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Market Review                              June 2014 

Economic Review 
 
U.S. first quarter real GDP shrank at a 2.9% annualized 
rate (a.r.), down from -1% prior estimate (which itself was 
revised from 0.1% initial estimate), and well below the 
consensus contraction of -1.8%. This is the biggest quarterly 
contraction in five years and the largest downward revision 
of a second GDP estimate. The revision was primarily due 
to weaker than expected consumer spending, a wider trade 
deficit, and a large inventory drawdown. Consumer 
spending rose at 1.0% a.r. in the first quarter, the weakest in 
five years. Personal spending and retail sales were tepid in 
April and May causing economists to downgrade estimates 
for second quarter growth, which is now in the 2.2% to 
3.5% range. 
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The unemployment rate held steady at 6.3% in May, after a 
decline of 0.4% in April. The labor-force-participation-rate 
was unchanged in May at 62.8%. The participation rate is 
down 0.6% over the year. The 
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 employment-population ratio, at 58.9%, was also 
unchanged in May and has changed little over the year. 
Non-farm payrolls increased by 217,000, bringing the 
twelve-month average employment growth to 197,000 per 

month. The average workweek was unchanged at 34.5 
hours. Real average hourly earnings fell -0.2% as +0.2% 
increase in average hourly earnings (nominal) was more 
than offset by a +0.4% increase in CPI index. 
 
National and regional manufacturing surveys indicated 
continued expansion this month. Industrial production 
gained +0.6% in May, while capacity utilization rose to 
79.1%. The May ISM manufacturing index rose to 55.4, an 
increase of 0.5 from April’s 54.9, indicating an expansion for 
the 12th consecutive month. The ISM non-manufacturing 
index grew in May for the 52nd consecutive month and 
reached a nine-month high of 56.3.  
 
As expected, personal incomes rose +0.4% in May, while 
personal consumption expenditure (PCE) rose by +0.2%, 
well below the expected +0.4% . The PCE Price Index 
increased 1.8% YoY. The PCE Core Price Index, the Fed’s 
preferred measure of inflation, increased at +1.5% Year 
over Year (YoY) rate, still below the Fed’s 2% target. The 
headline Consumer Price Index (CPI) increased +0.4% in 
May, the most since February 2013. 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. The Core CPI (CPI ex food and 
energy) rose 0.3% in May and is also up 2.0% YoY. The 5 
Year/5 Year Forward Breakeven inflation rate declined 4 
basis points, to 2.38%.  
 
Growth of home prices slowed in April according to the 
S&P/Case-Shiller 20 City Home Price Index. The index 
rose 0.2% MoM, well below the 0.8% expected increase. 
New and existing home sales surprised on the upside. 
Existing home sales rose 4.9% MoM during May, faster 
than the 1.3% gain during April. New home sales also 
strengthened, growing 18.6% MoM. Higher than expected 
sales reduced the new homes inventory to 4.5 months.  
 
The Federal Open Market Committee reduced the pace of 
its asset purchases by another $10 billion to $35 billion at its 
June meeting, as expected. Risk assets rallied with U.S. 
markets, closing at record highs following Chairwoman 
Yellen’s dovish comments. The Fed sharply cut the 2014 
growth forecast to 2.1% - 2.3% from prior estimate of 2.8% 
to 3.0%. The FOMC next meets on July 29-30. 
 
The final estimate for Eurozone 1st Quarter 2014 GDP 
growth was 0.9% YoY compared to 0.5% in the previous 
quarter.  In the larger 28-nation European Union,(which 
includes members that do not use the Euro currency) first 
quarter growth registered at 1.4% YoY. For individual 
countries with available information, Hungary and Poland 
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(both +1.1 percent), Denmark (+0.9 percent), Germany 
and the United Kingdom (both +0.8 percent), recorded the 
highest growth compared with the previous quarter. The 
Netherlands (-1.4 percent), Estonia (-1.2 percent), Cyprus 
and Portugal (both -0.7 percent) registered the largest 
economic contractions.  The Eurozone headline CPI 
registered a tepid 0.5% YoY increase, highlighting the 
persistently tame inflation across Europe. Eurozone 
unemployment hit a four-month low of 11.7%, beating 
analyst expectations of 11.8%.  
 
The European Central Bank (ECB) cut both its main 
refinancing rate and deposit rate by 10 bps to 0.15% and  
-0.1%, respectively. This is the first time that a major central 
bank introduced negative deposit rates. The ECB also 
reduced its emergency overnight lending rate to 0.4%. 
Inflation and GDP forecasts were cut to +0.7% (from 1% 
previously) and 1% respectively for 2014.  
 
In the United Kingdom, economic data was mixed. The 
unemployment rate fell to 6.6% in April, below expectations 
of 6.7%. The unemployment rate has shed 0.5% since 
January. Inflation, on the other hand, fell to 1.5% in May. 
This was more than the 1.8% forecasted in April and below 
the estimate of 1.7%. Core CPI, which excludes food and 
energy prices, grew at 1.6% compared to 2% in the previous 
month.  The Bank of England (BOE) left monetary policy 
unchanged by leaving the benchmark interest rate at 0.5% 
and asset purchases fixed at a £375 billion pace.  
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In Asia, Japanese first quarter GDP growth was revised 
upward to 6.7%. The government cited greater than 
expected capital spending for the increase, which was the 
sixth straight quarter of expansion for Japan and the best 
quarter since Oct-Dec 2011. The Bank of Japan kept 
monetary policy steady and forecasted that inflation will 
reach the 2% target by 2015. Prime Minister Shinzo Abe 
unveiled a plan to reduce the Japanese corporate tax rate 
below 30% over the next several years. In India, the 

economy showed signs of promise as the new regime, 
headed by Prime Minister Narendra Modi, took over with 
the strongest parliamentary coalition in 30 years. June 
economic readings showed a rebound in industrial 
production and disinflation in food and retail prices, which 
have been over 8% since February 2012.  
  
