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What We’re Watching: Key Observations:

The Conference Board’s September Consumer Confidence 
Survey is released Tuesday with a modest drop to 103.0 from 
103.3 in August expected.

Initial jobless claims for the week ended September 21 and 
continuing jobless claims for the week ended September 14 
are released Thursday. Continuing claims are expected to 
rise to 1.855 million from 1.829 million the prior week, while 
initial jobless claims are expected to rise to 230k from 219k 
the prior week.  

August Personal Consumption Expenditure (PCE) Deflator, 
the FOMC’s preferred inflation measure, is released Friday. 
Headline PCE Deflator is expected to rise 0.1% month 
over month and 2.3% year over year, compared to 0.16% 
and 2.5% in July. Core PCE Deflator, which is more closely 
watched by monetary policymakers, is expected to rise 0.2% 
month over month and 2.7% year over year, which would 
be above the prior month’s 0.16% and 2.6% readings and 
evidence that inflationary pressures remain sticky.

Stocks and riskier pockets of the fixed income market got 
a lift from the Federal Open Market Committee (FOMC) 
which delivered a larger than expected 50-basis point 
cut to the Fed funds rate at its September meeting. The 
Committee expects to cut the funds rate by another 
50-basis points between now and year-end, while Fed 
funds futures expect 75-basis points, a disconnect worth 
monitoring in the lead-up to the FOMC’s November 
meeting.  

The FOMC’s aggressive start to this rate cutting cycle 
is likely a tailwind for stocks and precious metals, and a 
potential headwind for longer duration U.S. Treasury bonds 
in the near-term. 

Yields on U.S. Treasuries maturing 2-years and farther 
out in the future rose on the heels of the FOMC’s rate 
cut as investors appeared to modestly ratchet up their 
expectations for U.S. economic growth and/or inflation 
in the coming quarters. Less restrictive monetary policy 
should provide a continued tailwind for riskier corporate 
bonds and U.S. dollar denominated emerging market 
debt, but sizing these exposures appropriately remains 
crucial due to the elevated volatility profile and risk of 
larger drawdowns inherent with these non-core fixed 
income areas. 
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Stocks: Cyclical Sectors, Small Cap 
Stocks Lead The Rally As Rate Cut Boosts 
The U.S. Economic Outlook; Emerging 
Markets Remain A Country Selection Story 
Even As U.S. Dollar Weakness Provides A 
Fundamental Tailwind.

What Happened Last Week:

S&P 500 Ends The Week Within Shouting Distance Of An 
All-Time High And Market Breadth Remains Supportive 
Of Additional Upside. Stocks made a mid-week push 
higher after the FOMC delivered a somewhat surprising 
50-basis point cut to the Fed funds rate, with the S&P 500
briefly registering a new high for the Index on Thursday
before closing out the week with a 1.3% gain. The market’s
bullish take on the larger rate cut might seem misguided
as prognosticators expected investors to interpret a more
sizable cut as an indictment that the economy may be in
worse shape than it appears. But FOMC Chairman Jerome
Powell’s constructive commentary on the economy when
paired with improved market breadth in recent weeks
signaled the path of least resistance for stocks was higher.
The percentage of S&P 500 companies trading above
their 50- and 200-day moving averages puts the market
on strong footing as around 75% of index constituents can
make that claim, and the percentage of stocks trading
above their 50- and 200-day has remained steady over
the past two weeks. At a high level, stocks are taking the
FOMC’s outsized rate cut and dovish tone as incremental
positives, rising in an orderly manner, and metrics such as
market breadth and sector leadership display a growing
confidence on the part of investors that an economic
soft landing is the most likely outcome, evidenced by
strength out of economically sensitive sectors (consumer
discretionary, financial services, and industrials) as well as
secular growth plays in the communication services and
information technology sectors into the weekend.

Small Caps Surge On More Aggressive Pace Of Policy 
Easing. The rollercoaster ride for investors in small cap 
stocks continued last week as the S&P 600 Small Cap Index 
returned 2.2% as the FOMC’s 50-basis point cut is expected 
to improve the outlook for U.S. economic growth in the 

coming quarters and should serve to lower borrowing costs 
for this cohort of stocks. The most immediate relief for smaller 
companies comes in the form of lower borrowing costs as 
between 40% and 50% of smaller capitalization companies 
rely on issuing some combination of either floating rate and/
or short-term debt to fund operations, debt that can now be 
floated at lower rates. Lower borrowing costs should boost 
profits and improve the economics surrounding borrowing 
capital for expansionary efforts like capital expenditures 
that can improve a company’s cash flow over time. At the 
same time, the FOMC’s outsized rate cut improves the odds 
of an economic soft landing and should translate into tighter 
credit spreads, another tailwind for smaller companies 
whose issues tend to reside in below-investment grade bond 
indices. A boost to economic growth from less restrictive 
policy could also thaw investor sentiment and push capital 
into economically sensitive areas such as small caps. We 
would rather be late than early should last week’s small cap 
rally prove durable as there have been head fakes in recent 
months with rallies being met by sellers amid the first signs of 
economic turmoil. 

