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Our index of leading indicators rebounded nicely in May, rising to 64 following three 

months at the neutral 50 level. Combined with a stronger 84 reading from our score of 

cyclical leaders (up from 79 in April), the results suggest a receding risk of recession. 

The improvement comes as the Bureau of Economic Analysis (BEA) said the U.S. 

economy shrank at a 0.7 percent annual rate in the first quarter. Amid few positive 

signs, our analysis has pointed to temporary factors for the winter weakness. We 

expect moderate expansion to resume.

A return to moderate growth would build on sound fundamentals for key components 

of demand: consumer spending, business investment, and to a lesser degree, residential 

housing. If these areas meet expectations, the economy should expand at a moderate 

pace, spurring growth in private nonfinancial-sector credit (Chart 1). This rise is normal 

in an expanding economy, providing opportunities for borrowers to manage balance 

sheets. It also gives credit investors an option for lower-risk returns and broadens business 

and profit growth opportunities for commercial lenders.  

The recovery’s  

accelerating credit 

growth provides  

a positive sign for  

the economy and  

the financial sector.
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Chart 1. Moderate economic expansion should encourage similar credit growth.

INVESTING

Credit growth, i.e., lending,  

helps the economy and financial 

stocks. Rebounding equity 

markets and low interest rates 

have also supported financial 

shares.
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Chart 2. Residential real estate lending 

trails other key categories.

Over the past few months, we’ve held that first-quarter economic weakness was likely 

due to temporary factors (https://www.aier.org/bcm). We analyzed underlying 

fundamentals for the consumer sector (April report) and the corporate sector (May 

report) and concluded that both remained solid. As a result, we expect growth to 

resume as domestic demand rebounds, despite export weakness amid a slowing global 

economy and the drag on the domestic energy industry caused by last year’s 

second-half oil price collapse.

Historically, private-sector credit growth has generally followed economic expansion 

(Chart 2). In a modern economy with an advanced financial system, borrowers have 

numerous options for obtaining credit. While U.S. commercial banks have been 

providing a shrinking share of financing, they remain an integral and important part 

of credit creation. 

Since 2004, the middle of the previous economic growth cycle, U.S. commercial  

banks have experienced a significant expansion, contraction, and rebound in balance 

-sheet assets. Key among these are loans (credit) to the various sectors of the economy. 

Chart 2 illustrates strong growth in lending to commercial and industrial (C&I) 

borrowers between 2004 and 2008. Commercial real estate loans and the catchall 

“other” category also experienced significant gains, while residential real estate and 

consumer loans trailed.

All categories of loans on commercial bank balance sheets contracted during the 

December 2007 to June 2009 recession and continued contracting into the economic 

expansion, though none retreated to their 2004 level. C&I loans and “other” loans 

were the first to start recovering. Both now lead among the loan categories, exceeding 

prior peaks and about doubling their 2004 levels. 

It wasn’t until 2012 that commercial real estate loans and consumer loans began  

to recover. But both have risen nicely since and are closing in on prior peaks, with 

commercial real estate also approaching a 50 percent gain over its 2004 level.

The major laggard continues to be residential real estate loans, which at just 7 percent 

above the 2004 level have yet to show a sustained recovery. As the economy rebounds, 

extending loans to more creditworthy customers helps both banks and borrowers  

and will provide another sign of a return to normalcy in the financial system following 

the Great Recession.

COMMERCIAL AND INDUSTRIAL 

LOANS ARE LEADING BANK 

LENDING HIGHER.
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Notes: Other loans include loans for securities, loans for agricultural 

production, loans to foreign entities, government obligations, loans to 

nonbanks, unplanned overdrafts, and lease financing receivables. 

Shaded area denotes recession. Index is based on dollar value of loans.

https://www.aier.org/bcm
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ECONOMIC OUTLOOK
The proportion of AIER’s Business-Cycle Conditions (https://www.aier.org/bcm) 

leading indicators deemed to be expanding improved to 64 percent in the latest month, 

following three months at the neutral 50 percent level. Each month, AIER calculates the 

percentage of its Twelve Leading Indicators that are judged to be cyclically expanding. 

