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What We’re Watching: Key Observations:

U. S. Consumer Price Index (CPI) for February is released Tuesday 
with core readings of 0.3% month over month and 3.7% year 
over year expected, which would be a 0.1% and 0.2% decline 
versus January.

The U.S. Treasury is set to auction $39B of 10-year notes on 
Tuesday. We will be monitoring demand for this offering from 
indirect bidders, i.e. foreign central banks, and how much of 
the issuance the dealer community is forced to take down 
given the sharp drop in the 10-year Treasury yield in recent 
weeks.

U.S. Producer Price Index (PPI) for February is released Thursday 
with headline PPI expected to rise 0.3% month over month, in-
line with the January reading. Core PPI, which excludes food 
and energy, is expected to rise 0.2% month over month, which 
would be a notable downshift from 0.5% in January. Wholesale 
prices (PPI) are expected to flow into CPI with a lag, so any 
notable deceleration in PPI would likely be welcomed by 
investors and potentially pull forward rate cuts.  

The University of Michigan Consumer Sentiment Index for 
March is released Friday and is expected to improve modestly 
to 77.5 from a 76.9 reading in February. This jump would align 
with the move higher witnessed in some of the other consumer 
sentiment readings and could boost expectations for consumer 
spending and GDP growth over coming quarters.  

Domestic equities strayed little from where they began the 
week despite a series of ‘goldilocks’ economic reports and 
continued signs of a broadening out of the now four-plus 
month rally.

Small cap indices outperformed the S&P 500 on the week 
as falling interest rates and signs labor costs and inflationary 
pressures are subsiding boosted risk appetite and sentiment 
surrounding the asset class.     

There was a downward bias to Treasury yields over the balance 
of the week as market participants ratcheted higher the odds 
of a cut to the fed funds rate in June. The February nonfarm 
payrolls report showed robust job growth during the month, but 
average hourly earnings rose at a slower pace, highlighting a 
strong, but not too strong labor market.   

This is more than business.
This is moving the world forward.
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What Happened Last Week:

Stocks: A New All-Time High for the S&P 500 
As Market Breadth Continues to Improve; 
Small Caps Benefiting From The Downtrend 
In Treasury Yields; Gold Glitters As U.S. 
Economic Data, Demand From Central 
Banks Abroad Boosts Prices. 

Encouragingly, Market Breadth Continues To Improve, But 
The Calendar Turns Unkind Soon: At the end of February, 
approximately two-thirds of the stocks in the S&P 500 
traded above their 50- and 200-day moving average, but 
after the first week of March those already solid readings 
have improved with over 75% of the index trading 
above the 50/200-day as of last Friday. As evidence of 
this broadening out theme, the equal-weighted S&P 
500 (ETF: RSP) returned 0.9% last week, while the market 
cap weighted S&P 500 generated a modest 0.2% weekly 
loss. It’s hard to get bearish on stocks with more names 
participating in the rally, but we are entering into what has 
historically been a seasonally weak spot in the calendar 
and lost momentum for stocks could be more painful 
should it materialize leading up to the start of quarterly 
reporting season in mid-April. 

Small Cap Rebound Rolls On As Treasury Yields Continue 
To Fall: Optimism surrounding small and mid-cap stocks 
entering 2024 has up to this point appeared unfounded 
as 4Q earnings season for the S&P Small Cap 600 Index 
has been lackluster with earnings falling short of already 
lowered expectations. However, based upon the price 
reaction of the S&P 600 year-to-date, these results were 
largely already priced in as the S&P Small Cap 600 has 
fallen by 0.3%% since the start of the year – a far cry from 
the S&P 500’s 7.7% total return, and the 6.4% gain in the 
S&P Mid Cap 400. From our perspective the deck now 
appears to have been cleared with the worst for small caps 
in the rearview mirror, and with sales growth quietly turning 
positive for the first time since the fourth quarter of 2022, we 
remain constructive on the asset class. 

What’s Going On With Gold? After marking time through 
February, gold has since made a parabolic move in March, 
rallying from $2,054 per ounce on February 29 to $2,186 
per ounce last Friday, good for a 6.4% gain. Speculation 
has run rampant that the rally in gold signals confidence 
on the part of market participants that interest rates are 
unlikely to rise much from here and/or that the U.S. dollar 
has peaked and is poised to weaken as the FOMC cuts 
rates/eases monetary policy over coming months. While 
those variables could certainly explain some of the upward 
move, liquidity and increased demand have likely played 
a role as well, evidenced by gold rallying alongside more 
speculative assets such as bitcoin, while recent data points 
toward central banks abroad buying gold hand over fist in 
recent months. 

