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Equities rallied for the fourth consecutive month, propelling stock indexes to record 
levels in May.  The 10-year U.S. Treasury rate fell below 2.5 percent, as declining 
interest rates continued to push bond prices higher. 
 

Behind the rebound is a view that stocks will continue to benefit from robust 
earnings, low interest rates and scant inflation.  If those conditions persist, the 
market’s climb could very well continue. 

 Gregory Zuckerman, WSJ – 6/1/2014 
 

News from the economic front: 

• The Commerce Department announced that the U.S. economy (GDP) actually 
contracted by 1% in the first quarter of 2014.  The revision represents the first 
GDP decline in 3 years.  

• Consumer sentiment fell in May, due to economic uncertainty and weak wage 
growth. 

• Eurozone growth for the first quarter came in at a dismal 0.2% rate. 
• Residential real estate markets are slowing down.  The U.S. home ownership 

rate currently stands at 64.8% … down from the peak of 69.2% set in 2004. 
• Total U.S. debt (government, corporate, and personal) now stands at 350% of 

GDP.  The average for other developed nations is even worse at 440% of 
GDP.  Note that economists consider anything over 275% to be problematic. 

 

These total debt measures are just a reminder that the world is still awash in 
debt.  By definition, debt simply brings future consumption to the 
present.  Therefore, high debt levels will eventually lead to reductions in future 
consumption (and related GDP). 

Rising stock values and declining interest rates would seem to be forecasting different 
outlooks on the economy.  In fact, many of the prognosticators are confused … and 
worry that the bond market is actually predicting an economic slowdown.  So, what 
does the bond market know that we don’t?   

Coming off of a poor first quarter, economic expansion may be poised to gain 
momentum.  That still seems to be the consensus forecast.  Employment continues 
to be the key.  While top line jobs growth and unemployment rates look good, the 
quality of jobs and labor participation rates continue to disappoint.  Overall, the net 
result has been weak wage growth. 

 



 
Weak economic growth in the Eurozone is reflected in stock valuations.  By some 
measures, European stocks now trade at a 40% discount to U.S. stocks.  U.S. stock 
values appear reasonable relative to earnings, but corporate profits are at very high 
levels.  (U.S. profits are now over 10% of GDP, well above the 7% average over the 
past 50 years.) 
  

Over the past eight to 10 years, the rubber band has been stretched, with profits 
abnormally high relative to GDP.  Historically, you end up with zero real earnings 
growth over the next 10 years when the rubber band has been stretched this far. 
 
                                                     Rob Arnott, Research Affiliates – WSJ 6/1/2014    

 

China continues to be a concern.  Growth is slowing and risks include a shadow 
banking crisis, high levels of government debt, and a slowing real estate 
market.  Investor monies, on the other hand, are flowing back into emerging 
markets at the fastest pace in over a year … and emerging market stocks advanced 
3.5% in May alone.  

 
  

Some describe the current situation as a “muddle-through” or a “glass half-full” 
economy.  The investment outlook would suggest caution.  This is not a time to be 
complacent.  Remain diversified, rebalance portfolios, and make sure you have 
enough liquidity (cash reserves, etc.) to cover near-term as well as potential needs.  
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