A reading above 50 percent indicates that continued economic expansion is likely. 

In our May evaluation, 64 percent of our leading indicators were on an upward trend, 

marking the 69th consecutive month at or above 50 percent. Consistent readings 

above the midpoint suggest a low probability of recession over the next six to 12 months. 

Conversely, a drop below 50 percent indicates an increased chance of a future 

contraction. However, before drawing conclusions, we look for confirmation from our 

cyclical score of leaders. For May, it rose to 84 from 79 in April, well above neutral. 

With gains in our leader’s index and our cyclical score and with both comfortably above 

neutral, we conclude that the first-quarter economic weakness appears to have been 

temporary and that the probability of a recession occurring in the next six to 12 months 

has declined.   

The percentage of expanding coincident indicators fell to 83 percent in May, the first 

decline from a perfect 100 reading in 40 months. While consistent with the first-quarter 

weakness, we expect to see the coincident indicators return to 100 percent in coming 

months, following the rebound in the leading index. Among our six coincident indicators, 

three still managed to hit new cycle highs.

The proportion of lagging indicators judged to be expanding also fell in May, declining 

to 80 percent from 100 in April and dropping below 100 for just the fourth time in the 

past 36 months. Yet four of the six indicators reached new cycle highs, while one 

trended lower and one was indeterminate. Overall, the percentage expanding and the 

cyclical score for our leading indicators suggest a rebounding economy and declining 

probability of recession (Chart 3). 
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Expanding

Source: AIER. 

Chart 3. Indicators at a glance

Shaded areas denote recessions.  

A score above 50 indicates expansion.

https://www.aier.org/bcm
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Table 1. Inflationary pressures reappear.

  3-MTH. AVERAGE  CHANGE INFLATION

  Previous Latest PRESSURE

DEMAND AND SUPPLY

 Demand  

 Average hourly earnings  (April) 2.8% 1.8% Falling

 Nonfarm payrolls-chg., 000s ( April) 140.5 141.2 Rising

 Personal income (April) 4.7% 3.3% Falling

 Retail sales (April) -4.4% 2.4% Rising

 Supply

 Ind. prod. - consumer goods (April) 8.1% 0.0% Rising

 Manufacturing utilization (April) 77.9% 77.2% Falling

 Retail inventory/sales ratio (March) 1.430 1.460 Falling

MONEY, BANKING, AND CREDIT

 Fed funds rate (May) 0.125% 0.125% Stable

 Interest on excess reserves (May) 0.25% 0.25% Stable

 Money supply (M2) (April) 6.57% 6.60% Rising

 Money velocity (March) -3.1% -3.9% Falling

 Revolving consumer credit (March) 3.0% 0.5% Falling

COSTS AND PRODUCTIVITY

 Producer Price Index (April 2015 )

 Final demand -4.9% -2.5% Rising

     - Foods -3.9% -12.3% Falling

    - Energy -57.0% -5.6% Rising

    - Goods less food and energy -0.4% 0.0% Rising

    - Services 0.7% -1.8% Falling

 Import Price Index (January 2014 )

 Autos -2.8% -2.1% Rising

 Consumer goods ex. autos -2.2% -0.4% Rising

 Commodity prices (May 2015 )

 S&P GSCI Commodity Index -41.7% 18.1% Rising

 Wages and productivity (Q1-2015 )

 Private compensation 2.0% 3.0% Rising

 Nonfarm business productivity -2.1% -1.9% Falling

 Nonfarm business: unit labor costs 4.2% 5.0% Rising

Sources: Bureau of Labor Statistics, Bureau of Economic Analysis,  
U.S. Census Bureau, Autodata, Federal Reserve Board, Haver Analytics.

