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What We’re Watching: Key Observations:

The National Federation of Independent Business (NFIB) will 
release its small business optimism index for May on Tuesday 
after an 89.7 reading in April. 

U.S. Consumer Price Index (CPI) for May is released 
Wednesday with headline CPI expected to rise 0.1% month 
over month and 3.4% year over year, while core CPI, which 
excludes food and energy prices, is expected to rise 0.3% 
month over month and 3.5% year over year. 

The Federal Open Market Committee (FOMC) concludes 
its two-day meeting on Wednesday. We do not expect the 
FOMC to cut the Fed funds rate at this meeting, but market 
participants will be closely monitoring Chair Jerome Powell’s 
post-meeting remarks for any hints as to when the Committee 
is leaning toward easing monetary policy. The Committee’s 
revised Summary of Economic Projections, or dot-plot, will 
also be dissected for any changes related to how the FOMC 
at-large views the outlook for rates and inflation. 

U.S. Producer Price Index (PPI) for May is released on Thursday 
with the headline PPI expected to rise 0.1% month over month 
and 2.5% year over year. PPI is worth watching as wholesale 
or producer prices flow into CPI and personal consumption 
expenditure (PCE) in future months.

The University of Michigan will release its consumer sentiment 
index for June on Friday, with the reading expected to rise/
improve to 73.0 from 69.1 in May.

The S&P 500 rode the coattails of mega-cap technology stocks 
to a fresh all-time high as fears of an economic slowdown 
continued to push capital into shares of companies viewed 
as most capable of weathering a downturn. Small cap stocks 
remain in a precarious position and have been unable to 
outperform the S&P 500 despite falling Treasury yields. Smaller 
companies will remain under pressure from higher for longer 
interest rates and continued tightness in the labor market, both 
of which could weigh on profit margins.

Election results out of India and Mexico led to a volatile week 
for emerging market stocks, again highlighting the importance 
of country selection and diversification within the asset class. 

Treasury yields ended the week lower as a well telegraphed 
rate cut out of the European Central Bank (ECB) and economic 
slowdown fears put downward pressure on yields and 
outweighed continued signs of tightness in the labor market.
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Stocks: The S&P 500 Rides The Coattails Of 
Mega-Cap Technology Stocks To A New 
All-Time High; Small Cap Stocks Continue 
To Lag Despite Receiving A Tailwind From 
Lower Treasury Yields; Country Selection, 
Diversification Crucial When Investing In 
Emerging Markets.

What Happened Last Week:

The Usual Suspects Lift The S&P 500 To A New All-Time High. 
The S&P 500 turned out a respectable 1.4% weekly gain as 
the communication services and information technology 
sectors led the charge followed closely by consumer 
discretionary and health care, which both outperformed 
the broader S&P 500. While last week’s leadership mix was 
encouraging, participation remains narrow with just 50% of 
S&P 500 constituents trading above their 10-day moving 
average. It’s not lost on us that the consumer discretionary, 
energy, industrials, and materials sectors are all in the red 
over the past month and have drastically underperformed 
versus the S&P 500’s 3.2% gain.

Labor Market Remains Tight As Economic Growth Fears 
Build, A Tough Combo For Small Caps. The S&P Small Cap 
600 index fell 1.3% last week, well behind the S&P 500’s 
1.4% weekly gain, and the 600 now trails the 500 by 12.7% 
year-to-date. Entering this year, we expected small and 
mid-cap (SMid) to play catch-up, driven by a combination 
of relatively attractive valuations, the expectation of less 
restrictive monetary policy, and continued robust U.S. 
economic growth. Since the end of April, Treasury yields 
have fallen sharply, which should have provided a tailwind 
for SMid by lowering financing costs. But while the S&P 600 
has posted a respectable 4% return since the end of April, 
the S&P 500 has done even better, turning out a 6.5% gain as 
yields have fallen due in large part to concerns surrounding 
a potential U.S. economic slowdown. As a result, investors 
have chosen to hide out in mega-cap growth stocks in the 
S&P 500, bidding up share prices of companies with fortress 
balance sheets capable of weathering a U.S. economic 
slowdown. We understand the motivation behind this 
capital reallocation, but on the heels of last week’s hot May 
payrolls report, we believe fears of an economic slowdown 

are overblown at present, and as the liquidity backdrop 
improves in July, small- and mid-cap indices could be some 
of the biggest beneficiaries. 

Housing-Related Plays Have Yet To Catch A Bid Despite 
The Drop In Rates/Yields. Since the end of April, the yield on 
the 10-year U.S. Treasury has now fallen by 26-basis points 
and ended last week at 4.43%. Over the same time frame, 
the average 30-year mortgage rate has fallen from 7.49% 
to 7.31%. The iShares U.S. Home Construction ETF (ITB), which 
holds 44 stocks running the gamut from homebuilders, 
home improvement retailers, building products, and other 
housing-related plays, has failed to rally even as yields 
have fallen with ITB unchanged since the end of April. 
The resounding yawn from investors over the past five or 
so weeks as rates have fallen is a bit surprising as housing-
related plays typically respond positively to such a move 
as investors price-in an uptick in building and renovation 
activity, but that has not happened this time around and it 
may take a move to the psychologically important 7% level 
or below on the average 30-year mortgage rate to improve 
sentiment and drive inflows into this area.

