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What We’re Watching: Key Observations:

The National Federation of Independent Business (NFIB) 
releases its Small Business Optimism Survey from April on 
Tuesday. The reading is expected to fall to 94.7 from 97.4 
in March, potentially providing further evidence that 
confidence on the part of smaller businesses continued to 
wane due in large part to tariff uncertainty.

The Consumer Price Index (CPI) for April is slated for release 
Tuesday. Headline CPI is expected to rise 0.3% month over 
month and 2.4% year over year, compared to readings of 
-0.1% and 2.4% in March. Core CPI, which excludes volatile
food and energy prices, is expected to rise 0.3% month over
month and 2.8% year over year versus readings of 0.1% and
2.8% in March.

The preliminary read on the University of Michigan’s 
Consumer Sentiment Index for May comes on Friday with the 
consensus estimate calling for a modest improvement to 53.0 
from 52.2 in April. This ‘soft’ data point is worth monitoring for 
potential signs sentiment is stabilizing, particularly the inflation 
expectations component, which could signal concerns 
surrounding the potential impact on prices stemming from 
tariffs has peaked.  

Constructive trade headlines led to fits and starts but failed 
to push U.S. stocks higher last week as the rally stalled. 
Market participants appeared eager to sell into strength 
as the S&P 500 approached technical resistance at its 
200-day moving average on the heels of an agreement 
in principle between the U.S. and U.K. on a trade deal. 
Whether or not forthcoming trade deals turn into ‘sell the 
news’ events will be well worth watching.  

Rumors that the U.S. and China would meet to discuss 
trade ‘asks’ were initially shrugged off as much ado about 
nothing, and even amid signs that both sides wanted to 
deescalate, market participants remained skeptical that 
any deal or ‘thaw’ in trade relations would materialize in 
the near-term. With earnings season 85% complete and 
the Fed less likely to cut the funds rate in June, the near-
term path for stocks into the summer will likely be dictated 
by trade talks and the underlying details of deals as they 
are announced. 

Encouraging auction results and the FOMC remaining 
firmly in ‘wait and see’ mode initially put downward 
pressure on Treasury yields early in the week, but the details 
of the U.S./U.K. deal brought sellers in and forced yields 
higher into the weekend. Riskier, higher yielding corporate 
bonds outperformed their higher quality investment-grade 
counterparts on the week as the move higher in Treasury 
yields weighed on bonds with greater sensitivity to rates.   
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Stocks: Positive Trade Headlines Buoy U.S. 
Equity Indices; U.S./U.K. Come To Terms On 
A Trade Deal In Principle, But Heavy Lifting 
Lies Ahead; The S&P 500 Ends The Week 
In Technical ‘No Man’s Land;’ U.S. Dollar 
Perking Up A Constructive Development; 
Markets Abroad Remain A Country 
Selection Story.

What Happened Last Week:

U.S./U.K. Trade Deal Boosts Animal Spirits, But The ‘Heavy
Lifting’ Still Lies Ahead. Global stocks appeared to largely
dismiss positive tariff headlines early last week as rumors
the U.S. and China would meet in short order to discuss
trade ‘asks’ made the rounds. News broke Wednesday
afternoon that President Trump would not lower tariffs on
imported Chinese goods in advance of the talks, which
put downward pressure on stocks, albeit only briefly as
headlines broke later that day that the President was
removing semiconductor export curbs held over from the
Biden administration. The removal of export curbs on AI-
related semiconductors could be viewed as a non-tariff
olive branch to China in advance of talks taking place.
The two sides met this past weekend and said all the
right things, i.e. that progress had been made, but there
is no quick fix here, despite what the rally in stocks last
week might indicate. A deal in principle with the U.K. was
cheered by investors, and while we don’t want to dismiss its
importance, this deal was the ‘lowest of low hanging fruit’

and subsequent deals are going to be harder to come by. 
Australia, India, Japan, and South Korea, among others, 
appear to be next up on the deal docket, and the market’s 
response to the details of any deals that materialize will be 
telling as these could be ‘sell the news’ events. 

Technical Levels Worth Watching To Gauge Where The S&P 
500 May Be Headed Next. The S&P 500 finds itself in no man’s 
land above its 50-day moving average around 5,555 and its 
200-day moving average just below 5,750. Encouragingly,
the index is now back above where it was trading in the
lead-up to the April 2 “Liberation Day” tariff announcement,
and after bottoming on April 7 has gained more than 16%
since. A period of sideways price action or consolidation
would be welcome after the S&P 500’s steep drop and
equally impressive rebound, particularly with a broad swath
of names now approaching overbought territory. Market
‘chop’ is a reasonable base case this month as the fortunes
for U.S. indices become more beholden to details, not just
optimistic headlines, surrounding trade deals.

U.S. Dollar Begins To Buy Into, Confirm The Bounce In 
Stocks. The U.S. Dollar Index, or DXY, moved sharply higher 
last Thursday and rose alongside U.S. Treasury yields on the 
news that the U.S. and U.K. had agreed to terms on a trade 
deal. The DXY closed the week at 100.33, just below 100.50, 
a level that acted as support for the index since last August/
September. We view this as an area where the greenback 
could encounter resistance on any rally attempt, but a 
move above 100.50 could bring 102.0 into play. It’s notable 

This is more than business.
This is moving the world forward.