BUSINESS CONDITIONS MONTHLYINFLATION

AIER’s INFLATIONARY PRESSURES SCORECARD  

helps monitor trends that we believe contribute to the 

development of inflation. Our scorecard tracks 23 

indicators and evaluates the performance of each over 

the past three months compared with the prior three 

months. That is, we compute moving averages of the 

monthly changes for two consecutive, non-overlapping 

three-month periods and calculate the difference 

between the averages. A positive difference shows an 

upward trend, while a negative value indicates a 

downward trend. We then interpret the impact with 

respect to price pressures.

SCORECARD 

AIER’s Inflationary Pressures Scorecard 

shows firming in April. Twelve of 23 

indicators indicate rising inflationary 

pressures, up from nine last month. Nine 

indicators fell and two were stable.

Two factors behind the firming up in 

April loom large—rebounding energy 

prices and the depreciating foreign 

exchange value of the dollar. The sharp 

decline in oil and fuel prices seen in  

late 2014 has ended. Energy prices have 

stabilized in 2015 and no longer push 

down overall prices as they once did, so 

the energy components of the Producer 

Price Index (PPI) and the S&P Commodity 

Index point to rising inflationary 

pressure. In addition, the soaring dollar 

reversed direction in March and started 

losing value against other major currencies. 

This has led to rising inflationary 

pressures from imports, including autos 

and other consumer goods.

Among producer prices, the cost of goods 

excluding food and energy also firmed  

in April, suggesting that higher consumer 

prices may follow. This prediction is 

made uncertain by mixed signals about 

the ability of consumers to absorb higher 

prices. While jobs have been added to 

nonfarm payrolls, average hourly earnings 

and personal income have not grown  

as fast as they once did, suggesting weaker 

inflationary pressures. Nevertheless, 

retail sales have improved in recent 

months, increasing inflationary pressure. 
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 CONSUMER PRICE INDEX ANALYSIS

In April, the Consumer Price Index (CPI) increased 0.1 percent after seasonal 

adjustments, the third consecutive monthly increase. Compared with 12 months ago, 

however, the unadjusted CPI fell 0.2 percent, owing to the plunge in energy prices  

that depressed the index during the second half of 2014. A decrease in the CPI over a 

12-month period is fairly rare—in the past 20 years, it has happened only about  

5 percent of the time. 

Energy prices fell in April, as they did in most of the past 12 months. The past five 

years have been an unusual period for energy prices. The 2014 drop following fairly 

stable prices from 2011 into the first half of last year resulted in a five-year average 

annual decline of 0.9 percent, in contrast to an increase of 3.3 percent a year over the 

past two decades. (See Table 2.)

Food prices rose for most of the past 12 months, but that trend has stalled. Over the 

three months to April, food prices declined at an annualized rate of 0.2 percent, and in 

April they remained unchanged. As a result, over the past year food prices increased 

more slowly, on average, than they did over the past five or 20 years. 

The core CPI, which excludes the volatile categories of food and energy, continues to 

rise. In April it increased 0.3 percent, a pace little changed since the start of the year. 

Over the past 12 months the rate of increase in the core CPI returned to its long-term 

historical average value—close to 2 percent.

Within the core CPI, prices of goods continue rising more slowly than prices of 

services. Core goods rose at a 2.2 percent annualized rate in the three months to April 

and fell 0.2 percent during the 12 months to April. Over the same period, prices of 

core services increased 2.8 and 2.5 percent respectively. (See Table 2.) 

The faster growth in prices of services compared with goods is a long-term trend  

for the past 20 years. It has to do with productivity improvements and adjustments for 

higher quality tending to bring down the recorded prices of goods but not affecting 

the prices of services. 

Table 2. The CPI rose for the third straight month but fell from April 2014.

