year, but their performance was mixed in
May. Energy stocks were the best performers for both periods, rising
5.8% for the month and 39.2% for the year as the price of oil has
jumped 36.7% on the back of the recovery. Consumer discretionary
stocks trailed in May, falling 3.8% to lower their full-year return to
6.2%. Foreign stocks outperformed their U.S. counterparts in dollar
terms, in part due to a weaker dollar. Eurozone stocks were the best
performers by region, gaining 4.2% as the dollar slid 1.7% against the
euro; likewise, U.K. stocks gained 4.0% as the dollar fell 2.8% versus
the pound. Asian stocks were also higher for the month.

Bonds had positive returns for the second straight month but
remained largely in the red for the full year. The Bloomberg Barclays
U.S. Aggregate rose 0.3% last month but is down 2.3% so far this year.
U.S. corporates and high-yield bonds also had positive returns for the

month. Outside the U.S., the Bloomberg Barclays Global Aggregate ex-
U.S. index gained 1.4% in dollar terms for the month, aided by the
weaker dollar, although it is down 2.5% for the year-to-date.

U.S. ECONOMY

Consumers are powering the U.S. economic rebound, although
spending abated somewhat in April. Personal consumption
expenditures rose another 0.5% after climbing 4.7% in March despite a
13.1% drop in personal income following March’s nearly 21% increase,
which was distorted by $1,400 government stimulus checks. Retail
sales, a smaller category, held steady at the prior month’s level, when
sales jumped 10.7%; sales were particularly strong in the automotive
sector and the beaten-down restaurant industry. But consumers still
have lots of pent-up demand to fuel future spending, with about $2
trillion in savings, according to one estimate. While April’s
employment report came in weaker than expected, with only 266,000
new jobs added and the unemployment rate rising slightly to 6.1%, the
number of new unemployment claims continued to drop steadily, with
the most recent week’s tally falling to 406,000, the lowest level since
the pandemic started. The Conference Board’s consumer confidence
index was down only marginally in May, falling to 117.2. “Overall,
consumers remain optimistic, and confidence should remain resilient
in the short term,” the Board said. In the wider economy, first quarter
GDP growth was unrevised at 6.4%, but consumer expenditures were
revised higher to an annualized rate of 11.3% from 10.7%. Looking
forward, leading economic indicators rose a better-than-expected
1.6% in April from 1.3% in March. With that gain, the index “has now
recovered fully from its COVID-19 contraction,” the Conference Board
said; the group “now forecasts real GDP could grow around 8 to 9%
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Manufacturing: Big Improvement Consumer Spending: Huge Rebound Core Inflation: Flaring Up

May Last 12 Mos.

Dow Jones Industrial Average 2.2% 38.8%

Nasdaq Composite -1.4% 46.0%

S&P 500 Composite 0.7% 40.3%

S&P MidCap 400 0.2% 56.8%

S&P SmallCap 600 2.1% 73.1%

MSCI World  ($) 1.4% 40.6%

MSCI World ex U.S. ($) 3.5% 39.6%

Bloomberg Barclays U.S. Aggregate 0.3% -0.4%

90-Day Treasury Bills 0.0% 0.1%

Consumer Price Index NSA* (Apr 2021) 0.8% 4.2%

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

Total Investment Returns — 5/31/2021
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(annualized) in the second quarter, with year-over-year economic
growth reaching 6.4 percent for 2021.” Headline durable goods orders
fell 1.3% in April but increased 1.0% ex-transportation, while core capital
goods orders rose 2.3%. Industrial production rose 0.7%.

Lack of housing inventory is taking a bite out of home sales, but values
keep rising, nonetheless. Sales of existing homes, the biggest category,
fell for the third straight month, slipping 2.7% in April to an annual rate
of 5.85 million, although they are up 34% over the same level of a year
ago. Pending sales fell 4.4% versus the month before but are up nearly
52% year-over-year. The median price of an existing home rose to a
record $341,600 in April, a 19% gain over the previous year, also a
record. Sales of new homes were also down, falling 5.9% to an annual
rate of 863,000 from March’s downwardly revised 917,000. Likewise,
housing starts fell 9.5% in April, although they were up 67% over the
same period last year.

INVESTMENT OUTLOOK

The Federal Reserve has started to prepare the markets for the

possibility of tightening its monetary policy and reducing its asset
purchases in the face of rising inflation, but a decision still seems to be
a way off. “If the economy continued to make rapid progress toward the
committee’s goals, it might be appropriate at some point … to begin
discussing a plan for adjusting the pace of asset purchases,” the minutes
of the Fed’s late April meeting said, thoughts that have since been
echoed by several Fed officials. “I don’t think we’re quite to that point
yet, but it does seem like we’re getting close,” St. Louis Fed President
James Bullard said. If inflation figures are an accurate indicator that the
economy is in danger of overheating, then investors would be wise to
anticipate some sort of monetary policy tightening, whether it’s a
reduction in asset purchases or an interest rate increase, or both. The
personal consumption expenditures index, the Fed’s preferred
consumer inflation barometer, rose at an annual rate of 3.6% in April,
while the core rate, which excludes food and energy expenses, rose
3.1%. The consumer price index jumped 4.2% year-over-year, the
highest such figure since 2008, while the core rate rose 3.0%. Producer
price hikes, which often find their way into finished goods, climbed at a
6.2% pace, 4.1% for the core.

While rising inflation is certainly something to be concerned about, we
think it’s still too early to worry about the possibility of Fed tightening.
For one thing, the Fed at the moment seems more concerned about its
other mandate, namely fostering full employment; despite rapid
progress toward a reopening, the unemployment rate is still more than
two percentage points above where it was before the pandemic, and
many people are still being laid off, albeit a steadily decreasing number.
Second, after rising sharply early in the year, yields on long-term
Treasury bonds have held steady, indicating there is no sense of urgency
among investors to bail on the prospect of higher rates. And third, a lot
of stimulus is likely still coming on the fiscal side, such as from President
Biden’s $6 trillion budget proposal. We therefore continue to believe
that the investment climate remains positive and that the Fed will be
able to steer the economy and markets forward without upsetting the
balance. We continue to believe that a portfolio of high-quality stocks
held for the long-term is the best strategy for investors.


