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Data Driven

Key Takeaways

e Markets remain resilient and fragile: Asset prices advanced despite rising rates, higher inflation expectations, and ongoing
geopolitical risks, pointing to a conditionally balanced market environment.
e Consumers support growth: Spending remains positive, supported by employment and residual balance-sheet strength, but

declining real wage growth suggests inflation is increasingly constraining demand.

Indicator Impact Insights
Economic Growth ° Growth remains positive, supported by resilient consumption and employment.
Inflation Inflation expectations remain elevated and sticky with additional upside risk from energy prices and tariffs.
Fed Policy Fed remains on hold amid conflicting signals, balancing resilient growth with persistent inflation.
Stock Market ° Equity markets continue to demonstrate resilience in sentiment and earnings.
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May’s market environment presented a notable paradox: asset prices remained resilient even as underlying pressures continued to build.
Equities advanced (SPY 5.26% | IDEV 2.34% | EEM 7.20%) despite upward pressure on yields (GOVT 0.11% | TLT 0.53%), firmer
inflation expectations (Federal Reserve Bank of Cleveland 1-Year Expected Inflation +3.53%), and unresolved geopolitical risks (Ukraine
war, Strait of Hormuz). Taken together, these cross-currents point to a market that is neither fully stable nor overtly unstable, but instead

operating in a conditionally balanced state.

The sector-level performance in May reinforces the idea of a conditionally balanced market, where leadership persists but breadth and
durability are uneven. While Global Technology (IXN 19.58%) delivered strong month-to-date total returns, more cyclical and rate-
sensitive sectors such as Financials (IXG 0.12%) and Consumer Discretionary (RXI 1.90%) realized modest results. At first glance, this

resilience may appear to confirm underlying economic strength; however, the balance of evidence remains mixed.

Consumption remains supportive despite downward pressure in real income dynamics. Retail sales excluding autos and food services
remained positive in May (0.7% m/m, seasonally adjusted); however, real income dynamics showed signs of weakness, as
inflation-adjusted average hourly earnings declined (-0.2% yly), leaving us to believe that demand is supported by current employment

levels and residual balance-sheet strength for consumers.
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