Bonds: Treasury Yields Fall For The Third 
Straight Week As February Payrolls, Remarks 
From Fed Speakers Raise Likelihood Of A 
June Rate Cut; Bank of Japan Expected to 
Tweak Policy Later This Month; Labor Market 
Remains Strong In February, But Not Too 
Strong. 

Core Outperforms On The Week, But Non-Core Maintains 
A Year-To-Date Lead: Treasury yields stair-stepped lower 
again last week with the 10-year dropping from 4.29% to 
end the week at 4.08%, a move that provided a tailwind for 
longer duration Treasuries and investment-grade corporate 
bonds. Non-core fixed income segments such as high yield 
and emerging market debt also turned out respectable, 
albeit more modest gains on the week, and both segments 
have been strong relative performers year-to-date and 
remain desirable exposures if sized appropriately.   

This is more than business.
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FOMC “Not Far” From What Is Needed For Rate Cuts: 

FOMC Chair Jerome Powell testified before Congress last 
week ahead of the quiet period leading up to the 
Committee’s March 19-20 meeting. The media and 
markets appeared to key in on the Chairman’s comments 
that the Committee was “not far” from having the 
necessary confidence that inflation was moving 
sustainably toward 2% required for cuts to materialize. Fed 
funds futures opened last week pricing in a 58% chance 
of the first quarter-point rate cut taking place in June, but 
after Chair Powell’s remarks and a mixed February payrolls 
report, the odds of a cut in June jumped to 67%.  

Early FOMC Preview: Markets have spent the better part of 
2024 unwinding lofty expectations surrounding how many 
times the FOMC would cut rates this year. As 2024 kicked 
off, fed funds futures projected five or six 25-basis point rate 
cuts over the balance of 2024, but futures have shifted 
meaningfully and now project between three and four 
quarter-point rate cuts over the balance of this year. That 
shift has brought market participants into alignment with 
the FOMC’s most recent summary of economic projections, 
more commonly known as the dot-plot. The FOMC meeting 
scheduled for March 19-20 is expected to yield no changes 
to the fed funds rate, with the June meeting still the odds-
on favorite for the first cut, but market participants will likely 
key off of any discussion surrounding adjusting the pace of 
balance sheet runoff, known as quantitative tightening, or 
notable shifts in the Committee’s latest dot-plot, both of 
which could increase volatility in the rates market after a 
period of relative calm in February. Expectations of a rate 
cut in March couldn’t be much lower, but there is still plenty 
of room for the FOMC’s latest dot-plot to generate some 
volatility in the rates market as the Committee must grapple 
with when to begin telegraphing that policy easing is in the 
offing without spurring a further runup in asset prices. 

Likelihood Of A Bank Of Japan Policy Shift Later This Month 
Surges: The Bank of Japan (BoJ) has been preparing 
markets for policy tightening in recent month, but market 
participants have favored April or later for such a shift.  
Entering last week, the odds of a March 19 policy tweak 
stood at 35%, but over the balance of the week market 
participants recalibrated that expectation. By the end of the 

week, the likelihood of a rate hike on March 19 had almost 
doubled to 67% amid higher wage data and waves of vocal 
support from the highest ranks within Japan’s government. 
This combination led to strength in the Japanese yen to 
rally to 147¥ to the U.S. dollar from 150¥ earlier in the week, 
and the stronger yen generated some weakness in Japan’s 
primary equity index, the Nikkei 225, over the balance of 
the week.   

Labor Market Cooling But Remains Far From Weak :  The 
February nonfarm payrolls report released last Friday 
showed 275k jobs were created during the month, 
above the consensus estimate of 200k, but payrolls were 
revised lower by 167k for December and January. The 
unemployment rate rising to 3.9% from 3.7% the prior 
month garnered headlines, but we wouldn’t put too much 
stock in this one data point for various reasons. 
Perhaps most notably, average hourly earnings grew 
0.14% month over month, below the 0.2% estimate and 
well below the 0.5% in January. The sharp rise in average 
hourly earnings in January rattled markets as market 
participants took it as a sign that inflationary 
pressures were potentially reaccelerating, but the 
February reading points toward January being an 
anomaly and not the trend. Treasury yields fell 
modestly and fed funds futures increased the odds of 
a June rate cut on the heels of the release. 
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