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Market Review                               May 2014 

Economic Review 
 

The U.S. economy contracted for the first time in three 
years as real GDP was revised to a negative 1.0% annual 
growth rate  in the first quarter, according to the second 
release, down from an initial estimate of +0.1% and lower 
than the consensus of -0.5%. The primary drivers of the 
downward revision were a large contraction in private 
inventories, a larger than expected trade deficit, and weaker 
government spending. The change in private inventories 
subtracted 1.61% from real GDP in the second release; this 
component subtracted 0.57% from real GDP in the advance 
estimate. Second quarter GDP is now expected to grow in 
the 3.0% - 4.0% range.  
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The unemployment rate declined 0.4% to 6.3%, the lowest 
level since September 2008, in part due to the labor-force-
participation-rate declining 0.4% to generational lows of 
62.8%. The underemployment rate (U6) dropped to 12.3%. 
Nonfarm payrolls expanded 288,000 jobs last month, the 
largest one month gain since January 2012. The four-week 
moving average of initial jobless claims declined to 311,500, 
the lowest since August 2007. Real average hourly earnings 
for all employees decreased 0.3% from March to April. This 
decrease is due to unchanged average hourly earnings 
combined with 0.3% increase in CPI. Real average hourly 
earnings fell 0.1% for the twelve months ending in April.  
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US Change in NonFarm Employment & Unemployment Rate
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Recent U.S. manufacturing data was mixed.  Driven by 
defense orders, durable goods orders climbed 0.8% in April, 
significantly above the consensus of -0.7%. Industrial 
production declined by -0.6% in April, well below flat 
expectations and the +0.9% rise the previous month. 
However, the April Institute of Supply Management (ISM) 
Manufacturing Index increased to 54.9, up from 53.7 in 
March. The employment index rose to 54.7 from 51.1 in the 
prior month, while the new orders index remained 
unchanged at 55.1. The ISM Non-Manufacturing index 
rose to 55.2, up from 53.1 in March. Growth in New Orders 
and Business Activity led the index to its highest level since 
August. The index expanded for the 51st consecutive month. 
A reading above 50 indicates expansion, below 50 indicates 
contraction. 
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ISM Report on Business

ISM (NAPM) Purchasing Managers Index - United States  
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Home prices increased 0.2% MoM during the month of 
March and gained 12.4% YoY according to the S&P/Case 
Shiller 20-city composite index. Existing home sales 
climbed 1.3% MoM in April to 4.65 million units (a.r.), the 
first gain in 2014. Existing home sales are still down 6.8% 
from 12 months ago. Inventory expanded to 5.9 months of 
supply. New home sales rose 6.4% to 433,000 units (a.r.) 
after two consecutive months of declines. Housing starts 
increased 13.2% MoM in April to 1.07 million (a.r.), with 
single family housing starts increasing 1%, while apartment 
buildings with at least five units saw a gain of 43%. Building 
permits increased 8% MoM to 1.08 million (a.r.) after 
declining by 2.4% in the prior month. 
 
The headline Consumer Price Index (CPI) increased 
+0.3% in April, in line with estimates and higher than 
+0.2% rise in March. The increase was broad based and 
primarily led by food and shelter costs. The index increased 
2% over the last twelve months, the strongest increase in 
nearly a year. Core CPI (CPI ex food and energy) rose 
+0.2% in April and +1.8% YoY. The Producer Price Index 
(PPI) for final demand advanced 0.6% in April while the 
Core PPI rose a modest 0.3%. Personal Consumption 
Expenditure Core Price Index, the Fed’s preferred measure 



 
 
 
 
 

2 | P a g e  
 

of inflation, increased at only +1.4% YoY, still below the 
Fed’s 2% target. The 5 Year/5 Year Forward Breakeven 
inflation rate remained unchanged at 2.42%. 
 
The minutes of the Federal Reserve’s April month-end 
meeting revealed that the Fed started considering several 
possible options for normalization of policy as a prudent 
measure. The Fed wants to make decisions about 
approaches to policy normalization and wants to 
communicate its plans to the public well before the first 
steps in normalizing policy become appropriate. During her 
testimony to the Joint Economic Committee, Yellen noted 
that the job market was “far from satisfactory” and that “a 
high degree of monetary accommodation remains 
appropriate”. The Federal Open Market Committee meets 
on June 17-18.  
 
The Eurozone first quarter GDP grew at a disappointing 
0.2%, well below the consensus estimate of 0.4% quarterly 
gain. The weaker than expected GDP growth and low 
inflation adds pressure on the ECB to be more dovish to 
stave off a deflation. The  breakdown of GDP growth by 
country reflected a mixed picture. Germany was the only 
major economy in the Eurozone that expanded. German 
GDP rose 0.8% in the first quarter and was 2.3% higher 
than a year earlier. The French economy remained stagnant 
while Italian GDP contracted -0.1%.  
 
Eurozone inflation remained below 1% in April despite a 
modest pick-up. Industrial production contracted -0.3% 
MoM in March. The European Central Bank (ECB) kept 
the benchmark interest rate on hold for the sixth straight 
month. ECB president Draghi said “the governing council 
is comfortable with acting next time” and flagged his 
concerns about the strength of the Euro.  
 