Data for April 2015 Share m/m % 3-mth.* 12-mth.* 5-yr.* 20-yr.*

Consumer Price Index 100.0 0.1 2.2    -0.2    1.7    2.2   

  Food   14.2 0.0 -0.2    2.0    2.3    2.6    

  Energy   7.7 -1.3 3.4 -19.4 -0.9 3.3

  CPI excl. food and energy  78.1 0.3 2.6 1.8 1.8 2.1   

    Goods excl. food and energy  19.6 0.1 2.2    -0.2    0.4    0.3    

        Apparel 3.4 -0.3 1.9    -0.8    1.1    -0.2   

        New vehicles 3.6 0.1 2.2    0.8    1.4    0.2  

        Medical-care commodities 1.8 0.1 3.2    4.1    2.4    2.8   

    Services excl. energy 58.6 0.3 2.8    2.5    2.3    2.8   

        Shelter  32.9 0.3 3.2    3.0    2.2    2.6    

        Medical-care services  6.0 0.9 4.3    2.6    3.0    3.9   

        Transportation services  3.8 0.1 1.6    1.6    2.3    2.5   

    Education 3.1 0.5 4.6    3.7    3.8    5.1

AIER’S EPI 38.4 0.0 5.4 -3.3 1.5 2.8    

*=annualized rate

Sources: Bureau of Labor Statistics, Haver Analytics.

Everyday Price Index

Our Everyday Price Index (EPI), 

which is not seasonally adjusted, 

was unchanged in April after 

increasing 0.8 percent in March. 

The CPI, which is seasonally 

adjusted, on the other hand, 

recorded a 0.1 percent gain. Over 

the past 12 months, the EPI has 

declined 3.3 percent while the CPI 

has decreased 0.2 percent. The 

EPI assigns more weight to energy 

than does the CPI.

Gasoline prices in AIER’s EPI 

stabilized in April. Both regular  

and midgrade rose less than 0.1 

percent while premium dropped 

by 0.1 percent. Gasoline prices 

have fallen 31.7 percent over the 

past 12 months. 

Food-at-home decreased 0.1 

percent in April as price hikes for 

seafood and fresh fruits were 

offset by a drop in pork. Seafood 

rose 1.2 percent, with frozen 

products gaining 3.2 percent. 

Fresh fruits increased 1.3 percent 

because of a 3.4 percent bump  

in citrus prices. Offsetting these 

increases was a 2.7 percent 

decline in pork. 

Prices for personal care were 

mixed in April. Personal-care 

services increased 0.1 percent, 

but personal-care products fell 

0.4 percent. Within personal-care 

products, dental and shaving 

items dropped 0.5 percent. 

Prescription drugs and medical 

supplies were unchanged in April 

but rose 5.6 percent over the 

past 12 months. 
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CONFIDENCE, CAUTION, AND 

DATA DEPENDENCE AT THE FED 

Since their March 17–18 meeting, members of the Federal Open Market Committee 

(FOMC), the Fed’s policy-making arm, have put forth a few key messages. First, before 

any “liftoff” of interest rates, meaning before implementation of the first increase in 

short-term rates since 2006, they need to see steady improvement in the labor market. 

Also, they need to have “reasonable confidence” that inflation is headed for the central 

bank’s goal of a 2 percent annual rate. Second, they are likely to be cautious during  

the period of policy normalization, or as they raise rates. Third, they are data-dependent 

and not on a predetermined course, meaning that any decision to raise rates is not an 

indication that regular increases of 25 basis points will follow. Rather, rate decisions will 

be made at each meeting, based on current data.

The conditions for “liftoff” were stated explicitly following the March meeting. In part 

the FOMC’s post-meeting statement read:

“The committee anticipates that it will be appropriate to raise the target range for the 

federal funds rate when it has seen further improvement in the labor market and is 

reasonably confident that inflation will move back to its 2 percent objective over the 

medium term.”

Improvements in the labor market have been a long-running goal for the Fed throughout 

the recovery. This is unsurprising given the severity of the job losses during the Great 

Recession and that the FOMC’s dual mandate includes achieving maximum employment. 

