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Recent economic data have
been generally favorable
and point to continued
economic growth in coming
quarters. Monthly reports
on retail sales, housing,
and employment for both
May and June have been
especially encouraging.
These signs of strength can
be attributed to the phased
reopening of the economy
beginning in early May. The
problem for investors is
that these positive data
points are to a large extent
obsolete, and constitute
lagging, rather than
leading, indicators. The
resurgence of new COVID19 infections in the south
and west raises the risk of
renewed implementation of
shelter-in-place practices

Developments surrounding the economic and investment outlook continue to
unfold at a frenetic pace. Investors continue to focus on four powerful forces
that are currently dominating the economic and investment landscape:
1. Incoming economic data continue to show marked improvement in
comparison with the cycle lows of April and May
2. The coronavirus epidemic appears to have entered a second wave — with
worrisome signs of exponential growth in infections and hospitalizations
among more than 25 states in the south and west
3. Scientific progress toward developing a vaccine and/or therapeutic
continues to gather momentum, although major breakthroughs are unlikely
prior to 2021
4. Policymakers continue to contemplate new initiatives to support the
economy and the financial system
This confluence of forces has resulted in widespread uncertainty among
investors and a continued flight into perceived safe-haven assets, most notably
US government bonds, money market funds, mega-cap growth stocks, gold, and
the US dollar. This special report is an update on each of these four issues,
along with an analysis of economic and investment ramifications.
 Most recent government data have been generally favorable and point to
continued economic growth in coming months. Although there is strong
evidence that the recession ended in April, the speed of the recovery
remains unclear. Monthly reports on retail sales, housing sales, factory
orders, and employment for May and June have been encouraging,
generally beating consensus economist estimates. These signs of strength
can be attributed to the phased reopening of the economy beginning in
early May.

in regional hotspots.

1001317-00119-00

1

July 8, 2020

 The analytical challenge for investors is that these positive data are to a
large extent obsolete, and constitute lagging, rather than leading
indicators. The obvious risk is that the resurgence of the coronavirus
epidemic in southern and western states since mid-June could disrupt the
continuity of business and commercial activity, if rolling regional
shutdowns are reinstated.
 These developments would soon be reflected in weak economic data in the
summer months and possibly beyond. The number of new cases across the
US reached a record of 60,000 per day in early July — up from a low of
18,000 as recently as June 15 — and nearly double the previous peak of
35,000 in April.
 The sudden and severe reversal in COVID-19 trends since the middle of
June is transforming the outlook for economic growth: The surge in new
infections and hospitalizations is triggering a new wave of social distancing
practices along with a shutdown of vulnerable commercial establishments.
 Assuming a continuation of the current surge in infections in coming weeks
and months, data for retail sales, industrial production, factory orders, and
employment, will weaken once again. The bottom line is that the outlook
for the economy has suddenly darkened, with increased risk of a major
slowdown or possible double-dip recession later this year, as surging
infections trigger a pullback in consumer spending and business expansion
plans.
 In addition to public health trends, there are other critical variables in the
outlook for economic growth and investment strategy. These include the
thrust of fiscal and monetary policy; the pace at which the currently
dysfunctional labor market heals; the magnitude and extent of business
failures; the willingness of banks to lend; and level of confidence for
businesses and households.
 There is a very high probability that the Federal Reserve will continue to
deliver whatever monetary stimulus is needed to support the economy and
the financial system. The Fed has signaled that an increase in policy rates
is unlikely until 2023, with purchases of government debt expected to
persist well into the future.
 Although there is greater uncertainty regarding fiscal policy, it appears
likely that the House and Senate will agree on another stimulus package,
most likely in August. A further extension of unemployment benefits,
another round of payments to individuals, and financial assistance for
beleaguered state and local governments are necessary to avoid another
economic downturn before yearend.
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 The outlook for the bond market is grim. Virtually all segments of the fixedincome market are massively overvalued, with interest rates near their
lowest levels on record. Corporate bonds are also overvalued. With a market
yield to maturity of 2%, investment-grade corporate bonds are unattractive
for long-term investors.
 The domestic equity market is at an important crossroads. The recession
has ended and the economy is on a recovery path, but the pace and
consistency of recovery is very much in doubt. Most importantly, it is
impossible to determine the extent to which the current surge in
coronavirus infections, hospitalizations, and related regional shutdowns will
impact the economy in coming months.
 The most likely path of the equity market over the next three to six months
is sideways. Following the record surge in stock prices since mid-March, a
digestion/consolidation phase seems likely. A moderate correction in the
vicinity of 5% to 10% is also possible. Investors should be prepared for a
volatile trading range as financial markets strive to determine the impact of
the epidemic on economic growth and company profitability.
 Expectations for a trading-range equity market can be justified on
numerous fronts. A firm ceiling in stock prices is predicated upon the
following factors:
1. The rising risks of an uncontrollable spread of new COVID-19
infections, leading to a far-reaching lockdown of the US economy
2. Rising political risks associated with the November election
3. Exceptionally low visibility regarding the future path of company
earnings
4. Elevated equity market valuations
In combination, these four factors constitute formidable obstacles to a runaway
bull market over the next three to six months.
 There are also powerful forces that are likely to provide a durable floor for
stock prices in the short term, even as the headlines darken:
1. The generally improving trend in economic activity, along with a high
likelihood that another nationwide lockdown will be strongly resisted
2. Virtually unlimited monetary support from the Federal Reserve
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3. The likelihood of additional fiscal support, as Congressional Democrats
and Republicans eventually agree on another government spending
package prior to the end of August
4. The unprecedented mountain of cash reserves on the sidelines earning
close to zero
5. The possibility of a major scientific breakthrough, which will almost
certainly spark a massive rise in equity prices
These five factors should provide a durable cushion for any decline in stock
prices that might occur as public health conditions deteriorate.
 The upshot is that a sideways trading range in stocks will likely persist over
the short term, with unusually high day-to-day volatility. Leadership will
likely continue to be concentrated among a very small group of mega-cap
technology, communications, and media stocks perceived by many
investors as invincible.
 However, the outlook for equity investing should turn favorable later this
year and in 2021. The combination of one or more vaccines along with
various new therapies would accelerate the timing of reopening the
economy, and therefore lay the foundation for a faster growth rate in GDP
and company earnings as the year unfolds.
 A combination of a rising trend in company earnings along with very low
inflation, historically depressed bond yields, and continued large liquidity
injections from the Fed should prove highly supportive of stock investing in
2021 and 2022.
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This material is intended to provide information only. This material is not intended as advice or recommendation about investing or managing your retirement
savings. By sharing this information, Prudential Retirement® is not acting as your fiduciary as defined by the Department of Labor or otherwise. If you need
investment advice, please consult with a qualified professional.
The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as
recommendations of particular securities, financial instruments or strategies to particular clients or prospects. No determination has been made regarding
the suitability of any securities, financial instruments or strategies for particular clients or prospects. For any securities or financial instruments mentioned
herein, the recipient(s) of this report must make its own independent decisions.
Certain information contained herein may constitute “forward-looking statements,” (including observations about markets and industry and regulatory
trends as of the original date of this document). Due to various risks and uncertainties, actual events or results may differ materially from those reflected or
contemplated in such forward-looking statements. As a result, you should not rely on such forward-looking statements in making any decisions. No
representation or warranty is made as to future performance or such forward-looking statements.
The financial indices referenced herein are provided for informational purposes only. You cannot invest directly in an index. The statistical data regarding
such indices has been obtained from sources believed to be reliable but has not been independently verified.
Bloomberg Barclays U.S. Treasury Inflation-Protected Securities (TIPS) Index: Measures the performance of rules based, market value-weighted
inflation protected securities issued by the U.S. Treasury. It is a subset of the Global Inflation-Linked Index (Series-L).
CBOE Volatility Index: An index of implied equity market volatility, reflecting the market estimate of future volatility for the S&P 500 Stock

