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Global Equities Continued to Push Higher in May as Optimism around Economic Re-opening and Massive Stimulus Efforts Offset Rising U.S.-China Tensions

April’s historic economic contraction was worse than expected as nationwide lockdowns to mitigate the spread of the virus brought the economy to a near standstill. The
actual economic data for April, released throughout May, confirmed the deep recession anticipated by the markets in March and evidenced early by economic anecdotes
and more timely alternative datasets. After leading the 5.0% first quarter contraction, consumer spending collapsed 13.6% in April, the most on record, as stay-at-home
orders kept spenders out of stores and fears of job loss led to highly cautious consumption. An unprecedented 20.5 million Americans lost their jobs, sending the
unemployment rate soaring to 14.7%, the highest since the Great Depression. Underemployment spiked from 8.7% to 22.8%, better reflecting the destruction by capturing
a shift to part-time employment and willing workers leaving the labor force. Payrolls continued to shrink in May based on the 10.4 million new claims announced during the 
month, lifting the ten-week total to more than 40 million, roughly 27% of February’s total payroll count. Small business confidence slipped to a low back to 2013 and
industrial and manufacturing output slumped by record amounts. Both ISM reports reflected significant deterioration in orders and employment. Every major housing
report reflected a double-digit decline in activity, excluding a surprise uptick in new home sales. Trade flows crumbled as the global economy shutdown, with exports
sliding 25.2% and imports dropping 14.3%. All of this unfolded against a backdrop of reinvigorated tensions between the U.S. and China that could threaten the trade deal.

Still, April's positive momentum for global risk assets resumed in the second half of May, pushing the S&P 500 up 4.5% and to its highest level since early March. Non-U.S.
equities rose 3.0%. The puzzle of obvious economic devastation and solid equity gains is solved largely by the sizable stimulus efforts unleashed by global governments and
central banks as well as early signs of activity stabilizing somewhat as economies begin to re-open. While consumer spending contracted sharply in April, personal income
soared by a record 10.5% on the billions in federal emergency economic payments and enhanced and expanded unemployment benefits, pushing the savings rate to a
record 33%. In addition, the House launched its starting point in negotiations around a potential next aid bill, with a plan for $3 trillion in additional spending. 

As it relates to the economy, every state has announced plans for varied degrees of resuming activity based on the status of its outbreak, leading to some extremely early
signs of stabilization. Although still at unprecedented levels, continuing jobless claims fell for the first time since the pandemic began, from 24.9 million to 21.1 million, in a
sign some laid-off workers were returning to their jobs as businesses open back up. Consumer confidence inched up from sharply depressed levels and, while overall small
business confidence fell, the outlook for the economy rebounded solidly. Surveys from regional Fed banks perked up to still-low levels in May and preliminary Markit PMIs
saw modest improvement. Home builder confidence recovered slightly and home purchase applications have improved for six weeks since mid-April. A successful
continuation of the re-opening process is largely considered contingent on testing, which continued to expand, and ultimately treatments and a vaccine. Reports of early
positive signs from a vaccine trial added to the broader optimism.

Also comforting risk assets was Fed officials often and clearly reiterating their commitment to keep rates low as the economy embarks on a long and tough recovery. This
pledge, however, kept Treasury yields bound within a tight range. The 2-year yield fell 3.5 bps to 0.16% and traded within a 10.0-bp range. The 10-year yield gained 1.3 bps
to close at 0.65% and was only slightly more active, traversing a tight 15.6-bp high-to-low range. May was the least volatile month for both since February 2019. With rates
at zero and the entire term structure low, the conversation shifted to what else the Fed may do to further stimulate the economy once it exits the recession. Forward
guidance and asset purchases are the clear favorites for possible actions with a growing interest in discussing yield-curve control. While futures at one point priced in the
possibility of a negative policy rate, every Fed official who addressed the topic pushed back strongly on the idea of negative rates in the U.S., including Chair Powell.
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ISM's manuf. and services 
new orders (-15 pts, -20), 
production (-20, -22), and 
employment (-16, -17) 
plunged in April

Auto sales 
plunged to 
8.6MM in April, 
low back to 1976

President Trump believes 
the virus began in a 
Chinese lab; Warren 
Buffett sold all airline 
holdings, sees nothing 
"that attractive"

Factory orders 
fell by a record 
10.3% in March

Treasury announced
record $2.99T to be 
borrowed in 3Q

Futures priced in a 
negative fed funds 
rate (in 2021) for the 
first time

Initial 
jobless
claims 
totaled 
3.2MM

Payrolls collapsed by 
20.5MM as unemployment 
shot up to 14.7% but was 
suppressed by statistical 
quirks; U-6 of 22.7% better 
gauges reality

