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What We’re Watching: Key Observations:

‘Magnificent 7’ earnings take center stage in the coming 
week with Alphabet (Google), Amazon, Apple, Meta 
Platforms (Facebook), and Microsoft all set to post quarterly 
results. 

October Personal Consumption Expenditure, the FOMC’s 
preferred inflation gauge, is released on Thursday. Headline 
PCE is expected to rise 0.2% month over month and 2.1% year 
over year, while core PCE, which is more closely monitored 
by policymakers, is expected to rise 0.3% month over month 
and 2.6% year over year. 

The October Nonfarm Payrolls Report is released on Friday 
with 110k jobs expected to have been created during the 
month, which would be well below reported payrolls growth 
of 254k jobs in September. Notably, seasonal adjustment 
factors contributed to outsized payrolls growth in September, 
and with these factors set to reverse in October, the potential 
for October payrolls to miss on the downside, potentially by 
a sizable number, is high in our view. A surprise could lead to 
a bid in Treasury bonds and an abrupt move lower in yields.     

U.S. large cap stocks ended the week little changed 
as earnings releases and Treasury yields encountering 
resistance were enough to generate a half-hearted 
bid for the biggest and safest stocks in the lead-up to 
the election. U.S. small cap stocks didn’t fare as well as 
economically sensitive sectors such as financial services, 
industrials, and materials lagged on the week and hold 
larger weights within small and mid-cap indices. Five of 
the ‘Magnificent 7’ cohort of stocks report quarterly results 
this coming week and could set the tone for stocks into 
November.   

International developed and emerging market stocks 
lagged U.S. large caps on the week as weakness out of 
India, Japan, and South Korea, among other countries, 
weighed on indices tied to markets abroad. 

Treasury yields across the curve rose over the balance of 
last week, but the 10-year yield, specifically, encountered 
resistance around the 4.25% level as the back-up in yields 
appeared to finally spur buyers to step in on Thursday and 
Friday. The October Nonfarm Payrolls Report set to be 
released this coming Friday could go a long way toward 
deciding the near-term path forward for the 10-year yield. 
A weak number well shy of the consensus estimate could 
lead to a re-test of the 4% level, while a much stronger 
than expected number could lead to a decisive break 
above the 4.20% ceiling of resistance and bring 4.45%-
4.50% into play in the coming weeks. 
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Stocks:  Modest Breadth Deterioration For U.S. 
Large Cap Stocks; Mid-Caps The Preferred 
Risk-On Play; A Tough Week Abroad As 
Japan’s Election, U.S. Dollar Strength Weigh 
On Developed And Developing Market 
Stocks.

What Happened Last Week:

U.S. Large Caps Experience A Modest Pullback As 
Leadership Narrows. The S&P 500 experienced a pullback 
of just short of 1% last week as the broader index was pulled 
lower by weakness out of the financial services, health 
care, industrials, and materials sectors while consumer 
discretionary was the only sector to post a positive return on 
the week. Even within the leading sectors, a small number 
of stocks drove the bulk of the gains with Tesla being the 
most obvious contributor in the consumer discretionary 
sector as the stock rose just shy of 22% on the week after 
the company posted quarterly results. Market leadership, 
or breadth has narrowed in recent weeks, evidenced by 
the fact that just 23% of S&P 500 constituents were trading 
above their 10-day moving average at the end of last 
week. Narrowing leadership of late has contributed to 
some modest deterioration in measures of market breadth 
over longer-term time frames, but 55% of index constituents 
still traded above their 50-day moving average and 71% 
traded above their 200-day moving average as of last 
Friday’s close, evidence that breadth is still supportive of a 
constructive view on stocks into year-end. 

Mid-Caps Proving To Be A Higher Quality, Higher Beta Play 
Over Small-Caps. The S&P Small Cap 600 Index has given 
ground month-to-date, falling 2% after last week’s 2.8% drop 
due in large part to the continued rise in Treasury yields. The 
S&P Midcap 400 has outpaced the S&P 600 by 1.9% month-
to-date and over 6% year-to-date as this cohort of stocks 
appears to be a preferred way to play any improvement in 
the U.S. economic outlook without having to allocate more 
capital toward what are often lower quality, more heavily 
indebted smaller capitalization stocks.

Japan’s Election Weighs On Foreign Developed Market 
Indices. The Japanese yen continued to weaken relative to 
the U.S. dollar last week, ending the week at over 152¥ per 
USD, good for a 6% month-to-date drop and the first time 
the yen has closed above 150 to $1 since July. Much is being 
made about the country’s general election which has led to 
concerns surrounding how new leadership might approach 
monetary policy, and these fears have weighed most on 
cyclical sectors such as consumer discretionary, financial 
services, industrials, and financials, which together make 
up roughly 55% of the country index. Amidst the anxiety 
around political outcomes, the Bank of Japan (BoJ) struck 
a relatively measured tone last week with Governor Ueda 
suggesting time is on their side after Tokyo CPI matched 
the consensus estimate on Thursday, an outcome that 
allowed Japanese equities to pare losses into the weekend. 
Ueda stopped short of providing forward guidance, citing 
concerns around the U.S. economy and an uncertain path 
forward for monetary policy, leaving traders and investors 
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to their own interpretations in the lead up to the next 
policy decision on October 31st. Abroad, political cycles 
often spur elevated volatility, but historical evidence 
provides reason enough for investors to view that volatility 
as an opportunity to lean into uncertainty, and we suspect 
that will prove to be the case for Japanese stocks this time 
around as well.