Index over the next 30 days, using options.
MSCI Emerging Market Index: An index of equity market performance for developing markets, primarily in Asia, Latin America, and Eastern

Europe. The index tracks both large-cap and small-cap stocks and is weighted by market capitalization.
MSCI World Ex US Index: Measures the performance of the large and mid-cap segments of world, excluding US equity securities. It is free float-adjusted
market-capitalization weighted.
Russell 2000 Small-Cap Index: Is an index measuring the performance of approximately 2,000 small-cap companies within the United States.
S&P 500® Index: The S&P 500 or Standard & Poor's 500 Index is a market-capitalization-weighted index of the 500 largest U.S. publicly traded
companies.
S&P 500 Equal Weight Index (EWI) Measures the performance of 500 widely held stocks in US equity market. Standard and Poor's chooses member
companies for the index based on market size, liquidity and industry group representation. Included are the stocks of industrial, financial, utility, and
transportation companies. Since mid-1989, this composition has been more flexible and the number of issues in each sector has varied. It is market
capitalization-weighted.
Value Line Index is the equal-weight version of the widely-used S&P 500. The index includes the same constituents as the capitalization weighted S&P
500, but each company in the S&P 500 EWI is allocated a fixed weight - or 0.2% of the index total at each quarterly rebalance.
State Street Investor Confidence Index: measures investor confidence or risk appetite quantitively by compiling actual buying and selling patterns of
institutional investors.
US Trade-Weighted Dollar Index: An index that measures the value of the US dollar in relationship with other currencies, statistically weighted on the
basis of importance to the US as trading partners.
These materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial
instrument or any investment management services and should not be used as the basis for any investment decision. Past performance is
not a guarantee or reliable indicator of future results.
The information provided is not intended to provide investment advice and should not be construed as an investment recommendation by Prudential
Financial or any of its subsidiaries.
©2020 Prudential Financial, Inc. and its related entities. Prudential, the Prudential logo, the Rock symbol and Bring Your Challenges are service marks of
Prudential Financial, Inc., and its related entities, registered in many jurisdictions worldwide.
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