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Time for a rate cut?

Dovish remarks from the 
Federal Reserve and a 
cooler-than-expected US jobs 
report strengthened the case 
for a coming interest rate cut.

Softening or slowdown?

Are we seeing the “economic 
softening” needed to get 
inflation completely under 
control, or are we seeing the 
start of a far more substantial 
slowdown?

“Dr. Copper”

It’s important to note that 
copper prices have been on an 
upward climb since 
mid-February, despite a brief 
drop early last week, 
suggesting that the global 
economy is improving.
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Fed meeting led to re-pricing of rate expectations

At its meeting on May 1, the Fed noted the lack of progress on the 
disinflation front in the last several months but indicated that it would be 
patient. It also pointed to the incredible progress made on the 
disinflationary front in the past year.

In addition, when asked about the possibility of a rate hike, Fed Chair Jay 
Powell dismissed it, describing it as unlikely. And when asked if the US is in 
a stagflationary environment, Powell was emphatic that it isn’t. Finally, the 
Fed also said it would be slowing the level of its balance sheet reduction.

Re-pricing of rate expectations for the year began immediately. The S&P 
500 Index went up after the announcement and moved up even more 
after the start of the press conference. I think that speaks to the Fed's 
thoughtfulness and measured perspective - that it is not over-reacting to 
recent disappointing inflation data.

Weaker-than expected US jobs report bolsters case for a rate cut

The press conference was followed later in the week by a Job Openings 
and Labor Turnover Survey (JOLTS report) that showed job openings and 
quit rates had decreased - signs of an easing in the tight labor market.

That was followed by a US jobs report that offered an even stronger sign 
of a cooling labor market, strengthening the case for a rate cut. Non-farm 
payrolls were far below expectations at 175,000 jobs added in April.1 But 
the most important part of the report was average hourly earnings, which 
came in below expectations - up only 0.2% for the month and 3.9% year 
over year.1

Markets rejoiced. The moves in the 2-year US Treasury yield over the 
course of the week were significant, falling from an early peak above 5% 
to finish the week at 4.8%.2 The 10-year US Treasury yield followed a 
similar pattern, peaking early in the week at 4.68% only to drop to 4.5% by 
the end of the week.2 The S&P 500 fell early in the week, only to rally later 
in the week as yields eased.

Last week marked a significant pivot for US market-watchers. A 
higher-than-expected US Employment Cost Index increased the 
trepidation about the Federal Reserve (Fed) meeting, with fears growing 
that the Fed’s next move would be a rate hike in order to combat 
stubborn inflation. Not surprisingly, stocks went down and yields went up. 
But then a proverbial dam broke when the Fed was more dovish than 
expected in its statement and at its press conference.



2

Disinflation continues in the eurozone

We also got signs of disinflationary progress in the eurozone last week. 
The flash estimate of April inflation in the eurozone was 2.4%.3 Inflation 
ex-food and energy was 2.8%, down from 3.1% in March and 3.3% in 
February.3 Not surprisingly, we saw a similar pattern with the Stoxx Europe 
600 Index last week as we saw with the S&P 500 Index.

Economic softening or substantial slowdown?

Last week seemed to support the idea that the narrative has changed, 
that we are still “on the disinflationary train” because Western developed 
economies are sufficiently cooling. As I’ve said before, I fully believe we’re 
still on “the D train.” However, I can’t help but worry about the long and 
variable effects of monetary tightening. Are we seeing the “economic 
softening” that we need to get inflation completely under control, or are 
we seeing the start of a far more substantial slowdown? I think of recent 
data points such as these Purchasing Managers’ Indexes (PMI):

• The Institute for Supply Management (ISM) services PMI for the US was 
49.4 for April, far lower than expected and its first time in contraction 
territory since December 2022.4

• Chicago PMI for April was far lower than expected, clocking in at a 
relatively anemic 37.9.5

• The Conference Board’s April reading of US consumer confidence 
showed a deterioration for the third consecutive month, clocking in at 
97 - which is down from 103.1 in March.6 Confidence is now at its lowest 
level since July 2022 with consumers less positive about the labor 
market and future business conditions.6

I will be vigilant given how aggressive the Fed’s tightening was and how 
long we have maintained rates at the peak for this tightening cycle. We 
would all like to think this turns out like the 1994-1995 Fed tightening cycle 
with the economy avoiding a recession. However, in that tightening cycle, 
only five months elapsed between the end of rate hikes and the start of 
rate cuts.7 In this tightening cycle, rate hikes ended in July 2023, and we 
are still waiting for our first rate cut; this allows for far more damage to 
potentially occur.

