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Volatility Spikes, but Stocks eke Out Gains
last week was a volatile one for financial markets as investors were intensely 
focused on the may employment report that was released on Friday. in advance  
of the data, stocks dropped noticeably as investors feared that a too-weak report 
would signal slower-than-expected economic growth, while conversely some were 
concerned that a too-strong report would prompt the Federal reserve to move 
away from its stimulative stance earlier than expected. on Friday, however, the 
report came in just about in line with expectations and this middle ground was 
enough to prompt a strong rally that erased earlier losses. For the week, the Dow 
Jones industrial average rose 0.9% to 15,248, the s&P 500 index advanced 0.8%  
to 1,643 and the nasdaq composite rose 0.4% to 3,469. Fixed income markets 
followed a similar pattern, with treasury yields falling for most of last week before 
jumping higher on Friday (prices move in the opposite direction of yields). the yield 
on the 10-year treasury rose from 2.15% to 2.17%.

Modest Growth Dampens expectations of Fed Policy Shift
the highly anticipated labor market report wound up producing little in the way  
of surprises. the data showed that 175,000 new jobs were created in may, which, 
combined with the downward revision for the prior month, showed that the pace  
of jobs gains was pretty much in line with the year-to-date average. the data 
contained some fodder for both the optimists and the pessimists. those looking 
for positive signs could point to the fact that the labor force expanded in may and 
that the participation rate ticked up. in contrast, bears could focus on the data 
that showed that hourly wages were flat and continue to grow at only a 2% annual 
rate, barely ahead of inflation.

in sum, may’s labor report helped confirm our overall view of the Us economy: 
Growth appears to have slowed in recent months, but remains close to the recent 
trend rate of around 2%. the labor market is healing, but not at a fast enough pace 
to improve income growth. also, importantly, with the labor market still stuck in 
second gear, there is no immediate catalyst for the Fed to shift monetary policy.

expect More Volatility, Pressure on Treasuries, Better Performance  
from Cyclicals
so what does an environment of slow-but-positive growth and an “on hold” Fed 
mean for investors? in our view, there are several important implications. First, as 
we have been saying for some time, an environment of slower growth does suggest 
volatility will remain high. last week provided no small amount of evidence on this 
front as stock market volatility reached its highest level since February.
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it’s the question on everyone’s mind. and fortunately, there are 
answers. visit blackrock.com for more information.
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secondly, we would continue to encourage investors to be cautious toward 
treasuries and to be mindful of the risk of rising interest rates. although some 
areas of the fixed income market (notably high yield) rebounded toward the end of 
last week, treasury yields continued their slow and uneven march higher—a trend 
we expect will continue.

at the same time, we also expect to see continued pressure on some of the more 
defensive areas of the stock market, such as the utilities sector. Utilities are often 
viewed as a bond market proxy and with interest rates rising, the utilities sector is 
coming under more pressure. likewise, interest-rate-sensitive reits (real estate 
investment trusts) look somewhat unattractive. although this sector has fallen by 
over 10% since mid-may, reits still look expensive to us. 

conversely, we have a more positive view toward cyclical sectors of the stock 
market. two of our favorite sectors—energy and technology—have been 
performing well and still look inexpensive.

Finally, as we have indicated before, gold prices should remain under pressure.  
all else being equal, rising interest rates are a negative for gold. while we believe 
investors should continue to hold modest long-term positions in gold for 
diversification benefits, it may be worthwhile to consider trimming those positions.
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