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Lockdown starts to lift
Global markets generally rose during May amid hopes of economic recovery as lockdowns eased around the world.
Japan lifted its state of emergency; restaurants and bars reopened in Italy; and Spain announced that it would cease
quarantine restrictions. Investor sentiment was also bolstered by progress reports from various companies
undertaking coronavirus vaccine trials. By the end of May, the World Health Organisation (WHO) had confirmed just
under six million cases of COVID-19 worldwide, with 367,166 deaths recorded.

In the UK, non-essential retailers were told they could re-open from mid-June, while car showrooms and outdoor
markets were permitted to open from the start of the month. The UK economy contracted by 5.8% month on month
during March and the services sector fell by a record 6.2%. The FTSE 100 Index rose by 3% during May.

Although many equity markets ended the month higher than they began it, Hong Kong was a notable exception.
Investorsʼ confidence in the outlook for the territory was undermined by the news that China is set to make national
security laws for the territory, clamping down on dissent and raising questions over Hong Kongʼs special economic
status. The Hang Seng Index fell by 6.8% over the month. Elsewhere, Japan slipped into recession: having already
shrunk in the final quarter of 2019, the countryʼs economy contracted at an annualised rate of 3.4% in the first three
months of 2020. Nevertheless, the benchmark Nikkei 225 Index rose by 8.3%, boosted by hopes that the economy
might start to stabilise.

As the US continued to emerge from lockdown, Federal Reserve (Fed) Chair Jerome Powell warned that a fresh wave
of COVID-19 infections could damage economic recovery. Consumer spending and retail sales fell heavily during
April, while exports dropped by over 25%. The Congressional Budget Office (CBO) expects US economic growth to
decline by 38% year on year during the second quarter. The Dow Jones Industrial Average Index climbed by 4.3%
during May. Fears of possible deflation in the eurozone moved a step closer during May as the regionʼs rate of
inflation fell to 0.1%. The European Commission (EC) downgraded its economic forecasts for the region: the
eurozoneʼs economy is tipped to shrink by 7.75% this year before recovering to 6.25% next year. During May, the Dax
Index and the CAC 40 Index rose by 6.7% and 2.7% respectively.
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We'll meet again....
While lockdown has eased for many non essential retailers, our offices
remain closed.

We are working on procedures for re-opening the office when we are told
it is safe to do so. Even then, meetings will certainly be limited and we
will be asking any visitors to adhere to the procedures for their safety and
ours.

In the meantime we have a range of ways to communicate with you all
and we would love to hear from you and have a catch up.

Corporate defaults rise

US Treasury bond yields rose during May: government spending
continued to rise and central bank policy showed signs of shifting
as Federal Reserve (Fed) Chair Jerome Powell emphasised that
the Fed would take all necessary action to support the US
economy, and had not “run out of ammunition by a long shot”.

The ten-year US Treasury bond yield rose from 0.62% to 0.66%
over May, but dipped towards the end of the month as relations
between the US and China worsened. US ten-year Treasury bond
yields have remained below 1% since mid-March. Meanwhile, the
30-year US Treasury bond yield rose from 1.27% to 1.41%.

The global rate of corporate defaults reached their highest
year-to-date levels since 2009, according to S&P Global Ratings,
which found that defaults across all regions increased as social
distancing measures and lockdowns hampered economies.
Consumer products led the global default count, followed by media
and entertainment. Overall, the most common cause of default so
far this year has been missed interest and principal payments.

Credit ratings agency Fitch found that the percentage of issuers
with a “negative” rating outlook has posted a significant global
increase across sectors as the impact of the pandemic has
intensified. Financial institutions have experienced the most
substantial increase in revisions from “stable” to “negative”. Fitch
downgraded its forecasts for global economic growth in 2020, and
now expects the global economy to contract by 4.6% this year,
compared with an earlier forecast of -3.9%.

At a regional level, Fitch maintained its forecasts for the US, China
and Japan, but cut its outlooks for the eurozone, India, Brazil, and
the UK. Looking further ahead, Fitch does not expect pre-virus
levels of GDP to return until at least mid-2022 in the US, and even
later in Europe. After experiencing outflows of £7.4 billion in
March, investorsʼ appetite for fixed income funds recovered in
April, resulting in net retail inflows of £903 million.

Demand for funds in the Global Bonds sector rebounded during
the month, according to the Investment Association (IA), and the
sector was ranked in the top ten most popular IA sectors for April.
Other fixed income sectors that appeared in the top ten included
Sterling Corporate Bond, Sterling High Yield, and Sterling Strategic
Bond, which staged a strong comeback after ranking in last place
during March.
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US/China relationship sours
Relations between the US and China deteriorated further during May as the
US blamed China and the World Health Organisation (WHO) for the
pandemic.