Election Results Lead To A Volatile Week For Emerging 
Markets. Government elections in both India and Mexico 
took place and garnered headlines last week. In India, 
Prime Minister Modi failed to garner a true majority and 
will now have to rely on fickle political allies to continue 
funding infrastructure projects, a reality that led to a brief 
dip in Indian stocks before a recovery into the weekend, 
with the iShares MSCI India ETF (INDA) ending the week 
higher by 1.8%. In Mexico, the leader in the polls, Claudia 
Sheinbaum, was elected as the first female president in the 
country’s history, but her party’s overwhelming victory led to 
a continuation of the recent slide in Mexican equities and 
generated an 11.7% weekly decline. Sheinbaum is viewed 
as a symbol of continuity within the country and the current 
president threw his support behind her, but markets fear an 
erosion of checks and balances that could come with such 
a sweeping majority, particularly if her government prioritizes 
social spending over infrastructure and growth. Selloffs 
around orderly political transitions in developing markets 
have historically been buying opportunities, but we still 
believe active country selection can help investors sidestep 
volatility and improve volatility-adjusted returns. In a week 
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where two major elections rattled markets, diversification 
prevailed as the MSCI Emerging Markets (EM) index ended 
the week higher by 2.3% due to strong performance out of 
Asia, specifically, South Korea and Taiwan.

Bonds: Treasuries Remain Stuck In A Trading 
Range With 4.30% Still The Level To Watch 
On The 10-Year; Euro Area Sovereign Bond 
Yields Rise As The European Central Bank 
Delivers A ‘Hawkish Cut.’  

10-Year Treasury Yield Remains Stuck As The Lower End
Of Our Expected Range Holds. The 10-year U.S. Treasury
yield closed a basis point or two below the 4.30% level on
two occasions last week before bouncing 14-basis points
on Friday to end the week at 4.43%. The 10-year yield has
fallen from 4.69% at the end of April due largely to fears of
a U.S. economic slowdown, fears which were alleviated
somewhat by the May nonfarm payrolls report released last
Friday. We see the 10-year as fairly valued at the current
yield, but still see risks skewed to the upside for yields as
economic data should remain resilient over the coming
months, and with inflation remaining sticky, we see little
room for Treasury yields to move materially lower over the
near-term.

ECB Cuts Rates As Expected, Euro Area Sovereign Yields 
Rise Alongside Inflation Expectations.. Last Thursday, the 
European Central Bank (ECB) met and as expected, voted 
to lower two key policy rates by 25-basis points, the first rate 
cut since 2019. What’s most noteworthy about the move 
is that the ECB eased monetary policy despite raising its 
own estimate/outlook for inflation in both 2025 and 2026, 
highlighting just how desperate/intent the ECB was to cut 
rates. Sovereign bond yields across the Eurozone responded 
to the ECB’s decision by moving modestly higher on the 
heels of the announcement as raised inflation expectations 
point toward fewer potential rate cuts in the coming 
months/quarters. The yield on the 10-year German bund, 
which is the standard-bearer when it comes to euro area 
sovereigns, rose 3-basis points on Thursday and followed 
that up with a 6-basis point jump on Friday. Upward pressure 
on euro area sovereign yields are another reason we don’t 
expect yields stateside to move much lower. 

May Payrolls Rise More Than Expected, Pushing Treasury 
Yields Higher. The May nonfarm payrolls report was released 
last Friday and showed 272k jobs were created during the 
month, well above the consensus estimate of 180k. Average 
hourly earnings rose 0.4% month over month, ahead of the 
0.3% estimate, and 4.1% year over year, also above the 
3.9% estimate. While job creation blew away estimates 
during May, the unemployment rate rose to 4.0% from 3.9% 
the prior month, calling into question just how tight/strong 
the labor market continues to be. Yields on long-term U.S. 
Treasuries rose sharply on Friday on the heels of the payrolls 
report with the 10-year yield rising 13 basis points on the day 
to 4.42%, ending the week 9 basis points below the prior 
Friday’s close. Yields have trended lower since reaching 
a year-to-date peak in late April as economic data has 
increasingly pointed toward a slowdown ahead, and 
while we believe the May payrolls report likely overstates 
labor market strength, even so, we don’t see a protracted 
economic slowdown ahead. As a result of this view, we see 
the 10-year Treasury as fairly valued with a yield in the 4.30% 
to 4.50% range, but a breakdown below the lower end 
of that range would be notable and lead us to revisit our 
economic growth assumptions.

WIth The ECB In The Rearview, Attention Turns To The 
FOMC. The The Federal Open Market Committee (FOMC) 
will be in the spotlight mid-week with market participants 
closely watching Chair Jerome Powell’s post-meeting press 
conference for any clues as to whether recent economic 
data could alter the path forward for monetary policy. 
Despite there being a near-zero chance that the FOMC 
makes any meaningful change to policy next week, the 
groundwork could be laid for a potential shift in forthcoming 
meeting as we saw out of the ECB in April in the lead-up to 
last week’s rate cut. The Job Openings and Labor Turnover 
Survey (JOLTS) from May as well as the ADP Employment 
report pointed towards a softening labor market which 
increased the odds of a September rate cut with Fed funds 
futures shifting from implying a 45% chance of a cut in 
September to as high as 65%. However, an upside surprise to 
May nonfarm payrolls report Friday tempered expectations 
as the likelihood of a cut fell from 61% to 45% by the 
weekend. We still favor the first 25-basis point cut occurring 
in September, and last week’s strong May payrolls report 
does nothing to alter that view, but the release of May’s 
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consumer price index (CPI) this Wednesday, the same 
day the FOMC concludes its two-day meeting, is worth 
watching and could alter the tone of FOMC Chair Jerome 
Powell’s post-meeting press conference.


