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What We’re Watching: Key Observations:

Nvidia, the 3rd largest constituent within the S&P 500 and 
one of the drivers and beneficiaries of the rise of Artificial 
Intelligence, will report earnings after market close on 
Wednesday. The information technology sector and related 
areas could key off this earnings release, and a continuation 
of the S&P 500’s upward trend/momentum could hinge on 
strong Nvidia guidance.  

U.K. Consumer Price Index (CPI) for April is released 
Wednesday and is expected to rise at a 3.7% annualized rate, 
which would be a deceleration from 4.2% year over year in 
March. The Bank of England is expected to ease policy in 
June and this reading could factor into that decision. 

Minutes from the Federal Open Market Committee’s May 
meeting are released Wednesday. 

U.S. Purchasing Managers Index (PMI) for May is released 
Thursday with a Composite reading of 51.4 expected, a 
modest improvement from 51.3 in April. Manufacturing PMI is 
expected to rise to 50.3 from 50.0 in April, while Services PMI is 
expected to make a move to 51.5 from 51.3 the prior month. 
A reading above 50 indicates expansion/growth, while a 
reading below 50 indicates contraction. 

Stocks and bonds marked time leading up to the release of the 
April Consumer Price Index (CPI) on Wednesday, but relative 
calm quickly gave way to a buying frenzy with most equity and 
fixed income indices moving higher over the balance of the 
week as Treasury yields fell. 

U.S. large cap stocks made a new all-time high mid-week 
before trading sideways into the weekend, digesting gains and 
building up energy for the next advance. Smaller capitalization 
stocks rallied as in-line inflation data put downward pressure 
on Treasury yields, and investors looking for relative value and 
areas to play catch-up could increasingly look to this cohort in 
the coming weeks/months.    

Emerging markets were the big winner on the week as the 
U.S. dollar weakened and China’s government stepped up 
support for the housing sector. Hopes for additional stimulus 
down the road in China, combined with the prospect of U.S. 
dollar weakness persisting, are reasons to remain constructive 
on both stocks and bonds tied to emerging markets.  
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Stocks: U.S. Large Cap Stocks Reach New 
All-Time High; Breadth Impressive With All 
But One S&P 500 Sector Higher On The Week; 
Short Covering, Falling Treasury Yields Lead 
To Small Cap Surge; Emerging Markets Rally 
As Dollar Weakens And China Stimulus Drive 
Inflows.

What Happened Last Week:

A New All-Time High For The S&P 500 IS Hardly Bearish, 
But Some Consolidation, Digestion Would Be Healthy. The 
S&P 500 made a new all-time closing high last Wednesday, 
ending the day at 5,308 as the April CPI release boosted 
hopes for rate cuts and an economic soft landing. It is likely, 
in our view, that equities move higher still over the coming 
months as new highs tend to draw capital into stocks as 
investors fear missing the rally and additional gains. With 
that said, we would not be surprised if the S&P 500 moves 
sideways to modestly lower over the near-term, digesting 
gains through time, but a potential re-test of the 5,250 level 
that had been a previous ceiling of resistance shouldn’t be 
ruled out along the way. Headwinds from higher Treasury 
yields and reduced liquidity have reversed course to some 
degree in recent weeks, leaving us incrementally more 
positive on stocks, broadly speaking, into the summer.

S&P 500 Breadth A Feather In The Cap Of Bulls. While the 
S&P 500 making a new all-time high last week is far from a 
bearish event when taken at face value, it was the broad-
based participation and the mix of sectors leading the way 
that is even more encouraging. Ten of the eleven S&P 500 
sectors ended the week with gains, with industrials the only 
sector in the red, and information technology led the way 
with a 3% weekly gain, followed by real estate, health care, 
and financial services, each of which turned out a return 
of 1.5% or more on the week. What is most notable about 
last week’s leadership is how impressive it is to see secular 
growth (information technology), bond proxies (real estate, 
utilities), defensives (health care), and economically 
sensitive cyclicals (financial services) all rallying in unison. 
We would have liked to see consumer discretionary, 
and industrials participate in the rally, but all in all we 
can’t quibble too much with last week’s price action. It’s 

encouraging to see that over 70% of S&P 500 constituents 
now trade above their 10- day moving average, while just 
shy of 80% trade above their 200-day, further evidence of 
broad-based strength on both a short and longer-term time 
frame which puts the index on firm footing going into the 
summer.     

Heavily Shorted Stocks Spike As Meme Stock Mania 
Returns. “Meme stocks” were back in the headlines last 
week as high short-interest names surged early in the week 
amid a flurry of short covering before profit taking took 
hold, with many impacted names experiencing a round-
trip, closing at the prior week’s prices or below. GameStop, 
a video game retailer at the center of the meme craze in 
2021, rose 74% and 179% in the first two days of trading last 
week before declining over the back half of the week and 
ending the week higher by 27% The video game retailer 
was not the only stock prone to wild intra-week swings as 
heavily shorted names like AMC, Petco, and Plug Power, 
among others, also experienced fits and starts, but due to 
their small position size within mid-cap indices these names 
had only a marginal impact on return. Notably, AMC and 
GameStop took advantage of the rapid run up in their 
share prices by issuing stock to raise capital at higher prices, 
diluting those partaking in the meme stock rally. This trading 
environment is certainly not a hallmark of a conventional 
market environment, but it does serve to shakeout shorts 
in the near-term and may even push short sellers to rethink 
making bets against stocks until the dust settles. The uptick 
in speculation is a bit unnerving but appears limited in scope 
for now, far from the levels seen in the post-COVID runup.