Equity Markets 
 
Global equities mostly rallied in June. After a negative 
January, markets have risen for five straight months. The 
MSCI World Index rose 1.8% and is up 6.5% in 2014. 
Domestic large-cap stocks, as measured by the S&P 500, 
closed at a record high; shrugging off a significant 
downward revision to U.S. GDP and increasing political 
tension in the Middle East.  Domestic mid-cap stocks, 
measured by the S&P 400, rose 4.1% and the Russell 2000 
small-cap index gained 5.3%. The headline indices for 
Europe (STOXX 600) and the UK (FTSE 100) lost -1.2% 
and -0.5%, respectively. The MSCI Emerging Markets 
Index posted a 2.7% gain in June and is currently up 6.3% 
in 2014 after falling 2.27% in 2013. 
 

 
Stocks traded nearly straight up in June, pausing for three 
days in the middle of the month when news broke of unrest 
in Iraq and Syria caused by the militant group ISIS (or 
ISIL). Still, market volatility, as measured by the CBOE 
Market Volatility Index (VIX), recorded an intra-day low of 
10.42 on June 19. The VIX ultimately closed the month at 
11.57. A VIX reading of 10.42 is the lowest since January 
2007 and is only slightly higher than the 20-year low of 9.39,  
recorded in December 2006. Low levels in the VIX can be a 
sign of complacency by market participants. The Volatility 
Index for European stocks (Euro Stoxx 50 VIX) is nearly 
twice as high (20.89) as the U.S. reading.  
 

Bond Markets 
 
The actions of central banks continue to influence markets. 
Credit spreads tightened further in June as markets 
attributed some of the abysmal Q1 GDP decline to poor 
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weather and chose to focus on the accommodative monetary 
policy by the Fed and other central banks. European bonds 
rallied on ECB’s decision to set the deposit rate to negative 
(from 0 to -0.1%). UK bonds declined as the BOE suggested 
that rates may start rising sooner than markets expect.  
 
The U.S. bond market, as measured by the Barclays U.S. 
Aggregate Index, advanced 0.1% in June. Credit spreads 
narrowed to a new post-financial crisis low with the 
Barclays Credit Index OAS closing at +96 bps over 
Treasuries. The yield on the 30-year U.S. Treasury bond 
finished slightly higher at 3.34%, while the 10-year yield 

increased 6 bps to close at 2.52%. The yield on UK 10-year 
benchmark bonds climbed 10 bps to close at 2.67%. The 
yield on German 10-year benchmark bonds fell 12 bps to 
end May at 1.24%. 
  

Commodities 
 
The S&P GSCI Total Return Index, a headline index 
of 24 commodities, rallied 2.12% in June, and is up 
5.71% year-to-date. The Agricultural sub-index 
continued its slide in June, as better weather forecasts 
and a rosier view on crop yields pushed the sub-index 
down -7.07%. The year-to-date performance for the 
sub-index stands at 1.66% after recording 19% gains 
from January through April. Wheat [down -9.73%], 
Corn [-9.36%], and Soybeans [-8.20%] all posted 
substantial losses in June. The Corn sub-index has 
declined nearly 25% over the last 12 months and has 
lost over 43% since the August 2012 high.  
 
The Precious Metals sub-index reversed May’s losses 
by posting a 6.86% gain in June. Geopolitical tension 
in the Middle East may have caused a flight to safety, 
with Silver rising 12.47% and Gold gaining 6.1%. The 
instability in Iraq and Syria also pushed energy prices 

higher, as the Petroleum and Energy sub-indices each 
rallied over 3%. Brent Crude erased year-to-date losses 
by rallying 3.80% in June. Refined petroleum products 
also rallied, as Unleaded Gasoline [+3.55%], Heating 
Oil [+2.79%], and Gasoil [+2.53%] each posted 
strong gains in June.  
 
Livestock was the strongest performing sub-index in 
June, rallying 7.5% to add to year-to-date gains, which 
now stands at nearly 21%. Cattle led the rally, as record 
consumer demand for beef pushed both Live Cattle 
[+8.28%] and Feeder Cattle [+7.98%] to near-record 
highs. Feeder Cattle prices are up 24.55% year-to-date 
and 34.43% over the last 12 months.  
 
Currency 
 
The US Dollar index, which measures the U.S. 
currency’s value against a basket of six major 
currencies, depreciated -0.76% in June to close at 
79.78. Amongst the 16 biggest peers, the New Zealand 
Dollar rallied the most against the US Dollar, 
following a hawkish Reserve Bank of New Zealand 
statement.  
 
The British Pound closed near a six-year high against 
the US Dollar on better than expected UK economic 
reports, and on investor expectations for the BOE to 
raise interest rates soon. The USD/GBP rallied almost 
2% in June to close at 1.709. The Euro rallied a modest 
0.34% against the greenback to close at 1.369 
USD/EUR vs. 1.364 at the end of May. 
 

 


