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Summary:

Stocks were higher for the fourth consecutive week (S&P 500 +1.60%). The S&P is on track for its best month of the year and has more
than erased April’s decline. Best sectors were technology (+2.95%) and real estate (+2.53%); worst sectors were industrials (-0.30%) and
consumer discretionary (-0.03%).

Key takeaways:

1. U.S. headline CPl inflation decelerated to a softer-than-expected 0.3% m/m

(3.4% y/y) in April, from 0.4% m/m (3.5% y/y). Core CPIl eased from 0.4% m/m EQUITY MARKETS LAST YEAR-TO-
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4. The University of Michigan Consumer Confidence Index was much weaker
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pushes back hard (i.e., Treasury yields climb higher).

9. Presidential candidates Trump and Biden are trying to outdo one another in terms of being tough on trade with China. The result of
higher tariffs could be higher inflation and a possible recession.

10. The world is becoming a more dangerous and unstable place. So far, the impact on financial markets has been relatively isolated and
muted. We believe the risks are going to remain elevated and geopolitical threats could become a more prominent issue for financial
markets no matter who wins the election.



Relatively easy monetary policy fuels risk-on capital markets
Global financial markets remain dominated by swings in Fed rate expectations.
The risk-on rally ran into trouble briefly in April as much stronger than expected
U.S. economic and inflation data brought into question whether the central bank
could deliver previously promised rate cuts. However, Fed Chair Powell was quick
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inflation has leveled off well above the Fed’s target of 2%.
Although any moderation in inflation is currently perceived to support the Fed’s
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the Fed provided the necessary rate cuts to reduce the economic drag. Instead, o
policymakers have struggled to provide broad-based evidence to support their
claims.
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In 2021, Fed Chair Powell was determined not to lift policy rates while using
the word “transitory.” Now he is determined to cut rates while using the word

“restrictive.” The central bank admits to now being “data-dependent” and focused on monthly consumer price inflation, which is a choppy
and lagging macro indicator. The lack of confidence in its ability to forecast the economy has also left the Fed with a strong dovish bias,
since policymakers would much rather face persistent above-target inflation than risk a recession. The net result is that investors are
being given an ongoing green light for risk-taking, where above-trend economic growth and improving corporate earnings are still being

subsidized by easy monetary and financial conditions.

Conclusion

U.S. inflation is proving stubborn, and holding well above the Fed’s 2% target. In addition, the economy continues to grow in excess of its
long-run potential rate, implying that the inflation threat will persist. Inflation is less of a threat outside of the U.S., but is expected to level
off above pre-2020 levels in most developed economies. For now, a calm bond market means a continuation of the risk-on phase, with

further upside in equities despite overbought conditions.

Data from Bloomberg, as of 5/17/2024.
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