And, of course, the absolute level of tightening is much greater this time 
around, up 500 basis points versus 300 basis points in the 1994-1995 
tightening cycle.7 That’s why I am very sensitive to any data and anecdotal 
information suggesting the economy is weakening quickly. Right now, I 
think it’s far more likely that we are getting the kind of economic softening 
the Fed wants but I am not naïve about the risks.

Copper prices suggest global growth may be improving

The good news is that the outlook for global growth seems to be 
improving. The Organization for Economic Cooperation and Development 
(OECD) updated its global outlook last week. It upwardly revised its 2024 
global growth forecast to 3.1% (up from 2.9% in its previous forecast back 
in February) and its 2025 forecast to 3.2% (up from its last forecast of 3%).8 
It’s worth noting the OECD upwardly revised its growth forecasts for both 
the US and China.

It's not just the OECD. “Dr. Copper” - i.e., copper prices - seems to be 
suggesting the same thing. Market watchers have long looked to the price 
of copper as an indicator of the health of the global economy, especially 
China. That’s because copper is a fundamental raw material utilized in 
many industries and products. When demand for copper increases, it 
suggests economic growth may be rising because things are being built 
and manufactured. Copper has been on an upward climb since 
mid-February, despite a brief but significant drop last week before 
rebounding late in the week, suggesting that the global economy is 
improving. I suspect global small-cap stocks could experience a 
sustainable rally if more signs appear of this economic resurgence.



3

May 10 UK Business Investment Estimates of short-term indicators of
  investment in non-financial assets;
  business investment and asset and
  sector breakdowns of total gross fixed
  capital formation.

 UK Industrial Production Indicates the economic health of the
  industrial sector.

 UK GDP Measures a region’s economic
 (Gross domestic product) activity.

 Canada Jobs Report Indicates the health of the job market.

 University of Michigan Assesses US consumers’ expectations
 Survey of Consumers for the economy and their personal
  spending.
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It’s worth noting the OECD upwardly revised its growth forecasts for both 
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China. That’s because copper is a fundamental raw material utilized in 
many industries and products. When demand for copper increases, it 
suggests economic growth may be rising because things are being built 
and manufactured. Copper has been on an upward climb since 
mid-February, despite a brief but significant drop last week before 
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May 6 US Loan Officer Survey Tracks changes in the standards and
  terms on, and demand for, bank loans
  to businesses and households over
  the past three months.

 Australia Retail Sales Measures consumer demand.

May 7 Reserve Bank of Australia Reveals the latest decision on the
 Decision path of interest rates.

 Eurozone Retail Sales Measures consumer demand.

 US Consumer Credit Reports outstanding credit extended
  to individuals.

May 8 Germany Industrial Production Indicates the economic health of the
  industrial sector.

 Bank of Japan (BoJ) Reports the BOJ's projection for
 Summary of Opinions inflation and economic growth.

May 9 Bank of England decision Reveals the latest decision on the
  path of interest rates.

 Japan Household Spending Measures changes in the value of
  spending by households in Japan.

Dates to watch

Date Report What it tells us

Looking ahead

This week we will get two major central bank decisions — the Reserve 
Bank of Australia (RBA) and the Bank of England (BOE). Fears have risen 
that the RBA will actually hike at its meeting, but I think that is very unlikely; 
I do expect it to sound very hawkish as it uses words as a monetary policy 
tool.

I am particularly focused on the BOE. There has been an increase in 
dovish central bank speak coming from the BOE, and I think there is a 
possibility of a rate cut at this meeting, especially after the Fed’s dovish 
performance last week. If there is not a rate cut this week, I fully expect a 
dovish BOE that will signal rate cuts may start this summer, most likely in 
June like the European Central Bank is messaging.