The challenge is the many measures for the labor market that FOMC members seem  

to focus on beyond payroll increases and the unemployment rate. This approach may 

stem from the long-standing criticism of using the reported unemployment rate as the 

only indicator of labor market conditions. Other indicators that policy makers consider 

include underemployment, which is captured by the Bureau of Labor Statistics’ (BLS) 

U-6 measure; wage rate increases; the “quit rate,” meaning the rate at which employees 

voluntarily leave jobs, presumably for better ones; the labor force participation rate; 

and the duration of unemployment. With so many measures, it’s difficult to anticipate 

when the FOMC members will be satisfied with labor market conditions, so close 

monitoring of all these indicators will be critical.

However, the concept of “confidence” in the outlook for inflation on the part of FOMC 

members as an explicit requirement is new. It has been repeated several times by Chair 

Janet Yellen, Vice Chair Stanley Fischer, and a number of Fed governors. Exactly how 

this confidence requirement translates into some type of stated or implied threshold is 

unclear, but one place we can look for guidance is in the quarterly FOMC projections.

Over the past year, the FOMC members have steadily lowered their outlook for core 

personal consumption expenditure (PCE) inflation (Chart 4). If these projections  

are indeed a proxy for the confidence level that FOMC members have about inflation 

heading back toward the 2 percent goal, we should expect a very cautious approach  

to raising rates. 

POLICY
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Chart 4. Confidence among Fed board 

members that inflation is headed toward 

the 2 percent objective appears to have 

faded recently.
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In a speech to a meeting of the Providence Chamber of Commerce in Rhode Island on 

May 22, Yellen reiterated the need for confidence in the inflation outlook: “For this 

reason, if the economy continues to improve as I expect, I think it will be appropriate 

at some point this year to take the initial step to raise the federal funds rate target  

and begin the process of normalizing monetary policy. To support taking this step, 

however, I will need to see continued improvement in labor market conditions,  

and I will need to be reasonably confident that inflation will move back to 2 percent 

over the medium term.”

Yellen also emphasized the likelihood of caution by policy makers. She continued, “After 

we begin raising the federal funds rate, I anticipate that the pace of normalization is 

likely to be gradual… which I expect would mean that it will be several years before the 

federal funds rate would be back to its normal, longer-run level.”

While Yellen spoke only for herself, we suspect her sentiment is shared by many, if not 

all, of her Fed colleagues.

Finally, noting the importance of fresh information and emphasizing that future rate 

moves have yet to be decided, Yellen added, “I should stress that the actual course of 

policy will be determined by incoming data and what that reveals about the economy. 

We have no intention of embarking on a preset course of increases in the federal  

funds rate after the initial increase. Rather, we will adjust monetary policy in response 

to developments in economic activity and inflation as they occur. If conditions 

improve more rapidly than expected, it may be appropriate to raise interest rates more 

quickly; conversely, the pace of normalization may be slower if conditions turn out to 

be less favorable.”

Fed officials are using communication as effectively as they can to explain their thinking 

and views. No one can be sure of the path for the economy, employment levels, and 

inflation, but the FOMC members are clearly laying out their framework for reaching 

rate decisions. Given this information and our view of the economy, we expect the first 

rate hike later this year but believe that further increases will occur only sporadically 

as a cautious Fed monitors conditions using the most current information.
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Chart 5. Nonfinancial corporate bond 

issuance surges amid historically low 

interest rates.

The depth and breadth of the Great Recession left few sectors untouched. Fixed 

income markets and the banking system were certainly no exceptions and were in 

some ways at the epicenter of the financial crisis that unfolded. Given the severity  

of the recession and nature of the causes, it’s no surprise that unconventional policy 

responses were necessary. While these measures have no shortage of critics and 

unintended negative consequences, positive developments that resulted can also be 

seen. Among these are the very low interest-rate environment that persists today  

and continued demand for quality, fixed-income securities. As a result, nonfinancial 

corporate borrowers who have the need and ability to tap credit markets directly  

have been able to take advantage of interest rates near historic lows by issuing debt. 