U.S. Dollar Weakness, China Stimulus Boosts Emerging 
Markets. he MSCI Emerging Markets (EM) index turned out 
a 2.7% weekly return with U.S. dollar weakness and China’s 
government stepping up support for the country’s distressed 
property market driving gains. Strength across developing 
markets was broad-based with country indices tied to China, 
India, and Taiwan each rising 2.8% or more on the week, 
but it was China that garnered headlines into the weekend. 
The MSCI China index rallied another 4% on the week as 
the Chinese government announced a series of measures 
it would take to stabilize the country’s beleaguered housing 
market, an announcement that has been rumored for 
weeks and has contributed to a 19%+ one-month gain out 
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of the MSCI China index. The MSCI EM’s rally puts the index 
narrowly behind the MSCI EAFE developed markets index 
year to date on a total return basis, with both benchmarks 
returning north of 9%. 

Technology stocks continue to lead the charge as the 
largest weight in the MSCI EM index with Alibaba, Taiwan 
Semiconductor, and Tencent all contributing to last week’s 
gains. Real estate companies in China were another 
contributor to return as the government eased mortgage 
rules and encouraged local governments to buy back 
unsold homes from developers with $42B of funds provided 
by the People’s Bank of China (PBoC) that lifted securities 
in the space. The clear sense of urgency and commitment 
we’re seeing out of officials in China is extending the runway 
for equities that still appear under-owned with most trading 
at a discount to both future earnings and current cash flows.

Bonds: Treasury Yields Fall Sharply As Inflation 
Data Allows Investors To Breathe A Sigh Of 
Relief; Emerging Market Debt Outperforms 
As U.S. Dollar Weakness Improves The 
Fundamental Outlook, Drives Inflows. 

April Consumer Price Index (CPI) Spurs Treasury Rally As 
Odds Of A September Rate Cut Rise. There was minimal 
movement in bond yields leading up to the release of the 
April Consumer Price Index (CPI) on Monday, but Treasury 
bonds caught a bid and rallied on the heels of the release. 
Headline CPI rose 0.3% month over month, below the 
0.4% estimate, and year over year rose 3.4%, in-line with 
the consensus estimate and below the 3.5% reading from 
March. Policymakers pay more attention to Core CPI which 
rose 0.3% month over month, in-line with the consensus 
estimate and 0.1% below the March reading. Year over 
year, core CPI rose 3.6%, a deceleration from 3.8% in the 
prior month. After the April PPI release on Tuesday, market 
participants speculated that CPI could come in cooler than 
expected, so we were a bit surprised at the size of the move 
lower in Treasury yields on the heels of the release. 

The 10-year U.S. Treasury yield fell 9 basis points on Wednesday 
to close at 4.36% as Fed funds futures shifted and placed a 
60% probability on a rate cut in September, up from 50% the 

day prior to the April CPI release. For the 10-year yield, 4.35% 
is a level we have highlighted as a potential floor of support 
that could cap any rally in long-term Treasury bonds. Last 
week’s move down to that level and failure to close below 
it reinforces its importance, in our view. The CPI release 
last week shouldn’t alter the path forward for monetary 
policy as the FOMC won’t have the required confidence 
that inflation is moving toward its 2% target in a sustainable 
manner to cut the funds rate in June or July, in our view, 
which leaves September as the most likely meeting for a 
rate cut to materialize. With this backdrop in place, the 10-
year yield should find staunch resistance in the 4.30%/4.35% 
area on the downside leading up to the FOMC’s mid-June 
meeting, and we still see a ceiling of support at 4.70%/4.75% 
on the upside.     

April PPI Less Hot Than The Headline Reading Would 
Suggest. Last Tuesday, the April Producer Price Index (PPI) 
was released, and the headline reading came in at 0.5% 
month over month versus the 0.3% consensus estimate, 
while core PPI, which excludes food and energy, also 
rose 0.5% month over month, topping the 0.2% consensus 
estimate. Under the surface, the details of the release 
were less worrisome for the inflation outlook and the prior 
month’s reading was revised sharply lower from 0.2% growth 
to a drop of 0.1%. The April PPI reading initially put upward 
pressure on Treasury yields, but after digesting the details 
market participants concluded that the CPI release to 
follow on Wednesday might be cooler than expected, and 
Treasury yields fell with the 10-year yield ending the day 3 
basis points lower at 4.45%.

A Good Week For Emerging Market Bonds As Weaker 
U.S. Dollar Improves The Fundamental Outlook. Emerging 
market bonds have dealt with macroeconomic headwinds 
at every turn in 2024 but that backdrop is shifting as U.S. 
inflation and bond yields drift lower, albeit at varying paces. 
Bonds issued by developing economies topped other fixed 
income sub-asset classes we track last week, evidenced 
by the Bloomberg Emerging Market USD Aggregate Index 
returning 0.7% on its way to a 1.9% year-to-date return. 
The dollar’s path lower over the balance of last week was 
fueled by Wednesday’s in-line CPI reading which was 
accompanied by a move lower in Treasury yields which led 
local currency bonds to outpace the USD-denominated 
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bonds we favor. We still prefer U.S. dollar-denominated 
EM debt as these bonds offer superior risk, or volatility-
adjusted return potential, even if they lack the upside of 
the local currency debt should the U.S. dollar weaken 
materially from here.