I will also be interested in a number of data releases coming out this week, 
including the April jobs report for Canada to see if there is a similar easing 
in the labor market, especially wage growth. And, of course, the University 
of Michigan reading of inflation expectations is must-see data for me, just 
to ensure inflation expectations remain well anchored. UK gross domestic 
product, industrial production and business investment will also be 
important.



4

Important information

All investing involves risk, including the risk of loss.

Past performance does not guarantee future results.

Investments cannot be made directly in an index.

This does not constitute a recommendation of any investment strategy or product for a particular 
investor. Investors should consult a financial professional before making any investment decisions.

In general, stock values fluctuate, sometimes widely, in response to activities specific to the company as 
well as general market, economic and political conditions.

The risks of investing in securities of foreign issuers, including emerging market issuers, can include 
fluctuations in foreign currencies, political and economic instability, and foreign taxation issues.

Fixed-income investments are subject to credit risk of the issuer and the effects of changing interest 
rates. Interest rate risk refers to the risk that bond prices generally fall as interest rates rise and vice versa. 
An issuer may be unable to meet interest and/or principal payments, thereby causing its instruments to 
decrease in value and lowering the issuer’s credit rating.

Stocks of small and mid-sized companies tend to be more vulnerable to adverse developments, may be 
more volatile, and may be illiquid or restricted as to resale.

Investments in companies located or operating in Greater China are subject to the following risks: 
nationalization, expropriation, or confiscation of property, difficulty in obtaining and/or enforcing 
judgments, alteration or discontinuation of economic reforms, military conflicts, and China’s dependency 
on the economies of other Asian countries, many of which are developing countries.

Inflation is the rate at which the general price level for goods and services is increasing.

The Employment Cost Index (ECI) is a quarterly economic series from the US Bureau of Labor Statistics 
that measures the growth of total employee compensation.

Yield is the income return on an investment.

The Federal Open Market Committee (FOMC) is a 12-member committee of the Federal Reserve Board 
that meets regularly to set monetary policy, including the interest rates that are charged to banks.

Dovish refers to an economic outlook which generally supports low interest rates as a means of 
encouraging growth within the economy.

Hawkish is to favor relatively higher interest rates if they are needed to keep inflation in check.

Disinflation, a slowing in the rate of price inflation, describes instances when the inflation rate has 
reduced marginally over the short term.

Stagflation is an economic condition marked by a combination of slow economic growth and rising 
prices.

A repricing opportunity is a change in the market environment that allows for a reassessment of the value 
of an investment.

The S&P 500® Index is an unmanaged index considered representative of the US stock market.

The STOXX® Europe 600 Index represents large, mid and small capitalization companies across 17 
countries of the European region.

A basis point is one hundredth of a percentage point.
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Notes
1Source: US Bureau of Labor Statistics, May 3, 2024
2Source: Bloomberg, as of May 3, 2024
3Source: Eurostat, as of April 30, 2024
4Source: Institute for Supply Management, April 30, 2024
5Source: ISM-Chicago, Inc., April 30, 2024
6Source: Conference Board, April 30, 2024
7Source: Federal Reserve Board of Governors
8Source: OECD, May 2, 2024
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The Organization for Economic Co-operation and Development (OECD) is a unique forum where the 
governments of 37 democracies with market-based economies collaborate to develop policy standards 
to promote sustainable economic growth.

A flash estimate is a preliminary release of economic data, typically released ahead of the official data 
release.

Purchasing Managers’ Indexes (PMI) are based on monthly surveys of companies worldwide, and gauge 
business conditions within the manufacturing and services sectors.

The job openings and labor turnover survey (JOLTS) is a monthly report done by the US Bureau of Labor 
Statistics that collects data from employers in order to measure job openings, new hires, the number of 
employees who quit or were laid off, and other forms of labor turnover.

The eurozone (also known as the euro area or euroland) is an economic and monetary union of European 
Union member states that have adopted the euro as their common currency.

Tightening monetary policy includes actions by a central bank to curb inflation.

The opinions referenced above are those of the author as of May 6, 2024. These comments should not 
be construed as recommendations, but as an illustration of broader themes. Forward-looking statements 
are not guarantees of future results. They involve risks, uncertainties and assumptions; there can be no 
assurance that actual results will not differ materially from expectations.