Outside The U.S, Asian Markets Rally While Latin America 
Struggles. The MSCI Emerging Markets (EM) index returned 
2.2% on the week, driven by China and South Africa with 
country indices tied to each gaining 4.3% or more on the 
week, while Brazil and Mexico were detractors. The rally 
in Chinese equities appears to be a product of reduced 
pressure on the yuan from a lowering of the Fed funds 
rate which potentially provides the People’s Bank of China 
(PBOC) with the flexibility to ease policy further in the coming 
months to support consumption and spending. Emerging 
economies often see capital outflows as U.S. rates rise, and 
now appear poised to benefit as U.S. rates fall as a weaker 
U.S. dollar, along with macro catalysts on top of already 
appealing valuations likely to spur gains out of developing 
market stocks. Notably, political concerns in Mexico and 
a rate hike out of Brazil’s central bank present near-term 
headwinds and make allocations difficult to justify in the 
near-term, but these remain countries worth watching. 
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Bonds: FOMC Cuts The Fed Funds Rate By 
50-Basis Points, Sending Yields On Long-Term
Treasuries Higher As Investors Recalibrate
Their Growth And Inflation Expectations;
Higher Yielding Corporate Bonds A
Beneficiary Of Less Restrictive Monetary
Policy, Improved Growth Outlook.

Long-Term Treasury Yields Push Higher As Investors 
Recalibrate Their Economic Growth And Inflation 
Expectations After The FOMC’s Larger Than Expected 
Rate Cut.  Treasury yields treaded water leading up to 
the FOMC’s rate decision last Wednesday but rose into 
the weekend as investors ratcheted their expectations for 
economic growth and/or inflation higher in the wake of 
the Fed’s 50-basis point cut to the Fed funds rate. The yield 
curve experienced a bear steepener over the balance 
of last week as yields on bonds maturing between 2- 
and 30-years all climbed, but upside moves in yields on 
bonds maturing farther out in the future rose more than 
those on shorter-dated securities. Our base case for U.S. 
economic growth and inflation is unchanged in the wake 
of the FOMC’s decision and we expect both to normalize 
at around 2% in 2025. However, given the FOMC’s efforts 
to get ahead of weakness in the labor market with a more 
sizable half-point rate cut last week, we see risks skewed 
to the upside for economic growth, inflation, and, in turn, 
Treasury yields. We see little upside in Treasury bonds at 
present, particularly those maturing in the 3- to 10-year 
portion of the curve with yields of 3.75% or less. Credit and 
higher yielding non-core fixed income segments, broadly 
speaking, hold greater appeal, but we acknowledge 
that yields have come down and credit spreads have 
narrowed, leaving us with the opinion that investors in fixed 
income, should have more modest return expectations for 
the asset class over the near-to-intermediate term.    

FOMC Delivers A ‘Super-Sized’ 50-Basis Point Rate Cut To 
Get Things Started, But A Gulf Still Remains Between The 
Fed And The Market. Fed funds futures favored a 50-basis 
point cut in the lead-up to last week’s FOMC meeting. The 
Committee met those expectations, opting to begin this 
cutting cycle with a larger move, taking the target range 
for the Fed funds rate from 5.25% to 5.50% down by 50-basis 

points to 4.75% to 5%. Of note, the FOMC’s decision was not 
unanimous as there was 1 dissenting voter for the first time 
since 2005 and this one Committee member favored a 
quarter-point cut while the other 11 voters felt it prudent to 
start with a larger and more impactful move. The FOMC’s 
closely watched Summary of Economic Projections (SEP), 
or dot plot, which is released four times a year, now points 
toward an additional 50-basis points of rate cuts between 
now and year-end, with the median expectation for the 
Fed funds rate at 4.4% at year-end. Fed funds futures 
expect the FOMC to be more aggressive than the median 
dot would imply with 75-basis points of cuts between now 
and year-end projected, and the futures market views 
the probability of a half-point cut at either the November 
or December meeting as a coin-flip at present. FOMC 
Chair Jerome Powell noted that the Committee expected 
balance sheet runoff or quantitative tightening (QT) 
to continue at the current pace “for a time,” but gave 
little guidance as to when QT might end. With the FOMC 
still running down its balance sheet into 2025, one big 
potential buyer for long-dated Treasuries will remain on 
the sidelines, potentially putting upward pressure on long-
term U.S. Treasury yields, in our view.

A Good Week For High Yield As Credit Spreads Narrow 
On Improved Growth Outlook. While Treasury yields rose on 
the week, leading to paper losses on higher quality, longer 
duration bonds, non-core fixed income fared relatively 
well, with lower quality, shorter duration corporate bonds 
performing best. The Bloomberg U.S. Corporate High Yield 
index closed out the week with a 0.8% gain, taking its 
year-to-date return to 7.8%, well ahead of the Bloomberg 
Aggregate Bond index’s respectable 4.7% gain. An 
improved outlook for U.S. economic growth along with 
expectations the FOMC will continue to make monetary 
policy less restrictive in the coming months should continue 
to force cash into riskier higher yielding bonds over time 
and supports further gains for high yield corporate bonds, 
broadly speaking. We do expect corporate defaults to 
increase in the coming quarters, so an active approach 
to the space centered around security selection remains 
preferable, but barring an economic downturn capital 
should continue to find its way into riskier corporate bonds 
as the near 7% yield-to-worst on the index is tough to find 
elsewhere.
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