This has let borrowers adjust funding sources to obtain the lowest costs and build  

the most advantageous capital structure. 

As we noted in our analysis of the corporate sector last month, company balance 

sheets are generally healthy by historical measures of debt-to-net-worth levels.  

In addition, the low cost of capital has helped profit margins by lowering the interest 

expense associated with servicing debt and has allowed for better returns to investors.

Given this environment, it’s not surprising that nonfinancial corporate debt issuance 

has risen sharply since the end of the Great Recession and now stands at double  

the peak level before the downturn began (Chart 5). Furthermore, not only do issuers 

of low-cost debt benefit, but the financial services companies that help sell the  

debt benefit from the increased fee income associated with the additional issuance.
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COMMODITIES
Our analysis of commodities this month revisits the energy sector to provide an update 

on the price trends for crude oil as well as retail gasoline. When we analyzed the 

impact of falling crude oil prices in the January 2015 issue of Business Conditions 

Monthly (https://www.aier.org/bcm), we noted that Brent crude oil was $55.27 per barrel 

as of Dec. 31, 2014, according to the U.S. Department of Energy. So far for the month 

of May 2015, the average Brent crude price has been about $64.08 a barrel, up 16 percent 

since the end of last year. At the same time, the average retail gasoline price has risen 

from about $2.392 near year-end to $2.857 as of May 25, a roughly 19 percent 

increase. That puts the average retail price at the start of the summer driving season 

at about the average price for all of 2010 (Chart 6). 

For U.S. consumers, rising gas prices over the past few months have hit their budgets, 

but when put in the context of the $3.633 per-gallon average pump price for the 2011 

to mid-2014 period, before crude began to plummet, American motorists are still ahead.

For the economy and oil companies, the fallout from the crude oil plunge is still 

working its way through the industry. Employment in the oil and gas mining  

and related support industries has fallen by about 44,000 jobs. Orders for new  

capital equipment slid to an average of $2.1 billion a month for the seven months 

through March compared with a monthly average of $2.7 billion from 2011  

through mid-2014—a roughly 20 percent decline. Yet domestic production and 

inventories remain near all-time highs.

The challenging question is where the price of crude will stabilize over the medium 

term.  Geopolitical forces still dominate the market. Decisions by OPEC members, 

particularly Saudi Arabia, will be critical, as will developments in the various politically 

unstable or less stable producing countries around the world. 
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Chart 6. U.S. gasoline prices have  

outpaced rebounding Brent Crude Oil  

in 2015.
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Chart 7. Banks, financial firms, 

and insurers trail the S&P 500’s 

post-recession rebound.

U.S. EQUITIES
The Standard & Poor’s 500 Index continues to post new record highs—more than 100 

since 2013, including 10 this year. While some analysts and pundits may express 

concerns, disbelief, or outright panic, in our view the U.S. large-cap index remains 

well supported fundamentally by solid sales and earnings growth. In fact, the 

price-to-earnings ratio for May 2015 was 19.1, just slightly above the 16-19 range that 

has been most frequent since 1935.

However, not all sectors within the S&P 500 have performed similarly. Since 2004, 

financial stocks have trailed the overall market.  Within that sector, stocks are 

organized into four industry groups: banks, diversified financials, insurers, and real 

estate. For our analysis, we concentrate on the first three, as those companies provide 

typical financial services to consumers and businesses.

Among the three industry groups within the financials sector, all trail the overall S&P 

500 and have yet to regain their average levels from 2004. All three continue to 

struggle with substantial crosswinds affecting their businesses.  On the positive side, 

the slowly improving economy has helped credit activity, improved overall credit 

quality, lowered delinquencies and write-offs, and boosted equity prices, among other 

things.  However, the low interest-rate environment is still detrimental to some,  

and banks in particular still face fines and penalties for violating various laws and 

regulations.  In addition, new rules, including increased capital requirements,  

weigh on some financials, such as banks. Overall, conditions would suggest support 

for further improvement for financial stocks, but progress may not be enough to  

close the performance gap with the broader market.   
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Chart 8. Emerging market and  

Asian financials leave their world  

peers behind.