The US Senate passed the Holding Foreign Companies Accountable Act, in
which US-traded issues are required to surrender their listings on US
exchanges if they do not comply with US audits, following which President
Donald Trump terminated support for the WHO. By the end of May, the WHO
had confirmed over 1.7 million cases of COVID-19 in the US, with 101,567
deaths recorded.

Every sector in the S&P 500 Index ended May in positive territory. The
best-performing S&P sector during the month was information technology,
followed by materials, and communication services; in comparison, energy
was the weakest performer, followed by consumer staples and real estate.

As the US continued to reopen, Federal Reserve (Fed) Chair Jerome Powell
warned that the outlook remained “highly uncertain and subject to significant
downside risks”; nevertheless, he reiterated that the central bank had not “run
out of ammunition by a long shot” and would take whatever action was
necessary to support the economy. The Congressional Budget Office (CBO)
expects US economic growth to fall by 38% year on year during the second
quarter. Weekly unemployment claims rose to almost 41 million by the end of
May and while they are expected to continue to climb, the rate of increase is
set to moderate.

Although government stimulus payments increased personal income by
10.5%, consumer spending fell at a monthly rate of 13.2% in April. The
personal saving rate climbed to 33%. Meanwhile, retail sales tumbled,
posting a month-on-month drop of 16.4%. The decline spanned almost every
sector: in particular, sales at clothing stores fell by 78.8%, while electronics &
appliances dropped by 60.6% and furniture & home furnishing slumped by
58.7%. Credit card spending is estimated to have fallen by 40%, and several
well-known retailers – including J.C. Penny, J. Crew, and Neiman Marcus –
declared bankruptcy.

Bank of England keeps its options open
Demand for gilts remained strong during May as the economic outlook
continued to deteriorate.

During May, the Government issued a tranche of three-year gilts with an
effective negative interest rate of 0.003%. This is highly unusual because
it means that, at maturity, investors will not be paid back in full. The BoE
believes that the UK economy could contract by as much as 14% this
year, before rebounding in 2021 to grow by 15%.

In his evidence to the Treasury Select Committee, BoE Governor Andrew
Bailey said that bigger companies that were already overindebted before
the coronavirus pandemic had to take responsibility for this; however, he
emphasised that more debt was not the answer to the problem. BoE
policymakers are keeping monetary tools – including the possibility of
negative interest rates – “under active review”, and the Governor
commented: “It is quite a nuanced policy tool … We are not ruling it in,
but we are not ruling it out”.
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Is Europe heading for deflation?
Lockdown restrictions continued to ease across Europe during May. Schools, shops, bars and restaurants began to
reopen and quarantine restrictions were relaxed. During May, the Dax Index rose by 6.7% while the CAC 40 Index
climbed by 2.7%.

By the end of May, the World Health Organisation (WHO) had confirmed 2.1 million cases of COVID-19 across
pan-Europe, with 180,085 deaths recorded. The European Central Bank (ECB) expects the eurozoneʼs economy to
contract by between 5% and 12% this year with a medium scenario of -8%, according to ECB President Christine
Lagarde. France fell into recession at the end of April, and Italy followed suit in May.

The pandemic has amplified the European financial sectorʼs existing vulnerabilities, according to the ECBʼs Financial
Stability Review. Key risks include “richly valued” asset prices, question-marks over the sustainability of sovereign and
corporate debt, “fragile” investment funds, and pressure on banksʼ profitability. Concerns over the possibility of
deflation in the eurozone intensified during May as the rate of inflation in the region fell to 0.1%, pulled down by a 12%
decline in energy prices. The news stoked expectations that the ECB would expand its programme of asset purchases
in June. Eurostat reported that several individual eurozone members – including Greece, Ireland, Italy, and Portugal –
experienced deflation during May.

The ECBʼs inflation target remains “below, but close to, 2%”. The European Commission (EC) cut its economic
forecasts for the eurozone during the month; the EC now expects the eurozoneʼs economy to contract by 7.75% this
year. The economies of Germany and France are expected to contract by 6.5% and 8.2% respectively during 2020;
meanwhile, Italy, Spain and Greece are all forecast to shrink by almost 10%. The eurozoneʼs economy is predicted to
rebound by 6.25% in 2021, but the speed and strength of recovery in each member state will depend on the speed at
which lockdowns are lifted, its economyʼs exposure to tourist income, its structure, financial resources and debt levels,
and its individual government policies.

European Commissioner for the Economy Paolo Gentiloni commented: “Europe is experiencing an economic shock
without precedent since the Great Depression. Both the depth of recession and the strength of recovery will be
uneven”. He also warned that divergent performance from the individual member states “poses a threat to the single
market and the euro area”.
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