Japan’s first quarter real GDP grew at +5.9% (a.r.). The 
minutes from the Bank of Japan April meeting showed that 
most members agreed to keep quantitative easing going 
until the inflation target of 2% is reached. Japan’s retail sales 
slumped -13.7% from the prior month, the largest decline in 
14 years, after the first consumption tax increase since 1997 
dampened consumer spending. The government expects 
this effect to be of short duration. The Reserve Bank of 
Australia (RBA) kept interest rates on hold at 2.5% for the 
ninth straight month, in line with market expectations.  
 
Concerns continued to increase over Chinese growth 
prospects. Chinese industrial production slowed to +8.7% 
YoY, while retail sales slowed to +11.9% YoY. Housing 
starts in China declined -25% YoY. India’s fourth quarter 
GDP for the financial year 2013-14 grew at 4.6% vs. 

estimates of 4.7%. The YoY GDP grew at 4.7%, the second 
consecutive year of sub-5% growth and the weakest growth 
in over 25 years. India’s new prime minister, Narendra 
Modi, was sworn in after his party won a landslide victory. 
This gives the country its first single party majority in over 
20 years. The Indian election campaign and its results have 
been well received by the markets. Sensex gained 31.7% (in 
USD) since Modi was nominated as the prime minister 
candidate for his party in mid-September.  
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(INDEX) India SENSEX - Price Index, INR 
(INDEX) India SENSEX - Price Index, USD  

 Equity Markets 
 
Global equities rose for the fourth consecutive month on 
expectations for a rebound in U.S. second quarter growth, 
easing tensions between Ukraine and Russia and hopes of 
stimulus from central banks in Europe and Japan. The 
MSCI World index gained 2.06% to close the month at an 
all-time high of 1219.95. Domestic large cap stocks, as 
measured by the S&P 500, closed at a record high as well, 
shrugging off poor U.S. economic reports toward the end of 
the month. Large cap stocks outperformed the mid and 
small call indices, while growth outperformed value.  
 

 
Looking at other major developed nations, the DAX and 
the Stoxx 600 recorded their best performance since 
February. The Japanese Nikkei 225 posted its first positive 
month for the year, rallying +2.7% (in USD). The index is 
still down 7.22% for the year.  
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Emerging markets led the equity rally with MSCI 
Emerging Markets Index rising 3.5% (in USD) boosted by 
election results in India, easing Russian-Ukraine tensions, 
and speculation around Chinese stimulus.  
 

Bond Markets 
 

The 10-year and 30-year Treasury yields continued to make 
new lows for 2014, defying the consensus outlook of rising 
interest rates at the beginning of the year. The U.S. bond 
market, as measured by the Barclays U.S. Aggregate Index, 
advanced 1.1% in May and is up 3.9% this year. The 30-year 
Treasury yield reached its lowest level in nearly a year. 
Credit spreads remained flat last month. The Barclays 
Credit Index OAS remained at +98 bps over Treasuries, the 
narrowest level since summer of 2007.  

 
The 30-year U.S. Treasury bond yield fell 15 bps to close at 
3.31%, while the 10-year yield declined 19 bps to close at 
2.46%. The yield on UK 10-year benchmark bonds declined 
9 bps to close at 2.57%. The yield on German 10-year 
benchmark bonds fell 11 bps to end May at 1.36%. 
  
Commodities 
 
The S&P GSCI Total Return Index lost -0.44% in May and 
is up 3.52% for 2014. The Agricultural sub-index, the 
strongest performer in April, gave back almost all of its 
gains over the last two months due to better weather 
conditions and improving supply outlook for grains. The 
sub-index slumped -8.1% slashing the year-to-date 
performance to 9.4%. Wheat declined -13.06%, the worst 
monthly decline since September 2011, as better rainfall in 
U.S. and Canada allowed the spring planting season to 
progress normally and boosted the winter wheat harvest. 
Corn declined 10.26% as farmers in the U.S. planted over 
90% of the crop. The United States, the world’s largest 
producer of corn, is projected to reap a record harvest. 
Soybean prices however declined only -1.29% in May on 

strong demand from China and a delayed harvest in South 
America.  
 

The precious metals sub-index declined -3.72% in May 
bringing the YTD gains to 2.6%. Gold and Silver prices 
declined as easing Ukraine tensions saw the demand for 
safe havens wane. Gold is up 3.6% for the year. Industrial 
metals gained 2.6% in May; Nickel and Copper prices 
surged 4.9% and 3.5% respectively. Nickel prices dropped 
mid-May after a strong rally since February, but supply 
concerns from Indonesia and possible Russian export 
sanctions gave support to the price.  
 
Currency 
 
The US Dollar index, which measures the U.S. currency’s 
value against a basket of six major currencies, appreciated 
+1.11% in May to end at a four month closing high of 
80.39. Better domestic growth prospects and speculation 
that European Central Bank may expand stimulus helped 
the US Dollar’s comeback in May, after declining -0.75% in 
April. The Swedish Krona dropped 2.4%, while the Euro 
and the Swiss Franc slipped over 1.5% against the US 
Dollar. The Mexican Peso, Malaysian Ringgit, Korean 
Won, and Canadian Dollar appreciated over 1% against the 
greenback. 
 
The Euro tumbled in anticipation that the ECB may take 
unconventional monetary measures to counter the current 
low inflation and weak growth in its meeting on June 5th. 
The Euro/USD exchange rate closed at 1.36455 USD/EUR 
vs. 1.38655 USD/EUR in the prior month. The British 
Pound depreciated the most in four months, down -0.66% 
against the US Dollar to close at 1.67735. 
 
 

 