GLOBAL EQUITIES
The financial crisis and ensuing Great Recession in the U.S. had a substantial impact 

on the global economy and its financial system. The sharp contraction in the U.S.  

had several immediate effects on the global economy: Imports to the U.S. (exports  

for the trade partner) plunged by 20 percent, while global commodity prices tumbled 

by more than 60 percent, unemployment rose, and inflation fell.

In the financial markets, interest rates fell to historic lows and equity markets around 

the world plummeted. As the crisis unfolded, major financial institutions became 

insolvent or headed towards insolvency. Not surprisingly, stocks of financial companies 

sank as the earnings outlook collapsed and the risks associated with equity stakes 

rose sharply.

As we approach the sixth anniversary of the end of the Great Recession, much progress 

has been made among global financial companies. But just as with the various 

industry groups within the S&P 500 financial category, the performance of global 

financial shares is quite varied. Among the best-performing regional financial  

sectors has been Asia excluding Japan, as well as emerging markets.  In both cases, 

financial companies had been through their own crises over the past two decades  

and as a result had tighter risk controls, which helped them to avoid excessive exposure 

to bonds caught in collapsing U.S. markets.

On the negative side, financials in both Europe and Japan have underperformed 

substantially, though for different reasons.  The U.S. crisis touched off one in Europe, 

exposing weaknesses in its economies, banking systems, and fiscal policies that are 

still being dealt with today. In Japan, the multi-decade-long struggle to stimulate 

growth was exacerbated by the global crisis, resulting in weak performance among 

Japanese financials. 

Overall, financials in Asia excluding Japan and in emerging markets may be the safer 

companies among global financial shares.  As discussed above, U.S. financial stocks 

may have room for improvement as the domestic economy picks up.  Sector shares in 

Europe and Japan may be the riskiest opportunities among global financials but may 

also offer the greatest upside potential.
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12 BUSINESS CONDITIONS MONTHLYPULLING IT ALL TOGETHER

THE ECONOMY…
Our business-cycle leader’s index picked up in May, jumping to 64 following three 

months at the neutral 50 level. Despite a poor first-quarter performance amid unusually 

harsh weather, we expect real GDP to return to a moderate pace of growth, with 

private domestic demand faring even better. We base our analysis on sound fundamentals 

seen in key areas, including consumer spending, business investment, and to a lesser 

degree, residential housing. An improving economy should encourage moderate credit 

growth and an opportunity for lenders to boost income. Commercial bank lending  

has expanded in key categories for several years as financial institutions capitalize on 

interest rates that have remained near historic lows. 

…INFLATION…
Recent data suggest a reemergence of inflationary pressures. Overall, 12 out of 23 

measures tracked by our inflationary pressures scorecard point to rising price 

pressures, up from nine last month. Energy prices have rebounded from the plunge  

in the last half of 2014, while the coincident rally in the U.S. dollar tailed off in  

March. Since then, the depreciating value of the currency has pushed up import prices. 

The Consumer Price Index rose in April for the third straight month. The increase  

in food prices, which lasted throughout 2014, has stalled this year. At the same time, 

energy prices have firmed. These two forces largely offset one another, resulting  

in only a mild increase in the overall CPI. The increase in core CPI, which excludes 

volatile food and energy prices, remains close to its long-term historical average. 

…POLICY…
Fed officials continue to explain their thinking and current views on the economy 

while laying out their framework for reaching a decision on “liftoff.” They need to see 

continued improvement in the labor market and they need to have “reasonable 

confidence” that inflation is headed back up to the 2 percent goal. Projections by Fed 

members for the outlook for inflation suggest confidence has weakened recently. 