Broad-Based Weakness Out Of Emerging Markets As U.S. 
Dollar Strength Weighs On Risk Appetite. The 1.7% decline 
for the MSCI Emerging Markets (EM) equity benchmark 
last week was concentrated in the Asia Pacific region as 
benchmark heavyweights including China, India, South 
Korea, and Taiwan all sold off in unison. Emerging market 
currencies have faltered in recent weeks relative to the U.S. 
dollar, potentially a byproduct of some portfolio de-risking 
into the U.S. election but given our view that the rise in U.S. 
Treasury yields may be on borrowed time, we could see 
some U.S. dollar weakness in the coming weeks which might 
improve sentiment and risk appetite surrounding emerging 
market stocks and bonds. 

Bonds: Treasury Yields Move Higher But 
Encounter Resistance As Buyers Step In To 
Take Advantage Of The Back Up In Rates 
On Longer-Term Bonds; Loans and Credit 
Outpace ‘Core’ Bonds On The Week. 

Treasury Yields Push Higher Still As Buyers Remain 
Noticeably Absent. The 10-year U.S. Treasury yield broke 
above its 200-day moving average last Monday, eclipsing 
the 4.17% level before ultimately trading up to 4.25% mid-
week before buyers stepped in and the 10-year yield 
ended the week at 4.24%, its highest weekly close since 
late July. Treasury yields have risen due to better economic 
data throwing cold water on the recession narrative, 
as well as a prevailing belief on the part of investors 
that no matter how the election shakes out that the US 
government’s budget deficit will grow larger, weighing 
on our ability to meet our obligations. The move higher in 
yields across the curve is also to some degree a byproduct 
of investors lowering their expectations for rate cuts out 
of the FOMC in the coming months which increases the 
appeal of shorter duration bonds, particularly now given 
heightened political uncertainty leading up to the election 

in early November. However, Treasury yields across the 
curve could be set to fall in the coming weeks/months as 
election uncertainty subsides and seasonal adjustment 
factors reverse, potentially leading to surprisingly weak 
nonfarm payrolls growth in October which would call into 
question the narrative that the U.S. economy is gaining 
steam. We remain in the camp that the U.S. economy 
is normalizing and settling back into a 2% GDP growth 
regime, meaning it isn’t as strong as the upside surprise to 
September payrolls would suggest, nor is it potentially as 
weak as the October payrolls report could imply if payrolls 
come in below 100k for the month.

Interest Rate Volatility Ramping To New 2024 Highs. Early 
The parabolic move higher in U.S. Treasury yields over 
the past month has coincided with elevated volatility as 
measured by the BofA MOVE Index which came close to 
a year-to-date high last week. Market participants are 
often enticed by higher yields and at some level become 
willing to step in and buy bringing some stability to the 
rates market, but the mix of inflation, economic growth, 
and labor data set to be released in the coming weeks, 
along with election/political uncertainty reaching a fever 
pitch, and you have a recipe for bond traders to sit on their 
hands until clarity emerges. A pronounced shift in inflation 
concerns/expectations has been reflected in prices of 
inflation-protected bonds (TIPS) which have outperformed 
nominal Treasuries in 6 of the last 7 weeks. Elevated volatility 
in bond markets can appear to be more technical than 
useful, but uncertainty in the rates market often has roots 
in the real economy and can have a substantial impact 
on the economy with one example being mortgage rates. 
The national average mortgage rate climbed above 7% 
last week to levels last seen in July and are well above the 
6.7% we saw at the end of September as loan underwriters 
and bond buyers are demanding a larger spread over 
less risky bonds to make up for the rise in uncertainty. We 
expect volatility in the rates market to remain elevated in 
the lead-up to the election, but perhaps with a downward 
bias to rates from here as economic data continues to 
normalize in the coming months/quarters.

Bank Loans Have Risen To The Top Of The Fixed Income 
Heap As Yields Have Backed Up. While the Bloomberg 
U.S. High Yield Corporate Index notched a 0.3% decline, its 
floating-rate counterpart the Bloomberg Leveraged Loan
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index gained 0.1% on the week and was again a standout 
performer amid a bleak backdrop for bonds so far this month. 
The floating rate loan category has been largely ignored as 
investors began to price-in an aggressive path forward for 
rate cuts out of the FOMC in the coming months, but this 
segment has quietly outpaced core bonds in each of the 
last four weeks and may be worth monitoring if the FOMC 
continues to temper market expectations regarding rate 
cuts due to improved labor market data and/or inflation 
readings. To this point in the year, refinancing activity has 
dominated the loan market with minimal new issuance, 

and demand for collateralized loan obligations (CLOs), or 
baskets of loans packaged together to lower the prospect 
and magnitude of defaults, remains plentiful which should 
make for smooth sailing into year end. Loans aren’t a 
standalone line-item in our asset allocation framework, 
but some active high yield managers have the flexibility to 
toggle between loans and corporate bonds as they see 
fit to take advantage of dislocations and opportunities 
as they arise, and we prefer to give our managers the 
latitude to do just that. 