Transforming Portfolios. Advancing Missions.



HighlandAssoc.com© 2025 Highland Associates

that both the U.S. dollar and the S&P 500 closed out the 
week at the high-end of recent trading ranges and sit just 
below resistance levels, so we’ll be watching for signs of 
continuation of upside momentum in both in the coming 
weeks. A reversal of the recent uptrend is something we are 
watching closely should tariff/trade-related headlines turn 
less constructive.

Markets Abroad Close Little Changed, Remain A Country 
Selection Story. Both the MSCI EAFE developed markets 
index and the MSCI Emerging Markets index closed out the 
week lower by 0.1% and 0.2%, respectively. Within developed 
markets, Germany and Italy were standout performers, 
while Japan closed unchanged. The United Kingdom, 
perhaps surprisingly given the announced U.S./U.K. trade 
deal, closed lower by 0.8% on the week. Emerging markets, 
broadly speaking, held up well considering the rally in the 
U.S. dollar over the balance of the week. Strength out of 
Latin America continued with country indices tied to Brazil 
and Mexico ending the week with gains of 1.8% and 2.8%, 
respectively. In Asia, Taiwan was the big winner while China 
and South Korea closed little changed. India was a notable 
laggard as tensions flared with Pakistan, likely delaying the 
announcement of a trade deal between India and the U.S.

Bonds: Treasury Auctions, ‘Wait And See’ 
FOMC Initially Buoy Treasury Prices, But 
Yields Close Higher As Trade Deals Come 
Into Focus; Rate Cut Expectations Shift With 
The FOMC Less Likely To Cut Prior To The End 
Of July; Services Remained Strong In April, 
But Prices Pose Problems For The Fed. 

Treasury Auctions Put Downward Pressure On Yields, With 
The Fed An Active Participant. Last week was a busy one 
for Treasury issuance with 3-, 10-, and 30-year tenors on 
the wall. On balance, demand was solid and served to 
put modest downward pressure on yields. Most notably, 
Tuesday the U.S. Treasury auctioned off $42B of 10-year 
notes with dealers taking down just 8.9% of the issue, the 
3rd lowest percentage on record. On Thursday, $25B of 30-
year bonds were auctioned off, and this issue wasn’t as 
well received by the market, but that could partially be a 
function of the upward pressure on global sovereign yields 

that materialized after the announcement of a U.S./U.K. 
trade deal earlier that same day. Some of the details 
underlying these auctions made headlines as the Fed was 
an active participant, buying $20B of Monday’s 3-year 
auction, $14.8b of the 10-year issue, and $8.8B of the 30-
year for its own account. Some headlines misrepresented 
this buying as ‘shadow quantitative easing (QE),’ but 
these purchases were made in a ‘balance sheet neutral’ 
manner and were only to replace securities that matured 
and rolled off the Fed’s balance sheet during the month.

Market Participants Push Out Rate Cut Expectations As The 
FOMC Sees The Cost Of Doing Nothing As “Fairly Low.”  The 
Federal Open Market Committee (FOMC) concluded its 
two-day meeting on Wednesday and as expected kept 
the Fed funds rate unchanged in a range of 4.25% to 
4.50%. In the FOMC’s statement it noted that, “the risks 
of higher unemployment, higher inflation have risen,” in 
acknowledgement that stagflation is an increasingly likely 
outcome in the Committee’s eyes. Chair Jerome Powell, 
in his post-meeting press conference, remarked that the 
cost of doing nothing for the FOMC appears to be “fairly 
low”, and he noted numerous times that monetary policy 
is in a good place to respond as needed to incoming 
economic data. Fed funds futures were pricing in just a 
17% chance of a quarter-point rate cut in June, around 
a 53% chance of a cut in July, and a 74% likelihood the 
FOMC cuts in September, all percentages fell sharply on 
the week. 

Elevated Prices Paid For Services In April Another 
Problematic Datapoint For The Fed.  The Institute for Supply 
Management (ISM) Services Index for April was released 
Monday and surprised to the upside at 51.6, ahead of the 
50.2 estimate and the 50.8 reading from March. The Prices 
Paid component of the index jumped to a two-and-a-half 
year high at 65.1 from 60.9 in March and came in above 
the estimate of 61.4, while the New Orders component 
surprised to the upside as well coming in at 52.3, above 
the 50.4 March reading and the 50.3 expected. That 
uptick in prices paid temporarily pressured yields higher 
across the curve, pushing the Bloomberg Aggregate index 
lower by 0.1% over the course of the week. For context, 
a reading above 50 indicates the services sector of the 
U.S. economy is expanding, while a reading below 50 
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indicates contraction. The ‘hotter’ prices paid component 
is problematic for monetary policymakers as services prices 
have yet to show signs of cooling and acting as an offset to 
rising goods prices should tariffs remain in place.
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