Fed Chair Yellen noted in a recent speech that the FOMC would proceed cautiously 

during the period of policy normalization, that she and her colleagues at the Fed are 

data-dependent, and that interest rates are not on a predetermined course. We expect 

the first rate increase later this year but only periodic increases after the initial “liftoff.”

…INVESTING
Credit growth is typical for a healthy and expanding economy and is a positive 

development for financial stocks. For some financials, the rebound in equity  

markets and the improving economy have been positive supports. The low interest-

rate environment can benefit issuers of debt but can be a challenge for lenders  

who earn income on spreads, or the difference between what they charge borrowers 

for loans and what they pay for the money they lend.

Financial stocks in the U.S. have trailed the rebounding S&P 500, which has marched 

to fresh records at least 10 times this year, yet conditions suggest support for further 

gains. Global financial shares have performed best in emerging markets and Asia outside 

Japan. Sector stocks with the biggest growth potential—and the greatest risk—may  

be found in Europe and Japan. 
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CAPITAL MARKET PERFORMANCE  

(Percent change)

 May Latest Latest Calendar Year Annualized
 2015 3M 12M 2014 2013 2012  3-year 5-year 10-year

Equity Markets

S&P 1500 1.1 0.2 9.6 10.9 30.1 13.7 17.3 14.2 6.2

S&P 500 - total return 1.3 0.6 11.8 13.7 32.4 16.0 19.7 16.5 8.1

S&P 500 - price only 1.0 0.1 9.6 11.4 29.6 13.4 17.2 14.1 5.9

S&P 400 1.6 1.2 10.6 8.2 31.6 16.1 18.1 14.9 8.6

Russell 2000 2.2 1.1 9.9 3.5 37.0 14.6 17.8 13.5 7.3

Dow Jones World Index 5.6 2.3 7.7 4.5 23.9 16.9 12.2 11.5 7.3

Dow Jones World ex. U.S. index 5.9 4.8 14.2 9.6 29.4 16.3 16.7 13.4 7.5

STOXX 600 Europe Index 3.6 2.3 15.7 7.2 4.4 19.2 7.4 7.9 10.9

Bond Markets

Ryan Labs Treasury Index total return -1.8 -1.2 4.8 9.6 -6.6 2.9 1.6 4.5 5.1

Dow Jones Corporate Bond Index total return -2.0 -1.4 3.0 7.2 -1.9 11.1 4.6 6.2 6.3

Commodity Markets

Gold  -0.5 -2.3 -7.5 -10.3 -15.5 6.4 -9.2 -0.1 11.0

Silver 2.1 2.1 -3.7 -13.3 -36.3 1.6 -15.5 -3.0 10.8

CRB all commodities 2.5 1.4 -15.0 1.1 -3.1 -9.6 -4.0 -0.3 3.6

CONSUMER FINANCE RATES  

(Percent)

 May Latest Latest Average For Year Average Over Period

 2015 3M 12M 2014 2013 2012 3-year 5-year 10-year 

30-yr. fixed mortgage 4.0 3.9 4.0 4.3 4.2 3.8 4.1 4.2 5.0

15-yr. fixed mortgage 3.2 3.2 3.2 3.4 3.3 3.2 3.3 3.5 4.4

5-yr. adjustable mortgage 3.3 3.4 3.6 3.6 3.4 3.0 3.4 3.4 N/A

Home-equity loan 4.4 4.3 4.4 4.7 5.1 4.7 4.8 4.8 5.6

48-month new car loan 2.9 3.0 3.1 3.1 2.7 3.3 2.9 3.6 5.2

Sources for tables on this page: Barron’s, Dow Jones, Financial Times, Frank Russell Company, J.P. Morgan, Standard & Poor’s, Haver Analytics, Factset.
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Sources for all charts on pages 14 and 15: Federal Reserve Board, Institute for Supply Management, Census Bureau, Bureau of Economic Analysis,  

The Conference Board, Standard & Poor’s, Department of Labor, Bureau of Labor Statistics/Haver Analytics, AIER.
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