Small business
confidence fell in 
April (new low since 
2013) but outlook 
rebounded to 
highest since 2018

Treasury 
reported 
record 
spending, 
deficit for 
April

Powell said Fed's "view
on negative rates...has 
not changed, ...not 
something...we're 
looking at"

Initial 
jobless
claims 
totaled 
3.0MM

April's retail sales were 
shockingly bad with core sales 
down 15.3% versus an 
expected 5.0% decline

Industrial production and 
manufacturing output 
posted the biggest 
contractions on record

UM consumer 
confidence saw surprise 

increase in May

Fed's SMCCF began 
buying corporate 
bond ETFs

Fed Chair Powell said 
on 60 Minutes "really 
no limit to what we can 
do"

Moderna reported 
positive phase-one trial 
results for its 
experimental vaccine

Housing starts, 
building permits 
collapsed in April, but 
the NAHB housing 
index inched up in 
May after colossal 
April drop

Fed's April Minutes 
highlighted "extraordinary" 
uncertainty, "considerable 
risks" to the outlook

U.S.-China 
tensions heated 
up throughout 
the week (virus,
Taiwan, Hong 
Kong)

Initial 
jobless
claims 
totaled 
2.4MM

Global PMIs 
edged higher in 
May off April's 
record lows

Japan fell into 
deflation; China
pulled its GDP target

The European 
Commission proposed a 
750B euro recovery plan

The U.S. declared 
Hong Kong was no
longer autonomous 
from China

China passed 
controversial 
national 
security bill for 
Hong Kong

Initial jobless claims slowed for 
an 8th week to 2.1MM; 
continuing claims fell for first 
time since pandemic started

President Trump 
announced U.S. 
response to 
China's Hong 
Kong bill, ended 
funding for 
WHO
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Value
Dow Jones 25,383 4.26% h 15.81% h -11.06% i
S&P 500 3,044 4.53% h 17.79% h -5.77% i
Nasdaq 9,490 6.75% h 23.24% h 5.76% h

Stoxx Europe 600 350 3.04% h 9.47% h -15.75% i
China CSI 300 3,867 -1.16% i 4.91% h -5.60% i
Nikkei 225 21,878 8.34% h 15.65% h -7.52% i

Yield

U.S. 2-year 0.16% -3.5 i -8.5 i -140.9 i
U.S. 5-year 0.30% -5.9 i -7.6 i -138.7 i
U.S. 10-year 0.65% 1.3 h -1.7 i -126.5 i

German 10-year -0.45% 13.9 h 2.4 h -26.2 i
U.K. 10-year 0.18% -4.7 i -17.2 i -63.8 i
French 10-year -0.08% 3.2 h -6.3 i -19.6 i
Italian 10-year 1.48% -28.7 i -4.7 i 6.4 h
Japanese 10-year 0.01% 3.5 h -1.7 i 1.6 h

Value
WTI Crude 35.49$ 88.38% h 73.29% h -41.88% i
U.S. Dollar 98.34 -0.68% i -0.71% i 2.03% h
Gold Spot 1,730 2.60% h 9.71% h 14.04% h
Commodity Index 63.54 4.33% h 2.71% h -21.45% i

Existing Home Sales MoM New Home Sales MoM Core Retail Sales

ISM Manufacturing Manufacturing Production Core PCE YoY
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INTENDED FOR INSTITUTIONAL INVESTORS ONLY. The information included herein has been obtained from sources deemed reliable, but it is not in any way guaranteed, and it, together with any
opinions expressed, is subject to change at any time. Any and all details offered in this publication are preliminary and are therefore subject to change at any time. This has been prepared for
general information purposes only and does not consider the specific investment objectives, financial situation and particular needs of any individual or institution. This information is, by its very
nature, incomplete and specifically lacks information critical to making final investment decisions. Investors should seek financial advice as to the appropriateness of investing in any securities or
investment strategies mentioned or recommended. The accuracy of the financial projections is dependent on the occurrence of future events which cannot be assured; therefore, the actual results
achieved during the projection period may vary from the projections. Interest rate swaps and derivatives are offered and sold via Vining Sparks Interest Rate Products, LLC. The firm may have
positions, long or short, in any or all securities mentioned.  Member FINRA/SIPC.
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An unimaginable 20.5MM jobs were lost through mid-April, 
sending unemployment surging to the highest since the Great 

Depression

Less severe than expected 
but worst since 2010

Retail sales fell by a record while consumer 
confidence recovered less than expected in May

ISM surveys posted significant deterioration 
in key indexes tracking orders, production, 

and employment

Existing home sales plunged in April, volatile new 
home sales surprised by ticking up; mortgage 

applications have improved since

Biggest drop in 
records back to 

1919
Lowest since 2011


