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What We’re Watching: Key Observations:

The National Federation of Independent Business (NFIB) Small 
Business Index for March is released Tuesday on the heels of an 
89.4 reading in February.

Consumer Price Index (CPI) for March is released Wednesday. 
Core CPI, which excludes food and energy, is expected 
to rise 0.30% month over month, which would be a modest 
deceleration from the 0.40% reading in February. Headline CPI 
is also expected to rise 0.30% month over month, which would 
also be a drop from the 0.40% reading in February. While CPI 
isn’t the FOMC’s preferred inflation gauge, should readings 
come in as expected or ‘cooler,’ Fed funds futures would likely 
respond by raising the odds of a June rate cut. 

Minutes from the FOMC’s March meeting are released 
Wednesday which could prove market moving should there be 
any significant discrepancies between what the Committee 
discussed and the market’s interpretation/takeaways from 
Chair Jerome Powell’s post-meeting remarks. 

The University of Michigan’s Consumer Sentiment index for April 
is released Friday with a modest improvement to 80.0 from the 
79.4 reading in March expected. 

Stocks spent the week attempting to digest an unsettling rise 
in Treasury yields which dampened bullish sentiment for the 
first time in months and spurred a modest selloff in large-cap 
domestic stocks and a more pronounced decline in small-
caps.

Strong economic data, specifically the March Manufacturing 
ISM release last Monday and Nonfarm Payrolls report last Friday, 
combined with higher commodity prices puts upward pressure 
on Treasury yields over the balance of the week and leave the 
FOMC in a difficult spot. 

Heightened geopolitical tensions on several fronts (Middle East, 
China, Russia) put upward pressure on prices of crude oil and 
gold over the balance of the week, but, perhaps surprisingly, 
didn’t generate a rally in the U.S. dollar and only spurred a brief, 
half-hearted bid for safe-haven long duration U.S. Treasuries.  
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Stocks: S&P 500 Was ‘Due’ For A Pullback, 
But Signs Of Resiliency Remain Encouraging; 
Small-Caps Struggling Amid Rising Treasury 
Yields, Tight Labor Market; Strength In 
Eurozone, U.K. Equities Pointing Toward 
Brighter Economic Days Ahead. 

What Happened Last Week:

A Market In Search of Reasons To Retreat Finds A Few: 
Geopolitical tensions, rising interest rates, and higher 
energy prices from one day to the next were all cited as 
culprits behind last week’s modest pullback. While those 
reasons are as good as any, it may be as simple as the S&P 
500, specifically, being long past due for a pullback after 
a remarkable four-month rally. This period of consolidation 
and digestion of gains could stretch into mid/late-April 
and the direction of the market’s next move could hinge 
upon forthcoming quarterly earnings, which we expect to 
be solid. 

Rising Treasury Yields, Labor Market Strength Present 
Near-Term Problems For Small Caps: While the S&P 500 
experienced a modest 0.9% pullback last week, the S&P 
600 small-cap index had a deeper 2.6% drawdown, driven 
primarily by rising Treasury yields and continued labor market 
strength contributing to profit margin concerns. It has felt 
like ‘two steps forward, three steps back’ for small-caps 
year-to-date as the S&P 600 has turned out a -0.2% return, 
well shy of the S&P 500’s 9.5% gain, and the next couple 
months could continue to be tough sledding for smaller 
companies. However, continued U.S. economic strength 
should remain supportive, and the FOMC beginning to 
normalize monetary policy by cutting the Fed funds rate 
could be the catalyst that allows investors to focus an 
improved fundamental outlook for the asset class, but such 
a sea change may still be a few months away.     

Eurozone, U.K. Equities Strongly Hinting At Easier Monetary 
Policy And An Improved Economic Growth Outlook: Last 
Monday in the U.K., the BRC-Nielsen Shop Price Index for 
March was released, which showed that prices for 500 of 
the most commonly bought items in the country rose just 
1.3% year over year, below the estimate of 2.2% and a 

steep drop from 2.5% in February. Last week also brought 
with it the release of Eurozone Consumer Price Index (CPI) 
for March which rose 0.8% month over month and 2.4% year 
over year, with both metrics falling more than the consensus 
estimate. All told, recent inflation and wage data out of 
the U.K. and Eurozone continue to trend in a desirable 
direction for policymakers, making it increasingly likely that 
both the BoE and ECB ease monetary policy by mid-year, 
perhaps sooner. Eurozone and U.K. equities have sniffed 
out the prospect of less restrictive monetary policy and an 
improved economic growth outlook in recent months and 
country indices tied to Germany, Italy, Spain, and the U.K., 
among others, have been some of the best performers we 
can find over the past month. While we’re far from bullish 
on the Eurozone or U.K. economies, sometimes ‘less bad’ is 
good enough and with investor sentiment and positioning 
‘light’ at best, a modestly more constructive outlook on 
equities domiciled there could be warranted over the near-
term.     

