
Heartwood – Morning Update 13.05.2020 

This is your Early Morning Update email with the latest thoughts from the Investment 

team. 

What’s happening?  

 European stock markets had a flattish day yesterday, the UK doing relatively well for 
a change, whereas US shares suffered a late sell-off, falling 2%. The latter seems 
related to warnings from Dr Fauci (US infectious diseases expert) of a premature re-
opening and a second wave of COVID-19. Trump won’t take kindly to this, one 
presumes. Overnight, stock markets in Asia have taken this in their stride for now.  
  

 Anti-China rhetoric also continues in the US with Republican senators introducing a 
bill to impose sanctions if China didn’t cooperate with a COVID investigation.  

  

 The US small business survey shows that confidence has collapsed, as have capital 
spending plans, sales expectations and price plans in the near term. Yet, somehow, 
the outlook for general business conditions over the next six months improved 
sharply. This suggests that small business owners are starting to look through the 
valley, so to speak.  

  

 Inflation data is starting to reflect the lockdowns and the sharp fall in oil prices. US 
consumer price inflation for April is now only 0.4% year-on-year (for context it was 
2.5% in January). Even if we exclude food and energy it is only 1.4% year-on-year 
(from 2.4% in February). The latter figure is otherwise known as ‘core’ inflation and is 
the lowest since 2011. The longer this number stays low the higher the probability it 
will get anchored into people’s expectations. This is why the Federal Reserve is 
engaged in massive monetary stimulus.  

  

 UK real GDP contracted by 2.5% quarter-on-quarter in Q1 (-1.6% year-on-year). 
Both numbers were better than economists expected, not that it matters as it’s more 
of a guessing game now when it comes to economic data.  

  

 The bigger story in the UK was the c.£300bn fiscal hole that needs filling with tax 
hikes, state pension cuts and public sector pay freezes.  

  

 Jay Powell, Chairman of the Federal Reserve, is doing a webinar at the Peterson 
Institute today, including Q&A. He’s likely to stick to the script, but you never 
know.  Some are speculating he’ll advocate negative interest rates, but we doubt it.  

 