The U.S. Dollar Encounters Resistance Again Last Week:  
The rise in Treasury yields last week contributed to strength 
in the U.S. Dollar index, or DXY, which hit a year-to-date high 
at 105 last Monday before again encountering resistance 
and turning lower into the weekend. The 105 level has now 
proven to be a formidable ceiling for the greenback twice 
this year, first in mid-February and again last week. A break 
above that level would have been noteworthy and would 
have called into question our thesis that the DXY should 
weaken over the balance of 2024. However, a failure to 
break above 105 despite heightened geopolitical tensions 
and a slew of strong economic data releases last week is 
telling, in our view, and we see little reason to alter that call. 
With the U.S. economy strong, inflation sticky, and the timing 
of any rate cuts still in question, it’s likely that the dollar will 
remain strong leading up to the FOMC’s June meeting with 
the DXY potentially range bound between 103 and 105.

Escalating Middle East Tensions Another Tailwind For Crude 
Oil Into The Summer Driving Season: After rising 3.8% last 
week, the S&P 500 energy sector has now turned out a 17% 
year-to-date gain and is the 2nd best performing sector 
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year-to-date, trailing only communication services. The 
sector rallied alongside crude oil last week as Ukraine 
struck Russian oil refineries and tensions in the Middle East 
escalated, sparking fears of continued depressed crude oil 
supply as we prepare to enter the summer driving season. 
Last Monday, an Israeli airstrike in Syria killed multiple high-
ranking Iranian generals, sparking fears of retaliation by 
Iran which could potentially lead to a broadening of the 
conflict beyond Israel/Palestine borders. This dynamic could 
curtail crude oil exports out of the Middle East over coming 
months and inject a sizable geopolitical risk premium into 
the commodity, setting up a supportive backdrop for 
crude oil prices, particularly with stockpiles already running 
below typical levels for this time of the year. For West Texas 
Intermediate (WTI) crude, a move above $90 per barrel, 
a level that acted as a ceiling of resistance last October, 
would be notable, but energy-related equities might not 
reap much of a benefit from such a move as it would likely 
be viewed as fleeting or short-lived. However, energy stocks 
should continue to fare well on an absolute and relative 
basis if WTI stabilizes in the $80-$90 per barrel zone.    

Bonds: Strong March Manufacturing Data, 
Nonfarm Payrolls Put Upward Pressure On 
Treasury Yields; Odds Of June Rate Cut End 
The Week Little Changed Despite A Flood Of 
Strong Economic Data. 

Good Manufacturing Data Not Good News For Bonds: While 
The March Manufacturing ISM was released last Monday 
and improved significantly month over month to 50.3 from 
47.8 in February. Notably, for the first time since September 
of 2022, the reading above 50 showed expansion in the 
manufacturing sector of the U.S. economy. While the 
Manufacturing PMI above 50 is good news for the U.S. 
economy, the prices paid index jumping to 55.8 from 52.5 
in February was the opposite for Treasury yields and fixed 
income investors as yields rose/bond prices fell as higher 
goods prices in the coming months is expected to flow 
through and put upward pressure on upcoming inflation 
data. 

In-Line February Inflation Data Overshadowed By 
Economic Data, Fed Speakers: February Personal 
Consumption Expenditure (PCE) Deflator, the FOMC’s 
preferred inflation gauge, was released on Good Friday, but 
market participants barely seemed to notice. Both the core 
and headline readings came in in-line with the consensus 
estimate with headline PCE rising 0.33% month over month 
and 2.8% year over year, while core PCE rose 0.26% month 
over month and 2.8% year over year. Core PCE is the most 
closely watched/monitored by policymakers and market 
participants, and while that measure decelerated both 
month over month and year over year, a 2.8% year over 
year increase remains a far cry from the FOMC’s 2% target. 

March Payrolls Growth Impressive, But Revisions Are Worth 
Watching: The March nonfarm payrolls report was released 
Friday and a healthy labor market surprised to the upside 
again. Payrolls grew 303k during the month, well above 
the 205k consensus estimate, while the unemployment rate 
remained unchanged at 3.8%. Average hourly earnings rose 
0.3% month over month and 4.1% year over year, with both 
readings in-line with the consensus estimate. The labor force 
participation rate ticked higher to 62.7 from 62.5 the prior 
month. While the payrolls report appears solid/strong on its 
surface, recent releases have been followed by significant 
downward revisions to payrolls growth, so we will remain 
somewhat skeptical and will be closely watching to see if 
that will be the case this time around as well. 

First FOMC Rate Cut Still Expected In June, But It’s Close 
To A Coin-Flip: Last week brought with it a flurry of Fed 
speakers, and while there was one lone exception to the 
rule, the prevailing theme was that most policymakers still 
expected inflation to trend lower, allowing the FOMC to cut 
rates at some point this year. Fed funds futures undulated 
as economic data rolled in, but ultimately ended the week 
little changed with a 53% chance of a 25-basis point rate 
cut in June, down from 57% at the end of March. There’s 
still a long way to go with two monthly PCE (Personal 
Consumption Expenditure) readings and a litany of other 
potentially impactful economic data points to be released 
between now and then that could further muddy the waters 
surrounding the path forward for the FOMC.   
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